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Geleitwort

Die von Herrn Dr. Doscher vorgelegte Arbeit beschéftigt sich mit einem fiir Produkt- und
Dienstleistungsanbieter hochrelevantem Thema, der effektiven Handhabung von Fehlern. Der
korrekten Begegnung von Fehlern kommt eine besondere Bedeutung zu, da das Auftreten von
Fehlern eine Nagelprobe fiir jede Geschiftsbeziehung darstellt. Wahrend Recovery-
MaBnahmen im Dienstleistungs- und hier insbesondere im Konsumentenkontext schon seit
Jahren im Fokus der wissenschaftlichen Diskussion stehen, finden sich in der B2B-Literatur
nur vereinzelt Arbeiten, die sich mit dem effektiven Management von Fehlersituationen be-
schiftigen. Der in der Dienstleistungsliteratur gepriagte Begriff des ,,Recovery-Managements*
bezieht sich in diesem Zusammenhang auf alle Aktivitdten eines Anbieters aufgetretene Feh-
ler zu handhaben und moglichst eine Wiederherstellung der Zufriedenheit und insbesondere

Loyalitdt eines Kunden zu erreichen.

Die bisherige Forschungsarbeit im Bereich ,,Recovery* bezieht sich iiberwiegend auf Kon-
sumentenmérkte. Studien, die sich intensiv mit einem Beschwerde- oder Recovery-
Management aus der Sicht eines Industriegiiter- oder Zulieferunternehmens beschéftigen, sind
selten zu finden. Dies ist erstaunlich, kann doch der besonderen Pflege einer Geschéftsbezie-
hung aufgrund der Komplexitit der Angebote im B2B-Kontext eine sehr hohe Relevanz bei-
gemessen werden. Diese Pflege der Geschiftsbeziehung ist nach einem Produkt- oder Dienst-
leistungsfehler umso bedeutender. Da sich die Erkenntnisse der Forschung auf Konsumen-
tenmérkten jedoch nicht unmittelbar auf die Handhabung von Fehlern in einem B2B-Kontext
ibertragen lassen, kommt der theoretischen und empirischen Analyse eines Recovery-
Managements im B2B-Kontext eine signifikante Bedeutung zu. Das effektive Management
von Fehlersituationen hat nicht nur einen Einfluss auf die ,,weichen* Faktoren der Geschéfts-
beziehung, wie die Kundenzufriedenheit, sondern sollte zudem Auswirkungen auf die Profi-

tabilitdt eines Unternehmens zeigen.

Um diese Liicke in der Literatur zu schlieflen, bedient sich die Arbeit von Dr. Doscher einer
reaktiven und proaktiven Perspektive des Recovery-Managements. Wiahrend reaktive Maf3-
nahmen die Regel in Recovery- und Beschwerdemanagementprozessen darstellen, stellt sich
der Autor zudem die Frage, ob nicht auch proaktive Maflnahmen ein probates Mittel im Rah-
men von Recovery-Prozessen sein konnten. Beide Recovery-Praktiken werden im Rahmen

der Arbeit sowohl qualitativ als auch quantitativ empirisch analysiert.



Auf diese Weise schlieit Herr Dr. Ddscher eine bedeutende Liicke in der Marketingfor-
schung. Herr Dr. Doscher leistet einen signifikanten Beitrag 1. zur theoretischen Erschlieung
des Recovery-Begriffs und den sich ableitenden Mafinahmen in einem B2B-Kontext, 2. zur
empirischen Analyse identifizierter Recovery-Mafinahmen und 3. zur Etablierung einer neuen
Recovery-Dimension ,,proaktives Recovery®. Die Ergebnisse sind fiir die Marketingforschung
relevant, da sie die bestehende Literatur im Dienstleistungs- und B2B-Marketing signifikant
erginzen. Der Beitrag der vorliegenden Arbeit ist fiir die Marketingpraxis bedeutend, da die
Ergebnisse Unternehmen helfen konnen iiber ein effektives Recovery-Management Ge-

schiftsbeziehungen erfolgreicher und langfristig profitabler zu gestalten.

Somit enthélt die Arbeit sowohl weiterfilhrende Erkenntnisse fiir den Wissenschaftler zur
Wirkungsweise von proaktiven und reaktiven Service Recovery Aktivititen als auch fiir den
praktischen Anwender zur konkreten Gestaltung eines Recovery Managements im B2B-

Kontext. Ich wiinsche der Arbeit eine breite Akzeptanz in Forschung und Praxis.

