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ABSTRACT

The marketing literature has argued the value of retaing customers and stated that
loyal clients are more likely to focus on long-term benefits and engage in
cooperative actions benefical to both partners (Lam et al., 2004). There is abundant
quantitative research on B2C loyalty, but limited qualitative research for B2B loyalty
within the services sector. This research has filled the gaps and contributes to the
study of B2B switching by analysing the behaviours of the client, ‘switched to’, and

‘switched from’ service providers.

The sample consisted of Canadian statfing agencies because this sector experiences
frequent switching and 1s a critical component ot the service economy with global
sales of, $ 192.6 billion in 2006 (The Economist, 2007). This industry is undergoing
tremendous changes that will affect the ways companies manage their recruiting and

human resources needs.

It was found the key switching factors are a loss of trust, inability to listen to clients’
needs and failure to deliver a quality core service. The research also investigated the
constructs necessary to form and sustain B2B relationships — trust, commitment,
loyalty and risk. This study confirmed that trust 1s ‘the blood line’ of retaining
relationships and any breaches of trust resulted 1in switching. Contrary to previous
B2C switching studies (Keaveney, 1995) apathy, pricing and inconvenience were not
significant switching factors while it was affirmed that there are noteworthy

differences between B2C and B2B switching factors.

The study contributes to marketing theory and practitioners by identifying key
switching behaviours within the B2B service industry. It explores the constructs
necessary to nurture B2B relationships while mitigating the chances of client
switching. The staffing agency sector is particularly interesting for academic
research, as it is currently being affected by significant growth which poses drastic

challenges for business managers to sustain an ever-increasing competitive

environment.
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Chapter 1 Introduction

“While businesses agree that improving customer retention is important, customers
still defect. One reason for this is because relatively little is known about why

buyers leave suppliers” (Johnston et al., 2001, p 123)

1.1 Introduction

This chapter provides the foundation for the thesis by introducing the field of
study. It discusses the background to the research, the research aim and
objectives and the rationale for underpinning the study. The research methodology
will brietly be introduced followed by a discussion surrounding the conceptual

framework of the thesis. The final section provides a brief synopsis of each chapter.

The field of study 1s switching behaviours within the B2B service sector. The
marketing literature has provided abundant studies on the B2C switching behaviours
using quantitative methods (Roos and Gustafsson, 2007; Lopez et al., 2006; Hu and
Hwang, 2006; Burnham et al., 2003; Ranaweera and Prabhu, 2003; Bansal and
Taylor, 2002; Colgate and Lang, 2001; Ganesh et al., 2000; Mittal et al., 1998; Heide
and Weiss, 1995) and qualitative studies (Yanamandram and White 2006; Grace and
O’Cass, 2001; Keaveney, 1995). The value of this qualitative research 1s that it
provides a rigorous study of the B2B switching behaviours which has not been
widely studied in the literature. The sample chosen was staffing agencies which has
become a dominate industry within the service sector. This is the first qualitative

study that examines B2B switching from the perspective of all affected parties — the

client, the ‘switched to’ and ‘switched from’ staffing agencies.



1.2 Background to the Research

Marketing studies have recognised the existence of a shift in the nature of customer-
firm relationships from a transactional to a relational approach (Mouzas et al., 2007:
Ganesan, 1994). Such changes have resulted in increasing interest in the factors and
mechanisms determining the establishment, development and maintenance of
successful relational exchanges (Morgan and Hunt, 1994). As a consequence,
practices that used to focus on attracting new customers and gaining a large market
share have given way to practices aimed at consolidating a firm’s customer base and

retaining existing customers (Dick and Basu, 1994; Dwyer et al., 1987).

The marketing literature has also advocated researching long-term relationships and
the factors which determine them (Rosset et al., 2002), but rather less to the factors
motivating customers to switch suppliers (Keaveney, 1995). In order to extend the
literature on client switching behaviour the aim of this study is to investigate

switching behaviours in the business to business (B2B) service sector.

Relationship marketing has played a vital role in marketing practice and theory and
has emphasised the importance of relationships for improving firms’ profitability and
future viability (Gronroos, 1995: Morgan and Hunt, 1994; Berry, 1983). Much of this
interest can be attributed to the benefits that the literature accredits to maintaining
long-term relationships. Retained customers increase the firm’s revenues, contribute
to cutting costs since they are less expensive to serve (Ganesh et al., 2000), the
positive word-of-mouth they spread attracts new customers and reduces the costs
needed to attract them (Keaveney and Parthasarathy, 2001). As a consequence of this
value of retaining customers and as the relationship marketing postulates,
relationships have become central to marketing theory and practices and to firms’
corporate business strategies. Thus, understanding the processes determining
customers’ switching decisions represents a decisive step in successtully

establishing, developing and maintaining client-service provider relationships (Lopez

et al., 2006).



Research into sustainable buyer—seller relationships in B2B, especially its drivers,

has surged during the past years (Ulaga and Eggert, 2006). Building on and adapting
theories from a variety of disciplines, relationship researchers have proposed,
examined and provided substantial insights about how drivers such as trust (Kerrin,
2002; Bitner, 1995, Schurr and Ozanne, 1995) and commitment (de Ruyter and
Lemmink, 2001; Anderson and Weitz, 1992) have influenced behaviour in

relationships.

For service providers, the adoption of a relational strategy aims to build on-going
customer relationships and gain competitive advantage by acquiring intangible assets
such as customer trust and commitment (Morgan and Hunt, 1994). Slater and Olson
(2000) suggest a relational selling strategy is based on the supplier and customer
interdependence, an exchange of critical information, trust between partners and a

stable relationship, which allows each party to benefit from a fair return on 1its

1nvestments.

In keeping with the orientation towards relational exchanges, which have been
recognised as one of the fundamental changes in B2B markets during the last
decades, this research also investigates several relational attributes. In particular the
attributes of adaptive selling, team selling and gift giving will be investigated. The
literature on adaptive selling mainly investigated the evolution of competences, skills
and abilities of salespeople in the scenario of strengthening the B2B relationships
(Weitz & Bradford, 1999). Wilson (2000) argues in the current relational era, radical
changes have occurred in sales force activities and sales management practices. The
fundamental goal of salespeople is to develop long-term, mutually profitable
partnerships with customers (Anderson, 1996), or more precisely with certain types
of customers so as to integrate the recent findings on the profitability ot relational

programmes (Reinartz and Kumar, 2002: Reinartz and Kumar, 2000).

1.3 Research Aims and Objectives

The subject of retaining B2C customers and switching behaviours has been
extensively covered in the marketing literature. This research has identified there are

gaps in the B2B switching literature. Considering the importance of this topic and the



issues identified in the literature review, this research addresses the following

research aim:

Research Aim:

1o investigate switching behaviours in the B2B service sector.

Following from the aim of the research four key objectives were formulated. The
four objectives have been developed using the knowledge gained from completing
the literature review. The first objective will build on the existing switching theories

with an emphasis on explaining how B2B clients evaluate the decision to switch

service providers.

Objective One:

To extend the knowledge of switching and non-switching behaviours in the
B2B service sector and determine their affects on loyalty and apathy.

The research also determined how clients’ switching behaviours influence the B2B
relationship. With a greater understanding of switching behaviours it 1s expected the
results of this research will assist service providers in reducing client switching. By
obtaining this deeper knowledge service providers will be able to strengthen the

attributes of the client-service provider relationship which has led to the following

objective:

Objective Two:

To investigate how switching behaviours affect the key attributes
of the B2B relationship: the attributes being trust, commitment, loyalty, risk.

The third objective investigates how certain relational attributes affect the client’s

switching behaviours. It has been recognised in the literature that relational selling



strategies strengthen the B2B relationships (Goff et al., 1997; Oliver and Swan

1989) and a strong buyer-salesperson relationship has a tendency to reduce client

switching (Johnson et al., 2001). These ideas have led to the third objective:

Objective Three:

To determine how relational selling attributes influence switching behaviours;

the attributes being adaptive selling, team selling, gift giving and the salesperson
as a ‘boundary spanner’.

The fourth objective was added after completing the literature review. This objective
explores how service providers create value for their clients while strengthening the

B2B relationship. The study investigated the affects of offering differentiated and

Indirect services on client switching behaviour. These ideas led to following

objective:

Objective Four:

To identify strategies service providers use to strengthen the B2B Service
Relationship.

1.4 Research Rationale

As service providers are forced to compete actively and vigorously in demanding
environments in order to survive, 1t 1s imperative that they understand the needs and
wants of their customers (Grace and O’Cass, 2001). Reichheld (1996) argues that
US corporations lose halt their customers 1n five years and that customer disloyalty
at these rates stunts corporate performance by 25% to 50%. Grace and O’Cass (2001,
p 301) support this idea by stating, “owing to the negative effect of switching on
bottom-line profitability, service organisations are becoming more and more

concerned about those customers who chose to abandon ship and take their patronage

elsewhere”.



Homburg and Rudolph (2001) argue that studies in customer satisfaction and

dissatistaction in B2B service relationships are still modest and lagging far behind

consumer marketing. This position is supported by Patterson et al. (1994, p 4) who
state, “‘there has been an almost total lack of attention to the industrial B2B sector’.
Furthermore, the highest growth in services marketing is in business markets
(Brown, 2002; Fitzsimmons et al., 1998) making this study a crucial area of research.
Within the B2B context, whilst there have been some studies addressing single
barriers to switching, such as relationship investments, inertia, switching costs, the
impact of alternative service providers and recovery strategies, there has been only

one study which has investigated a range of factors simultaneously in a single model

(Yanamandram and Whaite, 2006).

The literature has addressed the subject of service providers’ attempts to reduce
customers’ opportunistic switching behaviours. Many researchers have also
investigated how service providers prevent customers from switching to alternative
service providers (Liu, 2006; Caruana, 2004; Burnham et al., 2003; Sengupta et al.,
1997). Some studies have indicated that business suppliers conventionally focus on

enhancing customer satisfaction in their defensive efforts to retain customers

(Patterson, 2004; Jones and Sasser, 1995).

Gale (1994) argues that satisfaction building activities are fundamental to repurchase
decisions and empirical studies suggest that satisfaction often has a modest eftect on
retention. Satisfaction does not convert current customers 1nto long-term customers,
nor does it typically prevent customers from switching to alternatives (Woodrutt,
1997: Reichheld, 1996). Lui (2006) suggests that in an attempt to discourage
switching and to solidify longer-term working relationships with existing customers,
service providers are simultaneously building switching barriers and managing
customers’ value perceptions to strategically retain buyers. The goal of this research

was to it investigate if the above premises are still true and determine how switching

behaviours affect the key attributes of the B2B relationship.



The increasing importance of business services in the economy has encouraged fierce
competition amongst service providers (Axelsson and Wynstra, 2002). This has led
to many service providers to deploy ‘exit barriers’ through enhancing customers’
perceptions of high switching costs. Service providers are able to inflict switching
costs through ‘hard assets’, such as installed proprietary equipment, software
programmes, etc., that cannot be transferred to other exchange relationships (Wilson
et al., 1995). These transaction investments prevent buyers from easily switching to
and from competitors (Heide and John, 1988). It is noted that many service
providers, including the sample studied, do not use hard assets in the buying process
with their customers; therefore they lack the ability to lock-in current customers for
the long haul. As a result many service providers explore relational aspects of their
business relationships that will strengthen the client-service provider relationship
(Liu, 2006). This research 1s valuable since it explored a sample of service providers

who used relational attributes and the delivery of quality services to minimise their

clients’ switching behaviours.
1.5 Research Methodology

This section presents an overview of the research approach and methodology
followed for the research. A detailed explanation and discussion about the
methodology is provided in chapter 6. The research paradigm chosen was realism,
utilising the research methodology of multiple case studies. The research was
designed to facilitate an exploratory investigation of switching behaviours within the
B2B services sector. Exploratory case based research was chosen as the most
applicable method due to the nature of the aim and objectives of the research and
considering the identified gaps in the literature on the subject of B2B switching

behaviours. The design of the research permits the building of theory which can be

tested in later studies.

