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ABSTRACT

Tourist arrivals in Malaysia from January to December 2012, according to the Research
Division of Tourism Malaysia, amounted to 25.03 million people, compared to 24.71
million people for the same period in 2011, an increase of 1.3 percent. The tourism industry
generated receipts for Malaysia in 2012 totaling RM60.6 billion. Based on hotel statistics,
hotel guests in Malaysia from January to December 2012 amounted to 56.07 million guests,
compared to 53.76 million guests in 2011, an increase of 4.31 percent. This increase in the
number of hotel guests indicated that hotels in Malaysia needed to provide more services to
their guests. Since hotels are exposed to high fixed costs, they need to outsource some
specific services in order to reduce their internal costs. The increase in the number of hotel
guests has lead to a larger demand for outsourcing of services, and hotel managers have
now been exposed to a wider choice of service providers that are willing to provide the
specific services they require. This situation has made it easier for hotels to switch from one
service provider to another. Therefore, service providers should try to increase the loyalty
of existing customers (hotel managers) because it costs less to maintain an existing
customer than attracting new customers. While the key objective of relationship marketing
is to maintain customer loyalty there is, however, little agreement as to which antecedents
should be used to achieve this objective. In addition, the lack of application of the Theory
of Reasoned Action in the business-to-business relationships is worth investigating. In
response, this study proposed a model of relationship marketing that empirically
investigates, in one single model, the effect of perceived value, relational norms, and
switching costs on relationship quality and customer loyalty; the effect of relationship

quality on customer loyalty; and the effect of dependence on the relationship between



relationship quality and customer loyalty. In particular, this thesis intends to investigate the
role of relationship quality as the mediator between customer perceived value, relational
norms, switching costs, and customer loyalty, and the moderating role of dependence on the
relationship between relationship quality and customer loyalty. This thesis presents
empirical findings from a survey of 158 Malaysian hotel managers, in which the data was
analyzed using Partial Least Squares. The findings of this thesis revealed that, except for
switching costs, customer perceived value and relational norms are important in affecting
relationship quality. However, all these three variables (customer perceived value,
relational norms, and switching costs) do not have any significant influence on customer
loyalty. The results also show that relationship quality positively and significantly affects
customer loyalty, which shows that relationship quality is a necessary determinant of
customer loyalty. The results of this thesis also provide evidence that relationship quality
mediates the relationship between customer perceived value, relational norms, and
customer loyalty. However, the findings revealed that dependence does not moderate the
relationship between relationship quality and customer loyalty. Since the results of this
thesis showed that customer loyalty is indirectly influenced by customer perceived value,
relational norms, and relationship quality, this therefore implies that there is a need for the
key players in the hotel industry (e.g., Ministry of Tourism Malaysia, service providers,
Malaysian Association of Hotels, and hotel managers,) to focus on these constructs in the

pursuit of a more competitive advantage and long-term profits.



ABSTRAK

Ketibaan pelancong ke Malaysia daripada Januari hingga Disember 2012 berdasarkan
laporan dari Bahagian Penyelidikan Tourism Malaysia adalah seramai 25.03 juta
berbanding 24.71 juta bagi tempoh yang sama dalam tahun 2011, peningkatan sebanyak 1.3
peratus. Pendapatan kepada Malaysia yang dijana oleh industri pelancongan dalam tahun
2012 adalah sebanyak RM60.6 bilion. Berdasarkan statistik hotel, bilangan tetamu hotel di
Malaysia daripada Januari hingga Disember 2012 ialah seramai 56.07 juta orang
berbanding seramai 53.76 juta orang bagi tempoh yang sama dalam tahun 2011,
peningkatan sebanyak 4.31 peratus. Peningkatan dalam bilangan tetamu hotel
menggambarkan hotel di Malaysia perlu menawarkan lebih banyak servis kepada tetamu
mereka. Oleh kerana hotel terdedah kepada kos tetap yang tinggi, ia perlu meminta
pembekal luar untuk menghasilkan servis tertentu bagi mengurangkan kos dalaman.
Peningkatan dalam bilangan tetamu hotel telah menyebabkan pertambahan dalam
permintaan terhadap aktiviti penyumberan luar dan pengurus hotel sekarang mempunyai
pilihan pembekal perkhidmatan yang lebih ramai. Situasi ini telah memudahkan pengurus
hotel untuk beralih dari satu pembekal perkhidmatan kepada pembekal lain. Oleh itu,
pembekal perkhidmatan perlu cuba untuk meningkatkan kesetiaan pelanggan yang sedia
ada (pengurus hotel) kerana kos untuk mengekalkan pelanggan yang sedia ada adalah lebih
rendah berbanding kos untuk mendapatkan pelanggan baru. Walaupun objektif utama
pemasaran perhubungan adalah untuk mengekalkan kesetiaan pelanggan, bagaimanapun,
terdapat perbezaan pendapat dari segi penentu-penentu yang boleh digunakan untuk
mencapai matlamat ini. Di samping itu, kekurangan aplikasi Theory of Reasoned Action
dalam hubungan antara perniagaan dan perniagaan adalah sesuatu yang sewajarnya dikaji.
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Sebagai tindak balas, kajian ini mencadangkan model pemasaran perhubungan yang
menyiasat secara empirikal dalam satu model tunggal, kesan nilai dilihat, norma hubungan,
dan kos pertukaran terhadap kualiti perhubungan dan kesetiaan pelanggan, kesan kualiti
perhubungan terhadap kesetiaan pelanggan dan kesan pergantungan terhadap hubungan
antara kualiti perhubungan dan kesetiaan pelanggan. Secara khususnya, tesis ini bercadang
untuk menyiasat peranan kualiti perhubungan sebagai perantara antara nilai dilihat, norma
hubungan, kos pertukaran dan kesetiaan pengguna dan juga peranan pergantungan sebagai
moderator ke atas hubungan antara kualiti perhubungan dan kesetiaan pelanggan. Tesis ini
membentangkan penemuan empirikal daripada kajian ke atas 158 pengurus hotel di
Malaysia yang mana data yang dipungut telah dianalisa menggunakan kaedah Partial Least
Squares. Tesis ini mendapati bahawa kecuali kos pertukaran, nilai dilihat dan norma
hubungan adalah penting dalam mempengaruhi kualiti perhubungan. Walau bagaimanapun,
ketiga-tiga pembolehubah (nilai dilihat, norma hubungan, dan kos pertukaran) tidak
mempunyai pengaruh yang signifikan ke atas kesetiaan pelanggan. Keputusan juga
menunjukkan bahawa kualiti perhubungan memberi kesan yang positif dan signifikan
terhadap kesetiaan pelanggan, yang mana ia merupakan penentu penting kesetiaan
pelanggan. Keputusan tesis ini juga membuktikan bahawa kualiti perhubungan merupakan
perantara antara nilai dilihat, norma hubungan dan kesetiaan pelanggan. Walau
bagaimanapun, penemuan menunjukkan bahawa pergantungan tidak berperanan sebagai
penyederhana dalam hubungan antara kualiti perhubungan dan kesetiaan pelanggan. Oleh
kerana keputusan tesis ini menunjukkan kesetiaan pelanggan adalah dipengaruhi secara
tidak langsung oleh nilai dilihat, norma hubungan dan kualiti perhubungan, maka ini

membayangkan bahawa terdapat keperluan bagi pemain-pemain utama industri perhotelan



(Kementerian Pelancongan Malaysia, pembekal perkhidmatan, Persatuan Perhotelan
Malaysia dan pengurus hotel) untuk memberi tumpuan dalam terhadap faktor-faktor ini

untuk memperoleh kelebihan daya saingan dan keuntungan jangka panjang.
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CHAPTER ONE

INTRODUCTION

1.1 Introduction

A customer is an important core entity in a business due to his or her ability in helping to
generating revenues. Various studies have shown that the costs of retaining a current
customer is five times less than the costs of obtaining a new customer, and a five percent
increase in the retention rate will be able to increase to between twenty five to ninety five
percent of business revenues (Reichheld, 1996; Reichheld and Schefter, 2000;
Athanasopoulou, 2009; Davis-Sramek, 2009; Al-Alak, 2010). In the service market, the
intangible nature of the service industry has made service differentiation difficult, and
resulted in a greater need by service providers to build close relationships with their
customers (Parasuraman et al., 1985). However, with the increase in competition, firms in
the service market are facing greater challenges of gaining customers’ loyalty, since
customers have larger selections of service providers. This phenomenon has imposed
pressure on the service providers to maintain good relationships with their customers in
order to retain the existing customers, because they will stay with service providers they

enjoy working with.

Therefore, this study aimed to investigate factors that influenced business customers’
loyalty in the context of outsourcing relationships between hotel managers and their service
providers. In order to confirm the key factors, an elaborated model based on the Theory of

Reasoned Action (TRA) was used as the theoretical framework. This model was applied to



a sample of hotel managers in order to identify factors that determine their intention to stay
loyal with their service providers. This chapter starts with the background of the study
followed by the overview of outsourcing practices and the background of the Malaysian
hotel industry. Next, the research problems, research questions, and research objectives will
be defined. In addition, the scope and significance of the study will be presented before the
chapter concludes with the outline of the organization of the whole thesis and the chapter

summary.

1.2 Background of the Study

Business-to-business (B2B) relationships are one of the areas that has been addressed
frequently, and gained the interest of marketing practitioners and academics. While
research on business-to-business relationships has concentrated on various areas,
customers’ loyalty has caught the interest of researchers, and has currently becoming one of
the greatest concerns to researchers (DeWulf et al., 2001; Hennig-Thurau et al., 2002;
Roberts et al., 2003; Caceres and Paparoidamis, 2007; Moliner, 2008; Athanasopoulou,
2009). Similar to the business-to-customer relationships, customer loyalty is also important
to business-to-business relationships (Lam et al., 2004). Customer loyalty is one of the
primary outcomes of relationship marketing (Hennig Thurau et al., 2002) and is considered
as a competitive advantage to a service provider. The emphasis on relationship marketing
has been the focus of academics and practitioners due to the economic advantages of
retaining existing customers as opposed to acquiring new ones (Ndubisi, 2007). A loyal
customer is able to improve an organization’s profitability through cost reduction effects

and increased revenues per customer (Hennig-Thurau et al., 2002).



Increase in competition between hotels, as well as between emerging and new tourist
destinations and increase in costs, have made hotels rethink their competitive strategies to
survive in the competitive business environment. Many hotels are losing existing guests to
their rivals as a result of successful attempts to entice guests away. The global economic
slowdown has added more pressure on hotels in facing challenging markets in which they
have to compete with each other to get more hotel guests that will improve the hotels’ sales
levels. However, faced with high levels of fixed costs, hoteliers have to find alternative
ways to reduce their internal costs. One of the most popular strategies for the hotels is to
outsource their activities to external service providers (Lam and Han, 2004). According to
Rodriguez-Diaz and Espino-Rodriguez (2006, p. 32) “outsourcing is becoming a strategic
function of great importance”, and the hotel industry is one of the principal candidates to
use service outsourcing. Outsourcing offers improvements on firms’ performance by
focusing on core competence, increasing competitive advantage, and reducing internal costs
and lowering the breakeven point through reduction in fixed investments in in-house

operating facilities (Kotabe and Murray, 2004; Donada and Nogatchewsky, 2009).

In an outsourcing relationship, a company contracts-out or sells an organization’s assets,
people, and/or activities to a third-party supplier, who, in exchange, provides and manages
assets and services for monetary returns over an agreed time period (Kern and Willcox,
1998). The business customers set performance standards and have the power to terminate
the service providers. In this respect, the profitability and image of the business customers

are dependent on the effectiveness and the success of the service providers. Service



providers who do not effectively manage customer relationships, and fail to deliver quality

services, are strong candidates for removal from the business customers’ lists.

1.2.1 Customer Loyalty

Securing and increasing loyalty and creating long-term relationships with existing
customers has emerged as important marketing issues for service providers due to the
rivalry of competitors and difficulties with maintaining a competitive advantage (Meniawy,
2000). Various studies have shown that obtaining new customers is five times more
expensive than retaining existing customers (Reichheld, 1996; Reichheld and Schefter,
2000; Athanasopoulou, 2009; Davis-Sramek, 2009). By retaining current customers,
service providers may gain benefits and economic advantages, including increasing profits,
reducing costs to acquire customers, and lowering customers’ price sensitivities (Hallowell,
1996). Thus, customer retention has been suggested as an easier and more reliable source

of superior performance and long-term profitability (Reichheld and Sasser, 1990).

In business-to-business relationships, service providers have the advantage of gaining
higher profitability, since business customers spend larger amounts on purchases and
services than end users (Kalwani and Narayandas, 1995; Weiser, 1995; Bowen and
Shoemaker, 1998). Hence, high levels of business customer loyalty has become the focus of

most firms and service providers.

In the early part of the 21% century (2000-2002), customer loyalty was reported to be one of

the most important areas discussed among business practitioners and academics (Olsen,



2002). With the increase in competition, firms were paying more attention to relationship
marketing as a strategy to increase customer loyalty. For a firm that wants to pursue
sustainability, it is a necessary task to maintain customer loyalty, which is crucial in

business survival (Deng et al., 2009).

1.2.2 Relationship Marketing

Relationship marketing, which typically refers to establishing, maintaining, and enhancing
relationships with customers and other partners (Gronroos, 1994), not only emphasizes
meeting customers’ needs, but also on ways of building close relationships with customers,
companies, and other business parties (Zineldin, 2000; Caceres and Paparoidamis, 2007).
As noted by Hennig-Thaurau et al. (2002), the key goal of relationship marketing is to
identify the key predictors of relationship marketing outcomes (e.g., loyalty, word of
mouth, and willingness to offer referrals), and to understand the causal relationships
between the predictors and the outcomes. The fact that the business relationships between
firms and the service providers have evolved from customer and service provider
relationships to partnerships (Grover et al., 1996) has forced companies to emphasize
relationship marketing as one of the restructuring strategies to enhance their chances of
survival and growth (Zineldin, 2000; Al-Alak, 2010; Emami et al., 2013). The intense
competition among service providers has led to the growing interest in relationship
marketing. Relationship marketing, which aims at building long-term, trusting, and
mutually beneficial relationships with customers, has been considered as a key strategy for
organizations, and represents a new and powerful force in marketing (Meniawy, 2000; Al-

Alak, 2010).



One of of the strategic partnering relationship program that has emerged under relationship
marketing is key account management program. Instead of purchasing a product or service,
key account management program focuses on how customers can buy relationships with the
seller. In this program, account managers and teams were assigned by the selling company
to assess the customer’s needs and then tailored the needs with the selling company’s
resources for the customer’s benefit (Hollenen and Oprensnik, 2010). This program

requires higher commitment of seling company’s towards their major customers.

Factors such as relational benefits, pricing, and corporate image (Hennig-Thurau, et al.,
2002; Mohd. Rafi, et al., 2010) may affect the behavioural intentions of the customers. In
the context of hotel services outsourcing, where two parties are involved in complex
transactions, further investigations may be useful to gain better understanding of the
reasons for the business customers to remain loyal to the existing service providers, or
switch to alternative service providers. Whether the objective is to build loyalty in the
existing business customers or to acquire new customers, in the outsourcing practice in the
hotel industry it is important to emphasize on relationship marketing as a strategic tool

(Woo et al., 2001).

According to Berry (2002) the practice of relationship marketing is appropriate to a service
firm when the following conditions exists: (1) There is continuous demand for the service,
(2) The customer has choice in choosing their suppliers, and (3) The market consists of
multiple suppliers that makes customer switching a common practice. The Malaysian hotel

industry has been selected as the research sample for the reasons mentioned above.



Outsourcing of services is continuously desired by the hotels and with multiple number of
suppliers in the competitive market, the switching rate is high.-Next section discusses the

background of Malaysian tourism and hotel industry.

1.3 Overview of the Malaysian Tourism and Hotel Industry

According to the 2012/2013 Economic Report (Malaysia, 2012), in 2011 the services sector
was the largest contributor to the nation’s Gross Domestic Product (GDP) with 54.2 percent
of the share of GDP. In the first half of 2012, this sector grew 5.8 percent and was expected
to increase by 5.5 percent and remain the key driver of growth, accounting for 54.5 percent
of GDP by the end of 2012. The growth was largely driven by sustained domestic demand
and travel-related activities. Within the services sector, the accommodation and restaurant
subsector were among the most promising subsectors (Khairil Wahidin et al., 2008). It had
been growing enormously since the 1990s as the government recognized the economic
importance of the tourism industry to the nation. According to Paryani et al. (2010), the
tourism industry was considered the most global industry in the service sector. With respect
to the tourism industry, in 2012, the tourism industry generated RM60.6 billion to the

Malaysian economy (Malaysia 2012).

The accommodation and restaurant subsector’s growth of 6.4 percent in 2012 was basically
supported by higher hotel occupancy rates and an increase in the number of food outlets
(Malaysia, 2012). The hotel industry has also contributed greatly to the Malaysian economy
by providing greater employment opportunities, adding income to rural populations,

providing greater support to the growth of secondary activities, and supporting the



expansion of the domestic tourism industry (Khairil Wahidin et al., 2008). The significant
contribution of the hotel industry to the tourism industry is aligned with the mission
statement of Tourism Malaysia, which says: “Marketing Malaysia as a destination of
excellence and making the tourism industry a major contributor to the socio-economic

condition of the nation” (Suhaiza et al., 2011).

With the escalating competition, the hotel industry has now had to learn how to become
more productive, more efficient, and more effective in their operations in order to stay
competitive. Developing and maintaining good relationships with the suppliers/service
providers is one of the most important determinants of successful operations. Thus, it is
very important to understand how relationship marketing works in the hotel industry, where
services are outsourced to external service providers and business customers’ loyalty to the

service providers has been a critical issue.

1.4 Research Problem

Malaysian service sector is the largest contributor to the Malaysian economic growth
(Malaysia Economic Report 2012/13). The sector contributes 54.5 percent to nation’s Gross
Domestic Product (GDP) in 2012 (Malaysian Economic Report, 2012/13). The hotel
industry is one of the key contributors to the services sector with 6.4 percent growth in
2012 (Malaysian Economic Report, 2012/13). To boost the tourism industry and promote
tourists spending RM111 million was allocated under the 2012 Budget. As a result, hotel
guests in Malaysia has amounted to 56.07 million guests from January to December 2012, a

4.31 percent increase (Malaysian Association of Hotels, 2012). The increase in the number



of hotel guests indicates that hotels in Malaysia needed to provide more services to their
guests. Since hotels are facing high levels of fixed costs they have to involve in outsourcing

to reduce costs (Lam and Han, 2004).

The intense competition among hotels in Malaysia means that there is a larger demand for
outsourcing services. Hotels as industrial customers are now exposed to a wider choice of
companies that are willing to provide services for them. As a result, they are more inclined
to switch to other service providers, if the current service providers are unsatisfactory. In
this situation, industrial customers’ loyalty towards their service providers has become a

critical issue.

However, 40 percent of companies in a wide range of industries were dissatisfied with their
outsourcing relationships (Webb and Laborde, 2005) and have to terminate the
relationships, sacrificing customer loyalty. Customer loyalty is considered as a source of
competitive advantage (Morgan and Hunt, 1994; Hennig Thurau et al., 2002; Jamil and
Aryaty, 2010). It is due to the fact that obtaining new customers is five times more
expensive than retaining existing customers (Reichheld, 1996; Reichheld and Schefter,
2000; Athanasopoulou, 2009; Davis-Sramek, 2009). Service providers are advised to
emphasize on relationship marketing to enhance their chances of survival and growth
(Zineldin, 2000; Al-Alak, 2010). They also need to build close relationships with their
customers due to the nature of the service industry (Berry, 1995; Woo et al., 2001; Berry,

2002).



Research investigating the importance of close relationships between service providers and
their customers had been conducted by many researchers (Doney and Cannon, 1997; Graf
and Perrien, 2005; Al-Alak, 2010; Deng et al., 2010). By having close relationships, service
providers will be able to reap the short-term and long-term benefits of any relationships,
such as increased loyalty, customer satisfaction, and positive word-of-mouth. With the aim
of examining whether relationship quality can predict behavioural intention, this study
adopts the relationship quality approach from the perspective of relationship marketing.
According to Abratt and Russell (1999), relationship marketing philosophy focuses on
keeping and developing relationships with existing clients to increase long-term

profitability.

Relationship quality is one of the key variables that play an important role in the
development and maintenance of long-term relationships (Crosby et al., 1990; Hennig-
Thurau and Klee, 1997; Al-Alak 2010) and is commonly discussed as one of the key
constructs to measure the strength of a relationship (Morgan and Hunt, 1994; Garbarino and
Johnson, 1999; De Waulf et al., 2001; Liu et al., 2011). It is not surprising that relationship
quality has received tremendous attention from academics and practitioners. However, as
noted by Naude and Buttle (2000), Sirdeshmukh et al. (2002) and Lam et al. (2004) within
the business-to-business marketing and supply chain management little attention has been

given to the issue of relationship quality, and it is worth investigating.

This research addresses several gaps in the literature. A vast stream of empirical research

has suggested that relationship quality is a higher order construct composed of several

10



distinct but related dimensions that represent the overall characteristics of the relationships
(Croshy et al., 1990; Woo and Ennew, 2004). However, there is still a lack of consensus on

the precise meaning of relationship quality and its components (Woo and Ennew, 2004).

Numerous authors have investigated the antecedents of relationship quality in various
research contexts (e.g., Crosby et al., 1990, Kim and Cha, 2002; Wang et al., 2004; Liu et
al., 2005; Huang and Lui. 2007; Zhang and Feng, 2009; Chung and Shin, 2010; Ndubisi et
al., 2011; Huang, 2012; Rahmani-Nejad et al., 2014). The earlier studies on relationship
quality can be separated into two categories: (1) between business to customer (B2C) (e.g.
Crosby et al., 1990; Lagace et al., 1991; Rahmani-Nejad et al. (2014) and (2) between
business buyer and seller (B2B) (e.g. Bennett and Barkensjo, 2004; Boles et al., 2000; Kim
and Yoo, 2006; Lee et al., 2013). Business to business relationship includes manufacturer-
distributor, retailer-wholesaler, supplier-reseller, and business customer-outsourcing

vendor.