Prof. Dr. Jens Hogreve
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Preface

“A man who has committed a mistake and doesn't correct it is committing another mistake.”

(Confucius, a Chinese philosopher, 551 —479 B.C.)

This principle is applicable in private life as well as business life and may be related to several
situations. Since mistakes or failures cannot be prevented in principle, it is essential how fail-
ure situations are being handled. While mistakes in private life may be resolved reasonably
simple, the handling of failure situations in business life is certainly more complex since a

large number of social, economical, technical and political factors need to be considered.

As failure situations in business-to-business markets have the potential to damage and even
diminish long-term customer relationships, it is critical for seller firms to understand the most
effective measures by which product or service failures may be recovered. Although research
on recovery in business-to-consumer markets has derived substantial findings on the most
appropriate recovery measures, only few findings on adequate measures for the recovery of

customer relationships in business-to-business markets have been identified till date.

Based on this substantial research gap, an exciting research process emerged to identify the
fundamental recovery measures relevant for business-to-business markets and their impact on
customer relationships and the financial situation of the seller firm based on qualitative as
well as quantitative methodology. The results of the present thesis emphasize that the applica-
tion of “effective” recovery measures may yield a positive impact on the business relationship
between seller and customer firms after failure situations. Furthermore, the selection of effec-
tive recovery measures may exert a positive impact on the financial situation of the seller
firm. Considering the increasing competitive intensity in several business-to-business mar-
kets, an effective recovery management unfolds new possibilities for seller firms to intensify
and strengthen its customer relationships and prevent the defection of customers subsequent

to failure situations.

The present thesis evolved during my position as an external doctoral student at the Chair of
Service Management at the University of Paderborn and the Catholic University of Eichstétt-
Ingolstadt. I would like to express my highest gratitude towards my thesis supervisor Profes-

sor Dr. Jens Hogreve for the demanding and encouraging discussions, the creative and con-
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structive meetings, the inspiring enthusiasm for research and the introduction into the academ-
ic world of service management. Furthermore, I would like to thank Professor Dr. Andreas
Eggert for the acceptance of the second appraisal, the sound basic education in marketing and
the introduction into the academic world of business-to-business marketing. I am also thank-
ful to my academic companions Dr. Sabine Hollmann and Dr. Eva Miinkhoff at the Universi-
ty of Paderborn as well as Dr. Nicola Bilstein and Mr. Tonnjes Eller at the Catholic Universi-
ty of Eichstitt-Ingolstadt for their encouragements between the valley of tears and the hills of

euphoria during the writing of this thesis.

Since I have written the present thesis besides different sales & marketing positions in two
large industrial firms in Germany, I am grateful to those superiors during this time period,
who have substantially supported this thesis. Due to these fine colleagues, the practical rele-
vance of the investigation and the transferability of the results to business practice has never
been neglected, but remained in the focus of the thesis. Moreover, I would like to thank my
industrial companions, especially Dr. Florian Kienzle, Dr. Tommy Wetzel and Dr. Lars
Leway, for the creative, inspiring and motivating discussions, which made the completion of

the thesis more enjoyable.

At last, I would like to thank my family with all my heart for several years of deprivation and
absence due to the thesis. I would like to express my deepest appreciation to my wife Kirsten
for the infinite patience, the immense understanding and the numerous encouragements,
which have only made possible to write this thesis. In addition, I am grateful to my daughter
Charlotte for her continuous acceptance of the long working days at the desk and the wonder-
ful distractions besides the desk. I am further thankful to my parents for their unlimited trust
in my skills, their unconditional support of my dreams and their early freedom that allowed

me to explore the world. As a consequence, the present thesis is dedicated to my entire family.