Case studies are recommended where the subject matter being investigated 1S on-
going and has to be explored within its real-life context which allows little prospect
of simplifying matters by excluding some variables while controlling and

manipulating others (Perry, 1998). In addition case studies allow the researcher to



observe the important contextual variables impinging on the behaviour of interest

over time (Yin, 1994).

A primary goal of the research was to answer ‘how’ and ‘why’ questions and

understand the behaviours taken by the respondents relating to their switching

decision. The application of case studies as a qualitative research methodology has
been supported by many researchers (Huberman and Miles, 1994; Yin, 1994:
Parkhe, 1993; Patton; 1990, Eisenhardt, 1989). Qualitative research is more suitable
than quantitative research in a new research area, where the phenomena are not well

understood and where inter-relationships between phenomena are not well known

(Rossman, 1998; Parkhe, 1993) which is applicable to this research.

For this study, detailed attention was given to the issues of validity and reliability in
order to enhance the overall quality of research (Miles and Huberman, 1994; Yin,
1994; Easterby-Smith et al., 1991) and 1s described in section 6.7. To conform to
good case study research practice, a case study interview protocol was designed and

the data base of findings was compiled and maintained with the aid of the N-Vivo

software package.

The data collection techniques relied on personal interviews conducted by the author
of this study, from a range of respondents who had recently switched service
providers. Appendixes B, C, and D provide a list and brief description of the
respondents. The analysis of the findings was assisted by the N-Vivo software
programme and involved the interpretation of the data collected, with the aid of

nodes, codes and hierarchical trees (see section 6.11 and Appendix L for details

about N-V1vo).

The data collection involved two sample groups, ‘triad interviews’ and ‘single
interviews’. The triad interviews involved all three parties affected by the switching
decision - the client, the ‘switched to’ and ‘switched from’ staffing agencies. The
triad interviews are inter-dependent, which provide a robust and comprehensive

study of switching behaviours. The single interviews were held with clients and



staffing agencies and they were not related in any fashion. The single interviews

provided further in-depth knowledge on the subject of switching behaviours.

[llustrative quotes from the respondents are included to provide transparency and to
lend validity to the findings from the data analysis. Summaries of the cases and the

respondents are provided in the analysis chapters. Table 6.9 provides the details

surrounding the administration of the interviews and Appendixes E and F list the

interview questions. Figure 1.1 listed below summarises the research methodology.

Figure 1.1 Research Design

Research Aim

To 1investigate switching behaviours
within the B2B service sector

Theory |

B2B Relationship Theory and _
Switching Behaviour Theory
Attributes of B2B Relationships

Cases: thirty ei ght B2B respondents,
16 Clients, 22 Staffing agencies

Methodology: In depth interviews
First Step: Triad Interviews
Second Step: Single Interviews

Analysis and Interpretation:
Content Analysis, N-Vivo

1.6 Conceptual Framework of Thesis

The aim of the thesis was to investigate the switching behaviours within the B2B

service sector and to provide service providers with a better understanding of client



switching. An additional goal is tor service providers to understand the attributes
required to build and maintain B2B relationships — trust, commitment, loyalty and
risk. A better understanding ot switching behaviours and the attributes of the B2B
relationship will allow service providers to prevent their clients’ from switching. A
review of the research aim and objectives has led to the development of figure 1.2

listed below. Figure 1.2 provides the initial conceptual framework and outlines the

key research subjects for the study.

Figure 1.2 Initial Conceptual Framework of Thesis

Staffing Agencies’
Role within B2B Service Industry

(chapter 5)

Client Nature of B2B Service Industry

Relationships
o Relational selling attributes

(chapter 2)

B2B Buying Process ————————————
Purchase Services Attributes of B2B
(chapter 2) Service Relationships
o TIrust
) o Commitment

o Loyalty
o Risk
(chapter 3)

Pttty ettt e e

T e

Client Evaluates the Services

Costs and Barriers
(chapter 4)
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The study was composed of the following four key subject areas:

1. Staffing agencies role within the B2B Service Sector
2. The nature of B2B Service Industry Relationships

3. The attributes of the B2B Service Relationship: trust, commitment, loyalty

and risk

4. Switching and non-switching costs and barriers

The first key research area discusses the importance of the service sector in today’s
economy. It also explores how a B2B relationship between the client and service
provider is developed and mutually beneficial to both parties. This study also
investigated the indirect functions a service provider can fulfil to develop a stronger
relationship. This study also investigated the buying process to determine how the

variables and tasks within organisational buying influence switching behaviours.

Attiliated with 1investigating the B2B relationship was the need to explore the various
relational attributes used to strengthen the relationship. A review of the selling

process and the relational activities of the salesperson that enhances the client-service

provider relationship were investigated.

The need to research relational attributes led to the third objective of, ‘determining
how the relational attributes influence switching behaviours — adaptive selling, team

selling and gift giving and the salesperson as a boundary spanner".

The second research area reviewed the key attributes that influence the B2B Service
relationship — trust, commitment, loyalty and risk. To fully appreciate switching
behaviours there must be an understanding of how these constructs are used to
establish and maintain B2B relationships. It was essential to investigate how clients’
purchasing decisions and choice of retaining particular service providers were
influenced by these relationship attributes. With these ideas in mind the second

objective ‘to investigate how switching behaviours affect the key attributes of the

11



BZ2B relationship’ was formulated and became an integral part of the conceptual

framework.

The third key subject investigated the switching factors and focused on the switching
and non-switching costs and barriers. It was vital to comprehend the components of
switching to grasp a better understanding of a client’s switching decision process.
This study also examined how clients’ switching behaviours affect the B2B
relationship. With a greater understanding of switching behaviours it is expected that
this study will offer service providers a greater insight of how to reduce client
switching. This premise is directly related to the first objective, ‘fo extend the

knowledge of switching and non-switching behaviours for the B2B service sector’.

The fourth area of study discussed the industry that was researched, staffing
agencies, and explained why this industry was chosen. It also justified staffing
agencies’ role within the B2B service industry and explained the values they offer
their clients. This area was concluded with a discussion about the trends in the
staffing agency industry and atfirmed how these trends will strengthen the need for

staffing agencies to prevent client switching.

This initial conceptual framework encompassed the key factors that were analysed
during the literature review. The aim and objectives of the research were formulated
using the key research areas identified in the framework. This framework indicated
that all four of the key areas of study are interdependent and taken into consideration
when a client is evaluating a switching decision. This study determined how the role

of the service provider strengthened the attributes of the B2B relationship and made

an impact on the client’s switching behaviours.

This initial conceptual framework was further developed as the contributions of the
literature review provided additional knowledge and insight. An updated conceptual
framework is presented in section 5.10. Table 1.1 listed below provides a list of

common terms used throughout the thesis.
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Table 1.1 List of Terms used in the thesis
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place with a client

Human Resources Outsourcing

The organisation that provides candidates
to clients; also known as: Personnel Agency:

Recruitment Agency; Search Firm; Executive
Recruiter (see section 5.4)

Staffing Agency

Temp Person hired from a staffing agency
working in a temporary position for a client

KAM Key Account Management
B2B ' Business-to-Blisiness _
B2(C Business-to-Consumer

Canadian Dollar | $ 1 Cdn = £ 0.505 GBP (as of Sept 1, 2007)

The following section provides a synopsis of each chapter and explains how the four

key subject areas identified in this section have been incorporated into the chapters.

1.7 Overview of the chapters

This section presents an overview of the chapters and explains how the ideas within
conceptual framework of the thesis have been integrated into the chapters. The
literature review is presented in four separate chapters (chapters two, three, four and
five). Chapter six describes the research methodology adopted for the study and
chapters seven and eight present the analysis of the triad interviews and single

interviews respectfully. Chapter nine, the final chapter of the thesis provides the
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conclusions and identifies the contributions of the research, limitations and

recommendations for future research.

Listed below is a brief synopsis of each chapter.

Chapter 2 reviews the ‘The Nature of B2B Service Relationships’ and includes a
discussion about the development and significance of B2B relationships. The chapter
presents the various B2B buying processes and highlights the relational aspects of
the selling process. The relational attributes of adaptive and team selling and gift
giving are discussed, along with the significance these attributes contribute to form
B2B relationship. This study suggestes that relational attributes have a significant

impact for sustaining mutually beneficial B2B relationships. The chapter concludes

with a discussion of the trends in the B2B services sector and the implications these

trends have on the switching behaviour.

Chapter 3 1s entitled ‘Attributes and Constructs that affect B2B Service relationships:
trust, commitment, loyalty and risk’. In-depth discussions about each of these
constructs are provided and explain the integral role the factors have in forming and
sustaining B2B relationships. The literature argues that in order to make a
commitment to a service provider, the client needs to trust the service provider and
trust 1s decisive for continuity of a B2B relationship (Schurr and Ozanne, 1985). It
was also suggested that the essential antecedent that leads to forming trust must be
the ability of the service provider to create a suitable atmosphere and climate within

the exchange relationship that nurtures confidence and trust for the clients (Morgan

and Hunt, 1994).

Chapter 4 provides an extensive review of switching and non-switching behaviours
which was significant since it provides the current theory of switching behaviours.

This chapter also evaluates how apathy/inertia may affect a client’s switching

decision.

Chapter 5 provides an overview of the sample used for the research - statfing

agencies. This sample was chosen due to its significance and contribution it offers to

14



the service economy. The chapter reviews various types of staffing agencies and their
business operations. Key discussions occur on the subjects of why companies use
stafting agencies and industry trends within the recruitment sector. A major trend
occurring today is HRO (Human Resource Outsourcing) whereby many major
corporations are contracting out all of their human resource functions to a staffing
agency. These HRO decisions are worth billions of dollars and have resulted in
tremendous growth and sweeping changes for the industry (Bates, 2002). This trend,

along with other changes justities the need to research this industry, particularly in

the context of switching behaviours.

Chapter 6 presents the research methodology utilised in this study and justifies case
base research as the most appropriate research method. It was argued that the social
sciences are well suited to case studies as they satisfy the recognised need for an in-
depth understanding of cause and affect relationships that other methodologies
cannot achieve (Jensen and Rogers, 2001). In addition case study research helps
bridge the gap between industry and academia which enables verifying perspectives
from a wide range of perspectives and can often provide directions for future
research due to the richness and depth of the data collected (Zonabend, 1992;
Eisenhardt, 1989). Data collection, management, analysis and presentation

techniques were discussed in chapter six, centering on the use of the software

programme N-V1ivo.

Chapters 7 and 8 provide the key findings and analysis. Chapter 7 concentrates on
the findings from the seven triad interviews. Chapter 8 provides the results of the
single interviews with individual clients and staffing agencies that were taken atter

completing the triad interviews. The single interviews were conducted independently

of the triad interviews and provided further findings on the subject of B2B switching

behaviours.

Chapter 9, the final chapter, presents the conclusions and recommendations while

responding to the research objectives and gaps in the literature. The implications of
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the research for theory and professional practice are also presented. The chapter

concludes with the limitations of the research and suggestions for future research.

1.8 Chapter Summary

This chapter provided the foundation of the research study by introducing the aim
and objectives of the research. It also presented a brief introduction to the rationale
for this study and introduced each of the chapters and briefly explained the

methodology. The conceptual framework along with the four key subject areas was

also 1introduced.

This research was 1nstigated through the researcher’s own interest in the three core

subjects of this thesis which included:
o switching behaviours
o the study of B2B service relationships

o the increasingly significant role of statfing agencies

The findings of this research have contributed to the knowledge of the three subject
areas identified above and encourage further empirical research be undertaken to
build on the ideas, suppositions and findings of this research. The combination of
these three core subjects will become a powerful force for marketing academics,
practitioners and help understand the ever changing and demanding B2B service

SeCtor.
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Chapter 2 The Nature of B2B Service Relationships

“Getting to know, and delivering, what the customer wants is the catch-cry

of modern marketing theory. A simple and logical concept in theory maybe,

but wrought with complexities in its practical application to services marketing”
(Grace and O’Cass, 2001, p 317)

2.1 Introduction

The key attributes of B2B service relationships are discussed in this chapter. The

attributes include the characteristics of services, the significance of B2B

relationships and strategic supply management. The chapter also discusses the B2B
buying process and supply chain management and concludes by reviewing the
relational selling strategies. This chapter i1s significant since 1t describes the

importance of the services sector 1n today’s economy.