In the business-to-customer relationship, Crosby et al. (1990) used an interpersonal
influence perspective to develop and test a model that aimed to identify the antecedents of
retail customer to salesperson relationship quality. The authors found out that the level of
salesperson expertise and the use of relational selling behaviour increased relationship
quality. Their study in the pharmaceutical industry, Legace et al. (1991) found that ethical
behaviour and expertise of salesperson are positively related to quality. Kim et al. (2006)
conducted a study that investigated the antecedents of relationship quality between luxury

restaurants in Seoul Korea employees’ customer orientation, communication, relationship

11



benefits and price fairness have a positive effect on relationship quality. Rahmani-Nejad et
al. (2014) concluded that the effect of the quality of services on satisfaction is greater than

its effect on trust in the Iranian banking industry.

In the business-to-business relationship, Kumar et al. (1995a) suggested that both
distributive and procedural fairness have a positive impact on the supplier reseller
relationship quality. However, procedural fairness has relatively stronger effects on
relationship quality than distributive fairness. Boles et al., (2000) found that salesperson’s
expertise, relational selling behaviour, and equity effect relationship quality. In addition,
Tsaur et al. (2006) found that travel wholesalers’ relational behaviours (initiating, signaling,
and disclosing behaviours), end users’ satisfaction and offering support positively affect
relationship quality between travel wholesalers and retailers in Taiwan. Findings from
research conducted by Lee and Hiemstra (2001) showed that salespersons’ strong expertise,
power, and willingness to take responsibility and solve problems can enhance relationship
quality between salespersons and meeting planners. Lee et al. (2013) found that price and

consumer value had a positive influence on trust in B2B online tradings.

While various studies have been conducted on the antecedents of relationship quality, there
Is a lack of consensus on the antecedents of relationship quality which is partly due to the
context dependency of the studies (Vieira et al., 2008). The antecedents of relationship
quality in the business-to-business relationships in the hotel industry may differ from other
service industries and this requires further investigation. This leads to the conclusion that

the factors that influence the relationship quality may not be consistent and tends to be

12



industry specific. Therefore, there is a need to bridge these gaps in knowledge regarding the
antecedents of relationship quality since there are many calls for further empirical research
in other business to business sales settings (Boles et al., 2000). Therefore, the purpose of
this study is to fill this gap by proposing that relationship quality is influenced by perceived
value, relational norms, and switching costs. These variables were chosen as determinants

of relationship quality due to their importance in outsourcing relationships.

There are many factors that influence customer loyalty. Service providers must not feel
comfortable because not all loyal business customers are customers that have high quality
relationships with them and also not all customers can always be retained. There are
customers who remain loyal because they perceived that the services offered by the service
providers benefit them. Other customers continue to be loyal because of relational
behaviour demonstrated by the service providers, high switching barriers due to

unavailability of real substitute, or high quality relationship with the service providers.

While relationship quality has been identified as an important predictor of customer loyalty,
perceived customer value, is also likely to influence customer loyalty (e.g., Anuwhichanont
and Mechinda, 2009; Moliner et al., 2006). The effect of perceived value on customer
loyalty is quite apparent and have been proven by several studies in the business-to-
customer markets (Yang and Patterson, 2004; Fassnacht and Kdse, 2007). However, studies
focus on the relationship between perceived value and loyalty in the business-to-business
market is quite limited. As buying firm transact over time with the service provider,

attention should be paid to how the customer perceived the services supplied by the service

13



providers in order to retain the customers. Given the considerable interest in perceived
value, it is crucial to determine the contribution of perceived value to customer loyalty in
the business-to business settings. In addition, study that was conducted to investigate the
mediating effect of relationship quality on the link between perceived value and loyalty is
limited. Hardly any study was found to have studied the mediating effect of relationship
quality on the relationship between perceived value and loyalty. To fill the gap, there is a

need to study this relationship.

When the relationships between service providers and their business customers are guided
with by relational norms such as flexibility, information exchange, and solidarity, close
relationships can develop between the firms that will enhance loyalty (Griffith et al., 2006).
However, results conducted research conducted to investigate the effect of relational norms
on the quality of relationship provide mixed support and were mostly conducted in the
Western countries, and in different industrial contexts. Besides that, there is no agreement
on the dimensions of relational norm. Many channel research either examines single or
several norms individually (Smit et al., 2002; Griffith et al., 2006) or modelling relational
norm as second order dimensions Bello et al., 2003; Palmatier et al., 2007). The second
order approach in this research advances the treatment of relational norm in the outsourcing

relationship which is important construct that is worth exploring.

In addition, the role of switching costs in influencing customer loyalty has been also well
established (Heide and Weiss, 1995; Bansal and Taylor, 1999; Liu et al., 2011). The

literature on switching costs (Burnham et al., 2003; Jones et al., 2002) provides evidence of
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changes in customers’ expectation of a relationship with an organization as relationships
evolve. In the outsourcing context, service providers and business customers often make
relationship-specific investments (e.g., learning about procedures, preferences, building
trust in the service providers). These investments may improve the service providers’
quality of relationships with their customers as well as the customers’ propensity to remain

loyal.

Although prior research has investigated the effects of relationship quality on customer
loyalty (e.g., Lin and Wang, 2006; Rauyren and Miller, 2007) and that of switching costs
on customer loyalty (e.g., Jones et al., 2000) very limited studies (e.g., Liu et al., 2011)
have investigated the effect of relationship quality and switching costs and loyalty at the
same time. In addition, most of the studies that investigate the impact of switching costs on
customer loyalty have been conducted in various contexts other than outsourcing
relationship in the hotel industry. Since switching costs is an important construct that

influence customer loyalty, it is another gap that is worth investigating.

Almost all business relationships have common characteristic which is parties’ dependence.
Each party needs the other in some extent to achieve their goals (Gutiérrez et al., 2004). It
i1s obvious that service providers/suppliers rely on their customers’ buys and customers
depend on service providers to satisfy their needs in terms of the services provided. Hence,
dependence between parties is essential in a relationship. However, problems may arise if
dependence is forced by circumstances such as the lack of alternatives for the exchange or

high costs to terminate the current relationships, which is common in an outsourcing
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relationship. In these cases, the business customers’ dependence on the service providers
will lead to repeat purchase but it will be a weak commitment without affective component
and without a strong possibility to stay loyal (Gutiérrez et al., 2004). This suggests that
links between dependence and customer loyalty is another gap that is worth exploring. This
research intends to examine dependence as a moderating variable in the relationship quality
and customer loyalty link in the context of business-to-business relationships in the hotel

industry.

Dependence had been used as a moderating variable in channel relationships (Andaleeb,
1995, 1996; Bolliger et al., 2005; Everdinge et al., 2008). In this study, dependence has
been adopted as a moderator in the link between relationship quality and customer loyalty.
The link between relationship quality and customer loyalty rests on several assumptions,
for which empirical support does not always exist (Huang, 2012). Using structural equation
modeling (SEM), Huang (2012) shows that satisfaction has a positive mediating effect on
the relationship quality-loyalty list. However, various studies have shown the impact of
moderating variables such as relationship strength, dependence, and gender on the
relationship quality-customer loyalty link (Andaleeb, 1995, 1996; Sanchez-Franco et al.,
2009; De Canniere et al., 2010). Findings from the research show the direct relationship
between relationship quality and customer loyalty may be mis-specified because various

mediators and moderators influence the relationship.

Dependence has been chosen as a moderator variable between relationship quality and

customer loyalty link due to its relevance in the outsourcing context. Dependence exists

16



“when one party does not entirely control the critical resources necessary for the
achievement of an action or a desired outcome performed by other parties” (Handfield and
Bechtel, 2002, p. 371). According to Andaleeb (1996) dependence influences the link
between trust and customer loyalty. Therefore, the application of dependence as a
moderating variable on the relationship quality-customer loyalty link is worth investigating

due to its relevance in the context of outsourcing.

In addition, prior studies have not firmly established the consequences of relationship
quality. The common positive relational outcomes of relationship quality in previous
studies include customer loyalty, repurchase intentions, anticipation of future interaction,
and word-of-mouth. The influence of relationship quality on customer loyalty was
demonstrated by numerous authors (see Crosby et al., 1990; Tam and Wong, 2001; Chiou,
2004; Lin and Ding, 2005; Lin and Chung, 2008; Motamedifar et al., 2013; Rahmani-Nejad
et al., 2014). Customer loyalty “is an important objective for strategic marketing planning
and represents an important basis for developing a sustainable competitive advantage”
(Rahmani-Nejad et al., 2014, p.263). For the most part, much of the research on these
positive relational outcomes has primarily been carried out in the customer markets (e.g.,
Crosby et al., 1990; Lee and Heimstra, 2001; Woo et al., 2001; Woo and Cha, 2002;
Roberts et al., 2003; Lam et al., 2004; Sawmong and Omar, 2004; Rahmani-Nejad et. al.,

2014).

Except for prior studies by Donada and Nogatschewsky (2009), Beatson et al., (2009), and

Farn and Huang (2009), researches that have examined customer loyalty towards their
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service providers in the context of outsourcing is limited. The majority of studies on
outsourcing focused on outsourcing success (Lee and Kim, 1999) and partnership (Grover
et al., 1996). Despite of the rise in popularity of outsourcing as a business strategy,
Lamminmaki (2003) noted there is limited prior research concerned with outsourcing
relationships. As a result, not much is known about positive relational outcomes, especially
business customer loyalty, where it has been studied less frequently in business-to-business

relationships.

In addition, previous empirical studies on the influence of relationship quality on customer
loyalty were mostly conducted in the United States, Europe (e.g., Germany, Netherlands,
Northern Ireland, Spain), Australia, and Asia (e.g., Taiwan), and Middle East (e.g. Saudi
Arabia). Empirical study on this subject conducted in Malaysia was given less attention.
Except for a study conducted by Jamil and Aryaty (2010) hardly any study was found to
study the influence of relationship quality on customer loyalty in Malaysia. Customer
loyalty in business-to-business relationships is worth investigating as its assessment enables

the service providers to develop marketing strategies for retaining customers.

The purpose of this research is to investigate the impact of perceived value, relational
norms, switching costs, and relationship quality on customer loyalty in the context of
outsourcing relationships in the Malaysian hotel industry. Additionally, this research
attempts to test the moderating role of dependence on the link between relationship quality

and customer loyalty.
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It is important to examine whether perceived customer value, relational norms, switching
costs, and relationship quality result in positive behavioural outcomes. By examining these
relationships, service providers will be able to improve their understanding of factors that
lead to business customers’ loyalty in the hotel industry. The focus on outsourcing
relationships in the hotel industry will contribute to the marketing and service literature on
the relationship between the business customers in the hotel industry and their service
providers, and their consequent behavioral outcomes. It will also provide some guidelines
to service providers in the hotel industry on ways to improve their relationships with their
business customers. Strong relationships with business customers will help increase the
service providers’ sales and financial performance. Therefore, an integrated and well-
developed relationship model is warranted to present a platform for the service providers to
develop and maintain long-term relationships with the business customers as well as

retaining them.

1.5 Significance of the study

As noted by (Sirdeshmukh et al., 2002; Lam et al., 2004), the academic studies that focused
on business-to-business relationships (B2B) are scarce and warrant further investigations.
Besides that, the antecedent factors found in previous studies might also be different in

various settings, and tend to be industry-specific (Viera et al., 2008).

Findings from this research can be used to identify factors that may affect customer loyalty.
Perceived value, relational norms, and relationship quality were found to influence

customer loyalty. The outcome of this research also showed that relationship quality

19



mediates the relationships between perceived value and relational norms on customer
loyalty. It should be noted that in order to increase customer loyalty, service providers
should improve perceived values of their services and relational norms so that the

customers’ trusts, commitment, and satisfaction will also increase.

In addition, this study can contribute to the improved understanding of the outcomes of
relationship quality in business-to-business relationships. While previous research has
identified outcomes of relationship quality, such as relationship profitability (Yaqub, 2010),
preferred share of purchases (Coleman and Mayo, 2007), sales (Huntley, 2006), and
relationship commitment (Boniface et al., 2009), the potential role of customer loyalty has
not been systematically analysed in the context of outsourcing relationship in Malaysia.
Therefore, this study can contribute to the improved understanding of the role of
relationship quality in the context of outsourcing in the hotel industry. Service providers
should adopt strategies that will improve the quality of relationship with their business

customers, that will further increase their loyalty.

From the practical perspective, the findings of this study are also important in the
development of the hotel industry in Malaysia. The main reason for choosing the hotel
industry as the research context is due to the fact that the hotel industry is becoming one of
the most important contributors to the Malaysian economy. Due to the stiff competition in
this industry, hotel managers have tried to minimize their operating costs by outsourcing,
and therefore, it is important for the service providers understand the nature of their

business customers. Since relationship quality is the focus of this study, it is hoped that the
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findings will assist service providers in generating and applying customer-oriented

strategies in this industry.

In terms of a value network, which refers to “a system of partnerships and alliances that a
firm creates to source, augment, and deliver its offerings” (Kotler and Keller, 2012, p. 439)
(e.g., firm’s suppliers, its suppliers’ suppliers, resellers, and end customers) the findings of
this study may assist the firm in understanding factors that may improve the firm’s
relationship with its value network members. These factors will assist the value network
members to be more efficient in producing and delivering offerings to the end customers in
the market. From the supplier side, the findings from this study enable the firm’s suppliers’
to understand factors that may strengthen their relationship with the firm that makes the

firm stay loyal to them.

1.6 Scope of the Research

The scope of this study focuses on three aspects, which includes the industry, context, and
respondents. The main reason for choosing hotel industry is the fact that the hotel industry
is one of the most important industries, and has the potential to be one of the largest
contributors to the service sector in Malaysia. The Government’s focus on the tourism
industry has also made the hotel industry to be one of the major players in the industry.
Outsourcing has been chosen as the context of this study due to the fact that it has become
one of the most popular strategies chosen by firms to reduce their operating costs.
Moreover, most hotels in Malaysia are involved in outsourcing activities. The respondents

for this study are hotel managers that are involved in the outsourcing activities and possess
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a wide knowledge of issues related to outsourcing relationships with the service providers
(e.g., Human Resource, Purchasing, Finance, Accounting, Food and Beverage Managers).
The study focuses on the relationships between hotel managers from hotels with the Star
Ratings of 1 to 5 Stars (awarded by the Ministry of Tourism Malaysia) in Peninsular

Malaysia and their service providers.

1.7 Research Questions

The following research questions have been developed to guide this study.

Research Question 1:
How do perceived value, relational norms, and switching costs affect relationship quality of

outsourcing practices in the hotel industry?

Research Question 2:
How do perceived value, relational norms, and switching costs affect customer loyalty of

outsourcing practices in the hotel industry?

Research Question 3:

Does relationship quality mediate customer loyalty of outsourcing practices in the hotel

industry?
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Research Question 4:
Does dependence moderate the link between relationship quality and customer loyalty of

outsourcing practices in the hotel industry?

1.8 Research Objectives

The main objective of this study is to determine factors that affect customer loyalty. In the
increasingly competitive and challenging hotel industry, it is very important to understand
why business customers become loyal to their service providers. To assist and guide this

research, the objectives of this study are formulated as follows:

Research Objective 1:
To investigate the effect of perceived value, relational norms, and switching costs on

relationship quality of outsourcing practices in the hotel industry.

Research Objective 2:
To examine the effect of perceived value, relational norms, and switching costs on

customer loyalty of outsourcing practices in the hotel industry.

Research Objective 3:

To examine if relationship quality mediates customer loyalty of outsourcing practices in the

hotel industry.
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Research Objective 4:
To assess if dependence mediates the relationship between relationship quality and

customer loyalty.

1.9 Overview of Research Methodology and Analysis

This study involves determining the factors that determine relationship quality and
customer loyalty in the context of service outsourcing. In conducting this study, personal
interview and self-administered mail questionnaire survey was selected as the methods of
data collection. The personal interviews were conducted prior to the self-administered mail
questionnaire data collection. This research focuses on the relationship quality between
hotel managements and their service providers, therefore the population of this study are
hotels that are involved in outsourcing activities. The list of hotels for this study was
obtained from the Ministry of Tourism Malaysia. It provides the most comprehensive list of
hotels in Malaysia. The sampling frame of this study is 583 hotels rated from 1 to 5 Stars
according to the Ministry of Tourism. The hotels were classified according to their star
ratings. Since there is no available database with the number of hotels that are involved in
outsourcing, the researcher has to distribute the questionnaire to all the hotels in the
sampling frame. An item on the questionnaire, which is “Is your hotel involved in
outsourcing?” plays the role as a filter question that provides the appropriate respondents

for this study. The unit of analysis of this research is the hotel managers in Malaysia.

The research paradigm underpinning this study is the pragmatism approach, which is often

associated with mixed methods research (Creswell and Plano Clark, 2007; Creswell, 2009).
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The focus of this paradigm is on; (1) the consequences of research, (2) multiple methods of
data collection, and (3) the primary importance of the question asked rather than the
methods (Creswell and Plano Clark, 2007). A pragmatist seeks to develop knowledge based
on singular and multiple realities that are open to empirical inquiry and orients
himself/herself toward solving practical problems in the real world (Feilzer, 2010).
According to this paradigm, researchers are allowed to be free of a particular research
method imposed by postpositivism and constructivism (Creswell and Plano Clark, 2007).
Thus, in the attempt to investigate relationship quality and customer loyalty in outsourcing

relationships, research hypotheses were developed and tested.

Postpositivism is often associated with quantitative approaches, as reflected by the usage of
questionnaire in this research. Postpositivists hold a deterministic philosophy in which
causes probably determine the effects or outcomes. Therefore, there is a need to identify the
causes that affect outcomes in the research studied by postpositivists. Postpositivists tend to
reduce ideas into a small set of ideas to test and they will begin a research with a theory,
collects data that either supports or rejects the theory, and make necessary revisions before

additional tests are made (Creswell, 2009).

Prior to the main study, exploratory studies using personal interviews were conducted. The
qualitative method was employed by the researcher at the early phase of the study to seek
better understanding of the outsourcing activities in the hotel industry through personal
interviews with eight hotel managers. It helped to identify problems and issues related to

outsourcing in the hotel industry. Results from the personal interviews were used to
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develop items for the research instruments (Cresswell and Plano Clark, 2007). The
importance of conducting the personal interviews is supported by the constructivists
approach. Constructicvists hold assumptions that individual seek to understand the world
they live, work (Creswell, 2009). This worldview is usually associated with qualitative
research. Individuals develop subjective meanings toward objects or things and tend to
expand the ideas into multiple views gathered from discussion and interactions with other
people. Rather than starting with a theory (as in postpositivism), the constructivists

generate or develop a theory or pattern of meaning.

Data gathered from the field survey were analysed for descriptive statistics using Statistical
Package for Social Science (SPSS) version 19. In addition, research hypotheses were tested
using Partial Least Squares (PLS) methodology. PLS is a component-based Structural
Equation Modeling (SEM) that is quite robust against skewed distributions and able to
overcome some of the limitations in the first generation multivariate statistical analysis.

SmartPLS 2.0 (Ringle et al., 2005) software was used in testing the hypotheses.

1.10 Organisation of the study

This section provides a brief review of the structure of the thesis. This study comprises five
chapters. Chapter 1 provides the background of the study, problem statements, objectives of
the study, research questions, scope, and significance of the study to the body of

knowledge.
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Following Chapter 1, Chapter 2 focuses on a review of the existing literature related to the
constructs in this study. It critically reviews the relevant literature related to the constructs
that formed the proposed research model. A research model was proposed as the framework

of this study and the development of hypotheses were presented in this chapter.

In addition, Chapter 3 presents the research methodology used to examine the research
designs, operationalization of the constructs, reliability and validity of the constructs will be
discussed. This chapter concludes by discussing methods to analyse the research data and to

test the research hypotheses.

Next, Chapter 4 presents the research data, and interprets and reports the outcomes from the
data analysis. In this chapter the demographic background of the respondents and
participating hotels will be discussed. In addition Partial Least Square methodology will be

used to test the hypotheses in the research model.

Lastly, Chapter 5 provides the research findings and the managerial and theoretical
implications of the study. Research contributions, limitations of the study, and suggestions

for future research concludes this chapter.

1.11 Chapter Summary
This chapter discussed the background of the study as well as the ways on how relationship
marketing strategies can build and maintain relationships in business-to-business

relationships in Malaysia. Antecedents of relationship quality and customer loyalty were
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discussed. This is followed with the research problems, research questions and objectives,
and significance of the study. Chapter 1 concluded with a section on the organization of the
five chapters of this thesis. The following chapter will discuss on the literature review,

underpinning theory, and the conceptual framework of this research.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter reviews existing literature related to the proposed framework used in this
thesis. This includes discussions on the theoretical foundations of this study and
relationship marketing, which is the basis for the constructs chosen for this thesis. The next
sections will discuss an overview of relationship marketing and its evolution, proposed
constructs in the thesis, past research on the determinants and outcome of relationship
quality. The discussions continue with sections on theories underpinning the research,
hypotheses development and proposed research framework. The discussions end with a

summary of this chapter.

2.2 Overview of Relationship Marketing

While relationship marketing has emerged as an exciting area of marketing that focuses on
developing and maintaining long-term relationships with customers and other parties, it has
only received critical literature mass in the 1980°s and 1990’s (Kneneyer and Murphy,
2005) as firms began to enter into long-term associations as a result of increased customer
demands and intensifying global competition (Cravens, 1995). Relationship marketing
originated from the industrial and business-to-business markets (Payne, 1995), and
appeared in the service marketing literature for the first time in 1983 through a paper by
Berry (Gronroos, 1994). It was first adopted by the airline industry through the frequent

traveller program that aimed to bind customers to brands (Kim et al., 2001).
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Research in relationship marketing focuses on various areas, including business-to-business
or channel relationships (see Morgan and Hunt, 1994), business-to-customer relationships
(see Crosby et al., 1990, and Sheth and Parvatiyar, 1995) and service marketing (see

Gronroos, 1990).

The emergence of relationship marketing is a result of the concept of relational exchange.
Relational exchanges are exchanges that occur between two parties that have had past
experience or will have exchanges in the future (Dwyer et al., 1987). MacNeil (cf. Wetsch,
2005, p. 31) suggested that firms should focus on ongoing buyer-seller relationships or a

series of relational exchanges since discrete transactions were rare.

Initially, relationship marketing solely emphasized on developing and maintaining
relationships between a firm and its customers (Bendapudi and Berry, 1997). However, the
concept of relationship marketing has expanded beyond its initial conceptualization, and
currently it may be used to describe marketing relationships, such as between a firm and its
buyers, suppliers, employees, regulators, and stakeholders. In other words, relationship
marketing covers intra- and inter-organizational relationships, as well as relationships
between organizations and individuals, concerns with dyadics and networks of relationships

as well as strategic alliances, partnerships, and strategic networks (Eiriz and Wilson, 2004).

