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ABSTRACT. This paper addresses two key questions on how supplier
firms can belter manage industrial buyers to create higher loyally. The
first involves whether to focus on relationship quality or exchange satis-
faction. This dual route model towards enhancing loyalty in essence is
concerned with comparing the relative strengths of the effect from rela-
tionship quality to loyalty and from exchange satisfaction to loyalty. The
second point of interest pertains to whether the effects from relationship
quality and exchange satisfaction to loyalty are moderated by envi-
ronmental conditions such as switching barriers and viable alterna-
tives. Using data on business customers' ratings of a major information
technology provider, we find that the effect of exchange satisfaction on
loyalty is significanlly greater than the effect of relationship quality on
loyalty. We also find that the impact of exchange satisfaction on loyally
is less sensitive and more stable across different levels of switching bar-
riers and viable alternatives. Conversely, the effect of relationship qual-
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ity on loyalty is more pronounced to such moderating variables in that
the effect of relationship quality on loyalty was greater when switching
barriers were low and many viable alternatives existed. Implications for
marketing theory and practice are discussed. [Article copies available for
a fee from The Ha worth Document Delivery Service: 1-800-HAWORTH. E-mail
address: <docdeUveiy@haworthpress.com> Website: <http://www.HaworthPress.
com> © 2005 by The Haworth Press, Inc. All rights reserved.]
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INTRODUCTION

Building enduring relationships in channel partnerships has been a mantra
of modern marketing theory and practice (Frazier 1999). The importance of
relationships in many industries such as the high-technology industry is of ut-
most importance considering the high degree of product turnover, acceleration
of new introductions, and threats posed by the growing number of new en-
trants with the next killer application. In order to fend off these difficult chal-
lenges and retain existing customers, suppliers and vendors are focusing more
attention on building lasting relationships with customers to be the sole sup-
plier by providing increasing levels of services and forming strategic partner-
ships (Dusters, Kok, and Vaadrager 1999). Consequently, vendors who do not
effectively manage their customer relationships are strong candidates for re-
moval from the supplier's lists.

The literature is rich with analysis of the dynamics of business relationships
(Anderson, Hakansson and Johanson 1994), its formation (Anderson and
Narus 1984, 1990), power dependence (Anderson and Weitz 1989, 1992;
Frasier and Summers 1986; Frasier and Antia 1995; Kumar, Scheer, and
Steenkamp 1995), and conflict resolution (Alter 1990; Rosenberg and Stern
1971; Stern, Sternthal, and Craig 1973). While it is generally established that
high relationship quality is associated with customer retention and loyalty,
prior studies have not firmly established the durability of such links under var-
ious market conditions. Clearly, building and maintaining quality relationship
with customers is a noble endeavour. However, relationship building initia-
tives are often costly and may not be necessary or a sound business practice if
generally and broadly applied (Han, Wilson, and Dant 1993). Furthermore, re-
lationships, once commenced, do not always endure despite quality delivery
(Young and Denize 1995). It may well be that there are certain environmental



Seigyoung Auh and Chuan-Fong Shih 75

circumstances under which having high quality relationships with business
customers may payoff in the form of high customer loyalty, while in others ef-
forts at relationship building may not have its desired effects.

Aside from establishing lasting quality relationships with customers, sup-
pliers may retain existing customers by providing higher exchange satisfac-
tion. That is, suppliers may strive to satisfy their customers regarding the
nature of exchange by impressing upon the customers that they are providing
low prices, quality products, and good customer support (Anderson and
Sullivan 1993). While most prior research on the linkage between satisfaction
and customer loyalty are conducted in a business-to-consumer context, the
findings can be generalized and applicable to a business-to-business market-
ing as well.

Although exchange satisfaction and relationship quality are sometimes cor-
related in empirical studies, they are conceptually independent such that a cus-
tomer may be satisfied with the value of exchange with their supplier, but feel
so without any relational bond. This raises an intriguing question of which ef-
fect is relatively more important when suppliers are trying to keep their cus-
tomers loyal? In this paper, we argue that exchange satisfaction is the stronger
of the two in maintaining customer loyalty and that relationship quality plays a
supplemental role. In addition, our empirical results will show that while the
effect of relationship quality on customer loyalty will vary depending on envi-
ronmental conditions, particularly the level of switching barriers and avail-
ability of alternative suppliers, exchange satisfaction's impact on customer
loyalty is less sensitive to such conditions.

Lastly, it has been suggested that much empirical research contributing to
the body of channel knowledge has been conducted from the point of view of
sellers or suppliers and additional perspectives are needed to round out our un-
derstanding of channel relationships (Wathne, Biong, and Heide 2001). In
contrast, our work addresses channel relationships from the perspective of
customers by surveying customers of a major information technology pro-
vider. While the sample of our study is drawn from the technology sector, the
conceptual model we developed can be generalized and we believe the find-
ings are applicable to other industries as well.