Research in the area of services extends back to the 1930’s (Converse, 1930) and
became significant in the 1960’s (Rathmell, 1966; Gustafson and Ricard, 1964). Ever
since there has been an increasing interest in the area of services marketing (Berry
and Parsuraman, 1993: Frisk et al., 1993). Nowadays, even though the actual
performance of service quality in service encounters takes place at an operational
level, services have become crucial in the strategic, tactical, and operational

management of business operations in many firms (Svensson, 2006).

The next section reviews the characteristics of services and discusses the

significances of the service sector.

7 2 Characteristics of the Services Sector

The service sector has taken on increasing importance for companies that trade
domestically or internationally. The importance of services to the global economy
has grown steadily (Berry et al., 2006) making up about 70% of the aggregate

production and employment in the Organisation for Economic Cooperation and
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Development (OECD) nations (Wolfl, 2005). In the USA, service jobs account for 77
percent of the total employment and 70 percent of GNP and are expected to provide

90 percent of all new jobs in the next decade (Kotler, 1997). The overall service

sector accounts tor 74% of the UK economy and has grown 3.1% in 2007 (Thomson

Financial News Service; 27 September 2007; www.tfn.com)

Early marketing research sought to differentiate services from goods by focusing
particularly on four generic differences — intangibility, heterogeneity (variability),
perishability of output, and the simultaneity of production and consumption (Sasser
et al., 1978). Lovelock et al. (1996) extends this argument by suggesting that services

are differentiated their tangible or intangible characteristics and fall within one of the

following categories:

1. People-processing services (involves tangible actions to customers)

2. Possession-processing services (tangible actions to physical objects to improve

value to customers)

3. Information-based services (managing data to create value)

Lovelock et al. (1994) also argues that the important characteristics of services
include the fact that customers have little to evaluate before making a purchase
commitment. Laing et al. (2002) argue that the concept of the service encounter is
central to marketing of services, and suggest the service encounter is the intersection
of service capacity and demand, while retlecting the inseparability of production and
consumption in service industries. ‘“The inseparability of the role of service provider
and purchaser also refers to the lack of standardisation, since the purchaser can alter

both the way in the service is delivered, as well as what 1s delivered, which have

important implications for the process of evaluation” (Hogg, 1996, p. 17).

The service provider may be the only tangible aspect of the service and in the eye of
customer and may be equated to the service itself. In fact, customers must rely on the
credibility of service providers to assess whether the promised service will meet their

expectations. Rahman, (2004, p 427) supports this position by stating “customers do
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not purchase services per se, but promises of services”. It can be concluded the
strength of the client-service provider relationship generates the trust that is

necessary for the client to commit to purchasing the service (Morgan and Hunt,
1994).

2.2.1 Service Variables

A variable of the service sector is that it is labour intensive and leads to more
heterogeneous outcomes (Berry, 1980). Service performance variability and service
failures arise from the inseparability of service production and consumption, which
prevents quality inspections of most services prior to delivery (Hess, 2003). Rahman

(2004) supports this position by suggesting it is not often possible to remove

defective services before they reach customers.

Since services are intangible and heterogeneous, most customers will perceive higher
risk with services than with goods (Cunningham, 1996). Customers often depend on
credence qualities to evaluate services since the intangibility of services makes the
evaluation of service quality and satistaction more difficult to assess than goods
(Zeithaml, 1981). Intangibility leads to more difficulty in finding information about

services and it appears that brand loyalty may be more important for services than it

1s for products (Zeithaml, 19381).

A key feature of services is the fact that services are processes and not things. It is a
fact that the consumption and production of services are simultaneous activities and
that customers participate in the service production process (Gremler et al., 1998).
Therefore, a service is a series of interactive processes (Gronroos, 2001). It is this
interaction that allows service providers a greater opportunity to leverage a
customer’s rapport perceptions involved with the consumption of a service than 1n
non-service industries (Gremler et al., 1998). Gremler et al. (1998) argues that

rapport is a customer’s perception of being ‘connected to’ and having an enjoyable

interaction with one or more service provider employees.
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A key factor of the service sector is the quality and efficiency of the service being
delivered (Hogg, 2001). The intangible nature of service encounters makes the
customer—provider interface particularly significant when the customer is evaluating
service quality (Bitner et al., 1990). The customer judges the entire service company

and service delivery by the service provider’s employees behaviour. In fact, often for

the customer these first line employees are the firm (Grewal and Sharma, 1991).

In recent years, substantial research has examined the level of quality 1n the
pertormance of a service (Gounaris, 2005) by practitioners and academic researchers.
T'here has been three distinct phases of growth for evaluating service quality. In the
first phase, researchers were concerned with identifying the nature of the service
equality construct (Parasuraman, Zeithamal and Berry, 1988). Secondly the focus
switched to the measurement of service quality (Cronin and Taylor, 1992). More
recently, researchers have concentrated on the significance of service quality
(Zeithaml, 2000; Bansal and Taylor, 1999; Keaveney, 19935; Rust et al., 1995). The
areas of concern within the quality of service quality include customer retention, re-
purchase intentions, advocacy intentions, switching intentions and complaining

intentions.

The next section will discuss the significance of the B2B relationships and how the
client-service provider relationships create value and mutual benefits. The ability to
form customer relationships 1s a significant attribute that differentiates services from
goods. This capability to form associations has caused service providers to shift their

focus to developing stable, long-term customer relationships and sustaining customer

lifetime value (Berger and Nasr, 1998).

2.3 The Development and Significance of B2B Relationships

The study of business relationships has been virtually unexplored from an academic

perspective until somewhat recently (Mohr and Nevin, 1990; Dwyer et al., 1987;

Gummesson, 1987). It has been suggested that business relationships have the

following advantages:
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o Lower costs through economies of scale, shared research and development,

and efficient just-in-time manufacturing (Mohr and Spekman, 1994: Frazier
et al., 1988)

o Enlarged markets with knowledge of the market and technology
fusion (Varadarajan and Cummingham, 1995: Vyas et al., 1995)

o International relationships provide both location advantages and the ability to

capitalise on a partner’s reputation and brand in local markets (Baumgarten

and Hausman, 2000; Dominguez and Zinn, 1994)

A noteworthy trait of the service sector is that customers recognise there is a need for
a relationship between themselves and their service providers (Rust and Chung,
2006; Gronroos, 1996). Customers are favouring personalised communication with
the service provider’s agents and seek a supplier who understands their needs (Berry
and Parasuraman, 1991). The extent to which a relationship occurs is often
determined by the profitability the customer can achieve by working with a service
provider. Customer profitability has been explained by many models (Wayland and
Cole, 1997; Blattberg and Deighton, 1996), and occurs when a firm spends resources
to acquire customers (acquisition cost) and then occurs maintenance costs to grow

the relationship.

Complex relationships between the client and service provider are an increasingly
prevalent and an important trend in business practice (Ross and Roberterson, 2007).
Such complexity becomes apparent when different layers of links, ties and bonds
between the parties are analysed (Hakansson and Snehota, 1995). Lasting business
relationships have been observed to include ongoing exchanges between parties with
a considerable degree of commitment to conduct future business (Holm et al., 1999)
and significant adaptations and cooperation between firms (Alter and Hage, 1993;
Hallen et al., 1991). These findings have led to a dynamic view of relationship
development where long term aspects of a relationship is said to affect and be

affected by each interaction between the parties (Ford, 1990).
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2.3.1 B2B Relationship Development

Anderson and Weitz, (1992) describe the process of relationship development
between the parties as making pledges of commitment as they feel each other out for
new or additional business investment opportunities. Anderson and Weitz, (1992)
found that these business investments are unique to that relationship and are effective
drivers of relationship development. When the two parties start to work with each
other 1diosyncratic investments will develop such as adaptations in production,

research and development, logistics and administrative routines (Cunningham and

Homse, 1986) and total quality management (Hackman et al., 1995).

B2B relationships are strengthen by inter-organisational investments in economic
resources which include financial resources such as pledges (Anderson and Weitz,
1992) and operational resources such as service guarantees (Bolten and Drew, 1991).
In addition B2B relationships are formed through interpersonal investments in social
resources, and 1nclude respect, concern, advice, guidance and camaraderie between

individuals representing the buyer and service provider. These investments are

designed to create social and structural bonds.

Wathne et al. (2001) suggest the strength of the interpersonal relationship is
positively related to the intention to continue the inter-organisational relationship and
as long as the partners are satistied and perceive value (Bagozzi, 1975). This position
is further developed by Hogg, (1996, p 64) who states relationship development and
performance ““is assumed not only to address some of the uncertainty dimensions 1n

the purchase, but also to assist in the information problems being described”.

Chumpitaz et al. (2004) argues that the core product or service reliability 1s the
absolute prerequisite for a business relationship to exist. If the supplier firm fails to
perform to the buyer’s expectations then the relationship is weakened dramatically. It
is also argued that buying centres show significant sensitivity to the service issues
associated with the core product or service being offered. Chumpitaz’s (2004)
research demonstrated that services surrounding the core product or service otfering

had a greater influence on the creation of satisfaction than the actual product or
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service offering. This validates the need for service providers to have a strategic plan

to resolve quality problems surrounding delivery, reliability and quality (Zeithaml,
2000).

The next section will discuss critical attributes of the B2B relationships. The

characteristics of duration, dependencies and benefits of such relationships will be

discussed.

2.3.2 Key Attributes of B2B Relationships

The literature indicates that the duration of a relationship between a customer and a
service provider 1s a key attribute and has significant financial impact (Fornell and
Wernertelt, 1988). When customers are lost, new ones must be attracted to replace
them, and replacement comes at a high cost. Capturing new customers is expensive
as it involves advertising, promotion and sales costs, as well as start-up operating
expenses (Zeithaml et al., 1996). In support of this position, Reichheld and Sasser
(1990, p 105) state “that customer defections have a stronger 1impact on a company's
profits than scale, market share, unit costs and many other factors usually associated
with competitive advantage”. Luring customers from competitors 1s also an
expensive proposition and a greater degree of service improvement is necessary to

make a customer switch from a competitor than to retain a current customer

(Anderson and Sullivan, 1990).

Successful service providers ensure their employees build and maintain long-term
relationships with their customers (Day, 2000). The key to this success 1S
understanding what customers really want and meeting — or exceeding — their
expectations (Javalgi et al., 1997). It 1s important for service organisations to follow
through with actions that are designed to eliminate the inefficiencies of their service
processes. Employee training should be provided by service companies to instil
relationship fostering skills in their employees. Training employees to be proactive

and to feel empowered may help close any potential gaps between customer desires

and external service value (Javalgi et al., 1997).
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Additional attributes of B2B relationships includes the nature and strength of the
relationship. Both of these factors moderate the effects of social and economic

resources on customers’ evaluations and behavioural intentions (Bendapudi and
Berry, 1997). It has been found that, over time, and with added experience customers
become more confident in evaluating their service providers. Customers with long
term relationships with their service providers may need fewer social and economic
resources to maintain their satisfaction and value levels. It is also believed that as
relationships lengthen, investments in certain social and economic factors may have
diminishing marginal returns (Grayson and Ambler, 1999). As customers become
more experienced and confident in evaluating the quality of services they rely less on

new information while relying more on their prior opinions (Boulding, Kalra and

Staelin, 1999).

Creating dependencies and ‘locking in’ customers is one method of extending the
relationship between the customer and service provider. However, Anderson and
Weitz, (1992) argue that a highly dependent customer will resent being ‘locked 1n’
and seek to escape from this state. Situations of dependence result 1n an unbalanced
distributive relationship whereby one party’s behaviour is directed for self-gains at
the expense of the other in order to reduce the dependency, thus endangering the
relationship (Schurr and Ozane, 1985). Morgan and Hunt (1994) add that in order to
achieve a long-lasting relationship the B2B service provider needs to cultivate more
than merely a state of dependence. They state trust is the factor that builds longer
relationships since trust is a central element of the effort to forge strong and lasting

relationships. A detailed discussion about the construct of trust is presented in the

next chapter.