Relationship marketing concerns establishing long-term relationships between partners that
focus on the shifts from customer acquisition to customer retention based on the

fundamental principles of mutual value creation, trust, and commitment (Caceres and
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Paparoidamis, 2007). In other words, relationship marketing refers to the extent to which
customers, firms, and employees build and maintain close working relationships that

develop from trust and commitment between the parties involved.

The ultimate goal of a relationship marketing strategy has been to strengthen already strong
relationships and ultimately to increase customer loyalty (Berry and Parasuraman, 1991).
Similarly, Kim et al. (2001) pointed out that the goal of the relationship is to deliver long-
term value to customers. In the business-to-business relationships, relationship marketing
focuses on approaches to building a long-term relationship and maintaining lasting
relationships between the trading partners that are rewarding for both parties (Ndubisi,
2004), and where both parties could trust that the benefits achieved by them would be equal
over time (Abramson and Al, 1997). Therefore, in order to achieve the goal of relationship
marketing, firms should employ strategies other than that related to pure economics or
product attributes (Bowen and Shoemaker, 1998). Relationship marketing is a commonly
adopted strategy in the service industry, where the intangible nature of the service makes

differentiating services based on physical attributes difficult to implement.

2.3 The Perspectives of Relationship Marketing

Relationship marketing has become one of the exciting areas in marketing (Forouzandeh
and Ahmadi, 2010). The rapid and radical changes in the marketing environment have
forced businesses to emphasize relationship marketing as one of the restructuring strategies
to enhance their chances of survival and growth (Zineldin, 2000). Marketers have realized

that in sustaining a competitive advantage in the fierce environment they have to be trusted
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by the customers (Dyer and Singh, 1998), and one of the ways is using relationship

marketing.

Several other factors have also contributed to the rapid growth and evolution of relationship
marketing. This includes the increase in the usage of sophisticated computer and
telecommunication technologies, continuing growth of the service economy or the maturing
of services marketing, increasing competition in the current marketplace (Berry, 1995;
Christopher et al., 1995), shorter product life cycles, rapidly changing customer buying
patterns, more knowledgeable and sophisticated customers (Grénroos, 1994), lower cost of
retaining an existing customer (Kim and Cha, 2002), increased recognition of potential

benefits for the firm and the customer, and technological developments (Berry, 1995).

The growth of relationship marketing in the 1980s and 1990s has resulted in the emergence
of several perspectives. Payne (1995) listed four broad groups of researchers working on
relationship marketing within institutions or groups around the world. The first research
group is the Cranfield School of Management research group, which also includes the

‘Anglo-Australian’ school of relationship marketing.

The Scandinavian professors, including Christian Gronroos, Evert Gummesson and their
colleagues from the Swedish School of Economics and Business Administration in Finland
formed the second group that has been working on research in services marketing and

service quality.
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The third group is the International or Industrial Marketing and Purchasing Group (IMP),
which is comprised of researchers from Europe that have been highly influential in the
study of industrial markets. The IMP Group proposed that all business relationships are
made up of three layers that comprise their substance: (1) actor bonds, (2) resources ties,

and (3) activity links (Mytal et al., 2008).

The fourth group originated from North America. Several research groups have been
founded to integrate relationship marketing in different marketing areas. Theodore Lewitt
and Barbara Bund Jackson from the Harvard Business School study industrial markets, Len
Berry and his colleagues at the Texas A&M University in service markets, and Jagdish

Sheth and his colleagues at Emory University formed a Center for Relationship Marketing.

2.4 Definitions of Relationship Marketing

While there is an extensive literature on this marketing discipline, there seems to be no
consensus among the authors on one accepted definition of relationship marketing
(Zineldin, 2000). Relationship marketing is “not an easy concept to define in a form that is
acceptable to even a majority of relational marketers” (Egan, 2008, p. 32). From the
broader perspective, relationship marketing view marketing as an integrative activity that
emphasizes developing and maintaining relationships, whereby personal relationships,
interactions, and social exchange are the core elements (Zineldin, 2000). Different authors
have differing perceptions on what constitutes relationship marketing that directs to various
definitions of relationship marketing. There are two reasons for these differences; (1) the

lifetime for relationship marketing to develop into a fully-formed paradigm is relatively
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short, and (2) the variation in the academic and social-politic background of contributors of

relationship marketing theory (Harker, 1999a). As a result, there is no precise meaning of

relationship marketing from the literature. A summary of definitions of the earlier work of

researchers who have contributed to the development of relationship marketing are shown

in Table 2.1.
Table 2:1 Definitions of Relationship Marketing
Authors Definitions Context
Berry (1983) Attracting, maintaining, and enhancing customer Services
relationships
Gummesson A strategy where the management of interactions, Network
(1987) relationships, and networks are fundamental issues. marketing
Gronroos  An act to establish, maintain, and enhance relationships All contexts
(1994) with customers and other partners, at a profit, so that
the objectives of the parties involved are met, and this
is done by mutual exchange and fulfilment of
promises.
Morgan and  All marketing activities directed towards establishing, Business-to-
Hunt (1994) developing, and maintaining successful relational business
transactions.
Palmer Strategies that enhance profitability through a focus on Marketing
(1994) the value of buyer-seller relationships over time. education
Christopher  Concerns the dual focus of getting and keeping Services
etal., (1995) customers.
Kimand Cha A set of marketing activities that attract, maintain, and Hotels
(2002) enhance customer relationships for the benefit of both
sides, emphasizing retaining existing customers.
Leongand  All marketing activities directed towards building Services
Wang (2006) customer loyalty (keeping and winning customers) by
providing value to all parties involved in the relational
exchanges.
Benouakrim la a strategic process aiming to establish, develop, Services
and maintain, and strengthen the network of relationships
Kandoussi ~ with various stakeholders on the basis of strong
(2013) economic and social standards and the achievement of

common objectives.

In sum, to date, there is no consensus among authors on one common definition of

relationship marketing. Different definitions reflect different industrial settings where

34



relationship marketing was applied. The reasons for this may be due to the vague
understandings of academics and practitioners on issues such as what relationship
marketing actually is, when it is appropriate, who should be included in the relationship,

and when a relationship may exist between the parties (Harwood and Garry, 2006).

Drawing upon the various definitions of relationship marketing given by different authors,
and consistent with the service providers’ aim of developing long-term relationships and
building buyer firms’ loyalty, this study adopted the definition of relationship marketing by
Gronroos (1994) as the act to establish, maintain, and enhance relationships with customers
and other partners, at a profit, so that the objectives of the parties involved are met; and this
Is done by mutual exchange and fulfilment of promises. This definition is adopted because
it is suitable in all research contexts, and it includes all aspects of the relationship that a

service provider and the customer could have (Shammout, 2007).

Although the definitions are slightly different, overall, it can be pointed out that
relationship marketing (1) focuses on individual buyer-seller relationships, (2) is
longitudinal in nature, and (3) both parties in each individual buyer-seller relationship
benefit from the relationship (Lin and Chung, 2008). In addition, relationship marketing
can also be summarized as having these fundamentals: (1) establishing long-term
relationships between partners that focuses on the shift from customer acquisition to
customer retention; (2) deliver long-term value to customers; (3) building and maintaining
close working relationships with customers through cooperative behaviour; (4)

strengthening already strong relationships to increase customer loyalty; and (5) using other

35



than pure economics and product attributes to develop customer loyalty (Bendapudi and
Berry, 1997; Bowen and Shoemaker, 1998; Crosby et. al., 1990; Kim et al., 2001; Morgan

and Hunt, 1994).

2.5 Relationship Marketing versus Transactional Marketing

The concept of relationship marketing can be best understood by distinguishing between
traditional/discrete transactions, also known as an arm’s length exchange, and relational
exchange. With relationship marketing, the focus of marketing orientation has changed
from attracting short-term, transactional customers to retaining long-lasting customer
relationships (Chiu et al., 2005). A discrete transaction “has a distinct beginning, a short
duration, and a sharp ending by performance, while relational exchanges trace back to
previous agreements, last longer, and reflects ongoing processes” (Morgan and Hunt, 1994,
p. 22). Dyer and Singh (1998) described discrete relationships as nonspecific asset
investments, minimal information sharing, and separable technological and functional
systems within each firm. Compared to transactional marketing, relationship marketing is
more concerned about building relationships with customers in which its final goal is to

gain maximal value of a customer.

Sellers that are using relationship marketing have achieved higher overall performance,
higher than average sales levels, better sales growth, and higher than average profits
(Noordewier et al., 1990; Abrahamson and Ai, 1997), in contrast with sellers that are using
transactional relationships. These trends imply that short-term, discrete, transactional

relationships are increasingly being displaced by closer, long-term relationships between
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buyers and sellers (Lewin and Johnston, 1997). Christopher (1995) and Egan (2008)
compared the characteristics of transaction marketing and relationship marketing as
presented in Table 2.2. Relationship marketing, which is different from transactional
marketing has been described as a set of marketing activities that deepened relationships
with customers to benefit both parties (Kim et al., 2001). Through relationship marketing,
both parties will experience long-term relationships that focus on quality, customer values,

and high service contact.

Relationship marketing practices have also been proven empirically to exert marketing
relationship outcomes, including repeated purchase, satisfaction, share of purchase,
relationship continuity, word-of-mouth, client's intentions to repurchase, customer loyalty,
customer long-term orientations, cost reduction, and sharing of resources with firms/service
providers. These relationship marketing outcomes will likely improve a firm’s profitability

and assist firms in sustaining any competitive advantages.

Table 2.2: Characteristics of transaction marketing and relationship marketing

Transaction marketing Relationship marketing
Focus on single sales Focus on customer retention
Orientation on product features Orientation to customer value
Short time scale Long time scale
Little emphasis on customer service High customer service emphasis
Limited commitment to meeting customer High commitment to meeting customer
expectations expectations
Discontinuous customer contact Continuous customer contact
Quality is primarily a concern of Quality is the concern of all staff
production staff

Source: Christopher (1995); Egan (2008)
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As suggested by Copulsky and Wolf (1991), the implementation of the three important
elements of relationship marketing: (1) building and continually updating a database on
customer’s demographics, lifestyle, and purchasing history, (2) targeting and
communicating face-to-face with customers using advanced technology, and (3) tracking
and monitoring the relationship with each customer over a period of time that would result
in a long-term relationship between a firm and its customers. The long-term relationship
will foster customer loyalty that will lead to increase in the firm’s profitability. To achieve
customer loyalty relationship marketing emphasized on the promise concept. Fulfilling
promises are considered an important means of achieving customer satisfaction that leads to

customer base retention that enhanced firms’ profitability (Reichheld and Sasser, 1990).

2.6 Benefits of Relationship Marketing

Relationship marketing is a growing area of great interest that has brought benefits to
organizations and customers. While relationship marketing has gained increasing
prominence, especially in service marketing, due to the intangible characteristics of service,
making it difficult for customers to evaluate it visually (Jamil and Aryaty, 2010), the
benefits of relationship marketing are not limited to service firms or service providers.
Service firms benefit by retaining existing customers, creating product differentiation,
providing barriers to switching, enhancing selling efficiencies, and improving profits
(Dwyer et al., 1987; Joshi and Arnold, 1997; Reichheld and Sasser, 1990). In addition,
relationship marketing also helps firms to understand customer needs and reduce costs

(Ndubisi, 2006). From the firm’s perspective, relationship marketing can be regarded as a
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strategy to achieve a competitive advantage (Roberts et al., 2003) that enhances customer

loyalty.

Furthermore, Reichheld and Sasser (1990) found that profits in several service industries
increased from twenty-five percent to eighty-five percent by reducing customer defections
by five percent. As competition rises, it is important for an organization to protect its
customer base from switching to another service provider because it is difficult to gain back

any customer lost (Xu et al., 2006).

Customer benefits include increased purchasing efficiencies, increased loyalty (Berry,
1995; Joshi and Arnold, 1997), simplification of information processes, customization of
products and services (Crosby et al., 1990), and reduced risk related to relationship and
purchase (Berry, 1995). According to Gwinner et al. (1998), relationship marketing offers
customers social benefits (e.g., personal recognition, friendship, rapport, and social
support), special treatment benefits (e.g., price reductions, extra attention, and services not
normally provided for non-regular customers), and confident benefits (e.g., feelings of
confidence in the service providers). In the same manner, Jackson (1993) argued that
relationship marketing presented customers the basic human needs that make them feel

important.

The benefits of relationship marketing can only be realized when the customers are willing
to be in long-term relationships (Gwinner et al., 1998). For hotels that outsourced their

services, the development of strong customer relationships will ensure an increase in
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industrial customers’ loyalty towards their service providers, which further increases
service providers’ profits (Reichheld, 1993). Furthermore, because the process of
developing and maintaining customer relationships involved fixed and variable cost
investments, organizations can benefit by undertaking a formal effort to identify loyalty-

prone customers and deliver superior value to them (Reichheld, 1993).

2.7 The Role of Relationship Marketing within Hotel Services Outsourcing
Operations

Relationship marketing concepts were also employed by firms that are involved in
outsourcing, without exception in the hotel industry. Outsourcing is a strategy that allows
firms to contract from a supplier an activity previously carried out internally, or even new
activities (Espino-Rodriguez and Padron-Robaina, 2004). Many organizations have realized
the importance of outsourcing and have adopted this practice in many of their business
units. The organizations should consider outsourcing if the benefits from outsourcing yield

more than performing the business activities internally.

In the hotel industry, outsourcing can enhance the hotel’s chances of survival and growth
and remain competitive in the industry (Lam and Han, 2004). “Outsourcing is becoming a
strategic function of great importance in the hotel industry” (Rodriguez-Diaz and Espino-
Rodriguez, 2004, p. 32). Outsourcing was found to be one of the ways firms assemble

knowledge from suppliers (Quinn, 1999).
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While outsourcing results in greater efficiency of business activities (Elmuti, 2003),
outsourcing often results in reduction of a firm’s control over service delivery, which could
cause service delivery failure (Elmuti, 2003). In addition, the firm’s liability exposure will
increase, and many outsourcing relationships were terminated within a short period of time,
leading into dissatisfaction, finger-pointing, and in some cases, legal actions (Willis, 2002;
Elmuti, 2003). According to Greco (1997) twenty-five percent of firms had been
disappointed in their outsourcing results, and fifty-one percent had brought an outsourced
activity back in-house. Lam and Han (2004) claimed that in the Chinese hotel industry,
outsourcing relationships were not always successful. Lai and Soltani (2007) found that
because of the uncertainty of the quality of outsourcing services, the level of hotel
outsourcing operations in Taiwan was not high. This indicates a need for mutual
understanding and close relationships between outsourcing contractors and hotels. Table
2.3 provides the advantages and disadvantages of outsourcing in organizations, sectors and

nations, adopted from Harland et al. (2005).

Table 2.3: Key issues of outsourcing relating to organizations, sectors and nations

Benefits/ Opportunities Risks/ Disadvantages

Organization Enable focus on the core. Failure to identify core and non-core may

Reduce costs, providing short- lead to outsourcing core.

term balance sheet benefits. Difficulty in the in-sourcing later.

Increased flexibility to configure Difficulty in deciding how close to core

resources. outsourcing should get.

Increased  ability to meet Lack of skills and competence to manage

changing market needs. outsource relationships.

Provision of benefit through Increased costs in relationship management.

economies of scale and scope. Lack of understanding, skills and competence

Ability to access best in class to design appropriate service level agreements

skills and capabilities. with the outsource company.

Freeing of the constraints of in-
house cultures and attitudes.
Provision of fresh ideas and
objective creativity.
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Table 2.3: Key issues of outsourcing relating to organizations, sectors and nations
(continue)

Sectors

Nations

Benefits/Opportunities
Provides opportunities for niche
players to enter a sector, enabling
original sector players to focus on
the core.

Improvement of products and
services from the sector.
Improved ROI, leading to
increased investment in the
sector.

In the public sector, policy can be
redirected to focus on
improvement of services.

Increased use of world-wide “best
in class” capabilities.

Enables national focus on
improved services to citizens and
taxpayers.

Improved GNP and employment
for nations who  become
outsource centres of excellence.

Risks/Disadvantages
Privatization by stealth.
Reduction of government controls over the
sector.
Creation of powerful outsource companies
who gain leverage over a sector.
Possible adverse impact on employment in the
sector.
Possible reduced consistency of training and
development.
May conflict with some stakeholders’
objectives.

Possible  adverse effect on national
employment.

Downward pressure on domestic salaries.
Mismatch of international cultures, beliefs
and traditions.

Risk of foreign control of critical resources
and possible subversion.

International exploitation of less developed

nations’ human resources and environment.

Source: Harland et al. (2005)

According to Grover et al. (1996), the relationship marketing approach is applicable in the

outsourcing context as the business relationships between firms and the outsourcing service

providers have evolved from merely customer and service provider relationships to

partnerships.

Espino-Rodriguez and Padro-Robaina (2004) found that outsourcing has shown to have

positive influence on cost reduction, quality, flexibility, and service in the Canary hotel

industry. However, finding the suitable service providers that can meet specification or

quality standard is important in outsourcing because the activities outsourced have an
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impact on hotel guests’ satisfaction. The more satisfied the guests the longer they stay in
the relationship with the hotel, the more profitable to the hotels. In order to make marketing
more efficient, marketing expenses should be allocated more to retain more customers
under the relationship marketing strategy (Kim and Cha, 2002). Therefore, the relationship
between the hotels and the service providers should take place in a climate of trust so that
the advantages of outsourcing can be exploited (Espino-Rodriguez and Padro-Robaina,
2004). The outsourcing organization must at least have trust in the service provider’s

competence and willingness to keep to the contractual obligations (Hoecht and Trott, 2005).

In the hotel industries, where complex services with variability in quality are continuously
delivered by the service providers and relationship participation is central to service
delivery, customers would want more personalized and closer relationships with their
service providers (Berry, 1995). Generally, in the service industry, such as the hotel
industry, relationship marketing is applicable when there is continuous or periodic demand
for the service, when the selection of a service supplier is controlled by the customer, and
the customer has alternatives from which to choose (Berry, 2002). The existence of these
conditions may not only provide the opportunity for service providers to build relationships

with their customers, but also to attract them (Berry, 2002).

Anderson and Srinivasan (2003) suggested that without customer loyalty, it is possible even
for a well established firm to collapse. Therefore, in order to develop a loyal customer base,
it is important for organizations to have developed long-term and close relationships with

their customers. This is especially important in the service industry where service
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differentiation is difficult to practice. As in many service industries (e.g., information
technology, telecommunications, hospitality, and health) the intangibility and invariability
of services offered in the hotel industry emphasize the importance of close customer

relationships as a strategic tool to differentiate their services from their rivals.

Based on the stated conditions, relationship marketing is appropriate in the outsourcing
context in the hotel industry. Service providers that apply relationship marketing strategies
may have the advantages of being more knowledgeable about their customers’
requirements and needs and able to customize service offerings according to the customer’s
specifications (Berry, 1995). According to Bowen and Shoemaker (1998), due to the
difficulty of differentiating the hotel services on physical attributes, in the 1990s, hotels had
applied relationship marketing as a strategy to develop guest loyalty. However, the
appropriateness of relationship marketing to all customers has been questioned since it is
more expensive than mass marketing. Therefore, only firms that can afford and find

relationship marketing to be practical will use it.

2.8 Theoretical Underpinnings

The dynamic and evolving nature of relationships between service providers and customers
has resulted in more research being done in the area. This is in line with the suggestion by
various authors that claim research that attempt to address the implementation of
relationship marketing in organizations is still lacking (Too et al., 2001). In general, various
theories can be applied to explain customer-service provider relationships. Customer-

service provider relationships can be in a variety of forms, including contractual

44



relationships, working partnerships, and alliances. In order to understand customer-service
provider relationships in the context of hotel services outsourcing, this research is carried

out based on the Theory of Reasoned Action.

2.8.1 Theory of Reasoned Action

The Theory of Reasoned Action (TRA) was initially introduced by Fishbien in 1967, and
was later improved by Fishbein and Ajzen (1975). TRA (Ajzen and Fishbein, 1980) was an
extension of Fishbein’s (Fishbein and Ajzen, 1975) early work on the attitude-behaviour
relationship. This theory has been successfully applied in various disciplines and provides a
useful framework for studying, understanding, and predicting human behaviour (Hartel et
al., 1998). According to this theory, a combination of customer’s attitude toward any
behaviour or object and his/her perception of norms related to that behaviour or object
determine behaviour intention. This theory further states that attitude toward any behaviour
or object is a function of their beliefs or evaluation about the behaviour or an object
(Pickett, 2007) and subjective norms. In a similar manner, a person who believes that
performing a particular behaviour will lead to positive (negative) outcomes, will hold a

favourable (unfavourable) attitude towards the behaviour (Ajzen and Fishbein, 1980).

Attitude toward behaviour is a learned predisposition to respond consistently favourably or
unfavourably toward an object, person, institution, or event that usually leads to actual
behaviour (Ruiz-Molina and Gil-Saura, 2008). It is composed of a person’s beliefs on the
perceived outcomes of the behaviour (Jin and Ji, 2011). It is the overall evaluation of

performing the behaviour of interest (Siti Nor Hayati et al., 2011).

45



Behavioural intention is defined as an individual’s subjective probability that he or she will
engage in a certain behaviour (Oliver, 1997). Behavioural intention is a natural and learned
behavioural disposition and will be transformed into actual behaviour when the appropriate
moment arrives. Since it is difficult to observe actual behaviour (Carpenter and Reimers,
2005) behavioural intention is frequently used as a proxy for actual behaviour (Buchan,
2005). Behavioral intention can be predicted, explained or influenced by the attitude toward

behaviour and the subjective norm (Siti Nor Hayati et al., 2011).

Subjective norm is an individual’s perception of a social influence or pressure to perform or
not to perform a particular behaviour (Ajzen, 1991). The social influence can come from
important referent or a significant referent that include employees, close friends, and co-

workers.

