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ABSTRACT

The development of supplier loyalty and its pot@ngipplication to the business-to-business settings
has not been widely explored. Day (1969) cautidmst foyalty viewed in terms of purchase
decisions may not distinguish between loyalty gnarisus loyalty. This study follows the composite
loyalty approach providing both behavioral aspdéptsrchase intentions) and attitudinal loyalty in
order to fully explain the concept of supplier Itya This framework has not been previously
applied in the B2B literature.

The objective of this research is to identify ressavhy B2B customers do not show consistency
between attitudinal and behavioral loyalty and wiigsatisfied customers do not switch suppliers. A
survey was conducted during 2006 with a samplexe€@tives from 240 SME companies in a large
Asian city. A range of measures was obtained inodttitudinal loyalty, behavioral loyalty,
satisfaction and open ended responses on natucerggnt problems. Following Dick and Basu
(1994), customers are classified into loyalty gsau@ustomers having high and low attitudinal
loyalty are compared on satisfaction, switchingtwdes and problems within the relationship.
Constraints to switching by the dissatisfied custmsnare discussed. A profile of the “Spurious
Loyal” customer is provided. This study seeks ttdyeunderstand the nature of dissatisfaction and
loyalty within these long term focal relationships.
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INTRODUCTION

In a B2B environment, suppliers need to understiednature and circumstances of their
customers because of the unique characteristiagheofcustomers acting as an organization. As
business customers purchase large volume of predinct services, managing and maintaining loyal
B2B customers can secure a supplier greater revdimgeimportance and benefits of attracting and
maintaining loyal customers has arisen becausee tlsera general acceptance that profitability
follows customer loyalty (Reichheld and Sasser,019%he economic value of loyalty is discussed
by Jone and Sasser (1995) and Reichheld (1996)pfetenunderstanding of the concept of loyalty
highlights the need for a balance of value betwaestomers and the firm and the need to develop
customer loyalty as a long term investment.

With attempts to fulfill the needs of business oustrs, many supplying and selling firms
engage in relationships with the business custoffrssel, Ritter and Gemunden, 2004) and see the
importance of the strategic management of suppler customer relationships (Eng, 2004). Some
authors (e.g. Woo and Ennew, 2004) view the qualitthe business-to-business relationship as a
crucial factor in building success in the markegtding customers over the long run yields greater
profits. However, the development of supplier lbyand its potential application to the business-to
business settings should be further explored.

There are three main streams of research in layakavioral loyalty (e.g.Tellis 1988;
Tucker 1964), attitudinal loyalty (e.g. Bennett &Rdndle-Thiele 2002) and composite loyalty (e.g.
Day 1969; Jacoby 1971; Jacoby and Kyner 1973; Ghaudnd Holbrook 2001). In an early school
of thought, Tucker (1964) argued that behavior t(mschases of the brand/product) completely
accounts for loyalty. Consistent with this viewppidacoby and Chestnut (1978) observed that in
behavioral loyalty studies the focus was on intetipg patterns of repeat purchasing in primarily
panel data as a manifestation of loyalty. Loyalythis behavioral manner is believed to be
stochastic not deterministic (Uncles and Lauref§7). On the other hand, attitudinal concepts can
be identified as providing positive word of mouthd. Zeithaml, Berry and Parasuraman, 1996;
Andreassen and Lindestad, 1998), recommending éneice to others (Zeithaml, Berry and
Parasuraman, 1996), and encouraging others tiheservice (Bettencourt and Brown, 1997).

A reconciliation of both behavioral and attitudirc@imponents of loyalty was first proposed
by Day (1969) as he cautions that loyalty vieweterms of purchase decisions may not distinguish
between loyalty and spurious loyalty. There was eednto extend typical definitions and
measurement approaches of loyalty (Baldinger ardriRon 1996). It was suggested that one should
study the attitudinal components for additional enstanding of the stochastic representation of
behavioral loyalty (Jacoby and Chestnut 1978; Unaled Laurent 1997).

This study follows the composite loyalty approacitoviding both behavioral aspects
(purchase intentions) and attitudinal loyalty imler to fully explain the concept of supplier loyalt
Jacoby (1971), proposed to integrate the two nstioh behavior and attitude within the same
conceptual definition. Javis and Wilcox (1977) agat true vendor loyalty should not be confused
with repurchase activity. True vendor loyalty alswludes a psychological bond to the seller.
Subsequently, composite loyalty definitions (e.gckDand Basu, 1994) and research in this streams
(e.g Chaudhuri and Holbrook, 2001) had arisen. figlationship between attitudinal loyalty and
behavioral loyalty is shown in Figure 1.
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Figure 1 Relationship between Attitudinal and Bebeal loyalty. Adapted from Dick and Basu,
(1994)

This framework has not been previously appliechenB2B literature. Business customers are
not typically loyalty to one supplier especiallyimdustries such as financial services and banking.
However, it would be expected that the majorityposiness would be provided to the supplier with
whom the customer is most satisfied with and whe ligh levels of attitudinal loyalty. Backhaus
and Buschken (1999) develop a model of relationstapility based on transaction cost theory. They
argue that relationship satisfaction does not dates relationship stability but rather expectatiofs
returns from relationship-specific investments. ldger, marketing managers often specify supplier
loyalty and brand equity as a marketing goals aek £xplanations and consequences of lack of
loyalty.