According to Berry (1995) service providers can offer three types of benefits to
entice customers to establish and maintain long-term relationships: core product
performance benefits, social benefits and risk-reducing benefits. Core product

performance is a benefit derived from the service-delivery system and primarily

provides solutions to customers’ problems. The specific desired benefits are different

among customers 1n different segments (Mowen and Minro, 1998; Dube and
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Renaghan, 1995). Social benefits refer to the providers’ proactive attitudes and

personalised and customised services.

Wh . . . . .. .
en service providers can tailor their services to meet customers’ special needs, the

customers will perceive they receive preferential treatment, extra attention or
personal recognition (Gwinner et al., 1998). Parasuraman et al (1991) argue that
personalised and customised services strengthen the customer-service provider
relationship. Another benefit that service providers can offer is ‘risk-reducing’.
Gwinner et al. (1998) argue that service providers may demonstrate their competence
by constantly providing high-quality service that earns the customer’s confidence
and trust — this reduces their anxiety on future purchases. Napolitano (1997) supports
this role of the service provider by arguing the provider is driven by a mind-set to

add value to the customer and to help the customer achieve continual, rapid

improvement in all aspects of quality and operations.

2.3.3 Value Creation in B2B Relationships

Research by Eggert et al. (2006) set forth to determine the nature of value creation in
B2B relationships and investigated whether the relationship cycle moderates the role
of various sources of value creation in business relationships. Eggert et al. (2006)
uncovered empirical evidence for the fundamental trend toward product
commoditisation in many business markets. As the core offering may account for

little variance when comparing the main supplier to the second best supplier,

successful vendors have to search for new ways to differentiate themselves from

competition (Vandenbosch and Dawar, 2002). Eggert et al. (2006, p 24) state that

suppliers must “offer superior value through personal interaction and service, access
to know-how, and increased time-to-market, appear as promising avenues for

differentiation in today's highly competitive business markets™.

Eggert et al. (2006) also determined that a supplier’s best opportunity to create
superior customer value is the strongest during the early stages of the relationship life

cycle. Eggert et al. (2006, p 24) state, “business customers perceive a stronger need
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relationship moves through its life cycle. Eggert et al. (2006, p 24) adds to the
discussion by stating “a possible explanation for this finding may be that customers

need experience in dealing with the respective suppliers to fully understand and

assess their value creating potential”.

In summary, Eggart et al. (2006) found that industrial customer perceptions of value
reside increasingly in customer specific services. It is implied that customer- specific
investments are the decisive trigger for the creation of customer value. Their research

suggests that, suppliers not only face the challenging task of assessing and managing

their value creation potential for different customers and customer segments but also

need to anticipate and respond to value changes to avoid dissatisfaction in the

partnership.

2.3.4 Indirect Functions of a Supplier Relationship

Walter et al. (2003) have argued that a supplier relationship can add extra value to
the customer by providing four indirect relationship functions. These relationship
functions are those factors offered by the supplier and become inputs into the
customer’s operations and as such contribute to the customer’s overall pertormance.
Indirect functions are beneficial for the customer only in other relationships or in the
future. These functions are also known as second-order (Hakansson and Johanson,
1993) or secondary functions (Anderson, Fornell and Lehmann, 1994). Indirect
relationship functions of a supplier relationship include: market, scout, innovation

and social support. A description of these four functions will be provided.
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Figure 2.1 Indirect Functions of a Supplier Relationship
Source: adapted from Walter et al. (2003 p 160)
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Market function occurs when a supplier helps the customer to establish new,

potential exchange partners (Hakansson and Turnbull, 1982). These new contacts can

be customers, other suppliers, or industry and government associates. At times the

customer may use their relationships with prestigious suppliers as references

theretore the supplier plays a more passive role.

The scout function occurs when the supplier provides technical knowledge or

market-related information. This indirect function can be helpful because firms need

information about their environment and markets to remain well-informed and

competitive. “Suppliers have more insight into particular areas or have a long-

standing experience in their industry which they can share with a customer.

Information given by known resources 1s considered to be reliable, true, meaningtul

and relevant” (Walter et al., 2003, p 162).

The third indirect function is innovation development. This function could involve

passing on innovative ideas, supplying innovative components and production

facilities or engaging in a collaborative project. "By using their suppliers’ resources,

ustomers can speed up their development process, engage in larger, riskier and

long-term oriented projects and also have more technological input” (Walter et al.,

2003, p 162).

e final indirect element is social function. Social aspects are important because

“‘he mutual orientation among firms is principally a mutual orientation among



individual actors in those firms” (Johanson and Mattsson, 1987, p 162). Working

with supportive and cooperative partners will build a good working atmosphere.
“Relationships are maintained because of their personal bonds and because people
like to do business with each other” (Walter, 2003, p. 162). Individuals see the
involvement in such relationships as a source of power, creativity and motivation,

which 1n turn will fuel economic measure in the future or elsewhere (Biong et al.,
1997).

The significance of indirect functions is the ability of the service provider to create
and customise value for their customers that will add extra value to their offerings.
Indirect functions also offer the service provider with a means of differentiating

themselves from the competition. The next section discusses the purchasing or

supply management aspect of services.

2.4 Strategic Supply Management

The terms Supply Chain Management (SCM) and Supply Management have become

synonymous. SCM encompasses all aspects of delivering the product or service to

customers, while supply management emphasises the interorganisational relations

and is also known as buyer-supplier relationships (Leenders et al., 2002; Davis,
1993).

The growing importance of supply management has led to an increasing recognition
of the strategic role of purchasing (Carr and Smeltzer, 1999; Cavinato, 1999;
Napolean, 1994) which has:

o evolved into a strategic function
o been recognised as a critical driving force in the strategic management of the
suppliers

o been relied upon to create value-added services

The strategic nature of purchasing is particularly crucial since it provides the key

intermediary between the external suppliers and internal customers. Purchasing 18
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also one of the primary boundary-spanning functions of strategic supply management

(Cousins, 1999; Novack and Simco, 1991).

Paulra) and Chen (2005) have formulated a model of strategic supply management
integrating the key tactors that lead to dyadic quality performance between the buyer
and seller (shown below, figure 2.2). Their model is based on result of superior
relationships and management initiatives taken at each dyadic link while developing
collaborative advantage (Dyer, 2000; Kanter, 1994). The model also draws on the
innovative relational view of interorganisational competitive advantage (Kale et al.,
2000; Dyer and Singh, 1998). With the relational view and collaborative advantage a
supply chain 1s composed of a network of interdependent relationships developed

and fostered through strategic collaboration with the goal of deriving mutual benefits

(Chen and Paulraj, 2004).

Figure 2.2 Model of Strategic Supply Management
Source: Paulraj and Chen (2005, p. 5)
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Paulraj and Chen (2005) argue that strategic purchasing has the following benefits:

* there is a positive affect on the long-term and cooperative relationship with

suppliers

* buyer firms are able to maintain a closer relationship with a limited number

of dedicated suppliers

* strategic purchasing helps in communication and frequent sharing of pertinent

and sensitive information

e animproved quality performance for the supplier and buyer firms

e the buyer-seller relationship becomes more integrative enabling both parties

to achieve higher levels of quality performance

I'he next section continues to discuss the model of ‘Strategic Supply Management’

(Paulraj and Chen, 2005) and the construct of ‘communication’.

2.4.1 Impact of Communication on Strategic Supply Management

The literature describes how interorganisational communication is vital to foster
confidence and reduce dystunctional conflicts while building successful supplier
relationships (Anderson and Weitz, 1992; Anderson and Narus, 1990; Newman and
Rhee, 1990). “Overtime time, communication 1s necessary to develop shared values,

shared understanding and coordinate activities” (Stanko, 2007, p 1095).

Buyers and sellers must commit an amount of information and be willing to share
sensitive design information to jointly find solutions to material problems and
planning issues (Giunipero, 1990). In this relationship, communication effort
between supplier and buyer involves many inter-firm contacts and exchange of
information occurs frequently and informally and not only according to a pre-
specified agreement (Stuart and McCutcheon, 2000; Krause and Ellram, 1997). The
sharing of information and assets, and the disclosure of proprietary information have

become essentials for the success of a strategic buyer-seller alliance (Handfield and

Nichols, 1999; Spekman et al., 1998).
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When communication between dyadic partners is effective and etficient,
communication errors are reduced, thereby enhancing the quality of performance
(Lews1s, 2000; Krause, 1999; Newman and Rhee, 1990). The literature has noted that
poor communication is often a fundamental weakness in the interface between 2
buying firm’s efforts to achieve increased levels of quality performance (Primo and
Amundson, 2002; Ragatz et al.,, 2002; Carter and Miller. 1989). Theoretical
perspectives such as resource-based view, knowledge-based view and relational
competency concur that effective communications between dyadic partners can
create trust and resources that will lead to competitive advantage and, eventually

improve both the supplier and buyer performance (Kotabe et al., 2003; Takeisi, 2001:
Dyer and Singh, 1998; Kogut and Zander, 1992).

Customers have expressed to their service providers the need to be better understood
and well informed (Jain et al., 2003). Sharma and Patterson (1999) have reported a
relationship between communication effectiveness and relationship commitment and
perceived quality in service organisations. The quality of interpersonal interactions
between the customer and service providers has significant influence on customer
satisfaction (Bitner et al., 1994). The style, content and timing of communication

need to be managed carefully to avoid overpromising or under promising to

customers (Jain et al., 2003).

Based on their results, Paulraj and Chen, (2005, p 132), state that the “timely
exchange of information through effective communication can improve coordination
of buyer and supplier activities”. They argue that frequent and timely exchange of
information, knowledge and/or know-how will also foster confidence and help
eliminate negative attitudes such as mistrust, fear, disappointment, frustration and
dishonest acts on both sides. All of these communication actions and feelings will

lead to improved quality performance and competitive advantages while fortitying

the strategic supply management relationship between the buyer and seller.

The above discussion about client-service provider communication is a critical aspect

of this research since it relates to all of the research objectives. The next section
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discusses the B2B buying process. The steps and decisions involved with the
purchasing decisions are a key component of the B2B service sector. Also the

influence of the B2B relationship and its impact on the B2B buying process will be
discussed.

2.5 The Buying Process for the B2B Service Sector

One ot the key factors that differentiate the B2C and B2B markets is the buying
decision process. The organisational buying process is a form of problem-solving,
and a buying situation is created when someone in the firm perceives a problem or
discrepancy between desired outcome and the present situation that can be solved
through some buying action (Webster and Wind, 1972). The B2B buying process is a
complex procedure involving multiple decision makers and buying teams (Rozin,

2004). Gadde (2000) suggests the buying process emphasises that the buying

companies tend more to:

o outsource non-critical activities
o establish close partnerships with suppliers

o reduce and trim their supplier bases

A change in the methods of how companies procure services and build supplier
relationships has led the supply management function to become more strategic.
Buyer-provider relationships have become more rationalised to increase efficiency
and development to improve effectiveness (Johson et al., 1998). Rationalisation
concerns how the purchasing role can increase the reliability and efficiency of the

fulfilment of suppliers’ offerings on a continuous basis.

When considering the level of satisfaction of a B2B customer it 1S necessary to
consider the different constituents of the buying centre who are in contact with the
supplier (Chumpitaz, 2004). In other words, the user of the service may not have
been the purchaser of the service. Buying decisions in the B2B sector are normally

channelled through buying centers. Knowledge of the manner in which interaction
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between purchasers and the selling organisations occurs and relationships are formed

1s critical in building and comprehending the process of relationship development
(Moon and Bonney, 2007). This is particularly critical in business service markets
due to the complexities created by the intangibility of business service and associated

ditficulties encountered in evaluating the performance of the service provider (Lian
and Laing, 2007).

2.5.1 B2B Buying Models

Changes in the structure and management of buyer-seller relationships have raised
several challenges for customers and suppliers alike. From the customer’s
perspective firms need to differentiate among qualified suppliers and identify
suppliers that will form their consolidated supply base (Ulaga and Eggert, 2006).
Similarly, with growing supply base consolidation, many suppliers are challenged to
move into the key supplier position and to remain in this privileged position by
guarding off competitors (Ulaga and Eggert, 2006). In other words, vendors must

secure the key supplier title or be forced into the position of back-up supplier,

capturing only a small percentage of the customer’s business.