Kristian Doscher
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1 Introduction

1.1 Relevance for academic investigation

In the year 2010, a failure of the Trent 900 aircraft engine supplied by Rolls Royce PLC to the
aircraft manufacturer Airbus S.A.S. resulted in the grounding of the entire A380 fleet of Air-
bus’s customer Qantas Airways Ltd. for several days (Mouawad 2010). For its inappropriate
response and information on the failure incident, Rolls Royce received substantial criticism
from its customers and the media (Michaels and Pasztor 2010). In contrast to Rolls Royce,
Qantas engaged in proactive information on the background of the incident and the actions
taken to resolve the situation and attained a positive impact on its reputation for the way of
handling the incident (Collerton 2010). For Rolls Royce, the failure situation and its way of
handling it had a negative impact on its market reputation, raising doubts on its capabilities to
develop and manufacture reliable aircraft engines. Consequently, the failure incident resulted
in a significant drop of the Rolls Royce shares at the London Stock Exchange (Clark and
Mouawad 2010) and substantially lower profits for Rolls Royce in the respective financial
year (Mustoe and Rothman 2010).

On the basis of this example, it gets evident that customer relationships may be restrained by
product or service failures, which frequently occur in the course of business-to-business rela-
tionships (e.g., Backhaus and Bauer 2001; Maxham and Netemeyer 2002a; Van Doorn and
Verhoef 2008). Since the products or services supplied by seller firms have a significant im-
pact on the operational processes of customer firms (Hutt and Speh 2004, p. 14), failures of
products or services may have a significant impact on customer relationships (Backhaus and
Bauer 2001, p. 46) and the financial situation of the seller firm (Van Doorn and Verhoef 2008,
p- 124). In particular, Backhaus and Bauer (2001) argued that “one single failure in an unex-
pected situation can turn a positive satisfaction assessment that was build over years, into the
converse” (p. 46). Since customer satisfaction represents a key factor for the development and
maintenance of customer relationships in business markets (Homburg and Rudolph 2001, p.
16), product or service failures may severely damage long-term customer relationships (Hutt
and Speh 2004, p. 109). Under certain conditions, these failures may even result in the termi-
nation of the customer relationship (Durvasula, Lysonski and Metha 2000, p. 434). Since cus-
tomers in business-to-business markets usually represent a significant share of the revenues,
the termination of the relationship by the customer attains a harmful prospect for the seller
firm (Tsiros, Ross and Mittal 2009, p. 272), which significantly threatens the long-term prof-
itability of the seller firm (Robinson, Neeley and Williamson 2011, p. 90).

K. Déscher, Recovery Management in Business-to-Business Markets,
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Although seller firms may not be able to completely prevent the occurrence of failures, they
have the possibility to develop mechanisms to effectively recover from these failure situations
(Hart, Heskett and Sasser 1990, p. 148). In particular, empirical findings reflect that the effec-
tive handling of failures enhances customer satisfaction (e.g., Maxham 2001; Smith and
Bolton 1998), reinforces customer relationships (e.g., Lockshin and McDougall 1998;
McCollough, Berry and Yadav 2000; Robinson, Neeley and Williamson 2011), improves re-
purchase intentions (e.g., Maxham and Netemeyer 2002b, 2003; Smith, Bolton and Wagner
1999), increases positive word-of-mouth intentions (e.g., Maxham 2001) and facilitates profit-
ability of seller firms (e.g., Hoffman and Kelley 2000; Stauss and Schéler 2004). In contrast,
previous research reflects that the ineffective handling of failure situations significantly re-
duces customer satisfaction (e.g., Cranage and Mattila 2005; Michel 2001) and increases cus-
tomer defections (e.g., Andreassen 2001; Hoffman and Kelley 2000; La and Kadampully
2004). In particular, ineffective recovery strengthens the negative effects of failures on cus-
tomer relationships (Shapiro and Nieman-Gonder 2006, p. 126) and deteriorates the profitabil-
ity of seller firms (La and Kadampully 2004, p. 392). Consequently, Boshoff (2005) argued
that “if service firms do not manage service recovery properly, it could harm their long-term

success prospects” (pp. 410-411).