CONCEPTUAL MODEL

Our basic conceptual model has two major constructs, relationship quality,
which is determined by the degree of customer orientation exhibited by the
supplier and overall exchange satisfaction, which incorporates how satisfied
customers are with their suppliers regarding price, product, and support attrib-
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utes. Consistent with prior literature, we further posit that the relationship
quality between suppliers and customers and the exchange satisfaction cus-
tomers have with their suppliers jointly influence the degree of customer loy-
alty (De Wulf et al. 2001; Ping 1993; Crosby et al. 1990). In addition,
customer loyalty can affect customer's expected share of future purchases
from the supplier. We also propose that the effects of relationship quality and
exchange satisfaction maybe moderated by environmental conditions. Two
such conditions are examined here, level of barriers customers face when
switching suppliers and the availability of alternative suppliers. Figure 1 de-
picts our conceptual model and below we discuss the relative effects of rela-
tionship quality and exchange satisfaction on customer loyalty.

Relationship Quality

Relationship quality is an overall assessment of the strength of a relation-
ship. Previous research conceptualizes relationship quality as a higher-order
construct consisting of several distinct, but related, dimensions (Dorsch,
Swanson, and Kelly 1998; Kumar, Scheer, and Steenkamp 1995). Although
there is no consensus as to what dimensions make up relationship quality,
considerable overlap exists in the various conceptualizations. Discussions of
relationship quality often centers on three primary dimensions: trust with ex-
change partners, satisfaction with exchange partners, and commitment to an
ongoing relationship (Dwyer, Schurr, and Oh 1987; Dorsch et al. 1998). In-
stead, in this paper, we treat relationship quality al a more abstract level as op-
pose to its specific dimensions. We did so because although the various forms
of attitudes that are combined to makeup relationship quality are conceptually
distinct, consumers have difficulty making fine distinctions between them and

FIGURE 1. Conceptual Model
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tend to lump them together (De Wulfet al. 2001). Our approach here treats re-
lationship quality as customer's perception of the strength of relationship they
have with their vendors that are formed after a period of communication and
interactions.

In our conceptualization, relationship quality captures the strength of so-
cially embedded interpersonal and interorganizational associations in an af-
fective sense. A prominent antecedent to the relationship quality customers
perceive they have with their suppliers is the degree to which they perceive
suppliers exhibit customer orientation. Customer orientation is the behavior in
which salespersons assist customers in making purchase decisions that will
satisfy long-term wants and needs (Michaels and Day 1985; Saxe and Weitz
1992; Siguaw, Brown, and Widing 1994). Unlike market orientation (Kohli
and Jaworski 1990; Jaworski and Kohli 1993), defined as the set of activities
and behaviors implemented to reflect the extent to which the marketing con-
cept has been adopted as a business philosophy, customer orientation is specif-
ically targeted at the customer. Narver and Slater (1990) suggested that
customer orientation is but only one of the components of market orientation,
the others being competitor orientation and interfunctional coordination. To
the customers, the dominant interface of concern is the customer orientation of
the firm. This is because customer orientation has an immediate impact on the
customers and therefore greater importance in relationship management. For
example, customers often expect vendors to meet their unique needs irrespec-
tive of vendors' environmental concerns. But at times the competitor orienta-
tion of the firm may dictate a cost saving strategy in response to similar
changes in the industry and thus customer orientation of the sales department
can come in direct conflict with the overall strategy of the firm (Siguaw et al.
1994). Therefore, we argue here that since customers are more interested in
vendor strategy that has a direct impact on them, it is customer orientation and
not market orientation that influences their perception of relationship quality.

The economic sociology literature suggests that within an exchange rela-
tionship, a party derives utility from the products and services exchanged as
well as from the interpersonal relationships (Wathne et al. 2001; Frenzen and
Davis 1990). Thus, to the extent that suppliers make investments and efforts to
show care and benevolence towards their customers, it fosters the creation of
psychological bonds that are foundations for strong relationships (De Wulf et
al. 2001; Crosby et al. 1990). When customers perceive that vendors are exert-
ing efforts to meet their needs, they often reciprocate in kind with good will.
Bagozzi (1995) argued that according to the principle of reciprocity, people
should return good for good in proportion to what they receive, therefore the
higher the vendor's effort to adopt customer orientation in their exchange with
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customers, the more favorably customers view the vendor in their exchange
relationship.

Models that theorize customer retention and loyalty as a behavioral out-
come have strong precedence in relationship studies (Henning-Thurau and
Klee 1997; Bolton 1998). This is because customers who are committed to a
relationship, as exhibited in a high level of relationship quality, might have a
greater propensity to act because of their need to remain consistent with their
commitment. In a sense, customers are bound by their commitment to return to
the same vendor or risk deterioration of the relationship, which may result in
elimination of benefits such as credits, preferential pricing, and services. Ac-
cordingly, we build on the existing literature and suggest that the higher the
level of relationship quality, the higher the likelihood of retaining customers.

The above discussion leads us to the following two hypotheses:

H1: The higher the level of customer orientation that a customer perceives
a supplier to practice in its selling efforts, the higher the level of rela-
tionship quality it has with the supplier.

H2: The higher the perception of relationship quality a customer has with
its supplier, the higher the loyalty towards the supplier.