A brief overview of the various buying models will be presented. The earlier
simplistic purchasing models emphasised one or two purchasing factors considered
by the purchasing unit. It was the economic variables alone such as price and cost
that determined the purchase decision (Katona, 1985; Westing et al., 1976;
Mansfield, 1963; Aljian, 1958). In comparison, later organisational purchasing
models emphasised the behavioural factors of buyer behaviour (Baker and Abu-
Ismail, 1993). These were considered irrational elements and consisted of ego
enhancement, risk avoidance, satisfaction from dyadic relationships between the
seller and buyer and the orientation of each member of the decision making group

(Bonoma and Johnson, 1978; Evans, 1963: Bauer, 1960). A B2B buying model
presented by Miller et al. (1985) suggested the following four types of buyers:

Economic Buyer: This buyer releases the money and has ultimate power of veto

when purchasing services.
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Technical Buyer: Buyer’s role 1s to make judgements about the technicalities of a

service versus other available services offerings from different

providers.

User Buyer:  The buyer considers the impact the service has on a specific job

within the firm. Then the buyer chooses a service that will meet a

specific person’s or group of people’s needs.

Coach:  This buyer guides the service sales representative on the internal

intricacies of making a specific service sale to their company.

The above model 1s entirely functional in nature and does not consider in depth the
qualities necessary to form mutually beneficial customer-provider relationships. A
more recent buying decision model by Weitz et al. (2000) suggests that the buying
process involves a lengthy series of actions involving several people managing the

procurement process. The series of actions can be subdivided into the following

stages:
. Pre-Purchase Stage:
Problem recognition
Determining product specifications
Finding qualified suppliers
Requesting and evaluating proposals
o Purchase Stage
Selecting an order process
¢ Post purchase

Conducting performance evaluation

The ultimate goal of moving the customer through the three stages of the buying

decision process is to retain the customer Over the long term (Harrison-Walker,

2004).

The B2B marketing literature differentiates the unique characteristics of the

organisational markets from the consumer Ones (Brown, 1984). For example B2B
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markets have a derived demand, reciprocity, fewer but larger buyers (Kotler, 1997).
Hut and Speh (1995) state that to fully comprehend the nature of the decisions taken
within the context of the organisation’s buying behaviour it is necessary to appreciate

the inclination of organisational buyers to form trusted, long-term relationships with

their suppliers.

The discussion of buying models continues with looking at several other purchase
models that have incorporated economic, social, psychological, and cultural
dimensions in a single comprehensive purchasing model. The next model, the

industry adoption model, considers how a group of buyers influence the buying

process. Ozanne and Churchill’s model (1971, p 322) describe their model as being,
“focused not on the diffusion of an innovation but on the adoption process through

which individual adopters pass from awareness to full acceptance of the new product,

procedure, or idea”. They argue there are incidents where focusing on a group of

purchase decision makers produces more meaningful results. In other words the

industrial adoption process model implicitly recognises that a decision-making group

is the most likely unit of adoption for industrial innovations.

Ozanne and Churchill (1971) argue that the adoption of an industrial innovation as a
decision extends over time and occurs in different phases. They call one of these
phases the ‘purchase-directing factors’ and define it as the “the influences that shape
the final decision by pointing the decision group toward a particular version of the

innovation i.e. toward a particular supplier” (Ozanne and Churchill, 1971, p. 326).

The five classes of purchase-directing factors that emerged from Ozanne and

Churchill’s (1971, p 326) research includes:
1. Quick delivery: the supplier promised the earliest delivery date

2. Cost/benefit comparisons: the economic value of the 1tem was viewed as

superior to that of the alternate items

3. Special product attributes: the item possessed capabilities beyond competitive

versions
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4. Personal selling: close relationships existed with salesman or distributor

5. Past experience: the buyer experienced satisfactory results with the supplier’s

other products

2.5.2 Task and Non-task Model of Organisational Buying

Another traditional organisational buying model emphasised variables such as
emotion, personal goals and internal politics that are involved in the buying decision
process but not related to the goals of the buying task. These unrelated tasks are seen
in purchasing models which emphasize the purchasing agent’s interest in obtaining

personal favours and enhancing his own image (Stanton, 1967) or reducing perceived

risk (Levitt, 1965).

Webster and Wind (1972) argue that organisational buying models are not complete
unless the model considers both the task and non-task variables. Webster and Wind
(1972 p 13) contend that, “the organisational buying is a decision-making process
carried out by individuals, in interaction with other people, in the context of the
organisation. The organisation, in turn is influenced by a variety of forces in the
environment”. They classify the wvariables determining organisational buying
behaviour as, individual, social, organisational and environmental. They also classity
the buying process into either fask or non-task variables. The variables directly
related to the buying problem are called task variables, and those extending beyond
the buying problem as non-task variables. The significance of their model 1s that 1t
combines both task and non-task variables whereas earlier models were based on the

singular task or non-task variable. Table 2.1 provided below describes the

classification of variables.

36



Table 2.1 Variables of Organisational Buying Decisions
Source: Webster and Wind (1972, p 13)

Desire to obtain
lowest price

Personal values and
needs

Individual

Social

Meeting to set
specifications

Informal, off-the-job
interactions

Organisational

Webster and Wind (1972) argue that it 1s seldom possible to identify a given set of

Local supplier

Personnel evaluation
preference ' '

Anticipated changes
in prices

Political climate in
an election year

variables as exactly exclusively task or non-task. Therefore the purchasing process
involves motives relating directly to the buying problem being solved and motives
involving personal goals. This model emphasises the overlap of these motives 1in
many important respects and need not conflict, leading to a strong sense of personal

involvement which can create more effective buying decisions from an

organisational standpoint.

Organisational buying behaviour is a complex process (rather than a single,
instantaneous act) and involves many persons, multiple goals, and potentially
conflicting decision criteria. Webster and Wind (1972 p 13) state, “buying often

takes place over an extended period of time, requires information from many

sources, and encompasses many inter-organisational relationships”.

The final model to be discussed occurs when the procurement decisions are largely

price driven and they are often delegated to a procurement department. For these
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simple purchase decisions the goal of procurement 1S to meet the internal customer

needs by getting the most value for the best price (Sheth and Shah, 2003). This leads

to a transactional state between buyer and seller. T'ypically, the type of products that

are sourced based on price are considered commodities and non-strategic to the firm
(Sheth and Shah, 2003).

The next section reviews how the service provider’s salesperson influences the buyer/

purchasing agent during the B2B buying process.

2.5.3 The Salesperson’s role in the B2B buying process

In many of the B2B service industries the salesperson is the key representative of the
service provider (Wengler et al., 2006). Buyers may consider the salesperson as
synonymous with the selling firm and buyers generally have more contact with their
salesperson than any other employee from the supplier firm (Grewal and Sharma.
1991). In some cases the client may feel greater loyalty to the salesperson than to the
selling company. This raises the issue of what portion of selling firm loyalty is
‘'owned’ by the salesperson or what the financial impact would be if the salesperson

detected to a competitor (Palmatier, 2007).

Johnson et al. (2001) have developed a buyer defection model that focuses on the
role of the salesperson in the buyer-seller relationship. Their model centers around
three relationship indicators: equity, satisfaction and commitment. Equity is a key
component in determining if the exchange 1s fair and that the buyer 1s treated fairly
(Ganesh et al., 2000). If a buyer feels there is a lack of equity this will lead to less
satisfaction and less customer commitment. This premise can be extended to when a
buyer is not satisfied with their salesperson, and then the buyer 1s less likely to be
satisfied with the service provider (Goff et al., 1997). Oliver and Swan (19389) concur
that buyers focus on the level of service received and level of salesperson inputs

when assessing equity in the buyer-salesperson interaction.

Johnson et al. (2001) conducted a study that looked at the role of the salesperson 1n

reducing defection in business relationship and found several principles held true.
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One finding was that in established relationships, buyers usually re-buy without

necessarily evaluating the benefits a new provider could offer. They argue if there’s
O cause to seek an alternative provider, then why waste time doing so. For ongoing

relationships buyers only evaluate the extra benefits available to their firm only after

they are no longer committed to the relationship.

Jones et al. (2000) argue that a strong buyer-salesperson relationship has a tendency
to lead to repurchase intentions. In the purchaser’s mind there are no acceptable
alternatives, so there is no need for the hassle and effort of searching. Conversely, if
there are acceptable alternatives, this will be negatively related to the buyer’s
perception of acceptable alternatives (Ping, 1994; Jackson, 1985). Stated in other

words, buyers who feel there are many alternative suppliers are more likely to have

defection intentions.

Johnson’s et al. (2001) research suggests several ways of maintaining long-term
customers and deferring switching. One way is to determine what customers perceive
as equitable by interviewing established customers and those who have defected to
determine those factors that lead to ‘sticking’ or switching. A service provider can
then use these factors to develop a plan to prevent defection. In addition, high levels
of customer commitment and satisfaction to the salesperson are important in
reducing customer defection. Johnson’s et al. (2001) research found that post-sales
support and follow-up calls by the salesperson (as well as calls from any other
customer service representatives from the supplier) are one way to build better levels
of satisfaction and commitment between the buyer and provider. Johnson et al. (2001
p 131) also suggests that, “as part of a good retention plan firms should identify
elements that increase the customer’s cost of leaving. These elements should be
introduced into the relationship whenever or as soon as possible”. A goal of this
research will be to examine Johnson’s et al. (2001) idea of implementing switching

costs and barriers to prevent client switching. which corresponds to the first research

objective.
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2.5.4 Relational Selling Strategies

There has been an increased attention by academics and practitioners to the adoption
of a relational approach to managing customer relationships including the sales
management processes (Morgan and Hunt, 1994). This is particularly evident for
buyer-seller relationships that are composed of interdependence, long-term
orientation and complexity (Heide and John, 1992: Anderson and Narus, 1991). A
relational selling strategy has been defined as, a strategic approach developed by a
supplier willing to establish a long-term mutually profitable relationship with some
its clients (Guenzi et al., 2007). Laing (1995, p 7) supports the above ideas by

stating, “the very nature of services suggests that the relational approach is likely to

be of relevance in understanding the dynamics of professional services purchasing”.

A relational selling strategy is based on supplier-customer interdependence, an
exchange of critical information, trust between partners and a stable relationship,
which allows each party to benefit from a fair return on its investments (Slater and
Olson, 2000). The relational strategy can be adopted at different levels of intensity,
since it has often been presented as the polar opposite of a short-term oriented,

transactional strategy along a continuum of potential approaches (Slater and Olson,

2000; Gronroos, 1994).

Even with the growth of relational B2B environment, researchers have suggested that

applying relational strategies should be done selectively and not applied to all

customer relationships (Pillai and Sharma, 2003; Sheth and Reshma, 2003). The

relational approach should be applied mainly to key or strategic customers/accounts.

Homburg et al. (2000), argue that the importance of this relational strategy has led to

the creation of Key Account Management (KAM) structures and processes.

Researchers today refer key account managers as ‘boundary spanners’ since the
success of relational strategies is strongly dependent on creating interpersonal bonds
between the supplier and the customer (Narayandas and Rangan, 2004). Boundary
spanners are critical in building long-lasting relationships between the buyer’s and

seller’s organisations (Mavondo and Rodrigo, 2001:; Iacobucci and Ostrom, 1996).
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Laing and Lian (2005, p 116) suggest that boundary spanners serve to provide an
immediate link between organisations and facilitate increasingly effective

communication, whereby such communication is “a crucial lubricant for relationship

development”. Boundary spanners maintain both the intra and Inter-organisational

relationships (Seabright et al.,, 1992) and in tumn frequently have an extra-

organisational focus.

2.5.5 Key Account Management (KAM) Strategies

Homburg et al. (2000, p 465) argues “the relative importance of key account
management increases as firms seek to establish closer relationships with their
customers; as the extent of coordination of logistics between buyers and sellers
Increases; as buyers reduce the number of suppliers; as decision making is
centralised within customer organisations; as multinational customers centralise
purchasing decisions across countries”. All of the above factors are critical to enable
relational selling and key account management orientation to be successful across the
selling company’s departments which are in turn a prerequisite for building and
maintaining positive external relationships with customers (Day, 2000). As greater
emphasis 1s placed on key account management, more senior personnel are assigned

to manage key customers accounts (Homburg et al., 2000).