In the specific failure situation, customers decide whether to continue or terminate the busi-
ness relationship with the seller firm (Colgate and Norris 2001, p. 218). The response of the
seller firm has the potential to either settle the situation and strengthen the relationship or ex-
acerbate the situation and deteriorate the relationship (Smith, Bolton and Wagner 1999, p.
356). Therefore, the recovery activities of the seller firm should be considered as an oppor-
tunity to reinstate (Gonzalez, Hoffman and Ingram 2005, p. 58) and strengthen (Lin 2006, p.
83) the customer relationship after a product or service failure situation. Previous studies have
stressed the fundamental relevance of recovery for the development of long-term customer
relationships in business markets (Lages, Lancastre and Lages 2008, p. 686). Nevertheless,
despite the importance of effective failure handling for the development of customer relation-
ships in business markets, empirical findings reflect that many seller firms fail to provide ef-
fective recovery (Johnston and Michel 2008, p. 94). In particular, findings of an empirical
study reflect that only twenty percent of the complaining customers were satisfied with the
recovery activities of the seller firm (Holloway and Beatty 2003, p. 97). In another study in
business markets, twenty-five percent of the participants reflected significant dissatisfaction
with the procedures of the seller firm to handle complaints (Zolkiewski et al. 2007, p. 318).
Consequently, an inconsistent implementation of recovery management in business markets
has been reflected by previous research (Bhandari, Tsarenko and Polonsky 2007, p. 174).



With respect to these deficiencies, further knowledge on the nature of recovery management
in business-to-business markets is required. In general, Smith and Bolton (1998) suggested
that recovery research “is likely to be particularly valuable in a business-to-business setting,
in which relationship marketing issues are very important” (p. 78). Considering the negative
effects of failures on customer relationships (Backhaus and Bauer 2001, p. 46) and the high
relevance of customer relationships (Sheth and Sharma 2006, p. 260) in business-to-business
markets, a comprehensive understanding of the characteristics and consequences of recovery
management in this market context is essential for recovery researchers and practitioners
alike. Accordingly, prior research has confirmed that “extending service recovery research to
the RM [Relationship Marketing, comment by the author] domain to develop strategies for
‘relationship recovery’ also might be worthwhile” (Palmatier et al. 2006, p. 151). Since the
capabilities of seller firms to identify and resolve problems represents a critical task for the
management of relationships in business markets (Strandvik and Holmlund 2008, p. 362), an
understanding of the pathways towards effective recovery management is assumed to enable
seller firms to increase the strength and length of its customer relationships and improve its
financial performance, despite occurring failure situations. The present thesis aims to develop
such an understanding by pursuing a theoretically and empirically grounded investigation of
the conceptual dimensions, relational consequences and financial contributions of recovery
management in business-to-business markets and, thus, contribute to a further development of

contemporary recovery research and practice.

1.2 Definition of research questions

To gain an understanding of the nature of recovery management in business markets, a de-
tailed examination of the current state of knowledge in recovery research has been conducted.
On the basis of a profound review of the existing literature, four fundamental research gaps
have been identified, which legitimate further research on recovery management in business-
to-business markets. To verify whether these knowledge gaps are also apparent in recovery
practice, a substantial number of qualitative interviews in business-to-business markets have
been performed. Based on the feedback from practitioners, these gaps are highly relevant for
recovery practice as well. Therefore, an examination of the following research gaps is as-
sumed to contribute to the advancement of recovery research and practice likewise. To ad-
dress these prevailing research gaps, four fundamental research questions have been defined
to structure and guide the subsequent investigation on recovery management in business-to-
business markets. The respective findings shall contribute to an improvement of the effective-
ness and the efficiency of handling failure situations in business markets.