Loyalty measures need to be adapted to the B2B et@dce. Several researchers have
suggested that repeat buying behaviour is not awaymanifestation of customer loyalty as
discussed by Bozzo (2002). These authors sugdest mgasons for seemly inconsistent attitudinal
and behavioral loyalty are captivity or strong &g to switch, inertia. In a B2B study, Rauyruen,
Miller and Groth (2009) find that these two typddoyalty are differential predictors of brand etyui
outcomes. Share of wallet is mainly driven by bédtraintentions whereas willing to pay a price
premium is mainly driven by attitudinal loyalty. &lobjective of this research is to identify reasons
why B2B customers do not show consistency betwégtudinal and behavioral loyalty and why
dissatisfied customers do not switch supplierse@aies of customers are developed based on this
framework and underlying buyer behavior is assessed

METHOD

A survey was conducted during October 2006, ustrafifed sampling procedures with a
sample of 240 small to medium sized companiese&Sai client companies were between $3 to $12
million USD.) The study was conducted in a largeaAscity. The sample was randomly selected
within industry and location from companies using @line database. The executive who was
responsible for banking decisions was interviewegerson by a trained professional interviewer.
Banks appoint customer relationship managers t@déeir business customers and provide a single
point of contact, advice, information and probleesalution. The revenue generated by each
business banking customer is very high and justifa@lor made service solutions and individual
customer based key account management processger laamd more profitable business customers
receive more relationship management resourcesléisarprofitable customers. In this market, as in
many countries, the business banking industry 1y wempetitive. Competing banks strive for
excellence in relationship management and seekldosggnificant value in these aspects. Through
relationship management, firms develop mutuallyeheral long term relationships with customers
(Ravald & Gronroos, 1996). However, business banlinstomers often utilize the services of
between five and seven banks for their needs ih ca@gnagement, payroll, short and long term
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credit, import and export finance and foreign exg® As a result, business customers deal with
many relationship managers from competing supplerd are well informed about the ideal
characteristics of the service providers.

The business executive was asked a wide rangeniingpand business questions. These
included satisfaction with their main banking r@aship, second bank and third bank, the
importance and performance of specific relationshgnagement activities of their main banks as
well as their propensity to recommend each bank. Sikength of the banking relationship compared
to last year was also assessed. This measure adgsbebed as relationship momentum. The nature
and frequency of interactions between the relaliimsnanagers was measured. A wide range of
guestions were used to ascertain customer valuereapby each bank. Attitudinal and behavioral
loyalty measures were developed. Open ended miotngtfor business banking behaviour and
apparent inconsistencies were collected.

RESULTS

As business banking selection and choice is corgli; measures are derived for attitudinal
and behavioral loyalty. This differs significantfsom B2C markets where the majority of brand
loyalty research has been conducted. Businessmassoare classified according to attitudinal and
behavioral loyalty.

Attitudinal Loyalty. Attitudinal loyalty measurements (ATT_LOY) used tims study is
based on the definition of the level of psycholagjiattachment towards the service provider. The
eight items capture several attitudinal componeift®eing loyal to the provider, willingness to
recommend, positive word of mouth, encouraging rsthte use the service and regarding the
provider as a first choice. The items are:

Is a bank that you say good things about to othepie?
Is a bank you’'d go out of your way to use?

Is a bank that you know a lot about?

Is a bank that is just right for a company like e#n

Is a bank that you recommend to others?

Is a bank that has rarely disappointed you?

Is a bank you know you can always count on?

Is a bank really understands your company well?

Behavioral Loyalty. Behavioral loyalty is measured usistyare of wallet (SOW) and is
defined as the percentage of total customer’s @seh of products and services from a particular
service provider out of the customer’s total pusghaf banking services from all service providers.
The method of measuring share of wallet for thisdgtfollows Keiningham and Perkins-Munn
(2003) and Verhoef (2003[Respondents are asked to report the percentafeiototal spending on
banking services with each of the service providieey are using. Overall SOW is determined from
spend on all B2B business banking products inclydimeck collection facilities, check payment to
suppliers, check clearing, payroll services, E lbamlkcollections via ATM, Internet banking or
telephone, short and long term loans, import arqgbexXrade finance, foreign exchange service and
derivative products.