A strategy for selling firms is to build on-going customer relationships and gain
competitive advantage through acquiring intangible assets such as customer trust and
commitment (Morgan and Hunt, 1994). The value of these intangibles 1s significant
for relational selling and is based on the supplier—customer interdependence, an

exchange of critical information, trust and a stable relationship. This allows each

party to benefit from a fair return on their investment (Slater and Olson, 2000).

Traditionally literature on sales force management focused on compensation and
incentive policies (John and Weitz, 1989) and control systems in setting and
monitoring sales performance (Cravens et al., 1993). Overall many empirical and
theoretical studies found there is an inconsistency between the selling firm’s strategy

and its implementation in the sales department in terms of their salespeople’s
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behaviours (Strahle et al., 1996: Strahle and Spiro, 1986). In other words, the firm

was striving to be more relational whilst its own sales department was being

managed with more of a short-term, transactional direction. This discrepancy of
strategies 1s especially problematic when relational exchanges are concerned,
because the selling firm’s relational intent and ability to influence the customer are

within the control and expressed in practice by their own salespeople, whose

behaviours exercise considerable impact on the functioning and results of

interactions with customers (Price and Arnould, 1999).

It has been argued that the key account manager’s objective is not to necessarily to
maximise the volume of sales, but to develop long-term relationships with key
accounts by increasing the value created (Wotruba and Castleberry, 1993). As the
primary link between the buying and selling firms, account managers have
considerable influence on the buyer’s perceptions of the seller’s reliability and the
value of the seller’s services and consequently the buyer’s interest in continuing the
relationship (Biong and Selnes, 1996). Weitz and Brandford (1999, p 241) suggest
that, “buyers often have greater loyalty to salespeople than they have to the firms
employing the salespeople”. It is further argued by Langerak, (2001) that service
providers are fully dependent upon the attitude and behaviours of their salespeople to
develop and maintain relationships with customers. However Palmatier et al. (2007)
caution that strong salesperson-buyer relationships also make the firm dependent on

critical salespeople, rendering the firm vulnerable to salesperson defection

(Bendapudi and Leone, 2002).

The relational behaviours of the salesperson should be exhibited both internally and
externally (Homburg et al., 2002). The external orientation actions directed to the
customers should be aimed at developing long-term buyer-seller relationships. kFor
the internal orientation, “a relationship orientation must pervade the mind-sets,
values and norms of the organisation” (Day, 2000 p 24), along with the integration of
non-specialist front-line staff into the marketing process to effectively manage a
number of diverse marketing relationships (Laing and McKee, 2000). For this to

happen there must be a culture and practice of relational values within the entire
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selling firm by all employees. This camaraderie and organisational behaviour striving

for relational orientation leads the company to endorse team selling.

The previous section examined how relational selling strategies have been widely
adapted by B2B service organisations. It 1s has also discussed how salespersons and
account managers build stronger customer relationships by applying relational selling

strategies. The 1deas presented above apply to third research objective. The next

section will consider the four key behaviours of relational selling in detail. Relational

selling 1s important since 1t results 1n beneficial actions that strengthen and raise the

levels of mutual success for both the customer and service provider.

2.5.6 Conceptual Framework of Relational Selling

Guenzi et al. (2007) discuss how their model of relational selling is composed of four
key behaviours exhibited by account managers. The researchers’ model is provided

below in figure 2.3 and includes the following four relational strategies:

e Customer oriented selling
e Adaptive selling
o Team selling

e Organisational citizen behaviours (Sportsmanship, Civic Virtue,

Conscientiousness and Altruism)
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Figure 2.3 The factors of Relational Selling Strategy
Source: adapted from Guenzi et al. (2007, p 125)

Customer Oriented
Selling

Adaptive Selling

Team Selling

Organisation
Citizenship

S e S Behaviors
Sportsmanship /

Conscientiousness
Civic Virtue

The discussion will now focus on each of the behaviours from Guenzi’s et al. (2007)

model, figure 2.3 shown above. This figure 1s significant for the research since it

provides the theory and background to the third research objective.

Customer Oriented Selling

The relational era has resulted in a shift from an adversarial model to a cooperative

model of interaction between the service provider and the customer (Wotruba, 1993).

Transactional relationships occur when salespeople attempt to persuade the buyer to

do something that benefits the selling firm. As the relational model of the exchange

develops and strengthens a win-win approach should be adopted. This allows for the
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salespeople to become customer partners (Weitz and Bradford, 1999) and build their

customer orientation as opposed to a selling orientation.

By detinition, being customer-oriented underscores a focus on the customer, and in

turn, does not support the idea of acting unethically with regard to customers
(Schwepker and Good, 2005). “Customer oriented salespeople avoid actions, such as
deceptive or manipulative influence tactics, that sacrifice customer interest merely to
increase the chances of making an immediate sale (Saxe and Weitz, 1982). As stated
by Williams and Wiener (1990 p 239), “any force causing the salesperson to
emphasise short-term gains in sales would diminish the resulting level of customer-
orientation”. As a result, customer oriented selling is widely recognised as an
important class of relational selling behaviours (Keillor et al., 2000; Flaherty et al.,
1999). Franke and Park (2006) add that salespeople who exhibit high levels of

customer-orientation may better understand their service role and experience less

role stress which in turn increases job satisfaction.

Adaptive Selling

Adaptive selling has been defined as, “the altering of sales behaviours during a
customer interaction or across customer interactions based on perceived information
about the nature of the selling situation” (Weitz, Sujan and Sujan, 1986 p 124).
Adaptive selling could also be considered a relevant class of relational behaviours
which is consistent with a relationship selling strategy because its benefits will likely
exceed opportunity costs with potentially large orders or with a probability of using
currently collected information to secure future sales (Porter et al., 2003). In other
words, the significance of adaptive selling occurs when the salesperson sacrifices

short-term sales to maintain customer satisfaction and increase the probability of

future sales.

Organisational citizenship behaviours

These actions are considered as voluntary behaviours performed by the work force,
but not explicitly evaluated nor rewarded by the company, which can increase the

firm’s overall performance (Podsakoff et al., 1994).
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In relational selling, four types of organisational citizenship behaviours have been
recognised as: sportsmanship, civic virtue, conscientiousness and altruism

(Netemeyer et al., 1997). A description of these four behaviours is presented.

Sportsmanship is the willingness on the part of the salesperson to tolerate less than

ideal circumstances and inconveniences without complaining (Podsakoff et al., 1997:

MacKenzie et al., 1993;) and willingness to tolerate actions and outcomes that do not

meet the salesperson’s expectations (Ingram et al., 1991).

Civic virtue has been described by Netemeyer (1997, p 86) as, “a behaviour whereby

the salesperson responsibly engages concern for the company and employee

Initiative in recommending how the firm can improve operations”.

Conscientiousness retlects behaviours beyond the normal expectations of the firm

and would include working overtime and respecting the firm’s norms and operating

principles (Guenzi et al, 2007).

Altruism involves assisting others with company tasks such as helping to coach and
orientate new recruits, sharing industry information (MacKenzie et al., 1993). The
concept of altruism or caring for others was formally modelled by Becker (1974).
Models of altruism have been used to explain intergenerational bequests and helping

in the workplace (Rotemberg, 1994).

The four organisational citizenship behaviours are particularly applicable and

consistent with the relational selling approach. These four factors facilitate positive

internal relationships across the seller’s company’s departments and employees’

~ which are in turn a prerequisite for building and maintaining positive external

relationship with customers (Day, 2000; Gronroos, 1994).

The next discussion will focus on the relational selling strategy of team selling.
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2.5.7 Team Selling

T'he team selling literature has often emphasised that teams are introduced when
selling to major key accounts. Moon and Armstrong (1994, p 19) state that “large,

complex customers are serviced by many individuals, and coordination of these

individuals efforts is necessary for the seller to become the preterred provider”.

Team selling provides an example of relational behaviours which are both internally
and externally oriented, because managing key accounts calls for coordinated
processes and activities in the selling firm, but it also implies integration with

customers and it affects the customer’s perception of relational outcomes (Homburg

et al., 2002; Weitz and Bradford, 1999).

An example of internal relational orientation are the actions linked to team selling.
Teams are used 1n key account management situations because the selling process is
beyond the capabilities of single salesperson and calls for an integrated team effort
(Workman et al., 2003). The selling process involves a team effort whereby the key
account manager’s role shifts from simply managing their personal activities to
becoming a project manager and supervising the activities of several teams. The key
account manager becomes accountable to identify and deploy experts within his or
her organisation and mobilizes the necessary resources to assist the customer
(Georges and Eggert, 2003). Suppliers implement key account management (KAM)
programmes in order to serve important customers better and follow the doctrine of
investing more into account relationships than they do with ordinary relationships.
This led to a KAM principle that relationship quality is a central indicator of success

and that key account relationships afford higher relational input than do relationships

with less important accounts (Ivens and Pardo, 2007).

In addition key account managers act as facilitative leaders of sales teams to ensure
adequate communication between the members of the sales team, thereby facilitating
efficient information access. Jones et al. (2005, p 187) state, “facilitative leadership
raises the awareness of co-workers, customers and other colleagues about important
issues. Adequate access to information informs the sales team about changes taking

place in the customer account that will drive sustainable competitive advantages”.
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Kohl and Jaworski (1990) suggest that in the absence of competition, an organisation
may perform well because customers are ‘stuck’ with that organisation’s products
and services. However, under increased competition, customers have many
alternative providers to service their needs and wants. Therefore, selling teams in

highly competitive environments should not only be aware of the customers’ needs

but also the alternative options available to their customers (Jones et al., 2005).

In a highly turbulent market, the needs of customers are constantly changing. Selling
teams that are closest to key customers realise that it is imperative that the selling
organisation must change to meet customer needs. The structure of such teams
should be such that they have a high degree of autonomy and the ability to respond to

frequently changing customer needs — trading efficiency for effectiveness (Jones et

al., 2005). By contrast, in stable markets where the customers’ preferences are

unchanging, an organisation’s products and services are likely to require relatively

little modification (Jaworski and Kohli, 1993).

The next section discusses how the salesperson can use the constructs of trust and

reliability to enhance and strengthen the B2B relationship.

2.6 Salesperson’s Role of Building B2B Relationships

Trust has been defined as the confidence that the customer has in the integrity and
reliability of the salesperson (Morgan and Hunt, 1994; Andaleeb, 1992). There 1s
also an understanding that the salesperson will not take unexpected actions that may

result in negative consequences (Anderson and Narus, 1990).

A client’s trust of a salesperson is developed through repeated interactions whereby
the customer observes the salesperson to be consistent, competent, honest, fair,
responsible and benevolent (Altman and Taylor, 1973). Therefore the salesperson’s
trustworthiness is viewed as being grounded in observable behaviours and specitic
actions: it is not just a latent trait of the individual. Exhibiting benevolence provides

an assurance of non-opportunisms. Benevolence involves a spirit of cooperation, not

cheating, and not withholding helpful action (John, 1984).
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Truthful communications enable relationship development in an Important way.
When salespersons are honest in their communications with customers, keeping their
promises, and avoiding false claims, then trust can grow within the relationship
(Plank, et al., 1999). By providing a customer with practical information and
recommending actions that enable the customer to be more profitable, sellers can
strengthen their position with that customer (O’Neal, 1989; Frazier and Summers,
1984). When salespersons engage in extraordinary activities such as making

sacrifices or taking risks on behalf of a customer, they demonstrate a credible

commitment to the customer and strengthen the relationship (Jap, 2001).

Trustworthy salespersons can greatly influence a customer’s perceptions of seller
reliability and service value and can also affect the customer’s interest in continuing
the relationship (Biong and Selnes, 1996). Highly trusted salespersons can preserve
customer commitment during difficult situations such as times when the seller’s
management practices seem contrary to the customer’s best interest (Schiller, 1992).
Customers that praise their individual salesperson also give high performance ratings
to the selling organisation (Lambert et al., 1997). The best circumstances occur when
the salesperson’s relationship with the customer enhances the relationship with the

seller and safeguards the trust through periods of uncertainty.