This study is interested in the factors that influenced business customers’ loyalty to their
service providers in the context of hotel services outsourcing. These factors are very
important in determining relationship continuity that will benefit both parties. This study
adopted the established model of the Theory of Reasoned Action (Fishbein and Ajzen,
1975; Ajzen and Fishbein, 1980) to investigate the link between the attitude toward
behaviour (e.g., relational norms, and switching costs) and subjective norm concerning
behaviour (e.g., perceive value) and behaviour intention (e.g. relationship quality) and
behaviour (e.g., customer loyalty). Relational norms and switching costs are considered as
attitudinal constructs because both constructs have the ability to change the business

customers’ behaviour towards their service providers. High relational norms and switching
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costs that were demonstrated by service providers would improve trust, commitment, and
satisfaction among the hotel managers that will increase their loyalty towards the service
providers. According to Sweeney and Soutar (2001) and Petrick (2002) values could be
viewed from different perspectives, including social, emotional, price, quality, and image.
The values would be an assessment standard for the managers to evaluate their
relationships with the service providers. A study by Lee et al. (2013) have adopted

perceived value as a proxy of subjective norm.

A vast stream of studies had found that attitude toward behaviour had a significant
influence on behavioural intention (Buchan, 2005; Carpenter and Reimers, 2005).
However, the effect of subjective norm in determining behavioural intention was mixed
(Ajzen, 1991). Numerous studies have found that the predictive power of the subjective
norm on behavioural intention was smaller than the attitude on behavioural intention
(Armitage and Conner, 2001; Carpenter and Reimers, 2005; Jin and Ji, 2011), and also, in
some cases the subjective norm showed no significant impact on behavioural intention
(Shen et al., 2003; Buchan, 2005) or have weak predictive power (Fassnacht and Kose,

2007).

In line with TRA, the attitudinal constructs (e.g., relational norms and switching costs) in
turn affect behavioural intention construct (e.g., relationship quality) that will further affect
behaviour (e.g., customer loyalty). The application of TRA is in line with the attitude-
intention-behaviour relationship. Although not specifically designed for organizations, this

model could be adopted to the study of outsourcing relationship wherein the action that the
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business customers take in certain situations will influence the business customers’ decision
making process. According to Chuchinprakarn (2005) the concept of intentions can be used

to study relationships among organizations with the focus on relationship continuity.

Therefore, this theory is suitable in providing the framework to investigate the effect of
perceived value, relational norm, and switching costs on the customers’ behavioural
intention to stay with their service provider in the context of hotel service outsourcing, as

shown in Figure 2.1.

Attitude toward
behaviour

\

Behavioural > Behaviour
Intention
Subjective
norms
concerning
behaviour

Source: Fishbein and Ajzen (1975); Azjen and Fishbein (1980)

Figure 2.1 Model of Theory of Reasoned Action for the Conceptual Framework

2.8.2 Relational Exchange Theory

The concept of relational norms in this research originated from the relational exchange
theory. Relational exchange theory, also known as MacNeil’s neoclassical contractual
framework, is an expansion of Williamson’s (1975) initial description of market versus
hierarchy of the inter-organizational governance structure (Kim and Chung, 2003). It has its

roots in the field of legal sociology (Ivens, 2004). This theory has been used to explain the
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creation, development, and demise of buyer-seller relationships (Dwyer et al., 1987),
channel relationships (Frazier, 1999), and other relationships. In the area of relationship
marketing, this theory has been recognized to be an important foundation in developing the

conceptual framework (Dwyer et al., 1987, Paulin et al., 1998).

This theory views man as both a self-sacrificing and social creature, as well as selfish and
opportunistic. Therefore, faced with his behaviour, all exchanges should be governed by
norms. Norms refer to social and organizational ways of controlling business-to-business
relationships (Gundlach and Achrol, 1993). Berthon et al. (2003) defined a norm as “a
belief shared to some extent by members of social units as to what conduct ought to be seen
in particular situations or circumstances” (p.701). The relational exchange theory argues
that the only governance mechanism that can develop commitment in a relationship is
relational norms (Heide and John, 1992; Morgan and Hunt, 1994). Exchanges between
parties in a relationship are shaped and administered by contractual elements and a set of
norms that intend to strengthen the relationship as a whole. Strong norms will facilitate
exchange, otherwise it will make the exchange activities difficult or impossible. Relational
exchange theory posits that relational norms are a unique form of governance mechanism in

exchange relationships (Morgan and Hunt, 1994).

Therefore, the Relational Exchange Theory paradigm provides the theoretical basis for the
link between relational norms and relationship quality (Bordonaba-Juste and Polo-
Redondo, 2008), and the theoretical framework to measure the stability of the relationships

and is used to support the framework for this study. According to Kaufman and Dant
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(1992), the dimensions of relational norms would influence the dimensions of relationship
quality which are trust, commitment, and satisfaction. Given this, it is expected that
business customers’ relationship quality with their service providers would be influenced
by the service providers’ relational norms. Based on the fact the relational norm can
determine consumer commitment (one of the dimensions of relationship quality) with the
service provider, it is assumed that once a consumer is committed, he/she is likely to be
loyal to the service providers. In the context of this study, outsourcing firms make large
relational decisions based on product/services/relationship attributes and benefits. They
weigh both economic and relational factors before making decisions on staying or

switching to other service providers (Donada and Nogatschewsky, 2009).

2.8.3 Resource Dependence Theory

Resource dependence theory (RDT) (Pfeffer and Salancik, 1978) is an extension of the
social exchange theory that can be used to explain inter-firm relationships. This theory
focuses on the social context of the organization’s relationship with its external
environment, as it assumes that exchanges between organizations are affected by complex
social factors (Fink et. al., 2006). This theory views organizations as open systems where
structure and functions are constrained by the environment (Jun and Amstrong, 1997).
Organizations are non self-sufficient, therefore they have to engage in exchanges with the
environment (Jun and Amstrong, 1997). This situation causes dependence between firms
and their vendors, constraints from the external environment uncertainty, and power
imbalances in the firm-vendor relationships that result from the need to obtain critical

resources (Sung and Amstrong, 1997).
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Dependence of business customers on their suppliers or service providers is further caused
by the customers’ needs for resources that are critical to them (e.g., the expertise and
capability to produce hotel services more effectively and efficiently than the firms could
produce on its own). According to Hofer et al. (2009) a firm that is highly dependent on its
service provider is likely to partner with its service provider compared to a firm that is less
dependent. With positive outcomes over time, trust develops that govern the relationship.
Therefore, this study proposes that as a firm’s dependency on the service provider

increases, the relationship between relationship quality and customer loyalty will increase.

Based on the above premises, this study will investigate the effect of perceived value,
relational norms, and switching costs on relationship quality and further on customer
loyalty. The influence of dependence on the link between relationship quality and customer

loyalty is further investigated.

The next section will discuss on the variables adopted in this study, which include
perceived value, relational norms, switching costs, relationship quality, customer loyalty

and dependence.

2.9 Perceived Value
Driven by demanding customers, fierce competition, intense technological change, and
greater customer knowledge, many firms are involving themselves in delivering superior

customer value. The concept of perceived value has drawn increasing attention by
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marketers and academics, and has always been “the fundamental basis for all marketing

activities” (Ulaga and Eggert, 2006 p. 314).

The ability to deliver superior value to customers proves that a firm has successful
competitive strategies that enable the firm to survive and compete in the market. Superior
customer value is considered to be one of the most important tools to maintain customer
loyalty that leads to the success of the firm (Wang et al., 2004). A loyal customer
contributes to higher firm profitability through higher purchase frequency and quantity, and

avoiding switching to other suppliers.

In the marketing literature, perceived value is generally determined by customers’
perceptions, and not the suppliers’ assumptions, and result from customers’ pre-purchase
expectation, evaluation during the transaction, and post-purchase evaluations (Khalifa,
2004; Li and Green, 2010). Therefore, perceived value is a dynamic, complex, subjective
and personal concept. As pointed out by Bolton and Drew (1991, p. 383), perceived value
is a “richer, more comprehensive measure of customers’ overall evaluation of a service than

service quality”.

Greater perceived value will result in greater levels of customer satisfaction that will lead to
greater levels of customer loyalty and retention, and ultimately, a higher market share
(Ulaga and Chacour, 2001). As a result, understanding a customer’s value position is the
greatest concern of managers, and many firms have adopted perceived value as a tool to

improve customer service delivery and gain a better position in the market (Ravald and
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Gronroos, 1996; Woodruff, 1997; Parasuraman, 1997). Therefore, improving perceived
value is important since value becomes related to long-term relationships between

customers and the service providers (Nasreen et al., 2010).

2.9.1 Definitions of Perceived Value
Perceived value can be defined from the monetary, quality, benefit, and social
psychological perspectives. Table 2.4 provides the summary of perceived value based on

these perspectives.

From the monetary perspective, value is similar to the concept of customer surplus in
economics. Value is generated when the customers paid less for goods or services, such as
using coupons, promotions, or getting rebates. According to the quality perspective, value
will be created if less money is paid for high quality products or services. On the other
hand, based on the benefit perspective, there are two parts to be considered in creating
value: perceived benefit and perceived sacrifices. Customers will sum-up the benefits that
they get, and monetary and non-monetary costs (e.g., search costs, negotiation costs, time
given-up) that they have to pay in order to obtain the goods or services. Finally, from the
social psychology perspective, value will be created when goods or services carry a certain
level of economic status in the community. For example, the perceived value for a BMW

will be higher because it is a symbol of social status in the economy.

Based on the different perspectives of perceived value, it can be concluded that value is a

complex and subjective construct with meanings that vary widely according to context, and
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from one customer to another customer (Patterson and Spreng, 1997; Sanchez-Fernandez
and Iniesta-Bonillo, 2007). Therefore, there has been a debate on the definition of perceived

value. The earlier definition by Zeithaml (1988, p. 14) — “the customer’s overall assessment

Table 2.4: Various Perspectives of Perceived Value

Perspective Explanation Author

Monetary Perceived value is the difference between the Bishop (1984)
highest price that customers are willing to
pay for a product or a service than the
amount practically paid.

Quality Value is the difference between the money Bishop (1984)
paid for a certain product and the quality of
the product.

Benefit Perceived value is the customers’ overall Zeithaml (1988)
evaluation of the utility of perceived benefits
and perceived sacrifices.

Social psychology ~ The generation of value lies in the meaning Sheth et al. (1991)
of purchasing certain goods in the buyer’s
community.

of the utility of a product or service based on perception of what is received and what is
given” is the most common and universally accepted definition of perceived value.
Following Zeithaml (1988), Hellier et al. (2003) defined perceived value as “the customer’s
overall appraisal of the net worth of the service based on the customer’s assessment of what
is received (benefits provided by the service), and what is given (costs or sacrifice in
acquiring and utilizing the service” (p. 1765). However, Monroe (1990) and Dodds et al.
(1991) argued that customer’s perception of value formed from the trade-off between

benefits and sacrifice in suppliers’ offering. According to Monroe (1990), “buyer
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perception of value represents a tradeoff between the quality or benefits they perceived in

the product relative to sacrifices they perceived by paying the price” (p. 46).

In the marketing literature, value is frequently defined in terms of performance/quality and
price (Patterson and Spreng, 1997). Therefore, a firm can enhance perceived value by either
increasing the benefits (e.g., quality) and/or decreasing the sacrifices perceived by
customers (e.g., price paid, time, and effort to purchase) (Li and Green, 2010). Gale (1994)
considered value to be market perceived quality adjusted for relative product price. Table

2.5 synthesised the definitions of perceived value by various authors.

Based on Table 2.5, the majority of the perceived value definitions are from the perspective
of benefit. In sum, these definitions provide some area of consensus regarding perceived
value: (1) perceived value is inherited or related to the use of certain products or services,
(2) perceived value is perceived and assessed by customers rather than determined by the
firms, (3) perceived value involves a trade-off between what the customers receive and
what they sacrifice, (4) perceived value is a multidimensional concept, and (5) value for a

customer is based on his/her experience, knowledge, or expertise of a product or service.

This study follows the concept of perceived value as a multidimensional construct by
Woodruff (1997), Sweeney and Soutar (2001) and Sanchez et al., (2006). These authors
agree that perceived value incorporates both functional as well as affective dimensions.
This study posits that perceived value is derived from perception, preference, and

evaluation of customers on a product or services (Woodruff, 1997).
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Table 2.5: Definitions of Perceived Value

Author Definition Perspective
Schecter (1984) in Perceived value is composed of all factors: Benefit
Zeithaml (1988) qualitative and quantitative, objective and

subjective, that jointly formed a customer
buying experience.

Zeithaml (1988), The customer’s overall assessment of the Benefit
Sinha and DeSarbo (1998), utility of a product based on perception of

Sweeney et al. (1999) what is received and what is given.

Monroe (1990), Ratio of perceived benefits and perceived Benefit
Dodds et al. (1991) sacrifices.

Ulaga and Chacour (2001), Perceived worth in monetary units of the set of Benefit
Anderson and Narus economic, technical, service, and social

(1998) benefits received by a customer’s firm in

exchange for the price paid for product
offering, and taking it into consideration, the
available alternative of supplier’s offerings and
price.

Woodruff (1997) The customer's assessment of the value that Benefit
has been created for them by a supplier, given
the trade-offs between all relevant benefits and
sacrifices in a specific-use situation.

Hallowell (1996) in Cronin  Value equals a perceived quality relative to the Quality
et al. (2000) price.
Hellier et al. (2003) The customer’s overall appraisal of the net Benefit

worth of the service based on the customer’s
assessment of what is received (benefits
provided by the service), and what is given
(costs or sacrifice in acquiring and utilizing the
service

Perceived value has been proven to be an important element of relationship marketing
based on the recent development in value research. The value concept is of utmost

importance in industrial marketing, and as yet, few researchers have investigated the value
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construct in business-to-business relationships (Ulaga and Chacour, 2001). However, not
many empirical studies were conducted to study the link between customer perceived value
and the variables that form perceived relationship quality with the service provider,
particularly in the hotel industry. Therefore, these arguments can be a strong justification in

examining perceived value in this study.

2.9.2 Concepts and Dimensions of Perceived Value

Review of the literature reveals two common approaches to the conceptualization and
dimensionality of perceived value: the notions of “benefits-sacrifices” and “trade-off”. The
first approach conceptualized perceived value as a unidimensional construct consisting of
two parts: (1) benefits received (economic, social, and relationship) and (2) sacrifices made
(price, time, effort, risk, and convenience) by the customers. Perceived value is defined as
the result of the comparison between perceived benefits and sacrifices by the customer. It is
created when the customers perceived that the benefits gained of consuming products or

services exceed the sacrifices.

Zeithaml (1988) and McDougall and Leveque (2000) used this method to define perceived
value. However, researchers, including Woodruff (1997), argue that the unidimensional
construct lacks validity, in which it assumes that customers have the same interpretation or
shared meaning of value. Moreover, it is difficult to compare the results of different
empirical studies and, thus, there is inconsistency in the measurement of the perceived
value construct (Ruiz-Molina and Gil-Saura, 2008). Sweeney and Soutar (2001) further

criticized that the benefit-sacrifices conceptualization of value is too simplistic, and only
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reflects one dimension of the perceived benefits and sacrifices bundle, and thus, needs to

include a total bundle of benefits and sacrifices (e.g., monetary and non-monetary aspects).

The second approach conceptualized value as a multidimensional construct (Woodruff,
1997; Sinha and DeSarbo, 1998; Sweeney et al., 1999; Sweeney and Soutar, 2001). This
approach has gained popularity due to its ability to overcome the excessive concentration
on economic utility from the traditional benefit-sacrifice approach (Zeithmal, 1998;
Sanchez et al., 2006). Moreover, a multidimensional scale can overcome the validity
problem by operationalizing perceived value into several components (Chen and Chen,
2009). According to Sanchez et al. (2006), this approach echoes the new theoretical
development in the area of customer behaviour that refers to the role of feelings in buying

and consumption habits.

Sheth et al. (1991) developed a broad theoretical framework to measure perceived value in
which five dimensions of value from the customer’s perspective were suggested. These
dimensions are social, emotional, functional, epistemic, and conditional. While these
dimensions are related, not all dimensions have equal significance at any time (Wang et al.,

2004).

Using retailing as the context of their study, Sweeney and Soutar (2001) further developed
a scale to measure perceived value, named PERVAL. This scale is the first attempt to
measure the perceived value at the point of sale. However, the scales are suitable for

measuring perceived value of tangible products (Nasution and Mavondo, 2008). Three
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basic dimensions of value were identified under the PERVAL scale, which are: (1)
emotional value (affective feelings generated by a product), (2) social value (the utility
derived from the product’s ability to increase the customer’s social self-concept), and (3)
functional value, which consists of the price component (utility derived from the product
due to reduction in costs) and quality (product performance). However, epistemic value
(which relates to the surprise aspects of a product) and conditional value (which refers to
the conditional effects of a specific situation on value perceptions) were excluded from the
PERVAL scale. These two dimensions are not applicable in the retail context where

durable goods are involved (Wang et al., 2004).

In order to examine golf travelers’ intentions to revisit, Petrick and Backman (2002)
developed a multidimensional scale named SERV-PERVAL. The dimensions of perceived
value include quality, monetary price, non-monetary pricing, reputation, and emotional

response.

To further increase the scope of the PERVAL scale, Sanchez et al. (2006) developed the
GLOVAL scale, which measures the perceived value of a tour package, including the travel
agency and the product purchased at the agency. The dimensions in the GLOVAL scale are
the functional value of the travel agency installation, functional value for professionalism
of the travel agency contact personnel, functional value quality of the tourism package,

functional value of price, emotional value, and social value.
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With a study conducted in a context of online bill payment services, Heinonen (2004)
proposed that value is based on four dimensions, which are: (1) technical dimension (refers
to the outcome of service interaction), (2) functional dimension (relates to how the service
interaction process occurs), (3) temporal dimension (refers to how the customer perceives
the temporal flexibility related when the service interaction occurs), and (4) spatial
dimension (refers to how the spatial flexibility relates to where the service interaction

occurs).

While there are various ways to measure perceived value, this study adopts the
multidimensional constructs of measuring perceived value by Sweeney and Soutar (2001)
and Petrick (2002). Sweeney and Soutar (2001) viewed four dimensions of value for the
durable goods setting as performance/quality, emotional, value for money, and social.
Petrick (2002), on the other hand, identified five dimensions of perceived value in the
service setting, namely, quality received from the service, emotional responses to the
service, the reputation of the service based on the image of the service provider, monetary
and non-monetary/behavioural price. Therefore, this study combined the dimensions of
perceived value by Sweeney and Soutar (2001) and Petrick (2002) and came out with five
dimensions, which are the perceived service benefits, emotional value, social value, value
for money (combination of monetary and behavioural price), and image. According to
Whitaker et al. (2007, p. 347), service benefits are related to the perceived performance or
utility of the products or services (e.g., the ability of the services provided by the service

providers to fulfill the requirements of the customer firms). Emotional value refers to the
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benefits obtained from a service’s ability to arouse feelings and/or affective states. Social

value refers to the benefits derived through interpersonal and group interaction.

Image refers to benefits derived from the relationship with business partners and it also
relates to the service provider's reputation in the market. It is considered to have the ability
to influence customers’ perception of the goods and services offered and relationship with
the supplier (Kandampully and Suhartanto, 2000). It can influence customers’ minds
through physical image, word of mouth, public relations, and their experience with the

goods and services (Normann, 1991). Thus, image is considered as part of perceived value.

Value for money is related to the price paid, time, and effort to maintain relationships with
the business partners. Prior research has applied perceived value as a multi-dimensional
variable in various contexts, for example in the professional services (Whitaker et al.,
2007), telecommunication industry (Turel et al., 2007), business-to business relationships
(Lappiere, 2000), and the tourism industry (Moliner et al., 2007). ltems measuring the five
dimension of perceived value (perceived service benefits, emotional value, social value,
value for money, and image) were adopted from Cronin et al., (2000), Lapierre (2000),
Sweeney and Soutar (2001), Petrick (2002), Ulaga and Eggert (2005), Sanchez et al.,
(2006), Schulze (2006), and Moliner (2009) since these authors have previously applied the
items in different industries and services. Since perceived value has been studied in
different types of relationships and in different types of services, customer valuation of the
perceived benefits and costs might present significant differences in their conceptualization

(Gwinner et al., 1998). The literature reveals that different products or services involved
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differentiated levels in the components of perceived value, which may negatively influence

customer attitude (Gupta et al., 2004).

2.9.3 Perceived Value and Relationship Marketing

Past studies have shown perceived value to affect customer loyalty towards the service
provider (McDougall and Levesque, 2000; Chen et al., 2010; Ryu et al., 2008). In the
restaurant industry, the effect of perceived value on behavioural intention was investigated.
The result shows that perceived value had a direct significant effect on behavioural
intention, and customer satisfaction played a mediating role in the link between perceived

value and behavioural intention (Ryu et al., 2008).

Chiou (2004) investigated factors that influenced customer loyalty towards Internet Service
Providers (ISP) in Taiwan. Findings from the research revealed that perceived value of the
Internet Service Provider had a significant direct impact on loyalty intention toward an
Internet Service Provider. Lin and Wang (2006) also investigated factors that influenced
customer loyalty in the context of mobile commerce. The results of their study found that
perceived value has a significant direct impact on mobile commerce customers’ loyalty and
satisfaction in Taiwan. Another study was conducted by Edward and Sahadev (2011) in the
Indian telecommunication market to investigate the effect of service quality, perceived
value, customer satisfaction, and switching costs on customer retention. The results of their

studies showed that perceived value has a direct positive relationship on customer retention.
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Chen and Chen (2009) investigated the influence of experience quality on perceived value
and the impact of perceived value on behavioural intentions of heritage tourists in Taiwan.
Their findings show that both experience quality and perceived value affect behavioural
intentions, however, the effect of experience quality on behavioural intention tended to be
an indirect relationship. Choi et al. (2004) also found that the perceived value of health care
providers in South Korea influenced customer behavioural intentions. Their findings were
supported by Chen and Hu (2010) and Auka (2012), in which perceived value significantly
had a direct impact on customer loyalty in the Australian coffee outlets industry and

Kenyan retail banking, respectively.

In most service industries, achieving customer satisfaction has been their primary goal
(Jones and Sasser, 1995). Evidence from the service management literature showed that
perceived value is a significant predictor of satisfaction (Hallowell, 1996; Cronin et al.,
2000; Choi et al., 2004; Lin and Wang, 2006). Theoretically, perceived value is a cognitive-
oriented construct measuring differences between benefits and sacrifices (Zeithaml et al.,
1996; Cronin et al., 2000), while satisfaction is an affective or emotional response (Lin and

Wang, 2006).