Exchange Satisfaction

We conceptualize exchange satisfaction as the satisfaction customers have
with the core processes of the exchange with their supplier. For example, cus-
tomers' evaluation of suppliers on the ability to deliver lowest price, de-
fect-free products, and superior technical support are elements contributing to
exchange satisfaction. Unlike relationship quality, which is an affect laden
judgment of the supplier's intangible attributes, exchange satisfaction is a
value based evaluation that centers on tangible attributes of the exchange. As
such, when purchasing managers consider their exchange satisfaction with a
supplier, it may require objective criteria that are more cognitive in nature.

Similar to high relationship quality, satisfaction with products and prices
has been shown to result in continued customer patronage (Wathne et al. 2001;
Anderson and Sullivan 1993) and negatively associated with customer exits
(Ping 1993). Although customer's exchange satisfaction is typically related to
customer loyalty some empirical evidence suggests that satisfied customers
sometimes do switch suppliers (Oliver 1999). However, we contend that over-
all, satisfied customers are more likely to remain loyal than dissatisfied cus-
tomers and that customers who are satisfied with the exchange are more likely
to repeat purchase from the same vendor instead of risking potential dissatis-
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faction from another vendor. In the absence of incentives to abandon existing
suppliers, satisfied customers will gravitate towards known suppliers instead
of taking a risk with an unproven supplier. Dissatisfied customers, on the other
hand, will find it in their best interest to seek alternatives.

Although the two constructs, relationship quality and exchange satisfac-
tion, have similar effects, they are conceptually independent in that suppliers
may be able to achieve exchange satisfaction without establishing relation-
ships with their customers. This raises an interesting question of which effect
then is more dominant in retaining existing customers. There are significant
strategic implications to answering this question. Suppliers that overestimate
the strength of their relationship quality with customers and its effect on cus-
tomer loyalty may be vulnerable to competitive marketing programs. Further-
more, suppliers that over-rely on relationships may misallocate resources
from developing marketing programs of lowering prices, building better and
more diverse products, and providing enhanced technical supports and as a re-
sult lose customers in the long run, especially if the customers do not take a
long-term perspective of relationships.

In general, it can be argued that business customers and purchasing manag-
ers are rational economic actors. Because purchasing managers' incentive sys-
tem is typically contingent on meeting certain tangible goals such as securing
lower prices and better quality input materials, it is in their best interest to seek
suppliers that may provide the highest level of exchange satisfaction to maxi-
mize their compensation. Therefore, choosing suppliers that provide higher
exchange satisfaction but lower quality relationship over suppliers with higher
quality relationship but inadequate delivery of similar level of exchange satis-
faction may make sense from a purchasing manager's perspective. In addition,
the effect of relationship quality on firm performance is less tangible and long
term in nature. In contrast, exchange satisfaction is easily observable in the
short run and has measurable impact. From a cognitive psychological view-
point, a purchasing managers' decision to either stay with a particular supplier
or switch is more biased towards what is short term and discernible as opposed
to long term and less observable (Doney and Cannon 1997). Furthermore, sup-
pliers that can consistently provide exceptional exchange satisfaction are less
prone to downswings in any relationships that eventually arise due to unpre-
dictable changes. For example, if a particular purchasing manager has a strong
interpersonal relationship with a particular salesperson, the relationship may
be in jeopardy if the purchasing manger or salesperson changes jobs. There-
fore, consistently providing high exchange satisfaction then becomes "insur-
ance" for the supplier to prevent customer defection, and its effect can be more
steady and predictable than relationship quality.

We summarize the above discussion in the following hypotheses:
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H3: Higher satisfaction with a supplier's price, product, and support re-
sults in higher exchange satisfaction with the supplier.

H4: Higher exchange satisfaction results in higher customer loyalty.

H5: The effect of exchange satisfaction on customer loyalty is stronger
than the effect of relationship quality on customer loyalty.

To complete our base model, we propose that higher levels of customer loy-
alty developed as a result of higher customer satisfaction and relationship
quality may encourage customers to reward vendors with a higher proportion
of their purchases. Such a move may signal a higher degree of commitment on
the part of the customer in the relationship and may provide additional cost
savings because they purchase higher volumes. For buyers in high-technology
industries, consolidating suppliers by reallocating purchases to a few key ven-
dors are advantages because there are fewer problems with technology incom-
patibilities. It is more likely that the suppliers receiving the consolidation
benefits will be the ones that the buyer has a quality relationship with and is
loyal to. Thus we propose the following hypothesis:

H6: Higher customer loyalty results in higher expected share of purchases
from the same vendor.

Moderating Effects of Switching Barriers and Viable Alternatives

Switching barriers represent factors, which make it more difficult or costly
for customers to change from an existing to a new supplier. Prior studies have
extensively studied switching barriers in relation to repeat purchase intentions
in a consumer marketing context (e.g., Ping 1993; Jones, Motherbaugh, and
Beatty 2000) but is an area that is under-studied in channel management.
Switching barriers are a significant issue in business-to-business relation-
ships. Searching for new vendors requires enormous time and effort on the
part of the buyer and with each new vendor the buyer also assumes risk in-
volved in the quality of supply and consistency in delivery, all of which can
impose a significant financial and operational burden. Companies often have
substantial investments in a particular input process or technology that makes
it unfeasible to switch vendors (Weiss and Heide 1993). For example, a com-
pany that has adopted a certain server software as part of its operational input
may not easily switch to another software because data migration and em-
ployee retraining costs can be too substantial to be justified.