As the salesperson builds trust with the customer, the process of demonstrating
benevolence, engaging in honest communication and extraordinary efforts can clarity
and improve many aspects of the customer relationship. The customer gains a better
understanding of the seller’s intention, the degree to which a salesperson is

trustworthy, and the degree to which the salesperson considers the customer's

interest (Jap, 2001).

2.7 Role of Gift Giving

This section discusses how the act of providing a gift affects the B2B relationship.

The scope of this study will not include a detailed discussion of the ethical concerns

of giving gifts but raises issues surrounding the benefits bestowed by gift giving. The
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purpose of this section is to discuss how gift giving helps or hinders building B2B

relationships.

Within the B2B community gift giving is offered as a means to develop the
relationship between suppliers and their business customers. A properly timed and
appropriate gift is one of the best ways of conveying the important message that a
relationship matters (Davies, 1996). At the same time giving and receiving gifts and
benefits is cited as one of the most ethically problematic issues in supply

management, purchasing and sales (Fritzsche, 2005; Preuss, 2000: Cooper et al.,

1997, Kitson and Campbell, 1996).

There 1s a gap in the literature between the theory and practice regarding whether
business gifts should be used to generate sales or to initiate new business contacts
(Fisher, 2007). Some guidelines warn against associating gifts with future sales or
any other activity. Feder (1998) suggests the ideal situation is for the recipient to feel
good about the gift-giver but not feel an obligation to do anything. It is poor
business etiquette to present a gift with an expectation of an obligation (Freeman,
1996). If the objective of giving a gift 1s to create goodwill, then no obligation
should be attached, while if they are part of a sales promotion then there 1s an

association of future sales or similar obligation (Fan, 2000).

Gifts can be classified into two categories: personal gifts and corporate gitts.

Personal gifts are vendor gifts that directly benefit the individual while corporate
gifts directly benefit the organisation. An example of a corporate gift would be
vendor discounts, vendor sponsored training seminars (Dorsch and Kelley, 1994).
Corporate gifts are widely regarded as an effective means of strengthening corporate
relationships and creating goodwill (Fan, 2006). Lovelock et al. (1996) support this
premise by suggesting the gifts and incentives such as hospitality are presented to
existing and potential customers with the aims of promoting a company’s image and
building strong relationships. Personal gifts are described by Fisher (2007, p 99) as
being “provided to buyers and could take many forms which include promotional

items such as diaries, pens, key chains . . . through to bottles of wine, or spirits,
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meals, entertainment, tickets to sporting or cultural events, discounts, services, trips

and money”.

The oftering of gifts is not restricted to buyers (or purchasing agents). It also includes
people involved in supply management who will inevitably need to make judgments
about whether or not it would be ethical to accept a particular gift. In addition, since
the purchasing function is boundary-spanning and can influence the way a firm is
regarded, ethical behaviour in purchasing is especially important (Mellahi and Wood,
2003; Kitson and Campbell, 1996). Beltramini (2000) suggests that gift giving is
enhanced when the gift is consistent with ethical codes of the recipient’s organisation

and the gift should be deliberately (not accidently or globally) sent to each recipient.

Central to the evaluation of particular instances of providing gifts is the concept of a
conflict of interest. Contlict arises if a gift or benefit could lead the recipient to
sacrifice the interests of his or her employer for personal gain (Shaw and Barry,
2004; DeslJardins and McCall, 2000). Ferrel and Gresham (1985) argue that the sales
and purchasing functions may be under greater pressure than other areas to act
ethically. In supply chain management there is increasing emphasis being placed on
ethical issues; however, insufficient attention has been paid to the various partners 1n
the supply chain, specially purchasing and sales (Mellahi and Wood, 2003; Carter,
2000; Cooper et al., 1997). Some organisations have noted that giving and receiving
gifts “can be important and respectable ways of building and maintaining legitimate

business relationships” (Duke Energy, 2004 p 14).

Fisher (2007) suggests when accepting the gift or benefit could be seen by an
objective third party to comprise the decision making of the buyer, it is wrong to

accept it. Acceptance leads to a conflict of interest and judgment is comprised. In

addition, when the buyer accepts a gift he/she may not be acting solely in the best
interests of their company. In a relationship marketing context, there is another
factor to consider. If accepting the gift or benefit does result in a conflict of interest,
then the relationship between the two organisations 1s also compromised. This

conflicts with the principles of relationship marketing which 1s characterised by trust,
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commitment, collaboration, a long-term perspective and mutual benefit (Quester et

al., 2004; Gummesson, 2002; Gronroos, 2000).

2.8 Supplier Performance In Relational Exchanges

Fink et al. (2007) conducted research to determine whether both customers and

suppliers gain from relational exchanges. One of the study’s aims was to understand
what customer purchasing and production performance improvements were achieved
through closer supplier relationships. Relational exchanges occur when customers
and suppliers forge long-term cooperative relationships (Fink et al., 2007). Suppliers
who build relational relationships do so as part of their exchange and governance
strategy recognise that most of the economic exchanges are an integral context of
social relationships (Granovetter, 1985). Within a relational setting, inter-firm
relationships are characterised by a greater degree of exchange measurement and
specificity, increased mutual trust and obligation, the sharing of benefits and burdens

and a consistent awareness of shared interests (Kaufmann and Dant, 1992). Ritter

(2007) suggests using the term ‘partnership’ to identify close, relational, trusting

relationships built on joint efforts between the client and provider.

The result of Fink’s et al. (2007) research is startling. They state “customers are
using relational exchanges to achieve lower prices, planned price decreases and
lower administrative costs, but they are not rewarding their suppliers with increased
purchases, a greater share of their purchases, or future relationship commitments”
(Fink et al., 2007, p 37). This finding suggests that suppliers are only realising

reciprocal performance improvements if relational exchanges are linked to improving

customer production performance.

Fink’s et al. (2007) research suggest that suppliers be selective when targeting
customers for relational exchanges. The most appropriate customers to target would
have limited internal expertise while requiring complex and sophisticated
products/services. Suitable customers would have the greatest need for the supplier’s

products/services and knowledge capabilities designed to improve their production

performance. Suppliers targeting such opportunities “may also need to develop
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customer specific production improvement programmes with dedicated resources

and establish individual and organisational goals linked to customer production

improvements” (Fink et al., 2007 p. 37).

The above discussion has raised the issue that some customers may act in an

opportunistic fashion and refrain from developing a relational relationship. This

situation 1s worth noting since it will have an impact on this study and particularly

the fourth research objective.

2.9 Trends In B2B Service Relationships — High Involvement Relationships

The previous section discussed the significance and importance of relational
exchanges between the client and service provider. This section explores trends in

B2B service relations and reviews the inter-dependence shared between clients and

service providers.

Weitz and Bradford (1999) point out that retaining customers through close, long-
term, cooperative relationships can impart a competitive advantage to the supplier.
They also add that recently there is a trend of customers dramatically decreasing their
number of suppliers. Suppliers who fail to sustain strong relationships with their
customers will be the ones eliminated during this streamlining process. While service
providers understand the importance of improving customer retention it 1s a fact that
customers still switch (Yanamandram and White, 2006). A way of building customer
relations is to understand why buyers leave their service providers (Johnston et al.,
2001). Jones et al. (2000) suggest obtaining information about switching experiences
and switching costs represent an important avenue for better understanding and

predicting customer retention which fully supports the aim and objectives of this

thesis.

A significant development in the manufacturing sector has been Supplier Controlled

Inventory. This strategy gives the supplier the responsibility to manage their

customers’ inventory levels (Frazier et al., 1988). A benefit of this controlled

inventory is that it allows the manufacturer to reduce the lead time for required
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materials while sustaining production rates (Srinvas and Rao, 2007). These channel
management principles are necessary to compete successfully and to achieve
maximum coordination among distributors within the integrated supply network

(Frazier, 1999). Procurement and inventory control issues with vendors has been

replaced with developing relationships with suppliers over long periods (Ford et al.,
2003).

There has been a movement from ‘the more suppliers the better’ toward a high-
involvement provider-buyer relationship with very few suppliers. Ford et al. (2003)
described the level of involvement with supplier relationships as either low-
involvement or high involvement. They state the meaning of involvement centers

around a customer’'s dependency and relationship with their suppliers. Table 2.2

listed below compares the low and high involvement supplier relationship factors.
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Table 2.2 Type of Supplier Relationships
Source: adapted from Ford et al. (2003, p 101)
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Low-Involvement
relationship

availability of supplies and reduce transaction uncertainty

Inexpensive to operate because the relationship costs are low

(“arm’s length”) | use a number of alternative suppliers simultaneously

Prevents being locked-in to a few suppliers

High Involvement | Customer increasingly relies on the resources of their

Relationship outside suppliers; customer activities must be coordinated
with those of the supplier

This coordination requires companies to adapt some of their
activities and invest dedicated resources in the relationship;
customer does not attempt to optimise prices

Customer aims to improve their operation in the long term
by using its suppliers’ resources more effectively

Both parties try to reduce total costs of the relationship
by effective adaptations by both companies

Relationship gains attained through substantial co-ordination, 5
adaptation and interaction _

The significance of a high involvement relationship is the interdependencies that are

formed which include:
1. The parties are operating together with non-standardised solutions and
customer-specific adaptations
2. It is not possible for a customer to switch suppliers frequently. The rationale 1s
that increased involvement only makes sense when the increased relationship

costs are more than offset by relationship benefits. This key trend signifies that
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when the service provider is involved and providing customised solutions, the

customers are less likely to switch to a competitor.

Ploetner and Ehret (2006) argue that there are several forces driving customers and
suppliers to intensified levels of collaboration, which eventually lead to a vertical
partnership. Ploetner and Ehret (2006, p 5) state “in general, the high level of
coordination implied by modern intense competitive markets has induced industrial

customers to reduce their supplier base”. In other words there is an intense

collaboration and cooperation between the parties such as joint research and

development projects or business development. In a growing range of industries,

innovation activities, once considered as pure core activities of a company are now

being outsourced (Engardio and Einhorn, 2005; Quinn, 2000). Performance and

time-to-market considerations have led companies to reside on collaboration with

partners, in contrast to in-house development or vertical integration (Ploetner and

Ehret, 2006).

The next section will discuss the strategy of B2B customers reducing their number of
service providers. The formation of long-term supplier relationships founded on

mutual goals has surpassed the former arms-length relationships with service

providers.

2.9.1 Reducing the number of Service Providers

Reduction of the supplier base, while maintaining cooperative relationships with a
handful of quality suppliers has become a characteristic of today’s buyer-seller

relationships (Helper, 1991). This practice of supplier reduction has led researchers

in documenting the following potential benefits:

e fewer suppliers to contact in the case of orders given on short notice
e increased economies of scale based on order volume and the learning curve

e reduced lead times because of dedicated capacity and work-1n-process

inventory from the suppliers

e improved buyer-supplier product design relationship
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* 1mproved trust because of communication
* 1mproved dyadic reliability and performance

(Shin et al., 2000; De Toni and Nassimbeni, 1999: LLammin, 1993: Trelevan, 1987:
Hahn et al., 1986)

Ihe potential benefits discussed above are attributed to the fact that suppliers are

assessed for their capability to help in new product development, technological

capabilities and ability to contribute to the competitive advantage of the buyer firm
(Monczka et al., 1995). Reduction of suppliers based on the above discussion assists

the buying firm to develop long-term cooperative relationships with the remaining

competent suppliers (Goffin et al., 1997).

Related to supply base reduction is the outsourcing of company’s non-core activities
(Stuart and McCutcheon, 2000). Outsourcing is described as ‘putting out’ of non-
core 1nternal processes (Harland, 1996b) and is directly related to the ‘make or buy’
decision.  Organisations are more commonly turning to outsourcing and have '
concentrated on their core businesses while the need to gain a competitive edge on

the supply side has increased substantially (Leenders et al., 1994).

The strategy of relying on fewer service providers is exemplified by Sony
Corporation and Sun Corporation, multinational electronics and LT. firms
respectfully. In 2003 Sony reduced the number of suppliers for components and raw
materials from 4,700 to 1,000 (Ulaga and Eggert, 2006). Sun Corporation has
developed an ‘open kimono’ approach to suppliers who became involved early in
their new product development. Quoting Sun’s vice-president for purchasing, “it’s
totally changed from the old days when you didn’t want suppliers to know too much.