While there have been debates in service marketing regarding the relationships between
perceived value and satisfaction or behavioural intentions (McDougall and Levesque,
2000), perceived value has gained special attention as a stable construct to predict customer
purchasing behaviour (Hellier et al., 2003). Various studies have been conducted in service

marketing to investigate the relationship between perceived value and satisfaction, and
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other dimensions of relationship quality (commitment and trust). A study on nine hundred
organizational buyers in the United States found that perceived value positively related to
satisfaction (Liu et al., 2005). McDougall and Levesque (2000) found that perceived value
has a direct impact on customer satisfaction, even though the impact is stronger compared

to core service quality and relational quality in different types of services.

Anuwichanont and Mechinda (2009) explored the decomposed effects of perceived value
dimensions (quality, emotional response, monetary price, behavioural price, and reputation)
on spa users’ satisfaction in Pattaya, Thailand. Empirical results found that only quality,
emotional response, monetary price, and reputation dimensions of the study had significant
positive effects on customer satisfaction. On the other hand, only quality, emotional
response, and reputation affected trust in the spa service providers. In the Chinese securities
service industry, Wang et al. (2004) also investigated the influence of decomposed
dimensions of perceived value (emotional value, social value, functional value, and
perceived sacrifice) on customer satisfaction. As expected, except for perceived sacrifice,
all customer value dimensions (emotional value, social value, and functional value) had a
significant direct impact on satisfaction. Table 2.6 provides a summary of the relevant
studies. Based on Table 2.6, the majority of the studies on perceived value focused on the
business- to-customer relationships, and has been studied in different types of relationships
in different types of services. In addition, various studies have also resulted in indirect
influence of perceived value on customer loyalty (Patterson and Spreng, 1997; Ryu et al.,

2008; Hutchinson et al. 2009).
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Table 2.6: Perceived Value and Relationship Marketing Outcomes

Study Industry/Country/Type Outcomes Empirical Results
of Relationship

Patterson and  Consultancy industry. Repurchase Perceived value —»

Spreng (1997) Business client and Intention Repurchase Intention (+)
service provider. Satisfaction acts as the
Australia mediator

Choi et al. Health care industry Customer Perceived value —

(2004) Customer-health care behavioural Behavioural Intention (+)
provider, South Korea intention

Chiou (2004)

Wang et al.
(2004)

Liu et al.
(2005)

Lin and Wang
(2006)

Huang and
Lui (2007)

Ryu et al.
(2008)

Anuwichanont
and Mechinda
(2009)

Chen and
Chen (2009)

Telecommunication,
Customer - Internet
service provider, Taiwan

Securities services
industry, Customer —
service provider, China

Various industries
Organizational buyers —
service providers, USA

Mobile commerce
industry

Customer — service
provider, Taiwan

Bookstore chain.
Customer and retailer.
Taiwan

Restaurant industry
Customer - service
provider, China

Spa industry, Customer-
service provider,
Thailand

Tourism industry
Heritage tourists —
service provider, Taiwan

Customer loyalty

Satisfaction

Satisfaction

Customer loyalty
Satisfaction

Trust
Satisfaction
Commitment

Behavioural
intention

Customer
satisfaction
Trust in service
providers

Behavioural
intention

Perceived value —»Customer
loyalty (+)

Emotional value, social value,
functional value —»
satisfaction (+)

Perceived value
Satisfaction (+)

Perceived value =
Customer loyalty (+)
Perceived value
Satisfaction (+)

Perceived value
relationship quality (+)

Perceived value —
Behavioural Intention (+)
Satisfaction acts as the
mediator.

Quality, emotional response,
monetary price, and reputation
— Satisfaction (+)
Quality, emotional response,
and reputation — trust (+)

Perceived value —»
behavioural intention (+)
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Table 2.6: Perceived Value and Relationship Marketing Outcomes

(continue)
Study Industry/Country/Type Outcomes Empirical Results
of Relationship
Chenand Hu  Coffee outlets industry Customer loyalty Perceived value —»
(2009) Customer-retailer, Customer loyalty (+)
Australia
Hutchinson et Sports industry, Golf Intention to revisit Perceived value —
al. (2009) traveler and golf Word-of-mouth Intention to revisit (+)
association. USA Search for Perceived value _— Word of
alternatives mouth (+)
Satisfaction acts as mediator in
both relationships
Edward and Telecommunication, Customer retention Perceived value —»
Sahadev Customer-service Customer retention (+)
(2011) provider, India
Auka (2012) Retail banking industry,  Customer loyalty Perceived value —
customer and service Customer loyalty (+)

provider. Kenya

Although perceived value had been studied in various services industries (Moliner et al.,
2007; Ryu et al., 2008; Anuwichanont and Mechinda, 2009), and have been discussed in
various ways, Parasuraman (1997), Woodruff (1997), and Yang and Patterson (2004)
indicated that companies that strive for customer loyalty should focus primarily on
perceived value. Service providers that deliver superior value to customers will be able to
gain customers’ loyalty, retention, trust, and satisfaction (Ravald and Groonroos, 1996; Liu
et al., 2005; Meng et al., 2011). Besides satisfaction, perceived value is one of the most
important factors that determine customer loyalty (Patterson and Spreng, 1997; Wang et al.,
2004; Meng et al., 2011) and a strategic tool to help service providers to gain better position
in the market (Moliner et al., 2007; Ryu et al., 2008; Anuwichanont and Mechinda, 2009).

This suggests further investigations, especially in the business-to-business relationships in
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the hotel industry. In addition, perceived value should be considered as a strategy for
service providers in the hotel industry to increase their revenue and profitability. Therefore,
in this study the use of perceived value as one of the variables that influence relationship

quality and business customer loyalty in the hotel industry is justified.

2.10 Relational Norms

Relational norm refers to the shared values of exchange partners about what shape
appropriate and inappropriate behaviour takes in the relationship (Heide and John, 1992;
Morgan and Hunt, 1994). It is also defined as patterns of accepted and expected sentiments,
and behaviour shared by members of an exchange system that have the force of a social
obligation or pressure (Paulin et al., 1998). Literature on sociology has reached a consensus
on the definition of relational norms as “a belief shared to some extent by members of a

social unit of what one’s conduct ought to be in particular situations or circumstances”

(Berthon et al., 2003, p. 701).

Relational norms are a unique form of governance mechanism in exchange relationships. It
has been predicted to be important as a governance mechanism and important social and
organizational ways of controlling business-to-business exchange (Gundlach and Achrol,
1993), maintaining relationships, and curtailing behaviour promoting individual parties’

goal orientation (Rokkan et. al, 2003).

Unlike norms that governed behaviour in discrete transactions, relational norms are an

endogenous form of behaviour control that do not rely on market forces, but rely on
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cooperation, trust, common goals, and communication to coordinate the relationship
(Morgan and Hunt, 1994). Firms with high relational norms tend to react to changes in the
contract in good faith, are involved in information exchanges continuously, and put greater
effort into the benefits of the relationship rather than individual interests. While there are
occasional cases of pure self-interest, relational norms usually support behaviour that will
preserve the relationships (Yaqub, 2010). On the contrary, with discrete norms, partners
usually go into negotiation to adjust terms of trade before involving themselves in a
business. Despite their contribution to relationship efficiency, establishment of relational
norms is difficult, whereby it requires high investments in time, money, and personnel as
well as continued maintenance and development by both exchange partners (Joshi and

Stump, 1999).

Relational norms constitute a safeguard against exploitation use of decision rights, and
could exert considerable impact on relationship outcomes at different levels, including
societies, industries, firms and groups of individuals (Heide and John, 1992). Parties that
want stable relationships should adopt relational norms as a governance mechanism, where
it tends to reduce the risk of opportunistic behaviour, conflicts, and uncertainty (Gundlach
et al., 1995; Ivens, 2006),). A study by Achrol and Gundlach (1999) found that social
safeguards (e.g., relational norms) better mitigate opportunism compared to contractual
safeguards. It is said to be the key to developing an effective relationship (Griffith et al.,
2006). However, in the area of marketing relationships, relational norms were given little

attention among scholars (Berthon et al., 2003).
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2.10.1 Dimensions of Relational Norms

To serve the purpose as an exchange governance mechanism, Macneil developed a set of
comprehensive common norms (lvens, 2006). However, he does not provide the definite
norms that are relevant for business purposes. According to Joshi and Stump (1999),
relational norms are difficult to establish, even though it can contribute to relationship
efficiency. Since some of Macneil’s norms appear to be over-lapping, the use of norms may

be classified as selective, fragmentary, and sometimes arbitrary (lvens, 2006).

Review of relevant literature revealed numerous amounts of relational norms. Macneil
(1983) suggested a different mix of relational norms (e.g., role integrity, contractual
solidarity, harmonization of relational conflict, supracontractual relations, and proprietary
of means) that exist along a discrete-relational continuum. The list of relational norms was
reduced to three norms, e.g., solidarity, role integrity, and mutuality by Kaufman and Stern
(1988). A number of authors (Heide and John, 1992; Jap and Ganesan, 2000) added new
relational norms, such as information exchange, participation, fairness, and flexibility to the
lists. Even though, organisations that emphasize relational norms will experience benefits
of increased within-relationship adaptability, smoother coordination, reduced opportunism,
and greater effort from the partners, the relative importance of each norm to achieve the

goals depends on the context of exchange (Paulin et al., 1997).

Certain authors have used relational norms as a single variable, whereas others
conceptualized relational norms as a single second-order construct that gives rise to first-

order factors that result in different dimensions (lvens, 2006). Kaufman and Dant (1992)
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conceptualized relational norms as a higher-order construct with seven dimensions, which
include relational focus, solidarity, mutuality, flexibility, role integrity, restraint of power,
and conflict resolution. Along with Heide and John (1992), this study defines relational
norms as a higher-order construct consisting of three dimensions: (1) flexibility, (2)
information exchange/sharing of information, and (3) solidarity. The choice of these three
relational norms (flexibility, information exchange, and solidarity), proposed by Heide and
John (1992), is appropriate in the outsourcing context that is being studied. These relational
norms are relevant to the procurement of outsourcing arrangements, because in an
outsourcing arrangement high degrees of information exchange are required to facilitate the
outsourcing process. Furthermore, unexpected changes in both demand and supply require
client firm and outsourcing vendor to be flexible and adaptive to changing circumstances,
and try to maintain their relationships. The following sub-sections discuss the three

relational norms: flexibility, information exchange, and solidarity.

2.10.1.1 Solidarity

Solidarity has been defined in several ways by different authors. Kaufman and Dant (1992)
defined solidarity as “the extent to which an ongoing relationship is created and sustained”
(p.82). Heide and John (1992, p. 36) defined the concept as “a bilateral expectation that a
high value is placed on the relationship”. In outsourcing relationships, the norm of
solidarity is expressed through the involved parties’ behaviour that contributes directly
towards preserving and maintaining their relationships (Bordanoba-Juste and Polo-
Redondo, 2008; lvens, 2004). In other words, it refers to the efforts of parties in keeping the

relationship with their partners. Solidarity is important as it creates unity that arises from
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common interest that dominates the relationship. The importance of solidarity in governing
relationships justified the use of this variable as one of the dimensions of relational norms

in this study.

2.10.1.2 Flexibility

Business relationships are often influenced by environmental conditions that are reflected
by a high degree of volatility. The high degree of environmental volatility may cause the
initial agreement between the service provider and his customer to be inappropriate to the
current situation (e.g., prices, contents, timing issues) that causes the parties to be adaptive
to the new environmental situation. Therefore, the agreement should be flexible to suit the
current situation. According to Heide and John (1992), flexibility is “a bilateral expectation
of willingness to make adaptations as circumstances change” (p. 36). It refers to smooth
alterations that occur either in practices and policies during unexpected changes in
circumstances (Boyle et. al, 1992). Flexibility may also be displayed through both party's
willingness to negotiate as an unexpected event develops (Heide, 1994). While flexibility is
an important element in inter-organizational relationships (Dwyer et al., 1987), flexibility
alone does not necessarily constitute relationalism (Johnson, 1999). As firms move away
from market transactions, buyers expect suppliers to exhibit more flexibility in response to

requests for changes (Noordewier et al., 1990).

In the services industry, the emergence of new technologies, changes in customer culture,
and increase in competition has caused many organizations to reduce their size and focus

on their main business, where the secondary services are outsourced to outside suppliers
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(Espino-Rodriguez and Padron-Robaina, 2004). The outsourcing strategy makes
organizations more flexible, more dynamic in their operations, in such they will have
greater ability to face the changes and opportunities that emerge (Espino-Rodriguez and
Padron-Robaina, 2004). It is important to maintain flexibility in outsourcing arrangements,
due to the long-term nature of the relationship. The long-term nature of outsourcing
relationships causes difficulty in predicting precisely unexpected future changes. Therefore,
flexibility is required in managing uncertainties in a quickly changing global economy and
that come in the form of changes in technology and the firm’s business market (McFarlan
and Nolan, 1995; Yang et al., 2005). A firm that demonstrates flexibility in its interactions
with its vendor is implicitly communicating their good intentions to preserve the

relationships.

2.10.1.3 Information Exchange

Information is the product of communication that refers to the tie that binds in any
relationship (Mohr and Nevin, 1990). Efficient information flows are able to stimulate
positive communication behaviour and satisfaction with communication (Mohr and Sohi,
1995). One of the ways to achieve efficiency of information flow is through the existence
of information exchanges. A review of the literature shows that most authors treated

information sharing and information exchange as similar.

A review of the literature reveals that there are various definitions of information
sharing/exchange. According to Mohr and Spekman (1994, p. 139), information exchange

refers to “the extent to which critical and proprietary information is communicated to one’s
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partner”. Heide and John (1992, p. 35) defined information exchange as “a bilateral
expectation that parties will proactively provide information useful to the partner”. Both
definitions are consistent with the definition by Doney and Cannon (1997), in which they
defined information exchange as the degree to which partners proactively provide critical
and confidential information to each other. While there are various definitions of
information sharing, there is a consensus that information sharing is an (1) exchange
process between two or more parties and (2) the information involved in the exchange
process are useful and confidential. Trading partners can act independently in maintaining
their relationship by sharing information and are knowledgeable about each other’s

business (Mohr and Spekman, 1994).

Information exchange acts as a safeguard to suppliers against buyers’ unforeseen
information that may affect supplier operations (Heide and John, 1992). When information
exchange exists, suppliers and buyers will experience higher contact frequency, greater
bidirectional communication, and a greater level of feedback from both parties that may
open opportunities. The existence of new information technology enables firms to attain
effective information sharing by enhancing communication between trading partners.
Trading partners can act independently in maintaining their relationship by sharing
information and are knowledgeable about each other’s business (Mohr and Spekman,

1994).
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2.10.2 Relational Norms in Relationship Marketing

Despite the importance of relational norms in helping to facilitate exchanges (Noordewier
et al., 1990; Smith, 1998), limited studies had been conducted on the role of relational
norms in the services industries. A study by Smit et al. (2002) found that information
sharing has a positive influence on relationship quality, measured by satisfaction and
commitment between retailers and suppliers in Canada. However, in situations where a
supplier has low trust on the retailer, the information sharing has a larger impact on

satisfaction and commitment, and vice versa.

Findings from research conducted by Graf and Parrien (2005) found that the flexibility of
the account managers of financial institutions has a significant direct impact on the level of
trust of the high-tech firms that deal with them for loans, mortgages, credit lines, and bank
accounts. In addition, Smith (1998) conducted a study of members of the Purchasing
Management Association of Canada, investigating their working relationship with their
suppliers. Findings from the study showed that relationalism significant and directly
influenced commitment to the relationship, however, relational norms do not have any
significant impact on trust and satisfaction. Findings from a study in supplier-distributor
relationships by Griffith et al. (2006) found a firm’s relational behaviour (flexibility,
solidarity, and information sharing) toward its supply chain partner is positively associated
with its satisfaction with its partner. When a firm exhibits relational behaviour with its

supply chain partner, it is fostering a positive environment resulting in higher satisfaction.
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Ivens (2004) studied the impact of different relational behaviours (e.g., solidarity, long-
term orientation, information exchange, flexibility, monitoring, planning behaviour,
mutuality, conflict resolution, and use of power) on the dimensions of relationship quality
(e.g., trust, commitment, economic and social satisfaction). Two dimensions of relational
behaviours, flexibility and role integrity, influenced economic satisfaction. The other eight
variables had no significant impact on customer’s economic satisfaction. Social satisfaction
and trust are primarily influenced by mutuality and role integrity. Finally, commitment is

positively influenced by solidarity and long-term orientation.

In the American health industry, Hausman (2001) found that relational norms positively
and significantly influenced customer satisfaction. Lastly, Palmatier et al. (2007) found that
relational norms affected buyer’s commitment in the seller and distributor relationship with
the clothing, hardware, furniture and appliance industries in the United States. Table 2.7

summarized the past relevant literature on relational norms and relationship quality.

Based on Table 2.7, the majority of the studies related to relational norms were conducted
on channel relationships. Moreover, results from studies conducted to investigate the effect
of relational norms on relationship quality provide mixed support, and were mostly
conducted in the Western countries, and in different industrial contexts. Although relational
norms have been discussed in various ways and had showed mixed results on its influence
on relationship quality, Zhang et al. (2003) suggested that relational norms should be

emphasized as an important construct that will heighten relationship quality that in turn

75



leads to loyalty. Therefore, in this study the use of relational norms as a construct to

enhance relationship quality and customer loyalty in the hotel industry is justified.

Table 2.7: Relational Norms and Relationship Marketing

Study Industry/Country/Type Outcomes Empirical Results
of Relationship —>
Smith (1998) Members of the Commitment Relationalism

Hausman (2001)

Smit et al. (2002)

Ivens (2004)

Graf and Perrien

(2005)

Griffith et al. (2006)

Palmatier et al. (2007)

Purchasing Management
Association of Canada
Purchasing manager and
supplier, Canada.

Health industry.
Purchasing managers
and suppliers, U.S.A.
Retailer and supplier
relationship, Laboratory
experiment, Netherlands

Market research
industry, Market
researcher and suppliers,
Germany.

Banks and high tech
firms, Account
managers and service
provider, Canada

Durable and non-durable
goods industries.

Merchant wholesale and
agent distributors, U.S.A

Clothing, hardware,
furniture and appliance
industries. Major
Fortune 500 companies
(seller) and local
distributor agents
(business customer),
US.A.

Satisfaction

Buyer
satisfaction

Supplier
relationship
quality
(Satisfaction
Commitment)
Relationship
quality
(economic and
social
satisfaction,
trust and
commitment)
Trust

Satisfaction

Buyer
commitment

commitment (+),
satisfaction (ns), and trust

(ns)

Relational norms —
buyer satisfaction (+)

Information exchange —»
Satisfaction (+) and
commitment (+)

Relational behaviour —
economic and social
satisfaction (+) and trust (+)
and commitment (+)

Flexibility— Trust (+)

Flexibility —
Satisfaction (+)

Solidarity —»
Satisfaction (+)

Information exchange —»
Satisfaction (+)

Relational norms —»
Commitment (+)
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2.11 Switching costs

The concept of switching costs was first introduced in the marketing literature by Fornell
(1992). In the presence of switching costs, the service providers/suppliers will make it
expensive and difficult for their customers to switch to other alternatives (vendor, store,
etc.). Customers that switch service providers have to incur various costs, ranging from the
time spent gathering information on the new service providers to benefits from the existing
providers that need to be given up when defecting (Jones et al., 2002). Klemperer (1995)
identified several sources of switching costs: (1) need for compatibility with existing
equipment, (2) transaction costs, (3) uncertainty about the quality tested, (4) discount
coupons and similar devices including loyalty programs, and (5) psychological costs of

brand loyalty or non-economic brand loyalty.

Switching costs have been defined in various ways according to their context. However, in
the buyer-supplier relationships, switching costs have been commonly defined as the costs
(sacrifices or penalties) that the customers feel that they may incur by changing service
providers (Lee et al., 2001b; Jones et al., 2007). In the service relationships, Burnham et al.
(2003) defined switching costs as “the onetime costs that customers associate with the
process of switching from one provider to another” (p. 110). The customers would not incur
these costs continuously and need not incur them immediately upon switching (Burnham et

al., 2003).

Other definitions of switching costs in service relationships include the investment of

money, time, and effort that comes in the form of monetary measurement, psychological
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issues, replacement costs, and financial risks, as well as benefit losses (e.g., loss of
accumulated points, loss of discounts, and loss of benefits) derived from loyalty that
increases the difficulties of switching from one partner to another (Gremler and Brown,

1998; Ruyter et al., 2001; Kim et al., 2003a).

Switching costs also include the costs of abandoning existing assets specific to a
relationship when a company terminates a relationship with a partner. These penalties for
disloyalty act as barriers for customers from switching to another service provider (Aydin
and Ozer, 2005). Routines and procedural transaction patterns in an ongoing relationship is
also one type of switching costs because the knowledge will become useless when the

customer terminates the relationship (Jap and Ganesan, 2000).

In the outsourcing context, business customers are frequently faced with switching costs.
An outsourcing firm will be highly dependent on a supplier or a service provider if it is
costly to switch to an alternative supplier. Therefore, switching costs have a positive effect
on customer loyalty (Burnham et al., 2003). While switching costs tend to be more
formidable in the business-to-business relationship than the customer market, its

importance in the customer market is without exception (Fornell, 1992).

However, the switching costs were found to be multidimensional, and this is reflected in the
diversity of dimensions used to explain the construct (Edward and Sahadev, 2011). Aydin
and Ozer (2005) discussed three types of switching costs (1) economical or financial

switching costs, (2) procedural switching costs, and (3) psychological costs. Economical or
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financial costs refer to the costs that appear when a customer changes his/her brand (e.g.,
the costs of closing an account with one bank and opening another with a competitor bank).
Procedural switching costs stem from the process of the customer buying decision that
involves a customer with the intention to switch to evaluating different alternatives with
regard to different criteria. Psychological cost refers to the uncertainty and risks of

switching to an unfamiliar brand or service provider.

Burnham et al. (2003) attempted a more comprehensive categorization of switching costs.
They found eight facets of switching costs (e.g., economic risk costs, evaluation costs,
learning costs, setup costs, benefit loss costs, monetary loss costs, personal relationship loss
costs, and brand relationship loss costs) associated with changing credit cards and long-
distance phone services. The facets were then grouped into three types of switching costs
(1) procedural switching costs that involves the investment of time and effort (economic
risk, evaluation, learning, and setup costs), (2) financial switching costs, which relates to
the loss of financially measured resources (benefit loss and financial loss costs), and (3)
relational switching costs, which are the psychological and emotional discomfort due to the
loss of identity (personal relationship and brand relationship loss costs). Identifying specific
switching cost components enhance service providers’ understanding and prediction of

customers’ behaviour in the exchange relationships.