The effect of relationship quality on customer loyalty is contingent on the
level of switching barriers that customers face (Oliver 1999; Jones et al. 2000).
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When switching barriers are high, the effect of relationship quality on cus-
tomer loyalty diminishes. Economic models of buyer behavior generally posit
that customers weigh both the costs and benefits of a particular decision. One
implication is that as perceived switching barriers increase, the cost of switch-
ing should eventually outweigh the perceived benefits of switching (Jones et
al. 2000). Essentially, switching cost shifts the balance of channel power to the
provider such that even dissatisfied customers will still exhibit some loyalty
behavior (Butaney and Wortzel 1988). Thus, the role relationship quality
plays in maintaining customer loyalty decreases in light of other factors that
hold customers to the same vendor (cf. Wathne, Biong, and Heide 2001).

In situations where switching barriers are low, we should expect a stronger
association between relationship quality and customer loyalty. This is because
customers can replace vendors at minimal cost at anytime during the exchange
relationship. What holds customers to a particular vendor then is the quality of
relationship developed over time that can smooth out short-term variations in
satisfaction or threat of alternative suppliers. In other words, customers are
more likely to give a vendor a second chance if customers perceive that there
exists a quality relationship and that they are committed to each other in an on-
going exchange. However, we suspect that if low relationship quality or cus-
tomer dissatisfaction is persistent, it may turn customers to seek alternatives in
the long run.

Unlike switching barriers, which deal with the cost and effort of switching
suppliers, the number of viable alternatives deals with suppliers that are avail-
able to customers. Conceptually, these are two distinct concepts in that a firm
may have many alternatives to turn to yet at the same time be faced with a sig-
nificant amount of switching barriers. For example, many alternatives can ex-
ist in the market, but due to compatibility and learning cost issues involved,
disassociating a firm's infrastructure to a once committed supplier may not
come without considerable costs.

Although conceptually distinct, the moderating effect of viable alternatives
on the association between relationship quality and customer loyalty is similar
to that of switching barriers. The fewer the alternatives customers have to
choose from, irrespective of the variation in the perceived relationship quality,
the more difficult it would be for customers to switch to an alternative sup-
plier. However, if the number of suppliers is abundant, then relationship qual-
ity plays an important factor in preventing switching behavior because it can
effectively bind customers to the existing relationship.

While we hypothesize that switching barriers and the number of viable al-
ternatives moderate the effect of relationship quality on customer loyalty, we
suspect that such moderation will be less pronounced for the effects of ex-
change satisfaction on customer loyalty. This is because customers are look-
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ing for the best deal they can find. When they are not satisfied with the value of
the exchange partnership, they are more likely to switch to another supplier
that can potentially meet their expectations (Ping 1993). Irrespective of
switching barriers and number of alternatives, business customers' tendency
is to gravitate towards suppliers with the best value proposition, and this could
be attributed to the incentive systems for purchasing managers that rewards
them for their performance. This is not to say that switching barriers and the
number of alternatives have no effect on exchange satisfaction's effect on loy-
alty, but we suspect that the moderation effect is less pronounced than is the
case of relationship quality. We therefore hypothesize:

H7a: While the effect of exchange satisfaction on customer loyalty will be
invariant under low and high switching barriers, the effect of relation-
ship quality on customer loyalty will be greater under low switching
barriers than high switching barriers.

H7b: While the effect of exchange satisfaction on customer loyalty will be
invariant under many and few viable alternatives, the effect of rela-
tionship quality on customer loyalty will be greater under many via-
ble alternatives than few viable alternatives.

METHODOLOGY

Data

The data used for the study comes from clients for a major information
technology provider. The name and exact nature of the firm is disguised here
for confidentiality reasons. The personnel in charge of information technology
management and acquisition responded to the survey over a telephone inter-
view. Approximately 67% of the interview respondents' primary job function
in their organization was to oversee the installation, maintenance, manage-
ment, and support of their information technology systems. The other 33% of
the interview respondents' major role in the organization was creating infor-
mation strategies and making IT business or policy decisions. Therefore the
sample consisted of personnel whose key duties were either IT support
(two-thirds) or strategy development and implementation (one-third). Also,
half of the respondents were in charge of having some type of influence over
IT decisions for more than 150 PCs. More than half of the respondents worked
for organizations that had 6 or more IT personnel. Approximately 450 usable
responses were obtained from the interview.
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Measures

We had a mix of multiple items and single item constructs for our model.
Looking back at Figure 1, we calculated an index called exchange value by tak-
ing the average of three questions that were deemed important in delivering ex-
change value. These three items pertained to customers' perceptions of overall
pricing, product quality, and performance of technical service and support. We
believe that these three items are more formative than reflective in nature in de-
termining exchange value (Diamantopoulos and Winklhofer 2001). Some vari-
ables used in our analysis, namely exchange satisfaction, relationship quality,
expected purchase share, and viable alternatives, were measured by a single
global item that captured the underlying dimension of interest. Although it is
usually preferable to measure all variables with multiple item measures, the
practical time constraint of telephone surveys makes this unfeasible. Therefore,
for variables in which our interests are global or objective in nature, we used sin-
gle items while all other variables were measured with multiple items.1