The first research question is related to the conceptual dimensions of recovery management in
business-to-business markets. According to marketing literature, business markets reflect sig-
nificantly different characteristics compared to consumer markets such as higher complexity
of seller-buyer interactions (Parasuraman 1998, p. 318), larger number of transactions
(Backhaus and Bauer 2001, p. 28) and more severe consequences of failures (Van Doorn and
Verhoef 2008, p. 124). Despite substantial research on recovery across several disciplines,
existing recovery research has almost entirely focused on business-to-consumer markets,
whereas only a small number of recovery studies has explicitly referred to business-to-
business markets (cf. paragraph 2.2). The few existing studies related to recovery in business
markets are either industry-specific (Durvasula, Lysonski and Metha 2000; Lockshin and
McDougall 1998), focused on the sales context (Gonzalez, Hoffman and Ingram 2005;
Gonzalez et al. 2010) or restricted to structural dimensions (Smith and Karwan 2010; Smith,
Karwan and Markland 2009). On the basis of these studies, current recovery research provides
only a limited perspective on the nature of recovery in business markets. Due to the funda-
mental differences between business and consumer markets (Hutt and Speh 2004, pp. 9-10),
theoretical concepts of recovery developed in consumer markets may be inappropriate for
business markets. Accordingly, Narayandas (2005, p. 131) argued that conceptualizations
developed for consumer markets are likely to fail under business market conditions. Further-
more, Grewal, Roggeveen and Tsiros (2008, p. 182) stated that customer expectations regard-
ing recovery significantly differ between business and consumer markets. Based on this no-
tion, the transferability of recovery conceptualizations developed for consumer markets to
business markets needs to be challenged. In addition, contemporary conceptualizations of
recovery are based on a limited number of recovery measures. With few exceptions from the
consumer market context (e.g., Boshoff 1999, 2005; Gonzalez, Hoffman and Ingram 2005),
recovery research has neglected to develop a comprehensive framework considering the mul-
tiplicity of recovery measures to handle failure situations. Accordingly, Smith, Karwan and
Markland (2009) noted that “research in this area has not clearly defined the dimensions of
effective recovery” (p. 166). Therefore, a holistic conceptualization of recovery management
for business-to-business markets is missing in contemporary recovery research, which is re-
quired for seller firms to ensure an effective recovery of product or service failures in this
specific market context. This perspective is consistent with prior studies, which have called
for further research on the characteristics of recovery in business markets (Lockshin and
McDougall 1998, p. 437; Weun, Beatty and Jones 2004, p. 141). To close this significant re-
search gap, the dimensions of recovery management in business-to-business markets shall be
identified and conceptualized in a theoretical framework. The first research question is de-
fined as:

1. What are the fundamental dimensions of recovery in a business-to-business context?



The second research question refers to the impact of recovery measures on the relationship
between seller firms and customer firms. As suggested by previous literature, failure situa-
tions have a severe impact on customer relationships (Backhaus and Bauer 2001, p. 46) and
may lead to the termination of the relationship by the customer (Davidow 2003, p. 226). The
reaction of the seller firm to a failure situation is able to either restore customer satisfaction
and, thus, retain the customer or worsen the situation, thus leading to the defection of the cus-
tomer (Smith, Bolton and Wagner 1999, p. 356). An effective recovery by the seller firm may
be able to mitigate the negative impact of the failure situation and even create a positive im-
pact on the customer relationship (DeWitt, Nguyen and Marshall 2008, p. 276). Although
some studies have investigated the impact of high quality relationships on customer evalua-
tions of recovery (e.g., Hess, Ganesan and Klein 2003; Mattila 2001b), limited research has
been conducted on the effects of recovery measures on the quality of relationships. Previous
studies have investigated the effects of recovery measures on discrete relationship quality
constructs such as satisfaction (e.g., Maxham 2001; Smith, Bolton and Wagner 1999), trust
(e.g., DeRuyter and Wetzels 2000) and commitment (e.g., Kau and Loh 2006). Nevertheless,
findings on discrete relationship quality constructs may not be sufficient to entirely under-
stand the relational effects of recovery. Bhandari, Tsarenko and Polonsky (2007) postulated
that “a broad based multi-dimensional evaluation of consumer outcomes has been lacking
(...) in the literature” and further argued that “focusing on only one or two outcome measures
does not capture the full domain of customer responses” (p. 182). In fact, no study has empiri-
cally investigated the combined effects of recovery measures on the quality of relationships
between customer and seller firms — neither in consumer markets nor in business markets. To
the best of the author’s knowledge, only one study (Vazquez-Casielles, Suarez Alvarez and
Diaz Martin 2010) has investigated the impact of recovery on relationship quality in business-
to-consumer markets. The findings of this study, however, were based on justice perceptions
of recovery and, thus, did not capture the distinct effects of recovery dimensions on relation-
ship quality. Furthermore, this study was related to the indirect effects (i.e. mediated by re-
covery satisfaction) of recovery on relationship quality and, hence, failed to disclose the direct
effects of recovery measures on the quality of relationships. Therefore, it is postulated that
contemporary recovery research has yet abandoned the relational effects of recovery measures
on the quality of customer relationships in business markets. A solid understanding of the
long-term effects of recovery measures on the quality of relationships with customers is re-
quired for seller firms to maintain and develop its customer relationships after failure situa-
tions. To close this substantial research gap, the impact of recovery dimensions on the rela-
tionship between seller and customer firms shall be assessed and the second research question

reads as:

2. What is the impact of recovery dimensions on relationships in a business-to-business

context?