In addition, Patterson and Smith (2003) classified switching costs into three categories: (1)
continuing costs (loss of special treatment such as discounts), (2) setup costs (search and

analysis cost for potential alternatives), (3) sunk costs (non-recoverable time and emotional
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effort in maintaining relationships). While there are multiple conceptualizations of
switching costs, in general it can be concluded that switching costs are economic and
psychological in nature, customer specific, and its nature varies depending on the product

and industry of the research context (Edward and Sahadev, 2011).

In the context of outsourcing, switching costs stem from the search and learning costs, and
the risks involved in trying a new service provider. While there are various
conceptualizations of switching sums, in general, switching costs can be defined as
economic expenditure (e.g., monetary) and/or relational resources (e.g., time, effort)
(Whitten and Wakefield, 2006) and psychological and emotional costs (Sharma and
Patterson, 2000) that prevent switching of service providers. As switching costs increases,
the likelihood of customers changing their service providers will decrease (Sharma and
Patterson, 2000) and yielding less incentive for firms to compete in the market place (Lee

et al., 2001b).

Following Yang and Patterson (2004), this study measured switching costs in a general
way. It is because of the complicated nature of switching costs (Jones et al., 2002). In order
to measure switching costs, this study adopted items from Burnham et al. (2003). The items
used to measure switching costs in this study are procedural switching costs, that are related
to the expenditure of time and effort, and financial switching costs that involves the loss of
financially quantifiable resources (Burnham et al., 2003). These types of switching costs

were identified from the qualitative interviews. In the context of this study, switching costs
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largely stems from the procedural effort needed to evaluate new service providers, and

financial costs that have to be faced when switching to another service provider.

2.11.1 Switching Costs, Relationship Quality, and Customer Loyalty

The role of switching costs has generated considerable interest from researchers to
investigate its effects on maintaining quality relationships with the service providers.
Numerous authors have investigated the influence of switching costs on customer loyalty,
and past studies have shown that the role of switching costs in influencing customer loyalty
is well-established (Liu, 2008; Tsai et al., 2010). However, results from various studies on

the impact of switching costs on loyalty showed mixed results.

Findings from a research on customer loyalty in the Spanish retail banking industry shows
that the impact of switching costs on customer loyalty is weaker than satisfaction (Berli et
al., 2004). In the search and credence services industries (e.g., fast food and clinics) in
Taiwan, Liu (2008) found that switching costs had a stronger effect than service quality in
determining customer loyalty. Moreover, besides that direct impact of switching costs on
loyalty, switching costs were also found to act as a moderating variable in the relationship
between satisfaction and customers’ loyalty in three different countries: (1) Taiwanese
hypermarket (Tsai et al., 2010), (2) Indian telecommunication market (Edward and

Sahadev, 2011), and (3) Turkish mobile phone market (Aydin and Ozer, 2005).

A “lock-in” customer with high switching costs is likely to purchase at the same service

provider since he or she is faced with additional costs related to change, even though he or
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she is not satisfied with the service provider. Switching costs can lead firms to make false
assumptions that all repeat buyers are loyal to them, instead of most of them being less than
satisfied, but perceived the cost of switching to other firms to be too high (Dick and Basu,
1994; Bell et al., 2005). Therefore, when satisfaction is low, switching costs is more

important to customer loyalty, and vice versa (Jones et al., 2000).

However, in the French mobile phone service Lee et al. (2001b) found switching costs only
acts as a moderator between the satisfaction and loyalty link in the economy and standard
groups. For mobile lovers, switching costs do not affect loyalty. Switching costs are
considered as a form of dependence that may prompt buyers to engage in dependence-
balancing strategies (Heide and John, 1992). On the other hand, Farn and Huang (2009)
found that switching costs directly influence customers’ continuous commitment toward
their application service providers (ASP). Table 2.8 summarizes some representative
studies on the relationship between switching costs, relationship quality, and customer
loyalty. Customer loyalty and relationship quality are definitely the relational outcomes that
most customers are pursuing. Review of literature revealed that switching costs has been
discussed in various industries and relationships. However, the findings from these studies
showed mixed results, which warrant further investigations. Jones et al. (2000) suggested
and emphasized using switching costs to enhance customer retention since it has been
identified as one of the effective strategies to enhance customer loyalty and maintaining
relationships (Morgan and Hunt, 1994). Hence, in this study the use of switching costs to

prevent customers from switching to other service providers is justified.
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Table 2.8: Switching Costs, Relationship Quality and Customer Loyalty

Study

Industry/Country/Type
of Relationship

Outcomes

Empirical Results

Lee et al. (2001b)

Beerli et al. (2004)

Aydin  and  Ozer
(2005)
Liu (2008)
Farn and Huang
(2009)

Tsai et al. (2009)

Edward and Sahadev
(2011)

Mobile phone service
industry,
Customer-service
provider, France

Retail banking industry,
customer-service
provider, Spain

Mobile phone industry,
customer-retailer,
Turkey

Search and credence
service industries (fast-
food and clinics,
Customer-service
provider, Taiwan

Application service
provider industry,
Customer-service
provider, Taiwan

Retail industry,
Customer-retailer,
Taiwan

Telecommunication
industry, Customer-
service provider, India

Customer loyalty

Customer loyalty

Customer loyalty

Customer loyalty

Customer
commitment

Customer loyalty

Customer loyalty

Switching costs —»
customer loyalty (ns)
Switching costs moderates
the relationship between
satisfaction and customer.

Satisfaction —»
customer loyalty (+)
Switching costs —»
customer loyalty (+)

Switching costs moderates
the relationship between
satisfaction and customer

Switching costs —»
customer loyalty (+)
stronger than service
quality.

Switching costs also acts
as a moderator
Switching costs —»
commitment (+)

Switching costs moderates
the relationship between
satisfaction and customer
loyalty

Switching costs moderates
the relationship between
satisfaction and customer

2.12 Relationship Quality

Review of literature on relationship marketing reveals that the most frequently discussed

tool used for developing and keeping these relationships is relationship quality (Hennig-
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Thurau et al., 2002). Within the relationship marketing paradigm, topics on relationship
quality has gained interest among researchers (Crosby et al., 1990). The growing interest in
relationship marketing over the past decade has resulted in the emergence of this concept,
which can be traced back to the 1980s. Relationship quality was first presented to
practitioners and researchers by Gummerson in 1987 in the context of the Erikson Quality
program (Vieira et al., 2008). Over the past two decades, relationship quality has become
one of the key construct of relationship marketing literature (Woo and Ennew, 2004) and
gained in importance as a key factor in maintaining and strengthening a long-term
relationship and developing successful business-to-business relationships (Dorsch et al.,

1998; Kumar et al., 1995a; 1995b; Lee and Hiemstra, 2001; Rauyren and Miller, 2007).

According to Berry (1995) building high quality relationships offer advantages to both the
supplier and customer. If the quality of the relationship between customer and seller is high,
the customer is more willing to recommend the seller’s products to colleagues and increase
their purchases from a seller (Huntley, 2006). A high-quality relationship is also important
in binding two parties to each other so that they are able to reap benefits beyond the mere
exchange of goods (Ford, 1980). As a consequence, relationship quality has become a key
construct within marketing, and in the business-to-business settings a large body of

research has been dedicated to study this construct (Holmlund, 2008).

Best and high-quality relationships rise if the parties involved in the relationships can work
together to achieve mutual goals (Dorsch et al., 1998). As noted by Croshy et al. (1990),

relationship quality can be improved through the salesperson’s ability to reduce the risk and
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uncertainty of service failure, such as complexity, lack of service familiarity, and long-time
delivery horizon. Quality relationships can be differentiated from non-quality relationships
by using high levels of satisfaction with the service provider’s performance, trust, and
minimal opportunism (Dwyer and Oh, 1987). Relational exchange often involves quality
relationships; however, quality relationships are not restricted to only relational exchanges.
Firms involved in other types of relationships, such as discrete and arm’s length, can also

have quality relationships.

2.12.1 Definitions of Relationship Quality

Various terms have been used that refer to relationship quality, including relationship
closeness, relationship strength, and relationship intensity (Bove and Johnson, 2001).
Despite the surge of research interest in relationship quality, only a few scholars share a
common definition and measure of relationship quality (Huntley, 2006) and therefore, there

is no formal definition of this concept (Wang et al., 2004; Athanasopoulou, 2009).

Relationship quality can be viewed from different perspectives. Various researchers viewed
relationship quality from the customer’s perspective. Gummesson (1987) defined
relationship quality as the quality of the interaction between a firm and its customers that
can be measured in terms of accumulated value. Crosby et al. (1990) refers relationship
quality to the situation when the customer can rely on the salesperson’s integrity and future
performance based on his satisfactory past performance. They regarded relationship quality
as a trade-off between value and risk, whereby a customer’s perceived uncertainty is

negatively related to the value of his or her relationship with a seller.
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From a buyer perspective, Huntley (2006) defined relationship quality as “the degree to
which customers are satisfied over time with the overall relationship as manifested in
product quality, service quality, and price paid for value received, and the degree to which
the relationship functions as a partnership” (p. 706). Henning—Thurau and Klee (1997)
defined relationship quality as “the degree of appropriateness of a relationship to fulfill the
needs of the customers associated with the relationship”. Garbarino and Johnson (1999)
referred to relationship quality as an overall assessment of the strength of a relationship that
can be used as an indicator of the health and the future well-being of long-term
relationships. By capturing the positive or negative nature of a relationship, relationship
quality provides positive benefits to customers. Companies can benefit by maintaining
close and good relationships with their customers. High quality relationships lead to

positive behavioural performance, which will contribute to higher business profitability.

A relationship can also be viewed from the seller/service provider’s perspectives. In the
context of exporters and international firms, Lages, et al. (2004) suggested relationship
quality as relationships that develop beyond national boundaries. They developed the
RELQUAL scale to measure relationship quality in the export market. Johnson (1999)
describes relationship quality as “the overall depth and climate of the inter-firm
relationship” (p. 6). His definition of relationship quality takes into account the interchange
between buyers and sellers, business-to-business relationships, rather than relationships
between individual and firms. Relationship quality can also be viewed in terms of the
quality of intangible values including interaction, interchanging, loyalty, commitment, and

trust between two parties (Tsai and Farh, 1997). High relationship quality was found to be
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a necessary condition for outsourcing success (Lee and Kim, 1999). Since relationship
quality is particularly relevant to interactions between client and outsourcing service
provider to achieve outsourcing success, therefore, it is valuable to study the relationship

quality between client firm and an outsourcing vendor.

2.12.2 Dimensions of Relationship Quality

While several empirical studies (Boles et al., 1997; Wong and Sohal, 2002; Ndubisi, 2005)
examined relationship quality as a pure single construct, many studies (Dwyer et al., 1987;
Crosby et al., 1990; ; Kumar et al., 1995a; Dorsch et al., 1998; Hennig-Thurau et al., 2002;
Naude and Buttle, 2000) regarded relationship quality as a meta-construct composed of
several distinct, although related, dimensions that support, reinforce, and complement each
other. This may be the results of adopting heterogeneous ideas in various studies (e.g.,
customer, supplier, or dyadic), and/or to the different industrial settings where the research
took place. The lack of consensus in terms of identifying relationship quality dimensions

due to these heterogeneities needs to be resolved (Mytal et al., 2008).

Decomposing the construct into several dimensions would generate more insights in
explaining the relationship quality (Lin and Ding, 2005). Naude and Buttle (2002) found
that different clusters of good relationships highlight different aspects of quality. Therefore,
these authors (e.g., Naude and Buttle, 2002) suggest that overall relationship quality

measures should consist of a combination of different dimensions.
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Relationship quality can be better understood by defining the aggregate constructs and
assessing dimensions that make up the construct (Woo and Ennew, 2004). Past literature
has identified a variety of dimensions that have been employed to measure the level of
relationship quality (Seo et al., 2005). However, there is, as yet, no clear consensus in the
literature on the sets of dimensions that comprise the construct of “relationship quality”
(Kumar et al., 1995; Bojou et al., 1998; Dorsch et al., 1998; Hennig-Thurau et al., 2002;
Caceres and Paparodaimis, 2007; Athanasopoulou, 2009). Nevertheless, most of the
researchers agree that the concept of relationship quality is a higher-order construct
consisting of several distinct but related dimensions. Different researchers have proposed a
different set of dimensions that constitute relationship quality. Some dimensions (e.g., trust,
commitment, and satisfaction) have been suggested more frequently than others in the

literature (Lang and Colgate, 2003).

In one of the earliest studies in relationship quality, Dwyer and Oh (1987) conceptualized
relationship quality as comprising high levels of satisfaction, trust, and minimal
opportunism. Mohr and Spekman (1994) employed trust, dependence, commitment, and
coordination while Lee and Kim (1996) underlined the importance of trust, business
understanding, benefit and risk sharing, conflict, and commitment in their study. Kumar et
al. (1995a) suggested that the dimensions of relationship quality are conflict, trust,
commitment, willingness to invest, and expectation of continuity. Crosby et al. (1990),
Legace et al., (1991), Leuthesser (1997), Shamdasani and Balakrishnan (2000), Kim and
Cha (2002), Lin and Ding, (2006) have all considered trust and satisfaction as dimensions

of relationship quality. Morgan and Hunt (1994) considered trust and commitment as the
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two key components of relationship quality. Meanwhile, Hennig-Thurau and Klee (1997)
and Palmatier et al. (2006) added commitment as the third dimension of relationship quality
together with trust and satisfaction. Many other scholars stressed the important role of
commitment in a relationship (Kumar et al., 1995a; De Wulf et al., 2001). Various
dimensions of relationship quality have also been proposed in past research. These include
cooperation (Grover et al., 1996), dependence (Mohr and Spekman, 1994), and quality of

interaction (Moorman et al., 1992).

A study by Kim and Cha (2004) on the antecedents and consequences of relationship
quality on the Korean hotel industry found that relationship quality can be measured
through trust in the service provider and satisfaction with the relationship. Another study in
the hotel industry by Kim et al. (2001) found that guest confidence, guest contact, and
communication influenced relationship quality between frontline customer-contact
employees and guest hotels, in which commitment acted as a mediating variable. A study
by Moliner et al. (2007) that investigates the relationship between perceived value and
relationship quality in the hospitality industry in Spain conceptualized the key components
of relationship quality as consisting of trust, satisfaction, and commitment. In addition,
Roberts et al. (2003) and Liu et al. (2010) found that relationship quality is a better

predictor of loyalty.

In conclusion, relationship quality can be used as a platform that allows the development
and maintenance of successful long-term relationships (Bejou et al., 1996). Trust,

commitment, and satisfaction have been considered to be the key components of
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relationship quality (Hennig-Thurau and Klee, 2002). Moreover, numerous researchers
(Smith, 1998; DeWulf et al., 2001; Roberts et al., 2003; Walter et al., 2003; Ivens, 2004;
Ulaga and Eggert, 2006; Huang and Liu; 2007; lvens and Prado, 2007; Rauyruen and
Miller; 2007; Vieira et al., 2008) suggested the global construct of relationship quality, as
reflected by a combination of commitment, trust, and satisfaction with the service
providers, offers the best assessment of relationship strength and provides the most insight
into exchange performance. Therefore, it can be concluded that there is general agreement
that trust in the service provider, commitment to the relationship, and satisfaction with the
relationship are key dimensions of relationship quality (Hennig-Thurau and Klee, 1997;
Smith, 1998; DeWulf et al, 2001; Liang and Wang, 2006; Ulaga and Eggert, 2006; Huang

and Liu, 2007; Liang and Wang, 2007; Moliner et al, 2007).

2.12.2.1 Trust

Reviews of relationship marketing literature report extensively on trust (e.g., Rutyer et al.
2001). Trust is an important asset in a relationship and has been established as a critical
variable in relational exchanges (Knemeyer et al. 2003), such as those within the
outsourcing ventures (Lee and Kim, 1999; Roberts et al., 2003). Trust is a key predictor of
higher-order relationships, and it is important, especially in the initial stages of relationship
development (Lin and Chung, 2008). The choice of trust is consistent, due to the fact that it
is one of the most frequently used constructs in relationship marketing research (e.g.,
Crosby et al., 1990; Garbarino and Johnson, 1999; Morgan and Hunt, 1994; Hewett and

Bearden, 2001).
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Trust develops over time as a result of the positive experiences of individuals within
relationships, recurrent contracts between the same trading partners, or with the increased
duration of the relationship between the parties (Paravastu, 2007). One party has to believe
that the third party will perform actions that will result in positive outcomes for the first
party (Anderson and Narus, 1990). Therefore, to trust a service provider, a customer should
believe the service provider would deliver superior customer value. In addition, trust also
develops when one party perceives the other party to be sincere, honest, confidential and
tactful, displays expertise, acts in a timely manner, and is willing to reduce the uncertainty
that emerges (Ruyter et al., 2001). It appears that if one party trusts another party, it is
likely that a positive behavioural intention towards the other party will be developed that

will lead to a long-term relationship.

The extant literature reveals that different authors have given different definitions of trust.
According to Rashid (2003), trust is relying and believing on someone’s word and it is
based upon reputation, personality, systems, and processes. Trust has been defined as “a
willingness to rely on an exchange partner in whom one has confidence” (Moorman et al.,
1992, p. 314). This definition implies that the exchange partner’s expertise, reliability, and
intentionality create trust and confidence in the other party. Anderson and Narus (1990) and
Morgan and Hunt (1994) also look at trust in the same way as Moorman et al. (1992).
According to Anderson and Narus (1990) and Morgan and Hunt (1994), trust is the belief
by one party that is involved in a business relationship that another party will be honest,
fair, and reliable in performing future actions. As trust increases, customer benefits through

decreased transaction costs in the relationship foster customer loyalty (Morgan and Hunt,
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1994). From the customer’s perspective, trust in the service provider is considered a key
important dimension of a relationship. Findings from a study conducted by Shemwell et al.
(1994) found that there is a positive relationship between trust and the customers’
intentions to continue their relationships, and a negative relationship between perceived
risks inherited in the relationship. Trust is an expectation about an exchange partner that
results from the partner’s expertise, reliability, and intentionality (Powers and Reagan,
2006). Customers or client firms will experience dissatisfaction if the supplier or service

provider betrays the trust (Ndubisi, 2004).

Following Ganesan (1994) and Kumar et al. (1995a), and Doney and Cannon (1997), this
study defines trust in terms of a industrial firm’s perception, belief, or expectation of an
outsourcing vendor’s credibility, and benevolence that results from the vendor’s expertise.
This definition of trust is relevant in an industrial buying context such as in outsourcing
relationships (Ganesan, 1994; Doney and Cannon, 1997). An industrial customer that
decides to outsource its production turns to an outsourcing vendor that is believed to be
able to perform effectively and reliably (credible), and is interested in its industrial
customer’s best interests (benevolent). Indeed, credibility and benevolence have been
viewed as components of trust in many studies and it is undeniable that these two
components are very significant, regardless of the sector examined (Graf and Perrien,
2005). Wong and Sohal (2002) study findings suggest that there is no difference between
the trust in a salesperson and the trust in an organisation; customers may see both as being

synonymous.

92



The emergence of relationship marketing has increased the importance of trust in long-term
business relationships (Dwyer et al., 1987; Ganesan, 1994; Morgan and Hunt, 1994). Trust
is a key element in relationship marketing due to its important roles in developing and
strengthening long-term relationships, facilitating exchange relationships, separating
relationships into transactional or partnership style, reducing the risks associated with
partnering, and increasing the commitment in the relationship (Anderson and Weitz, 1992;

Ganesan, 1994; Lee, 2001).

Positive attitudes are likely to be produced from a high level of trust, in which will increase
the level of customer orientation/empathy (Rashid, 2003). Trust was found to influence
buyer attitudes and behaviour towards suppliers, and have positive effects on the stability of
buyer-seller relationships. Trust operates as a governance mechanism that mitigates
opportunistic behaviour in an exchange relationship that exists from uncertainty and
dependence (Doney and Cannon, 1997; Heide, 1994), reduces the level of conflict and
increases satisfaction (Anderson and Narus, 1990), and leads to a strong desire to maintain
a relationship (Crosby et al., 1990; Rutyer et al., 2001). A firm that trusts its supplier has a
high degree of commitment towards the relationship and intends to remain in the
relationship. The perceived level of trust between exchange partners is essential in the
development of relationship quality, and understanding the strength of marketing
relationships (Ndubisi, 2004). Trust facilitates effective communication between trading
partners (Dwyer et. al., 197). When trust is lacking, outcome expectation cannot be reliably
predicted, and makes one feel insecure in the relationship (Andaleeb, 1996). Hence, trust

helps in preventing opportunistic behaviour among parties involved, establishing value in
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the relationship, and reducing safeguarding costs (Andaleeb, 1996; Garbarino and Johnson,

1999).

Trust has been considered initially as an interpersonal phenomenon, especially in the social
psychology and related fields outside marketing (Crosby et al., 1990). Anderson and Narus
(1990) pointed out that the difference in the nature of the trust of an individual and that of
an organization lies in perceived uncertainty and risk. Trust has been treated as a uni-
dimensional construct by studies in marketing (e.g., Anderson and Narus, 1990; Moorman
et al.,, 1992), and has been shown as a multidimensional construct by researchers in
interpersonal trust (Ganesan, 1994). The multidimensional approach has the advantage of

providing greater diagnosticity of the trust construct (Ganesan, 1994).

Selnes (1998) found that in making decisions on improving business relationships, trust
was the important variable. On the other hand, he found that satisfaction was the key
variable when the issue is related to relationship continuity, and satisfaction is the
antecedent of trust. This suggests that customers should have some experience with the
service providers before they can trust them. Lin and Wang (2006) found that trust

influenced customer loyalty.