With regard to customer loyalty, it was measured following the behavioral
intention measures of Parasuraman, Berry, and Zeithaml (1991). This is a well
accepted way of capturing the predisposition for repeat purchase (Dick and
Basu 1994). In other words, we differentiate loyalty from actual retention. One
of the drawbacks of using actual retention as opposed to behavioral intentions
is that retention may mask the true intent and attitude of the buyers. That is
spurious loyalty may be operative instead of true loyalty (Dick and Basu
1994). Our goal was to measure true loyalty by way of measuring behavioral
intentions. The two measures of recommend and repurchase likelihood are
standard measures adopted by several studies that have operationalized loy-
alty as behavioral intentions (Boulding, Kajra, Staelin, and Zeithaml 1993;
Parasuraman, Berry, and Zeithaml 1991). Reicheld (1996) also supports the
notion of recommendation and repurchase likelihood as component parts of
loyalty in that he refers to referrals and revenue growth as two of the compo-
nents that make up loyalty. Table 1 summarizes the items used in our model.

Analysis

We used LISREL 8.50 for all of the analyses unless specified otherwise.
We first checked the measurement model followed by the structural model fol-
lowing the guidelines suggested by Anderson and Gerbing (1988). For the
measurement model, we conducted reliability tests, convergent validity, and
discriminant validity tests to confirm that our measurement model was appro-
priate. To validate convergent and discriminant validity, we performed confir-
matory factor analysis. To ensure that the constructs of interest were distinct,
discriminant validity was tested in three different ways. The first test was per-
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TABLE 1. Items and Measurement Model Results

Note: Indicates an index formed by taking the average of EV1-EV3.
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formed by checking the correlation matrix to verify that no correlation be-
tween any of the constructs was close to unity. The second test involved build-
ing a 95% confidence interval around the correlation between any two
constructs to ensure that 1 was not included in this interval. The third test cor-
responded to conducting chi-square difference tests between a constrained
model (i.e., where the correlation between the constructs of interest was fixed
to 1) and an unconstrained model (i.e., where the correlation between all con-
structs was freely estimated).

In order to test for the moderating effects of switching barriers and viable
alternatives on the effects from relationship quality and exchange satisfaction
to loyalty, multiple group comparison tests were used to test our hypothesis.
This involved chi-square difference tests whereby the constrained model (i.e.,
the effect from relationship quality to loyalty is fixed to be identical between
the low and high switching barrier groups and between the many and few al-
ternative groups) was nested in the unconstrained model (i.e., the effect from
relationship quality to loyalty is freely estimated between the two switching
barrier groups and the two viable alternative groups). Likewise, chi-square
difference tests were also employed to test the invariance of the effect from ex-
change satisfaction to loyalty between the low and high switching barrier
groups and between the many and few alternative groups.

RESULTS

Measurement Model

The results of our confirmatory factor analysis along with reliability esti-
mates are reported in Table 1. Our measurement model provided excellent fit
to the data (x2

(81) = 138.29, RMSEA = .042, CFI = .97, and GFI = .95).
Constructs with multiple items were assessed for reliability. All coefficient

alphas were above the .70 level recommended by Nunally (1978). In terms of
the factor loadings, all loadings were significant and loaded on the factor it
was intended to measure (Bagozzi and Yi 1988). Thus, this provided support
for convergent validity. As was mentioned earlier, discriminant validity was
tested in three different ways. The first was by checking the correlation be-
tween any of the two constructs. This did not pose any problems as the highest
correlations were between customer orientation and exchange satisfaction and
between customer orientation and exchange value both at .67. The next test we
conducted to assess discriminant validity involved constructing 95% confi-
dence intervals around the correlation of any pair of constructs to determine if
1 was included in this interval. Our results confirmed that 1 was not included
in any of the confidence intervals. Therefore, we found further support for
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discriminant validity. Our last test involved a series of chi-square difference
tests whereby the constrained model by fixing the correlation between any two
constructs to 1 was deducted from the unconstrained model. As long as this
difference is greater than 3.84 with 1 degree of freedom, we can conclude that
the two constructs are distinct. The minimum chi-square difference in our
model was 26.95 between customer orientation and relationship quality.
Taken collectively, the results of our three different tests provided strong sup-
port for distinct constructs in our model.

Structural Model

Our conceptual model fit the data fairly well in that all of our fit statistics
were above the recommended levels except for RMSEA (X2(4n = 164.51, p <
.001, RMSEA = .083, CFI = .91, GFI = .93, AGFI = .90). We first report
HI -H6 as these pertain to our main effects. This is followed by our interaction
hypothesis of H7a and H7b. Table 2 summarizes our findings.