The third research question relates to the distinct effects of proactive versus reactive recovery
dimensions on relationships in business markets. In literature, recovery has been frequently
conceptualized from a reactive perspective where recovery activities of the seller firm are
conducted after customers have complained to the seller firm (Miller, Craighead and Karwan
2000, p. 389). More recently, recovery has been conceptualized also from a proactive per-
spective where recovery activities are initiated before customers have actually complained
(DeWitt and Brady 2003, p. 203). Taking a proactive perspective on recovery allows seller
firms to address dissatisfied customers, who have been incapable or reluctant to disclose their
dissatisfaction to the seller firm (Smith, Bolton and Wagner 1999, p. 359). A proactive per-
spective on recovery is important since taking a solely reactive stance in the handling of fail-
ures may come too late to mitigate the damages resulting from a failure situation (DeWitt and
Brady 2003, p. 203). Recent recovery research reflects evidence on the positive effects of a
proactive perspective on recovery (e.g., Cranage and Mattila 2005; DeWitt and Brady 2003;
Worsfold, Worsfold and Bradley 2007). The empirical findings of Worsfold, Worsfold and
Bradley (2007, p. 2515) convey that proactive recovery has the potential to reduce customer
defections caused by failure situations. Furthermore, Gonzalez et al. (2010, p. 232) suggested
that proactive recovery measures generate more positive customer outcomes than reactive
recovery measures. Despite the potential contributions of proactive recovery, the majority of
seller firms has based their recovery activities on a reactive perspective (Bauer, Donnevert
and Hettenbach 2006, p. 9). Based on current recovery literature, it remains unclear whether
proactive recovery measures reflect superior or inferior effects on customer outcome variables
in comparison to reactive recovery measures. In particular, Maxham and Netemeyer (2002a)
noted that it would be valuable “to better understand if and how customers respond differently
when firms proactively identify and successfully fix problems before customers complain” (p.
67). Furthermore, DeJong and DeRuyter (2004, p. 458) noted that few insights exist on the
interaction of reactive and proactive recovery measures in contemporary recovery literature.
Consequently, several studies have suggested investigating the effects of proactive recovery
on customer evaluations (DeJong and DeRuyter 2004, p. 458; Vazquez-Casielles, Iglesias and
Varela-Neira 2012, p. 83; Worsfold, Worsfold and Bradley 2007, p. 2512). Since contempo-
rary recovery literature lacks a fundamental understanding, an empirical investigation on the
specific effects of proactive and reactive recovery on relationships in business markets is re-
quired. To close this relevant research gap, the distinct effects of proactive versus reactive
recovery dimensions on relationships in business markets shall be investigated. Therefore, the
third research question is formulated as:

3. What is the impact of proactive vs. reactive recovery dimensions on relationships in a

business-to-business context?



The fourth research question refers to the effects of recovery dimensions on the financial per-
formance of seller firms. In general, Tax and Brown (1998) noted that the “impact of recovery
strategies on a company’s revenue and profitability is dramatic” (p. 75). Although several
studies have suggested a positive impact of recovery activities on the profitability of the seller
firm (e.g., Hart, Heskett and Sasser 1990; Hoffman and Kelley 2000; McCollough, Berry and
Yadav 2000), recovery literature generally lacks empirical findings on this causal relationship.
Despite these promising effects, prior research has reflected that the cost implications of re-
covery have not been profoundly understood (Miller, Craighead and Karwan 2000, p. 398)
and empirical findings on the positive relationship between recovery dimensions and profita-
bility are limited (Johnston and Michel 2008, p. 82). In particular, Parasuraman (2006, p. 591)
argued that an integrated evaluation of recovery is required to assess the financial contribu-
tions of recovery activities to the seller firm. Furthermore, Holloway, Wang and Beatty (2009,
p- 393) suggested to assess the financial effects of recovery such as the costs of recovery, the
profitability of recovery and the return on investment associated with recovery. Consequently,
recent research has admitted that the profitability effects of recovery measures have not been
empirically investigated extensively (Gonzalez et al. 2010, p. 229; Morrisson and Huppertz
2010, p. 249). Similarly, Smith and Karwan (2010) noted that “market performance measures
are much less frequently employed in service recovery studies” (p. 4). For this reason, empiri-
cal investigations on the specific contributions of recovery to the financial performance of
seller firms are lacking in contemporary recovery literature. Since the measurement of the
contribution of marketing activities to the financial firm performance is critical for the recog-
nition of the marketing function within the firm (Lehmann 2004, p. 74), the question has been
raised if recovery investments represent sunk costs or drivers of financial performance
(Johnston and Michel 2008, p. 94). Due to the fact that the implementation of recovery man-
agement systems requires significant investments in resources such as employees, systems
and processes (Smith, Karwan and Markland 2009, p. 169), seller firms need to understand if
these investments represent a source of additional profits or diminishing returns. As the finan-
cial implications of recovery constitute a prerequisite for the implementation of recovery
management concepts at seller firms, further knowledge on the financial consequences of re-
covery management in business-to-business markets is required. To close this considerable
research gap, the impact of the recovery dimensions on the financial performance of seller