Customers were asked to indicate their loyaltyh@irtthree top banks using attitudinal and
behavioral loyalty measures. Table 1 shows theltpyaf customers for their top three banks.
Categorization was achieved by examining the maakraean response on each variable. Table 2
shows the loyalty of customers for the bank whiokytindicate is their main bank. Table 3 shows
the customer’s attitudinal loyalty and behaviomfdlty scores for their main bank.
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Frequency| Percent
True Loyalty 199 38
Spurious Loyalty 105 20
Latent Loyalty 109 21
No Loyalty 117 22
Total 530 100

Table 1 Categorization of Customers for their tdpa8ks

Frequency| Percent
True Loyalty 157 67
Spurious Loyalty 46 20
Latent Loyalty 22 9
No Loyalty 9 4
Total 234 100

Table 2 Categorization of Customers for their nank

ATT_LOY SOW
True Loyalty 67 0.90
Spurious Loyalty 48 0.91
Latent Loyalty 67 0.55
No Loyalty 44 0.51
Total 62 0.85

Table 3 Mean SOW and ATT_LOY for Loyalty Groups.

Customers who are “True Loyals” exhibit both attinal and behavioral loyalty. SOW is
high. Over 90% percent of their banking businesswss to their main bank. The attitudinal loyalty
score is also high being 67 out of a possible 30% of the sample exhibit spurious loyalty to their
main bank. The SOW is over 90%, however attitudiogalty is much lower. Some of these
customers are hostages whereby they maintain tii&in bank relationship despite low attitudinal
loyalty. Head Office might also dictate choice @nk yet local managers may not have a good
relationship with this bank. The main bank relasioip for latent loyal customers is one where
attitudes to the bank are high but SOW of wallelbis. A small percentage of customers provide
their main banking relationships with low scoresbath behavioral and attitudinal loyalty.

Customers were asked a range of questions congetheir relationship with their main
bank. These include relationship satisfaction, ti@ahip momentum, and existence of problems
with the main banking relationship, the natureh@se problems and probability of switching banks
within the next twelve months. Table 4 shows thel®f satisfaction, years with the main bank and
probability of switching. As expected, it is foutitht Spurious Loyals are less satisfied and aremor
likely to switch their main bank (Sig. p<.05). Thaye more critical of the performance of their
banks in the core day-to-day banking areas of cloetlection and check clearing. However, in
general, the probability of switching is low. Themee significant barriers to switching banking
services including existence of loan collaterath®} banks, location convenience and investment in
the personal relationships. All companies did haveng term relationship with their main bank
(greater than 9 years). Table 5 shows that Sputioyals are more likely to have current problems
with their main bank. These relate to bank empleysat caring or not responding, high fees, slow
service and long queues. This could also be duketamplementation of relationship management
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strategy whereby higher value customers receivk aitention and better levels of service. As the
relationship is very important to the customerisitlikely that expectations for performance are
higher.

_ _ Years With | Probability of
Satisfaction Main Bank | Switching Main
Bank
True Loyalty 6.0 11.9 1.9
Spurious Loyalty 5.0 9.7 2.9
Latent Loyalty 6.2 13.9 2.1
No Loyalty 5.3 9.0 2.6
Total 5.8 11.5 2.1

Table 4 Satisfaction with Relationship with MainrBaacross Loyalty Groups (1= Very Dissatisfied
and 7= Very Satisfied), years with Main Bank andldability of Switching Main Bank (1= Very
Low and 7= Very High)

Have Problems with Main Barfk
No Yes
True Loyalty 59.9% 40.1%
Spurious Loyalty 37.0% 63.0%
Latent Loyalty 68.2% 31.8%
No Loyalty 55.6% 44.4%
Total 56.0% 44.0%

Table 5 Existence of Current Problems with Main IBaoross Loyalty Groups
CONCLUSION

There is limited research on customer loyalty frevmidks in a B2B market where supplier choice is
complex and business customer behavior is oftecatid to multiple parallel suppliers. Loyalty
measures need to be conceptualized and measuridenify to B2C markets. In a B2B
environment, suppliers need to understand the @atnd circumstances of their customers because
of the unique characteristics of the customersgctis an organization. Spurious Loyals are more
likely to have current problems with their main kaihe problems relate to bank employees not
caring or not responding, high fees, slow servicd Bbng queues. This could also be due to the
implementation of relationship management strateggreby higher value customers receive high
attention and better levels of service. As theti@hghip is very important to the customer, itikely

that expectations for performance are higher. T®gutious Loyal” of “Hostage” may be forced to
deal with this main banking partner including hediice requirements and restrictions, pre-existing
collateral over large investments and lack of alérve banking convenient to the company. . This
study examines relationships which actors indieatethe most important banking relationship to
them. This study seeks to better understand theeaf dissatisfaction and lack of attitudinal lttya

in these long term focal relationships.
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