Hypothesis 1 posited that when customers perceive higher customer orien-
tation from their vendors, this should lead to higher relationship quality with
their vendors. The path coefficient between customer orientation and relation-
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ship quality was .66 (p < .01). Thus, this provided support for hypothesis 1.
Hypothesis 2 argued that higher relationship quality that a customer has with
the vendor results in greater customer loyalty. Our results provided strong sup-
port for this prediction in that the path coefficient between relationship quality
and customer loyalty was. 19 (p < .01). Hypothesis 3 stated that as customers
are more pleased with the exchange value provided from its vendors in the
form of belter price, higher quality products, and superior technical support
and service, the greater the exchange satisfaction. This expectation was
strongly supported as the path coefficient was .68 (p < .01). Hypothesis 4
which suggests a positive association between exchange satisfaction and loy-
alty was also supported in a channels context involving a business-to-business
relationship. The path coefficient between exchange satisfaction and customer
loyalty was .49 (p < .01) extending the well accepted association from a con-
sumer-to-business to a business-to business context. We report the results of
hypothesis 6 before 5 because the essence and contribution of our research, we
believe, stems from comparing the relative strengths of the paths from rela-
tionship quality to loyalty and from exchange satisfaction to loyalty.

Hypothesis 6 involved the consequences of loyalty by taking this construct
a step further and tested whether greater loyalty led to higher purchase share
from the same vendor compared to its competitors. If supported this would im-
ply that higher customer loyalty is expected to increase the purchase share of
the information technology vendor compared to other information technology
manufacturers. Our results provided strong support for this contention in that
the path coefficient between customer loyalty and expected purchase share
was.33(p<.01).

We now turn our attention to comparing the path coefficients between rela-
tionship quality and loyalty and between exchange satisfaction and loyalty.
Hypothesis 5 posited that the effect from exchange satisfaction to loyalty
would be greater than the effect from relationship quality to loyalty. We tested
this prediction by constraining the two paths to be equal. If this constrained
model provides a fit that is worse than the unconstrained model by a difference
of 3.84 or more with 1 degree of freedom, we can conclude that the two paths
are not invariant. Accordingly, when the constrained model was estimated, the
fit of the constrained model deteriorated significantly compared to the uncon-
strained model (X2

(49) = 203.44). Therefore, the difference in chi-square be-
tween the unconstrained and constrained models was significant (A%2

(]) =
38.93, p < .001) lending strong support for the fact that the path from exchange
satisfaction to loyalty is greater than the path from relationship quality to loy-
alty.
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We further analyzed this differentia] size in path coefficients at each of the
two levels of the moderating variables. In other words, we compared the path
coefficients between relationship quality and loyalty and between exchange
satisfaction and loyalty at low and high switching barriers and few and many
viable alternatives. Results at this finer-grained level also provided strong sup-
port for hypothesis 5 in that regardless of the level of the moderating variables,
the path from exchange satisfaction to loyalty was uniformly greater than the
path from relationship quality to loyalty (Ax 2

( ] ) = |, 03 to 26.38).
Our last hypotheses, 7a and 7b, concerned the moderating role that switch-

ing barriers and viable alternatives had on the paths from relationship quality
to loyalty and from exchange satisfaction to loyalty. Here, the focal interest
was in comparing the above paths at different levels of the moderating vari-
able. Thus, the attention was on comparing paths between multiple groups
(e.g., low and high switching barrier groups and few and many viable alterna-
tives groups). To test H7a and H7b, we ran an unconstrained model that simul-
taneously fit both the low and high switching barrier groups and the few and
many viable alternatives groups. Then we fixed the path of interest to be in-
variant in both groups to arrive at a constrained model. This was then followed
by a chi-square difference to test whether the path of interest was equal across
the different groups of the moderating variables. We first report the results of
the paths from relationship quality to loyalty and from exchange satisfaction
to loyalty across the low and high switching barrier groups followed by the
few and many viable alternatives groups.

We first estimated the unconstrained model whereby the path from rela-
tionship quality to loyalty was simultaneously estimated in the low and high
switching barrier groups (x2

(82) = 208.21). Subsequently, the constrained
model was fit to the data whereby the above path was set to be invariant across
the two groups. This constrained model resulted in a much poorer fit (X2 (83) =

213.79). Therefore the chi-square difference between the unconstrained and
constrained models was significant (Ax2

(]) = 5.58, p < .01) suggesting that the
effect of relationship quality to loyalty is not the same for the low and high
switching barrier groups. Conversely, the other constrained model whereby
the path from exchange satisfaction to loyalty was fixed to be invariant across
the low and high switching barrier groups did not result in a significantly
poorer fit (X(83)= 208.88). As a result, the chi-square difference was not signif-
icantly different between the unconstrained and constrained models (Ax2(1) =
.67, p > .10) implying that the effect of exchange satisfaction on loyalty is the
same across low and high switching barrier groups. Therefore hypothesis 7a
was strongly supported.
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When viable alternatives was the moderating variable, the constrained
model whereby the path from relationship quality to loyalty was fixed to be in-
variant resulted in a slightly worse fit compared to the unconstrained model
(X2(83) = 217.77 vs. X2

(82), = 215.53). The difference in chi-square, although in
the expected direction, did not reach the conventional significant level
(Ax2

(1) = 2.22, p < .15). Therefore the first half of H7b is not supported. Con-
versely, when the path from exchange satisfaction to loyalty was set to be in-
variant, this constrained model did not significantly deteriorate in fit (x2(83) =

215.67). Hence, the chi-square difference was also not significantly different
between the two models (Ax2

(1) = .14, p > .10) suggesting that exchange satis-
faction is less sensitive to the number of viable alternatives which, in turn, sup-
ports the latter part of H7b. Taken together, when viable alternatives is the
moderating variable, H7b is partially supported.