Now it’s the opposite. They (suppliers) know as much of our business as we do.

That’s how you maximise their value-added” (Carbone 2002, p 35).

Monczka et al. (1998) supports the above premise and suggest throughout the 1990°s

many companies began to continually reduce their number of suppliers. In the late

1990’s. 40% of Lucent Technologies’ company-wide purchase volume was with
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2,000 suppliers whereas today Lucent relies on only 60 suppliers for 80 percent of its

total purchases (Carbone, 2002). Reese, (2000. p 108) states, “that over the last

several years almost half of the companies surveyed have reduced their supply base

by 20 percent, another 15 percent have reduced their supply base between 20 and 60
percent, and tully three-quarters of buying firms now commit 80 percent of their total
purchase dollars to fewer than 100 suppliers”. This tendency for a reduced list of
suppliers removes potential costs for duplication of efforts and allows for leading-
edge supply management practices such as supplier involvement during product

development, collaborative planning, and cooperative quality and cost-reduction
initiatives (Trent, 2004).

One unintended effect of relying on fewer suppliers is an increase in supplier-
switching costs. As buyers reduce their suppliers for critical requirements, utilise
global suppliers to satisfy their worldwide operating needs and place their remaining
suppliers on long-term agreements, there is very little flexibility to begin searching
for new suppliers (Trent, 2004). The argument being, it is more advantageous to form
strong, mutual buyer-supplier relationships. However this co-dependence comes with
extreme switching costs in the event that one of the parties fails to perform to
expectations. This may lead to the procurement strategy where buyers shop around
for suppliers when the item is not essential and there are low switching costs. For
critical, imperative and/or unique items, buyers should take a cooperative approach

and aim to become their supplier’s customer of choice (Goodman and Dion, 2001).

2.9.2 Establishing Long-term Supplier Relationships

Another key result of supply base optimization is the establishment of longer-term
supplier relationships (Monczka et al., 1998). Longer relationships are founded on a
‘win-win’ premise with a core group of suppliers and can lead to a stronger

sustainable competitive advantage than those based on a bid-buy process (Hoyt and

Hug, 2000). In order to select few valuable suppliers and establish long-term
relationships with them, companies are now using a formal evaluation of supplier

performance using established standards and procedures (Maloni and Benton, 1997).
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Long-term relationship is an extended cooperative agreement between two or more
Independent firms that engage in business activities for mutual economic gains

(Smith et al., 1995). A threshold of interaction occurs between firms when there is

cooperation and long-term contracts have been established (Spekman et al., 1998:

Helper and Sako, 1995). In extended relationships dyadic partners expect the

relationship to continue for considerable amount of time, share pertinent information
and rely on each other, and are willing to extend the relationship into the future (Shin
et al., 2000; Landeros and Monczka, 1989). Paulraj and Chen (2003, p. 13) state that
“long term relationships led to higher levels of confidence. eliminate opportunistic

behaviour and help in building the level of trust and commitment between the

partners’.

An additional trend in the B2B service sectors is for the buyer and seller to share
market research and innovation resources (Moorman et al., 1992). It has become

Increasingly more difficult for a company to advance their own R+D separately and
there 1s now a trend of dependence on the developmental resources of their suppliers

(Wynstra 1998). This means the internal R+D activities of the customer need to be

coordinated with those of its suppliers. The argument being, the buyer-provider
relationship has matured beyond simply providing a product or service. This trend of
sharing R+D activities between the buyer and service provider has become a critical
co-dependence that 1s necessary to advance both parties levels of technology and

innovation (Moon and Bonney, 2007).

The next section discusses buyer attentiveness which arises when the customer

focuses all of their efforts and purchases toward a single supplier to the exclusion of

other available suppliers.

2.9.3 Buyer Attentiveness

Buyer attentiveness is the degree to which a firm’s attention is directed toward a
specific supplier to the exclusion of other suppliers (Bonner and Calantone, 2004).
Buyer attentiveness is especially important in B2B sectors where products are

critically important to the buyer’s operation. B2B customers spend considerable time,
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effort and resources in making purchase, maintenance, and service decisions

concerning these products (Weiss and Heide, 1993).

Bonner and Calantone (2004) take the position that buyer attentiveness arises from
buyer beliets about the supplier formed over repeated relational interactions. These
beliefs focus the buyer’s attention on the supplier, and encourage buyers to undertake
favourable purchase behaviours. Buyer behaviours, such as purchasing products

frequently and 1n high volume and taking the steps to keep purchasing costs low, are

valuable to manufacturing firms (Gassenheimer et al., 1995).

The literature on buying relationships has included several dimensions of dyadic
factors such as dependence, switching costs, and relationalism (Heide and John, 1993;
Morgan and Hunt, 1994). Bonner and Calantone’s (2004) research examined the
attentiveness as an outcome of relationalism, and examined how attention is directed
to the focal supplier to the exclusion of other suppliers. Bonner and Calantone (2004)

identified the following customer purchase behaviours as actions that strengthen

buyer attentiveness:

ordering significant amount of product from suppliers

purchasing products at a steady and frequent rate
when customers put effort into planning and coordinating the purchase
process with the supplier to assure fast and efficient fulfilment of services

O O OO

The above actions led to a more profitable exchange, generally more protitable

customers and generate economic opportunities of scale and experience for the

supplier (Gassenheimer et al., 1995). Bonner and Calantone (2004) also argue that
favourable buyer purchase behaviour is driven more by buyer attentiveness than
either the degree of dependence the buyer has on the manufacturer or the length of the
relationship. They suggest that marketing efforts provide an alternative perspective to
the relationship literature which places emphasis on dependence and retention as key
determinants of profitable, loyal customers (Blattberg et al., 2001; Blattberg and
Deighton, 1996). Bonner and Calantone’s (2004) results are more in line with those
found in member-association relationships. This 1s supported by Gruen et al. (2000)

who found that members who only exhibited psychological bonds were more likely to
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be 1nvolved in activities than were members who only exhibited commitment based
on the cost of leaving the relationship. Bonner and Calantone (2004) take a similar
position in saying that attentive buyers are more willing to engage in activities to
increase the profitability of the supplier than are less attentive buyers. The
significance of this section is the role buyer attentiveness can play in strengthening a

B2B relationship 1in conjunction with lessening the chances of customer switching.

2.10 Chapter Summary

This chapter has focused on several key factors affecting the B2B services sector.
These significant factors included the characteristics of the service sector and the
importance of B2B relationships. A variety of B2B buying process models were
presented along with a discussion about current trends in the service sector. The trend
of having the salesperson being more responsible for strengthening the buyer-seller
relationship was also discussed. Additional issues reviewed were the reduction in the

quantity of service providers being used by customers and buyer attentiveness.

The next chapter discusses the key attributes and constructs that affect the B2B

relationship — the constructs of trust, commitment, loyalty and risk.
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Chapter 3 Attributes and Constructs that effect B2B Services
relationships: trust, commitment, loyalty, and risk

“Supplier relationships represent one of the most important assets
the company can make use of” (Gadde and Snehota, 2000, p. 307)

3.1 Introduction

The critical constructs that are found within B2B relationships consisting of trust,
commitment, loyalty and risk are discussed in this chapter. These constructs
are essential elements of relationships and when one of the constructs is weakened or
missing the relationship is severely destabilized and may cause a client to switch.

The research of these constructs is vital to this study since they directly relate to

forming and sustaining B2B relationships.

Garbarino and Johnson (1999) suggest clients’ purchases of B2B services is guided
by cognitive decisions involving customer satisfaction, perceived quality, perceived
value, trust and commitment. Along with these factors, the customers’ knowledge
and experiences with particular service providers guide future purchase decisions. In
the past, one of the key determinants for predicting repeat purchases has been overall
customer satisfaction. Recently the shifting emphasis to relational marketing has
broadened the list of factors that predict future intentions to Incorporate new

constructs such as trust (Moorman et al., 1993) and commitment (Gundlach et al.,

1993; Dwyer et. al., 1987).

The next section will discuss the attributes that strengthen B2B relationships. These

attributes include flexibility, shared commitment, mutual trust and relationalism.

3.2 Attributes of B2B Relationship Strength

Trust is perceived in the marketing literature as a significant, if not pivotal, aspect of

business relationships (Mouzas et al., 2007). Such relationships have been defined by
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their relational nature, including the norms of bilateral governance, mutual trust,

long-term orientation, and shared goals (Gundlach and Murphy, 1993: Dwyer et al.,
1987; MacNeil, 1980). Ardnt (1979) emphasises aspects of the relationship such as
high interdependencies and highlights the need for relational behaviours, specifically

reciprocity, cooperation (Parkhe, 1993) and promise keeping (Gronroos, 1990). Hogg
(1996, p 71) states, “by entering into a relationship the buyer and seller provide each
other with mutual support and gain assurance that the correct decisions have been

taken. This reduces the post purchase dissonance in high risk or difficult to assess

decisions and act as a further risk reduction factor”.

There are significant differences between the types and structure of business
relationships. The literature suggests several key factors that account for the
differences including contractual nature, organisation size and structure, and the
reasons for forming the relationship (Cravens and Piercy, 1995; Gundlach and
Murphy, 1993). An additional example would be due to the extensiveness of the
inter-organisational interface between the two firms. This could extend from the
gambit of involving a single employee to involving the entire firm in the interface. In
addition the inter-organisational unit may contain a variety of horizontal and vertical
linkages among partners. Relational partners may come from firms within a single
industry or firms comprising the entire value chain between manufacturers, service

providers, suppliers and customers (Cravens and Piercy, 1995; Mohr and Spekman,

1994).

The business relationship may be structured contractually, as in franchise
agreements, or based on more flexible evergreen agreements (Gundlach and Murphy,
1993: MacNeil, 1980). In addition the motivation to form a business relationship,
especially as they relate to the temporal expectations of the interaction, differentiates
between business relationships. Hamilton and Singh (1991) suggest that relationships
created to solve a specific problem or take advantage of a short-term opportunity

appear to be more transactional from those whose nature is more long term.
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In a market-place driven by learning and innovation, all else equal, one condition for
successful business performance is likely to be the firm’s willingness to modify its
existing relationships with trading partners in order to realise the full benefit of
changing knowledge and capabilities (Conner and Prahalad, 1996: Badaracoo, 1991).
The flexibility with which the buyer—seller relationships are governed has been
proposed to be an important antecedent to the productivity of knowledge, particularly
In the iInnovative, knowledge intensive industries (e.g. computer software
development). Flexibility is being described as the willingness of the parties in a

trading relationship to adapt, change or adjust to new knowledge without resorting to

a series of new contracts and renegotiations (Grant, 1996; Volberda, 1996).

Within an mnovative knowledge-intensive industry, the stock of knowledge within
the firm may not be sutficient to attain competitive advantage. In this context, critical
knowledge resources must cross firm boundaries. In this vibrant atmosphere, value
creation may depend on the integration of knowledge from multiple contributors
(Nonaka, 1994) and the best sources may be outside the organisation (Doz and
Hamel, 1998). Grant (1996, p 383) supports this premise suggesting a firm that
operates in such an environment 1s more likely to generate economic rent 1f it can
integrate its stock of knowledge with that of external parties and if the firm can

distribute the cost of its knowledge-based resources across to multiple organisations

(Kessler and Chakrabarit, 1996).

In summary, the above discussion states that for some fast-paced, knowledge-
intensive B2B organisations to be successful it is best to have flexible buyer-seller
relationships along with the ability to share critical information. These principles are
supported by Dyer and Singh (1998) who suggest inter-firm resources and routines
become increasingly important to understand competitive advantage. Conner and
Prahalad (1996, p 486) call these principles the “flexibility effect”, to account for the
magnitude of transfer barriers that arise from the negotiation costs, delays, and

compromises associated with the dynamics of exchanging knowledge substitution.
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In addition to the structural differences of business relationships there are

behavioural differences in the character of these relationships. Researchers have

suggested that organic processes might be more beneficial criteria of fo