In sum, it can be concluded that trust is an important factor that determines customer
loyalty. Service providers should try to find ways to enhance customers’ trust in their
relationship since customers’ trust leads to long-term relationships that enhance customer

loyalty.
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212.2.2 Commitment

Commitment has been the focus of many studies in marketing (Heide and John, 1990;
Anderson and Weitz, 1992; Solliner, 1999) and has been reported extensively in the
literature on relationship marketing (Gounaris, 2005). Just like trust, commitment is central
to relationship marketing, an essential ingredient for maintaining long-term relationships,
and has been regarded as an important outcome of good relational interactions (Dwyer et
al.,, 1987; Gundlach et al., 1995; Egan, 2000; DeWulf et al., 2001). In addition,
commitment has been identified as one of the most important variables to understand the
strength of marketing relationships and the key characteristics of successful relationships
(Dwyer et al., 1987; Morgan and Hunt, 1994; Ndubisi, 2004). Hence, to develop a
successful relationship, service providers should think of strategies that will enhance

customer commitment in the relationships.

Commitment has been considered as the most advanced phase of a relationship by Dwyer et
al. (1987). Various authors have addressed this concept in different ways. Commitment
represents relationship quality, durability, continued stability, and future interactions
between parties involved in the relationship (Smit et al. 2002; Dash et al., 2006).
Commitment to a relationship is frequently demonstrated through the partner’s willingness
to commit resources (e.g., time, money, and facilities) to the relationship, and it is believed
that commitment will increase when resources are made available to the relationship (Heide
and John, 1992; Heikkila, 2002). A person must develop a relationship before they can be
committed to it and a committed customer may have a higher propensity to act since they

want to be consistent with their commitment (Lin and Chung, 2008).
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Commitment has been defined as an implicit or explicit pledge between exchange partners
that reflects their intention to continue their relationships (Dwyer et al., 1987). The previous
definition is consistent with Morgan and Hunt (1994), which defined commitment as the
belief of an exchange partner that the relationship that they are involved in is so valuable
that it deserves maximum effort to maintain it. This shows that the committed parties have
the desire or the intention to maintain the valued relationship. Similar opinions were given
by Moorman et al. (1992) and Heikkila (2002) that conceive of commitment along the same
line. The central tenets of commitment are the propensity for relational continuity and the
establishment of long-term relationships (Morgan and Hunt, 1994). In sum, definitions of
commitment in the relationship marketing literature are dominated by Moorman et al.

(1992) and Morgan and Hunt (1994).

In the context of this current study, commitment is conceptualized as a business customer
believing that an ongoing relationship with his/her service provider is worth investing in,
and that it deserves maximum effort to maintain it (Moorman et al., 1992). A business
customer is committed to the service provider for the purpose of primarily achieving
maximum returns. A committed customer will not actively search out alternative sources

and is ready to put maximum effort to stay in the relationship.

DeWulf et al. (2001) suggested two requirements to maintain a relationship: (1) the
presence and consistency over time of both the desire to continue a relationship and (2)
willingness to make efforts to maintain the relationship. Therefore, it can be concluded that

commitment is not only an expression of desire to continue or stay with the service
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providers, but it is also a characteristic to maintaining a successful long-term relationship
(Dwyer et al., 1987; Anderson and Weitz, 1992; Moorman et al., 1992; Ganesan, 1994; Lin

and Chung, 2008).

Interestingly, commitment does not seem to be equally important to suppliers and
customers. An empirical study by Leek et al. (2002) found that in a relationship, suppliers
are more concerned with gaining their customers’ commitment than vice versa. In the
outsourcing context, the service provider is more concerned in gaining commitment in
his/her customers. In addition, with respect to outsourcing, commitment to the relationship
has been established as a key to building a successful outsourcing venture (Lee and Kim,
1999). In this study, commitment is defined as a measure of the extent to which customers
want to maintain a relationship with their service provider, consistent with the definition by

Roberts et al., (2003).

Gundlach et al., (1995) suggested three different dimensions of commitment: (1) input or
instrumental commitment, (2) attitudinal commitment, and (3) temporal commitment.
Input or instrumental commitment refers “to affirmative actions taken by one party that
creates a self-interest stake in the relationship and demonstrates something, more than a
mere promise. Attitudinal commitment refers to the positive intention to develop and
maintain stable relationships. Temporal commitment refers to the effect of time and

expectation of relationship continuity of commitment.
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Based on different motivations to maintain a relationship, Mathieu and Zajac (1990)
separated commitment into two different types: (1) affective and (2) calculative
commitment. Affective commitment stems from the positive feelings that motivate a party
to continue a relationship or attach to another party. Similarly, Sanchez-Franco et al.,
(2009) defined affective commitment as a commitment that is based on loyalty and feelings
of belonging. An affectively committed customer intends to continue a relationship with the
service provider because he/she likes the service provider, and enjoys working with the
service provider. A customer is loyal because she or he truly wants to be loyal and
experiences a sense of loyalty and belongingness (Evanschitzky et al., 2006). One indicator
of affective commitment is the positive attitude toward a service/product or organization

and continuing patronage (Gwinner et al, 1998).

On the other hand, calculative commitment stems from the perceived structural constraints
including anticipation of high termination costs or switching costs associated with leaving
the relationship that binds an organization with its partner (Gounaris, 2005), and it is
usually based on rational evaluation (Sanchez-Franco et al., 2009). Relationships that are
based on calculative commitment continue on a cost-benefit basis and will be terminated
when the costs exceed the benefits of continuing the relationships (Gounaris, 2005).
Calculative commitment is less enduring and associated with greater price sensitivity and
willingness to switch than affective commitment (Tanford et al., 2011). Therefore,
calculative commitment has been characterized as a negative motivation to continue a
relationship as opposed to the positive motivation of the affective commitment (Geyskens

et al., 1996).
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A review of the studies in the relationship marketing literature shows that most studies
conceptualized commitment as either solely affective commitment (Sanchez-Franco et al.,
2009) or the combination of affective and calculative commitment (Geyskens et al. 1996;
Sharma and Patterson, 2000; Gounaris, 2005; Evanachitzky et al., 2006). However, in the
relationship marketing literature, the conceptualization of commitment as consisting of an
affective component and a calculative component is quite recent (Evanachitzky et al.,
2006). A study on the impact of dimensions of commitment (affective and calculative
commitment) on customer loyalty and retention found that only affective commitment has a
direct positive influence on customer loyalty and retention (Gounaris, 2005; Davis-Sramek
et al. 2009) and loyalty is greater when it stems from affective commitment (Evanachitzky
et al., 2006; Sanchez-Franco et al., 2009). Affective commitment was also found to be a
complete mediator of the relationship between satisfaction and behavioural loyalty (Davis-
Sramek et al., 2009). Calculative commitment, on the other hand, was found to have an
indirect impact on loyalty behaviour through affective commitment (Davis-Sramek et al.,

2009).

According to Gundlach et al. (1995), commitments by both parties act as a powerful signal
of the quality of relationship, enhancing the development of trust in the relationship, and
influencing the development of relational norms that align future exchanges. Hence, it is
assumed that commitment is an important variable in assessing long-term relationships, and

why commitment is chosen as one of the dimensions of relationship quality in this study.
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2.12.2.3 Satisfaction

In today’s dynamic and competitive environment, the importance of customer satisfaction
is obvious since it influences customers’ repurchase intentions and brand loyalty (Chiou,
2004). Customer satisfaction has long been considered an important determinant of long-
term customer behaviour including customer loyalty and retention (Sawmong and Omar,
2004), and consequently, firms have dedicated substantial effort in identifying customer

satisfaction.

In general, customer satisfaction refers to an affective reaction to the appraisal of a supplier
(Babin and Griffin, 1998). High customer satisfaction has always been the key goal of an
organization. In the business-to-business relationships, an industrial customers’ loyalty
towards their service providers is likely to be influenced by the customers’ level of
satisfaction (Lam et al., 2004). However, in certain cases, satisfaction may not necessarily
result in customer loyalty, and dissatisfaction does not always result in defection (Chiou,

2004; Sawmong and Omar, 2004).

Satisfaction can be defined in various ways based on different contexts. In the product or
service market, satisfaction has been defined as a person’s feelings or pleasure or
disappointment from comparing a product’s perceived performance in relation to his or her

expectation (Kotler, 2000).

Based on Dwyer and Oh (1987), Anderson and Narus (1990), Ganesan (1994), and

Geyskens et al. (1999), this study adopts the definition of customer satisfaction as a
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positive affective state resulting from the appraisal of all aspects of a firm’s working
relationship with another firm. This definition is consistent with the context of this study,
the outsourcing relationship in the hotel industry in Malaysia. This study focuses on
relationship satisfaction between organizational customers and their service providers,
consistent with the study context. In the context of outsourcing, satisfaction with the service

provider may take some time to develop.

A review of the literature reveals three general conceptualizations of customer satisfaction:
(1) product/service or transaction-specific satisfaction, (2) overall satisfaction, and (3)
relationship-specific satisfaction (Lam et al., 2004). Product- or transaction-specific
satisfaction exists when a customer is satisfied with a specific episodic product or
transaction encounters with an exchange partner. The confirmation/disconfirmation
paradigm has been dominating, and frequently used to explain product- or transaction-
specific satisfaction. According to this paradigm, satisfaction develops from the customer’s
comparison of post-purchase and post-usage evaluation of a product/service with the
expectation prior to purchase (Oliver, 1999). Cumulative/overall satisfaction, on the other
hand, reflects the firm’s past, current, and future performance, and it refers to “the
satisfaction that accumulates across a series of transactions or service encounters” (Lam et
al., 2004, p. 295). Relationship-specific satisfaction is conceptually different from product-
or transaction-specific satisfaction and overall satisfaction. Consistent with its name,
relationship satisfaction focuses on the customer’s experience with transactions throughout
the life of the relationship, and also the experience with using the sum-total of product

(Abdul-Muhmin, 2005). In the same manner, relationship satisfaction is an overall
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assessment that the relationship contributes something good for the parties (Eriksson and
Vaghult, 2000). It has been regarded as an important outcome of buyer-seller relationships

(Smith and Barclay, 1993; Liang and Wang, 2005).

Gassenheimer and Ramsey. (1994) suggested that satisfaction should include both the
economic and non-economic factors, however, the proportion varies across studies.
Economic satisfaction refers to a channel member’s positive affective response to the
economic rewards (e.g., sales volume and margin) that flow from the relationship with its
partner (Geysken et al., 1999). On the other hand, non-economic satisfaction refers to a
channel member’s positive affective response to the non-economic, psychosocial factors,
and emotional responses to the overall working relationship with its partner (Mohr et al.,

1996).

It is well-established in the marketing literature that the major determinant of customer
loyalty is satisfaction (Oliver, 1997; Petrick, 2002; Ryu et al., 2008). Satisfaction was
found to have a direct significant effect on behavioural intention in the Korean restaurant
industry (Ryu et al., 2008). A study conducted by Davis-Sramek et al., (2009) on the
loyalty behaviour of retailers to their manufacturers found that satisfaction influenced the
loyalty behaviour of the retailers through affective commitment. However, the relationship
between satisfaction and behavioural intention is non-linear, indicating that when
satisfaction increases up to a certain level, loyalty climbed rapidly, and vice versa
(Anuwichanont and Mechinda, 2009). Jones and Sasser (1995) classified customers into

four different groups based on their satisfaction and loyalty levels: (1) loyalist/apostle (high
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satisfaction-high quality), (2) defector/terrorists (low satisfaction-low loyalty), (3)
mercenary (high satisfaction and low loyalty), and (4) hostage (low satisfaction-high

loyalty). The classification acts as a guideline to formulate a firm’s strategies.

Even though satisfaction has been discussed in various ways, Burnham et al. (2003)
supported the continued emphasis on managing customer satisfaction. Moreover, numerous
studies in relationship marketing had considered satisfaction as one of the most important
dimensions of relationship quality (see Crosby et al., 1990; Hennig-Thurau and Klee,

1997).

2.12.3 Relationship Quality and Customer Loyalty

Various studies had been conducted to investigate the relationship between relationship
quality and customer loyalty (see Crosby et al., 1990; Huang and Liu, 2007; Lin and
Chung, 2008). However, findings on the effects showed mixed results that need further
investigation. Moreover, the majority of the studies were conducted in the customer

markets rather than the business market.

Lin and Ding (2005) suggested that customers who trusted and were satisfied in their
relationships were more likely to act, more consistent with their needs to maintain that trust
and satisfaction that result in stronger loyalty between customers and Internet service
providers in Taiwan. A study by Huang and Lui (2007) conducted on the effects of
relationship quality, as measured in terms of trust, commitment, and satisfaction on

customer loyalty of a bookstore chain in Taiwan, found that the quality of relationships in
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the bookstore chains does not have any significant influence on customer loyalty. Research
by Anderson et al. (1994) and Fornell (1992) suggested that satisfaction with products and
services affect the buyer’s decision to continue a relationship. Their findings are consistent
with Reichheld and Sasser (1990), where according to them a satisfied customer will tend
to have greater customer loyalty. Within the context of Singaporean hair salons,
Shamdasani and Balakrishnan (2000) found that customer satisfaction and trust have a

positive effect on the customer loyalty towards the service provider.

De Canniére et al. (2009) also found that relationship quality between retailers and
customers influenced the customers’ behavioural intentions to purchase clothing for
themselves. In the Hong Kong telecommunication industry, Mirpuri and Narwani (2012)
found that loyalty among Generation Y customers (between 18 and 30 years old) towards
their service providers is influenced by relationship quality, which is measured by the trust
in integrity, trust in benevolence, commitment, affective conflict, and satisfaction.
However, Huang (2012) found the influence of relationship quality on customer loyalty on

the beverage stores in Taiwan was mediated by customer satisfaction.

In the business-to-business markets, there are a number of studies that have attempted to
find the relationship between relationship quality and business customer loyalty (also
measured in terms of anticipation of future interaction, intention to stay, repurchase
intention, and willingness to recommend) (see Boles et al., 2000; Ruyter et al., 2001;
Hewett et al., 2002). Boles et al. (2000) found that relationship quality has a positive

significant relationship on anticipation of future interaction in the context of business
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customers from various industries (e.g., retail, manufacturing, and government agencies)
and telecommunication service provider relationships in the United States. Hewett et al.
(2002) studied the influence of relationship quality on repurchase intentions in the
relationship between marketing representatives and business customers in various
American technology-intensive industries. The result of the study shows that relationship
quality had a positive and significant effect on repurchase intentions, while a study by
Gounaris (2005) found that a business customer’s affective commitment in a relationship
had a significant direct effect on the customer’s inclination to stay in a relationship, where

calculative commitment was found to negatively influence behavioural intention.

In the Greek banking industry, Jamal and Anastasiadou (2009) found that customer loyalty
toward the services offered by the banks was influenced by the level of customer
satisfaction with the service. Finally, Ruyter et al. (2001) investigated the impact of
relationship quality on loyalty of business customers of high technology markets in the
Netherlands, and they found the impact of relationship quality on customer loyalty was not
a major concern in business-to-business relationships, and therefore, warrants further
investigation. Zahir and Ilham (2013) found that customer satisfaction partially mediates
the relationship between service quality and customer loyalty in the Malaysian rural

tourism sector.

Table 2.9 provides a summary of the relevant literature on relationship quality, behavioural
intentions, and customer loyalty. Based on Table 2.9, the majority of the studies on

relationship quality were conducted in business-to-customer relationships in various
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industries, and provided mixed results. Even though there is no agreement on the definition

and dimensions of relationship quality, numerous studies have provided empirical evidence

that relationship quality is a key predictor of customer loyalty (see Crosby et al., 1990;

Huang and Liu, 2007; Lin and Chung, 2008). And as suggested by Crosby et al., (1990),

firms that focus on customer loyalty and retention should use relationship quality as one of

their relationship marketing strategies. Therefore, in this study the use of relationship

quality to keep customers from switching service providers is justified.

Table 2.9: Relationship Quality and Customer Loyalty

Study Industry/ Relationship Outcome Empirical Results
Country/Type of Quality
Relationship Dimensions
Boles et al. Retail, No Anticipation of  Relationship quality —»
(2000) manufacturing, and future anticipation of future
government interaction interaction (+)
agencies.

Telecommunication
service providers
and business

buyers. U.S.
Shamdasani  Hairdressing Satisfaction ~ Customer loyalty
and industry. Trust
Balakrishnan Customer and
(2000) service provider.

Singapore
Ruyter et al. Hightechnology  No Customer loyalty
(2001) industry. Sales

person and

business buyers.
Netherlands

Hewett et al. Technology Trust Repurchase
(2002) intensive Commitment intention
industries.
Marketing

representatives
and business
buyers. U.S

Relationship quality —
customer loyalty (+)

Relationship quality —
customer loyalty (ns)

Relationship quality —»
repurchase intentions (+)

106



Table 2.9: Relationship Quality and Customer Loyalty

(continue)
Study Industry/ Relationship Outcome Empirical Results
Country/Type of Quality
Relationship Dimensions
Gounaris Consulting Commitment Inclination to stay  Affective commitment
(2005) companies — inclination to stay
offering training (+)
services. Business Calculative commitment
customers and —> inclination to stay
service providers. )
Greece
Lin and Ding Internet service Trust Customer loyalty  Relationship quality —
(2005) provider. Satisfaction customer loyalty (ns)
Customer and
service provider.
Taiwan
Huang and Bookstore chain.  Trust Customer loyalty  Relationship quality —yp
Lui (2007) Customer and Satisfaction customer loyalty (ns)
retailer. Taiwan Commitment
De Canniére  Clothing industry. No Behavioural Relationship quality —»
etal. (2009)  Customer and intention behavioural intention (+)
retailer. Belgium
Jamal and Retail banking No Customer loyalty ~ Satisfaction —» customer
Anastasiadou industry. loyalty (+)
((2009) Customer and
service provider.
Greece
Huang Beverage No Customer loyalty  Relationship quality —»
(2012) industry. customer loyalty (+) with
Customer and satisfaction as a mediator
retailer. Taiwan
Mirpuriand  Telecommunicati ~ Trustin Customer loyalty  Relationship quality —
Narwani on industry. integrity loyalty (+)
(2012) Customer and Trustin
service provider, benevolence
Hong Kong Commitment
Conflict

Satisfaction
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2.13 Loyalty

Loyalty is an elusive concept (Wetsch, 2005), and is a complex construct (Javalgi and
Moberg, 1997) that is frequently considered as a primary goal of relationship marketing
(Hennig-Thurau et al., 2002). This is reflected though various definitions provided for the
meaning of customer loyalty (Tideswell and Fredline, 2004). Loyalty has been used as the
dependent variable in many studies (see Erikson and Vaghult, 2000; Hennig-Thurau et al.,
2002) because of its ability in determining firm performance (Lam et al., 2004). Customer
loyalty has also been considered as a key component for a firm’s long-term viability and
has been advocated as an easier and more reliable source of superior performance
(Krishnamurthi and Raj, 1991). Customer loyalty and retention are often used to describe
the same phenomenon, in which loyalty represents the customer’s perspective, and
retention from the suppliers’ perspective (Moeller et al., 2009). In some instances, loyalty is
hard to measure because the repetitive purchase may be due to habit, convenience, or

alternative suppliers available (Anuwichanont and Mechinda, 2009).

The increasing competition, particularly in the service industry, has caused firms to become
very concerned and obsessed with attracting potential customers, and trying to maintain
long-term relationships with their current customers. Studies have also shown that an
increase in customer loyalty will increase profit, reduce costs to acquire new customers,
and decrease costs to serve current customers (see Hallowell, 1996; Reichheld, 1993;
Reichheld and Sasser, 1990). Loyal customers are willing to pay higher prices, are easier to
satisfy because suppliers know the customers’ expectations, and more understanding if

something goes wrong (Lawson-Body and O’Keefe, 2006). To the business customers, by
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engaging in ongoing relationships with their service providers, they are able to reduce their

choices of service providers and thus, saving their energy in making decisions.

According to Malthouse and Mulhern (2007), there are many entities that customer can be
loyal to such as brands, product categories, companies, retailers, or salespeople. While most
of the marketing research has focused on brand loyalty, the importance of customer loyalty,
supplier loyalty, services loyalty, and store loyalty should not be neglected (Dick and Basu,
1994). Compared to products, it is more difficult to conceptualize loyalty in the service due
to the characteristics of services (Bloemer et al., 1998). According to Dick and Basu
(1994), due to the intangibility and the variability of service characteristics, emphasis
should be given on relationship marketing constructs (e.g., trust and reliability) as strategies
to build and maintain loyalty. In the service organizations, customer loyalty is frequently
used in services, including credit cards and travel, and in contractual purchases such as
health clubs and telecommunications (Malthouse and Mulhern, 2007). Loyalty in the
service industries refers to the customer’s commitment in doing business with a particular
organization, purchasing their service offering repeatedly, and recommending the

organization’s services to other firms (Auka, 2012).

Customers can demonstrate their loyalty by (1) staying with the service provider, (2)
increasing the amount of their purchases or the frequency of their purchases from the same
service provider whenever possible, (3) continuing to recommend or maintaining a positive

attitude towards the service provider, and (4) give service providers suggestions (complaint
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behaviour) (Reichheld and Sasser, 1990; Zeithaml et al., 1996; Kandampully and

Suhartonto, 2000).

Customer firms that developed strong relationships with their suppliers/service providers
can better align their interests and goals with those of their suppliers (Lamming and
Hampson, 1996). This is because loyal customers are more likely to focus on long-term
benefits and engage in cooperative relationships with their partners, thus reducing
transaction costs and improving the competitiveness of both parties (Doney and Cannon,

1997; Ganesan, 1994; Lam et al., 2004; Morgan and Hunt, 1994).

For the firms, loyal customers can help them maximize their profits. Loyal customers are
willing to (1) purchase more frequently because they are price-insensitive, (2) try the firm’s
new products, (3) make positive word-of-mouth and recommend products and services on
to another supplier, and (4) give suggestions to the firms (Reichheld and Sasser, 1990).
Loyal customers tend to behave differently from non-loyal customers. Zeithaml et al.
(1996) listed characteristics of a loyal customer. According to them, a loyal customer has:
(1) high purchase or repurchase intentions, (2) less price sensitivity, (3) suggestions and
feedback for the firms, and (4) more frequent business with the firms. In sum, loyal

customers contribute to the financial performance of a firm (Wang et al., 2004).