DISCUSSION

Theoretical Contributions

The goal of this paper was to address a pressing question on the relative
strengths of relationship quality versus exchange satisfaction on loyalty and
also examine under what conditions these relative strengths would vary if at
all. We hypothesized that exchange satisfaction compared to relationship
quality would have a stronger effect on loyalty for various reasons mentioned
previously. As expected, we found strong support for this prediction in that the
impact of exchange satisfaction on loyalty was significantly greater than that
of relationship quality on loyalty. This finding suggests that business manag-
ers who are more prone to behave as cognitive and economic rationalizers tend
to reveal patronage towards suppliers who provide a high level of satisfaction
reflected in best price, high quality products, and superior technical support
and service compared to good quality relationships.

Although relationship quality has been an area of in-depth inquiry espe-
cially in the service marketing literature, no research to date has empirically
investigated whether investing a firm's resources in building quality relation-
ships or in enhancing exchange satisfaction pays off more in retaining custom-
ers. The findings from our study shed light into this question by suggesting
that at least in a business-lo-business channel context, exchange satisfaction
contributes to greater loyalty than does relationship quality.

We argued earlier that this might result from the incentive or reward sys-
tems that most industrial buying organizations have in place. Less incentive is
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systematically operative to reward purchasing managers for developing and
maintaining a high quality relationship. Moreover, such relationships can take
years to form and develop and is less objective, making such an investment a
risky decision. Therefore, according to our empirical results, when firms are
faced with limited and scarce resources, it may be more productive to invest in
lowering prices, developing high quality products, and providing satisfactory
technical support and service than to invest in building and maintaining qual-
ity relationships.

In addition to the above main effect of exchange satisfaction taking on a
stronger effect on loyalty than relationship quality, our results also suggest
that the positive effect of exchange satisfaction on loyalty is relatively stable
across different moderating variables such as switching barriers and viable al-
ternatives. On the contrary, the effect of relationship quality on loyally was
more sensitive to different levels of switching barriers and viable alternatives.
The effect of relationship quality on loyalty was stronger when switching bar-
riers were low and many viable alternatives existed. When high switching bar-
riers were present and only a few viable alternatives were available, the effect
of relationship quality on loyalty was significantly attenuated to a point where
it was negligible. These results are intriguing in the midst of all the attention
that relationship quality is receiving in the academic and business press. Con-
versely, the effect of exchange satisfaction on loyalty is fairly consistent and is
less affected by market conditions. This provides another strong impetus to fa-
vor and invest in exchange satisfaction over relationship quality when faced
with an either or decision. In absence of such constraints, our data showed that
investment in both are important and necessary, particularly when the compet-
itive landscape is volatile.

Another point that deserves attention is the antecedents that drive relation-
ship quality and exchange satisfaction. Whereas customer orientation posi-
tively affected relationship quality, exchange value positively influenced
exchange satisfaction. In other words, how customers felt they were being
treated in a customer oriented manner impacted how they perceived the qual-
ity of the relationship with their suppliers while the performance of the suppli-
ers in terms of price, product, and technical support affected how satisfied they
were with the suppliers. This sends the message of creating loyalty by two
very different routes, one by investing in creating a high sense of customer ori-
entation which works its way to loyalty via relationship quality and the other
by investing in the core products and services that a firm competes in to gener-
ate high exchange satisfaction. At least in the high-technology industry which
this study pertained to, it seems wiser to take the latter route of improving the
performance of core products and services.
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Limitations

This study is not without limitations. From a measurement standpoint,
some of the key constructs such as relationship quality and exchange satisfac-
tion were measured with a single item. Although concise, single items may not
have been able to capture the rich content of such constructs. Future studies
may need to incorporate multiple items to tap into some of the constructs used
in this study. Our results suggest a strong preference for investing in improv-
ing exchange satisfaction over relationship quality in affecting loyalty. This
maybe a finding unique to the high-technology industry and may not be
generalizable to other industries where human interaction and social bonding
may play a more significant role. This raises an interesting question as to what
is the core product/service in a given industry. Is it the physical product and
service per se or is it the relationships formed and developed with numerous
and close interactions with customers? Both may be necessary but it would be
interesting to pursue inquiries into which has precedence in what industries
and under what conditions.

Managerial Implications

The importance of relationship quality and its benefits in marketing has
been proposed for quite sometime now (Bejou, Wray, and Ingram 1996;
Crosby et al. 1990; Gwinner, Gremler, and Bitner 1998; Hennig-Thurau,
Gwinner, and Gremler 2002; Lagace, Dahlstrom, and Gassenheimer 1991).
However, we have very little understanding to date about the boundary condi-
tions under which this concept would be more or less effective. Our research
sheds light to managers in this respect, especially to those in the high-technol-
ogy industry to reconsider the relevance of this concept under different
switching barrier conditions. Specifically, when customers perceive switching
to be less costly in terms of time, effort, and risk, it is essential that the vendor
establishes and nurtures this relationship quality if it is expected to create loyal
behavior among its customers.

Conversely, for exchange satisfaction, our data revealed a strong main ef-
fect on loyalty in that the association between exchange satisfaction and loy-
alty was not moderated by environmental conditions such as switching
barriers and availability of alternative suppliers. This implies that in turbulent
industries or environments where (a) the availability of suppliers is difficult to
predict due to instability and frequent turnover and when (b) a business rela-
tionship once commenced makes it difficult to switch, it might be better off to
focus on exchange satisfaction than on relationship quality as a mechanism to
improve loyalty.
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Learning something new can be a time and effort-consuming task. Consid-
ering the fact that people tend to insist on habit driven behavior and inertia,
learning a new technology can impose a formidable problem for a vast major-
ity of people. In particular, when an organization decides to adopt a certain in-
formation technology or support system from its vendor, this in effect locks in
the firm to the vendor. As a result, dependence of one party on the other will
increase and calculative commitment on the part of the dependent party will be
realized (Geyskens, Steenkamp, Scheer, and Kumar 1996). In such a scenario,
the relationship will be based on not because I want to but because I have to
(Bendapudi and Berry 1997). Relationship continuance under such circum-
stances will be a function of the economic losses experienced if the relation-
ship were to terminate rather than from an affective desire. Our results indicate
that under these types of situations, the effect of relationship quality on loyalty
will be significantly attenuated.

This has significant implications for both information technology and mar-
keting managers who at times need to work hand in hand to make informative
decisions. Quite often, high-technology firms such as those in the information
technology industry tend to be more product focused than customer focused.
More often than not, a general consensus is that a sophisticated product will
sell by itself (Virden 1995). As our model has suggested, a customer centric
philosophy affects the quality of the relationship formed between the vendor
and the business adopting such a technology. We observe such a customer
centric focus for firms such as Dell Computers where the emphasis is not so
much on the physical product per se but on the total solution package that they
deliver. Similarly, Microsoft is taking steps to reengage its customers with a
new initiative called Customer Focus 2000, which is dedicated to customer re-
lationship management (Barrett 2000). Such a move towards a solution ori-
ented business model and customer relationship management underscores the
fact that vendors just don't hand over the product when the transaction is com-
pleted but extend the transaction to an ongoing relationship that tries to pro-
vide solutions as they arise.

As Hewlett Packard recently asserted in its annual industry analyst confer-
ence, HP is trying to address the needs of their customers into solution based
realities by focusing on (1) solutions that address real problems, (2) access to
relevant information whenever and wherever, (3) increased simplicity across a
range of technologies and greater flexibility, and (4) dependable products, so-
lutions, and services. These statements underscore the significance of a re-
fined IT business value model that puts considerable importance on providing
the best possible solution, exchanging necessary and relevant information on a
as needed basis, and simply making technology easier to use for end customers
and doing business with its partners simpler and easier.
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We acknowledge the fact that building and maintaining quality relation-
ships can be time consuming and a long term investment (Ganesan 1994). The
results may not pay off immediately since relationship building takes patience
and understanding from both parties to succeed. On the contrary, exchange
satisfaction can be appreciated immediately as the outcomes are tangible and
measurable. This suggests that firms can take a consultative selling or a
transactional selling approach depending on whether the focus is on quality re-
lationships or on exchange satisfaction. Our empirical results indicated that
the effect of relationship quality on loyalty is significantly attenuated when
switching barriers are high.

However, our results should not be taken to imply that relationship quality
is unimportant as a driver to retention. Rather, we propose that relationship
quality is very important in building customer loyalty and firms should ac-
tively build quality relationships with their customers; just that such effect
should not come at the expense of relaxing marketing programs that foster ex-
change satisfaction. For example, Taiwan Semiconductor Manufacturing Co.
(TSMC), one of the world's largest dedicated integrated circuit foundries that
prided itself for delivering low priced quality technology components, has re-
cently constructed its virtual fabrication to strengthen bonds with customers.
Customers are able to access directly to TSMC's and its strategic alliance part-
ners' information system and thereby receive immediate status reports of their
orders or some other feedback. These new customer oriented initiatives aimed
at relationship building were started because TSMC found that they could no
longer compete with emerging competitors in other developing countries in
the long run unless they also cultivated stronger relationships to complement
their core value propositions (Hsieh, Lin, and Chiu 2002). Ultimately, busi-
nesses are made up of a network of relationships (relationships with custom-
ers, employees, suppliers and partners) which constitute their most valuable
store of capital and most important intangible assets. The ability to create and
sustain maximum market value would require careful leverage and balance of
these relationships along with their core business offerings.

NOTE

1. Naudé and Buttle (2000), using conjoint analysis, showed that relationship qual-
ity in a business context consists of five attributes such as trust, needs fulfilment, sup-
ply chain integration, power, and profit. However, more importantly, they concluded
"As our results show, there is not one explanation of the construct: rather, there are dif-
ferent views of what determine a good relationship . . . " (p. 360). Furthermore, their
cluster analysis revealed four different clusters whereby each cluster placed the most
focus on trust, profit, integration, and power. These results imply that the meaning of
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relationship quality varies depending on the nature of the segment. Hence, it may be
very difficult to operationalize relationship quality at a concrete level due to the varia-
tion in what it means to different customers. Therefore, we rely on measuring relation-
ship quality at a general level that is less susceptible to these interprelational
differences.
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