2.13.1 Definitions of loyalty
Loyalty has been defined in various ways by different authors. The most common

definition of customer loyalty is given by Oliver (1997, p. 392) as “a deeply-held
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commitment to rebuy or repatronize a preferred product or service consistently in the
future, thereby causing repetitive same brand or same brand-set purchasing, despite
situational factors that may cause switching behaviour”. In other words, it refers to the
buyers’ overall attachment or strong intentions to stay with an organization or continue
buying a product, service, or brand. Customer loyalty can be reflected in various positive
behaviours including repeat purchase and willingness to recommend the service provider to
other customers (Lam et al., 2004). Oliver (1997) suggested four stages of loyalty that
should be experienced by a loyal customer: (1) the cognitive stage or belief — the belief that
the expectations about the products or services are met, (2) the affective stage or favoured
attitude — customers are repeatedly satisfied from buying decisions, (3) conative stage or
behavioural intention — customers have the behavioural intention to purchase, and (4)

action — actual behaviour of purchasing (Oliver, 1997).

Bowen and Shoemaker (1998) defined loyalty as the probability that the customer will
return and be ready to repurchase and make referrals. Lam et al. (2004) took the same stand
by referring to loyalty as the act of building and sustaining a trusted relationship with the
customer, which leads to the customers’ repeated purchases of products or services over a
given period of time. According to Auka (2012, p. 187), loyalty is “a degree to which a
customer exhibits a repeat purchasing behaviour from a service provider, possesses a
positive attitudinal disposition toward the provider, and considers using the current
provider when a need for the service arises”. Drawing upon the diverse definition of loyalty
by different authors, and consistent with the aim of developing long-term relationships with

the service provider, this study bases the definition of customer loyalty as put forward by
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Oliver (1997). In sum, loyalty is an attitude or behaviour that is exhibited or demonstrated

by customers through their actions.

2.13.2 Types of Loyalty

Review of the marketing literature suggests two major ways of defining and measuring
loyalty. The first, defined and assessed loyalty in terms of various behavioural measures.
The behavioural loyalty is related to how customers think and feel about a brand/product.
Behavioral loyalty includes repeat purchase of the same brand, increased purchase volume
and proportion of purchases (the percent of units or dollars one brand gets, increased
frequency of purchase, relationship continuance, willingness to pay a higher price,
switching intentions, and the act of recommendation) (Dick and Basu, 1994; Hallowell,
1996; Lin and Ding, 2005; Wetsch, 2005; Malthouse and Mulhern, 2007) that result from
customers’ beliefs that the quantity of value received from one supplier is greater than that
available from other suppliers (Hallowell, 1996). Behavioural-based approaches measures
loyalty based on actual behaviour (Malthouse and Mulhern, 2007), and the data is often
used because its collection is easier and less costly (Wetsch, 2005). However, one of the
limitations of behavioural data is that it does not capture the attitudinal or affective element

that relates to loyalty.

The second definition of loyalty is attitudinal. This loyalty dimension reflects the
customers’ psychological attachment to a particular provider, brand, or organization
(Oliver, 1999. These feelings define the customer’s purely cognitive degree of loyalty

(Hallowell, 1996). Attitudinal loyalty is demonstrated through the customers’ strong
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preference for involvement and commitment to a supplier (Roberts-Lombard, 2011) and an
example is positive word-of-mouth (Gremler and Brown, 1998). Word-of-mouth
communication is an important strategy to increase future purchase decisions because it is

more reliable than non-personal communication (Hennig-Thurau et al., 2002).

Dick and Basu 1994), identified four types of loyalty. Firstly, no loyalty, that occurred
when both the relative attitude and repeat patronage are low. Low relative attitude may be
arise because of recent introduction and/or the ability to communicate distinct advantages.
It may seem impossible to increase the low relative attitude. However, improving the repeat
patronage can be passed from the no loyalty dimension to the spurious loyalty dimension
through manipulation of social norms. Secondly, spurious loyalty that exixts when the
relative attitude is low and the repeat patronage is high. Although in respect to the attitude,
the consumer does not feel powerful emotions about product, brand or retailer, he/she
carries on the repeat patronage. Social influence may also lead to spurious loyalty. In the
latent loyalty, the consumer is related potently to the product, brand or retailer (relative
attitude is high) but it is weak in respect to the behavioral (repeat patronage is low). Latent
loyalty is a serious concern for marketers. Therefore, the repurchase attitude of the
consumer is low. Lastly, loyalty, which occurred when both relative attitudes are powerful
and the repeat patronage is high. So the consumer both has positive feelings for the retailer

and is the steady customer of retailer and often purchase repetitive.
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2.13.2 Loyalty in the Services Industries

A vast number of studies in the services industries have focused on the issue of loyalty.
Customer loyalty is particularly important in the hotel industry (Bowen and Shoemaker,
1998). Most hotel segments are mature with strong competition, and the difficulties in
differentiating the hotels’ services on physical attributes had drawn the hotel industry to
focus on ways to improve customer loyalty, including relationship marketing strategies
(Bowen and Shoemaker, 1998). A satisfied customer may not always become a loyal
customer because customer loyalty may be a simple main effect of customer satisfaction,
but customer satisfaction may not always result in customer loyalty (Dogdubay and
Avcikurt, 2009). A satisfied customer that does not spread positive word-of-mouth does not
benefit the organizations (Bowen and Shoemaker, 1998). Therefore, to an organization a

loyal customer is more important than a satisfied customer.

In one of the early studies on customer loyalty in the hotel industry, Knutson (1988) found
that cleanliness and comfort are the two important factors that influenced the decision to
return to the same hotel. In another study in the hotel industry, Dube and Renaghan (1999)
found that the quality of various hotel services is the most important factor that influenced
guest loyalty, followed by the quality of service personnel. In the context of the Korean
hotel industry, Kim et al. (2001a) investigated the impact of relationship marketing
strategies (e.g., guest confidence, guest contact, and communication) on repeat purchase
and word-of-mouth from the guests’ perspective. The results of the study found that
communication between the hotel and the guests is the most important factor that

determined long-term relationships.
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According to findings in the hotel industry research conducted by Shoemaker and Lewis
(1999), true customer loyalty, where customers become advocates of an organization
without any incentive (Oliver, 1997), can be achieved in hotel guests by using personalized
tactics (e.g., emotional rewards, personalized services, and tailor-made offers). In addition,
the results also found out that the frequent-user program only created loyalty to the
frequency program instead of loyalty toward the hotel brand. Bowen and Shoemaker (1998)
investigated strategies that will foster commitment of luxury hotel's guests’ commitment to
the hotel. The findings from their research revealed that benefits, trust, switching costs, and

perception of value influenced commitment, the behavioural outcome of loyalty.

Fu and Parks (2001) investigated the relationship between service quality and customer
loyalty, as measured in terms of behavioural loyalty in the context of elderly restaurant
diners in the United States. The results of their studies revealed that instead of speed of
service and other quality-related issues, friendliness and empathy of the restaurant
employees are the two important factors that influenced the decision of the elderly diners to
return to the same restaurant. Wang (2010) studied haircut services in Taiwan and found
that the relationship between customer perceived value and customer loyalty depends on

the level of switching costs.

Although the above studies have discussed a range of valuation issues related to loyalty in
the services industries, the majority of the studies in the services industries were carried out
in the customer markets. The reasons for fewer business-to-business loyalty studies in the

business-to-business relationships, as compared to the business-to-customer relationships
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(Russell-Bennett, 2007), is due to the fact that in business-to-business research, efficiency
and performance variables are mainly used as the research outcome instead of customer
loyalty (Athanasopoulou, 2006). In addition, loyalty studies in business-to-business
relationships are much more limited in context and scope than the business-to-customer

relationships.

Despite the importance of customer loyalty, there is limited academic research to
empirically investigate the factors that affect loyalty in the context of business-to-business
relationships in the hotel industry, particularly in Malaysia. Yet, services are becoming an
important part of the tangible product that customers purchased (Gounaris, 2005).
Significant gaps exist in the marketing literature that explain the factors that influence
customer loyalty towards their service organizations (Auka, 2012). Therefore, the focus of
this thesis, which is customers’ loyalty towards their service provider, aims to address this

imbalance.

2.14 Dependence as a Moderator Variable

In this study, a moderator variable, dependence, is investigated to examine its influence on
the link between relationship quality and customer loyalty. A review of the literature
reveals that there are various definitions of dependence. Dependence of one party on
another refers to the extent of the first party’s reliance on the relationship for the fulfillment
of important needs (Rusbult and Van Lange, 2003). In other words, it is the “recognition by
both parties in an exchange relationship that the relationship provides greater benefits than

either partner could attain alone” (Knemeyer, et al., 2003, p. 81). The degree to which a
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firm needs the resources provided by the source firm to achieve its goals can be an indicator

of firm dependence (Andaleeb, 1996).

Dependence can also be viewed in terms of the costs that are incurred by the buyers when
they terminate the relationship with the suppliers/service providers and switch to an
alternative supplier (Heide and John, 1988; Joshi and Arnold, 1997; Morgan and Hunt,
1994). Termination of relationship with the service providers is a cost to the buyers that
generates commitment with the service providers. Gao et al. (2005) defined this as the
extent to which there is no equivalent or better alternatives available in the market. In
conclusion, common to all different definitions used to conceptualize dependence, there is
the notion that dependence constitutes the cooperation between trading partners to obtain

resources that will achieve their goals (Gundlach and Cardotte, 1994).

The concept of dependence originated from a variety of social science disciplines
(Gundlach and Cardotte, 1994). Dependence exists whenever an organisation does not
entirely control the necessary conditions, and cannot generate inputs for their own
operation to achieve the desired outcome from an action (Pfeffer and Salancik, 1978 cf.
Gundlach and Cardotte, 1994; Jun and Amstrong, 1997). Dependence also implies the lack
of coordination among independent organisations that causes uncertainty over access to
resources. While two parties are considered as interdependent or mutually dependent, when
they are dependent on one another they do not necessarily depend on one another for the

same reasons or to the same extent (Safnner, 2005).
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Lambe et al. (2000) listed three situations where dependence is built between exchange
partners: (1) when partners invest in the exchange relationship, (2) when partners determine
mutually compatible goals, and (3) when partners see positive outcomes from the
relationship. In situations where high dependence exists, it is increasingly dangerous for
trading partners to engage in opportunistic behaviour, negative tactics, and coercion since
high investments have been made on the relationships, and both parties will have much to

lose if the relationship ends (Dwyer et al., 1987; Kumar, et al., 1995a).

Since both parties need each other and benefit from the relationship, it would be contrary
for the trading partner to end the relationship. Therefore, they have strong motivations to
build, maintain, and strengthen the relationship by investing the time and resources
necessary to make the relationship work (Kumar et al. 1995a; Hibbard et al., 2001). High
dependence also increases the willingness of the partners to negotiate functional transfers,
sharing of information, and participation in joint operational planning (Heikkila, 2002;
Sheu et al., 2006). These convergent interests of both parties result in satisfaction, trust, and
relationship commitment (Dash et al., 2006), as both firms have created mutual exit
barriers. According to Geysken et al. (1996) and Heikkila (2002), greater interdependence

leads to higher trust and relationship commitment or long-term relationship orientation.

Heide and John (1988) and Ganesan (1994) indicated that dependence of a retailer on a
vendor will increase when (1) outcomes obtained by the retailer from the vendor are
important and highly valued, (2) outcomes obtained by the retailer exceed outcome

available to the retailer from the best alternative vendor, and (3) retailers have few
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alternative sources of exchange. In order to manage dependence, resource dependence
theory posits that the firms will alter their behaviour by engaging in formal or informal

inter-organizational relationships.

Dependence has been highlighted by research on channel relationships and buyer-seller
relationships. Findings from a study in the marketing channel conducted by Andaleeb
(1996) found commitment of a buyer toward his/her supplier increases as the buyer’s
dependence on the supplier increases. Another study in the marketing channel on the effects
of dependence on a buyer’s intentions to exert control on his/her supplier was conducted by
Andaleeb (1995). However, results showed no significant effect of dependence on the
intentions to exert control. A study by Lawson-Body and O’Keefe (2006) between Small-
to-Medium Enterprises (SMEs) and their customers shows that the customers’ loyalty
increases when their dependence on the suppliers increases. Customers need to maintain the
relationships with their suppliers in order to achieve desired goals (Lewin and Johnson,
1997). Based on the literature, dependence is the moderating variable used in this study to
determine the effect of customer perceived value, relational norm, switching costs, and its

impact on relationship quality and customer loyalty.

According to resource dependence theory, supply importance (Heide and John, 1988; Cai
and Yang, 2008) and availability of alternative supplier or supplier replaceability (Heide
and John, 1988) are the major indicators of resource dependence. Supply importance and

availability of alternative suppliers create a client firm’s dependence on a supplier, causing
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the inability of the firm to control all the necessary resources required to achieve the

desired outcomes (Cai and Yang, 2008).

The importance of a resource or supply importance refers to the financial and strategic
significance of the goods and services provided by a supplier (Cai and Yang, 2008; Cannon
and Perreault, 1999). It is said to be determined by the relative financial magnitude of the
resources and the criticality of the resource (Pfeffer and Salancik, 1978 cf. Caniels and
Gelderman, 2007, p. 224). Dependence of one party on the other party that is in a
relationship will be higher when the resources required by the one party cannot be found
elsewhere but within the relationship (Andaleeb, 1995). In addition, when the outcomes the
customer firm obtains from the relationship are important or highly valued, the dependence
of a customer firm on its partner is high (Heide and John, 1988). Due to such dependence,
the customer may have the intention to develop a close, long-term relationship with the

service provider (Heide and John, 1990; Cai and Yang, 2008).

A market is a ready source of information for prices and quality when there are many
suppliers competing to sell goods and services (Cannon and Perreault, 1999). Information
is not readily available when there are few suppliers, and it would be a source of
uncertainty (Cannon and Perreault, 1999). Dependence and uncertainty may increase when
a client firm has lost a readily available source of supply and/or when there are few
potential sources of available exchange. Suppliers will face the difficulty of replacing a
supplier because of the lack of alternative suppliers. Client firms that depend on a primary

supplier are less opportunistic compared to suppliers with control over client firms’
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decisions that exhibit greater opportunism (Heikkila, 2002). As noted by Heide and John
(1988), the difficulty of the firm to replace the incumbent exchange partner has been

considered as an indication of a firm’s dependence on its partner.

The concept of dependence is complex and complicated. Once a party is fully dependent on
the other party, the party that is dependent will be controlled by the stronger party. As a
result, this will cause greater influence on conflict, satisfaction, and supply chain
performance. It is important to understand that the perception of dependence of one party

over the other may not be the same from both sides of a relationship.

2.15 Conceptual Framework

Following the discussions in the previous sections, the conceptual framework is presented
in Figure 2.2. The conceptual model shows the interrelationships of the constructs
considered in this study. The hypothesized relationships illustrated in the model show that
customer loyalty is the dependent variable, while perceived value, relational norms,
switching costs, and relationship quality are the independent variables. The model posits
that perceived value, relational norms, and switching costs influence customer loyalty, and
that the effects are mediated by relationship quality. In addition, dependence is posited to

moderate the relationship between the quality of relationship and customer loyalty.
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Figure 2.2: The Conceptual Framework

2.16 The Proposed Research Model

The research model of this study has been developed using variables extracted from the
literature and relevant for relationship marketing. As discussed in Chapters One and Two,
this study is concerned with understanding customer-service provider relationships and
customer loyalty. For the first time in the marketing literature, linkages between perceived
value, relational norms, switching costs, relationship quality, and customer loyalty have
been integrated into a single model. In addition, this study also investigates the effects of
dependence on the link between relationship quality and customer loyalty. The three
independent variables for this study; perceived value, relational norms, and switching costs
are also called relationship quality drivers. Accordingly, this study develops the research
model based upon the Theory of Reasoned Action (TRA) and Relational Exchange Theory

(RET), which emphasized on developing quality relationships.
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This model is developed through four related parts. The first part of the model links
perceived value, relational norms, and switching costs with relationship quality.
Relationship quality is a second-order construct that is measured through the first-order
constructs, which are trust, commitment, and satisfaction. The second part of the model
builds the connection between relationship quality and customer loyalty, the dependent
variable of this study. Loyalty is measured by several items, including repurchase
behaviour, recommendation, and complaining behaviour. The third part investigates the
linkages between perceived value, relational norms, and switching costs with customer
loyalty. Lastly, the role of dependence as a moderating variable on the link between

relationship quality and customer loyalty will be investigated.

Based on the literature review, the proposed research model for this study is shown in
Figure 2.3. The model includes hypotheses that will be tested and reflect each relationship
quality determinant (perceived value, relational norms, and switching costs) on relationship
quality and customer loyalty, respectively. Hypotheses to investigate the mediating effect

of relationship quality will follow next.
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Figure 2.3: Proposed Research Model

2.17 Hypotheses Development

2.17.1 Perceived Value, Relational Norms, Switching Costs and Relationship Quality

Many researchers agree that perceived value has significant influence on relationship
quality (Patterson and Spreng, 1997; Chiou, 2004; Ulaga and Eggert, 2006; Huang and Lui,
2007; Ryu et al., 2008; Chen and Hu, 2009; Auka, 2012). Based on a quantitative study
among purchasing managers in the manufacturing industry, Ulaga and Eggert (2006) found
that value is positively correlated with relationship quality, measured in terms of trust and
commitment. Perceived value has the strongest direct impact on trust. However, its impact
on commitment is quite weak. The relationship between perceived value and relationship
quality is further supported by Huang and Lui (2007). Findings from their study on
relationships between managers of the Taiwanese bookstores and their customers showed

that perceived value positively influenced the quality of relationships. In their empirical
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examination of the role of perceived value in explaining customer behaviour in the Korean
restaurant industry, Ryu et al. (2008) found that perceived value is a direct and positive
antecedent of customer satisfaction. Patterson and Spreng (1997) found that customer
perceived value has a positive impact on customer satisfaction in the service context.
Findings from research conducted by Chen and Hu (2009) and Auka (2012) found that
perceived value has a positive and significant impact on customer loyalty in the Australian
coffee outlets industry and Kenyan retail banking, respectively. Perceived value was also
found to have significant positive impact on customer loyalty to their Internet service

providers in Taiwan (Chiou, 2004).

When a business relationship is governed by norms such as information exchange and
solidarity, the performance of that business can be enhanced (Noordewier et al., 1990).
Lusch and Brown (1996) reported that effective information sharing results in a more
committed relationship with the part of the suppliers. In addition, Cannon and Perreault
(1999) argued that the higher the degree of important information sharing between partners,
the more effective and timely their decision-making, which will contribute to partnership
success. This is supported by Lee (2001), in which according to this author, the more the
client firm and service provider share information with each other, the higher the quality of
relationship between them, and finally, the higher the chances of success of the outsourcing
ventures. Findings from a study conducted by Ivens (2004) on members of a leading
German market research association found that flexibility influenced trust, commitment,

and satisfaction.
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Therefore, when relationships are governed by relational norms, there will be efforts by the
trading partners to maintain the relationships in the long-term (Heide and John, 1992) and
this will enhance the commitment of the trading partners toward the relationships (Jap and
Ganesan, 2000). Another study conducted in the franchise relationships by Bordonaba-Juste
and Polo-Redondo (2008) also found that a relationship that is guided by relational norms
will result in high levels of commitment, and that both parties in the relationship wish to
maintain the relationship (Griffith et al., 2006). Lancaster and Lages (2006) found that a
buyer‘s trust will be greater if the information exchange from the supplier is relevant,

timely, and reliable.

Farn and Huang (2009) conducted a study to investigate the effects of switching costs on
relationship quality (measured in terms of trust and commitment) in the logistic information
services in Taiwan. The findings from their research found that switching costs directly
influence customers’ continuous commitment toward their application service providers
(ASP). Another study by Jones et al. (2007) found that different type of switching costs
influenced different types of commitment, a dimension of relationship quality. Procedural
switching costs influenced calculative commitment and potential switching costs, and lost

benefits had an impact on affective commitment.

Thus, based on these study findings, the following hypotheses were developed:

H1: Perceived value positively affects the relationship quality of outsourcing practices

in the hotel industry.
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H2: Relational norms positively affect the relationship quality of outsourcing
practices in the hotel industry.
H3: Switching costs positively affect the relationship quality of outsourcing practices

in the hotel industry.

2.17.2 Consequences of Relationship Quality

A review of relationship marketing literature reveals that relationship quality is one of the
key predictors of customer loyalty (Crosby et al. 1990; Hennig-Thurau and Klee, 1997).
Relationship quality is a higher-order construct that consists of various distinct but related
dimensions. While there is no consensus on the dimensions of relationship quality,
dimensions, including trust, commitment, and satisfaction are considered the core

dimensions of relationship quality (Hennig-Thurau and Klee, 1997).

In most relationship marketing studies, behavioural outcomes that are frequently
investigated are customer loyalty, word-of-mouth recommendations and repeat purchases.
Numerous studies have supported the positive influence of relationship quality on customer
loyalty (Crosby et al. 1990; DeWulf et al. 2001; Hewett et al. 2002; Huang and Liu, 2007,
Liu et al. 2010; Zhang et al. 2011). Crosby et al. (1990) and DeWaulf et al. (2001) found
that customers that trust the service provider are more likely to repurchase and stay with the
same service providers. Bendapudi and Berry (1997) and Morgan and Hunt (1994) noted
that commitment is a critical foundation for successful relationships. When both client

firms and outsourcing vendors can feel that the quality of outsourcing relationship is high
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as demonstrated by a high degree of trust and commitment, they will favour the relationship

and keep an excellent relationship quality with each other.

In the context of hair salons, Shamdasani and Balakrishnan (2000) found that trust and
satisfaction significantly influenced customer loyalty to the service provider. Tsaur et al.
(2006) found that relationship quality has a significant direct influence on retailers’ loyalty.
Good relationship quality means that the travel retailers are satisfied with their relationships
with the wholesalers, and this would lead to long-term relationships and higher purchase
volumes. Lin and Ding (2005) concluded that customer loyalty towards their service
provider is positively influenced by the quality of the relationship between the Internet

Service Provider and their customers in Taiwan.

According to Ndubisi (2005), relationship quality should be developed through trustworthy
behaviour and commitment in order to retain customers. In studies conducted between
organizational buyers, Ranaweera and Prabhu (2003) found that trust acts as a driver of
customer retention; however, its effects are weaker than the effects of satisfaction on
customer retention. According to Biong (1993), the greater the satisfaction is with the
supplier, the more loyal the retailer. This is further supported by a study conducted by
Anderson and Swaminathan (2011) in e-markets, in which, according to them, satisfaction
directly and positively affects loyalty. Hewett et al. (2002) found that relationship quality,
as measured by trust and commitment, has a significant direct impact on the repurchase
intention toward the seller firms. In sum, a good relationship quality that is reflected in the

relationship between a customer and his/her service provider results in a loyal customer