firms in business markets shall be assessed. At last, the fourth research question reads as:

4. What is the impact of recovery dimensions on financial firm performance in a business-

to-business context?



1.3 Structure and course of investigation

The investigation is structured into six chapters (cf. figure 1.1). In chapter two, the termino-
logical and conceptual foundation is established to introduce the theoretical concepts. In par-
agraph 2.1, the fundamental terms are defined, whereas paragraph 2.2 presents a review of
the literature. In chapter three, the theoretical foundation is presented to explicate the theoret-
ical approach. Hence, paragraph 3.1 explicates the contributions of the equity theory, para-
graph 3.2 exemplifies the contributions of the social exchange theory and paragraph 3.3 con-
cludes with a critical assessment. In chapter four, the qualitative investigation on the concep-
tual dimensions of recovery is presented. In paragraph 4.1, the structure is introduced, while
paragraph 4.2 explicates the methodology. In paragraph 4.3, the findings are discussed,
whereas the conceptual dimensions are explained in paragraph 4.4. The fifth chapter presents
the quantitative investigation on the relational and financial consequences of recovery. In
paragraph 5.1, the structure is presented and paragraph 5.2 explicates the methodology. In
paragraph 5.3, the relational consequences of recovery are presented, whereas paragraph 5.4
illustrates the financial consequences of recovery. In chapter six, the conclusions of the inves-
tigation are discussed. In paragraph 6.1, the findings are summarized, followed by a discus-
sion of theoretical implications in paragraph 6.2 and practical implications in paragraph 6.3.
The thesis concludes with the limitations and avenues for further research in paragraph 6.4.

Chapter 1: Structure and course of investigation

Chapter 2: Terminological and conceptual foundation of investigation

Chapter 3: Theoretical foundation of investigation

Chapter 4: Qualitative investigation

Conceptual dimensions of recovery

(Research question 1)

Chapter 5: Quantitative investigation

N N
Relational consequences of recovery Financial consequences of recovery
(Research question 2 & 3) (Research question 4)

Chapter 6: Summary of findings and conclusions

Figure 1.1: Positioning of the first chapter into the course of investigation

Source: own illustration



2 Terminological and conceptual foundation of investigation

On the basis of the research questions defined in paragraph 1.2, the present chapter establish-
es the terminological and conceptual foundation of the investigation to introduce the funda-
mental terms and concepts, which are considered in the course of the subsequent investigation
(cf. figure 2.1).

Chapter 1: Structure and course of investigation

Chapter 2: Terminological and conceptual foundation of investigation

Chapter 3: Theoretical foundation of investigation

Chapter 4: Qualitative investigation

Conceptual dimensions of recovery

(Research question 1)

Chapter 5: Quantitative investigation

N N/
Relational consequences of recovery Financial consequences of recovery
(Research question 2 & 3) (Research question 4)

Chapter 6: Summary of findings and conclusions

Figure 2.1: Positioning of the second chapter into the course of investigation

Source: own illustration

The terminological and conceptual foundation is structured into the paragraphs definition of
fundamental terms (paragraph 2.1) and review of recovery literature (paragraph 2.2).

2.1 Definition of fundamental terms

For the comprehension of the nature of recovery management in business-to-business mar-
kets, an introduction of the fundamental terms considered in the subsequent investigation is
required. A solid definition is necessary to understand the scope and the context of the fun-
damental terms to be able to relate findings to other investigations, which have discussed sim-
ilar phenomena. In the following paragraph, the terminological foundation of the fundamental
terms business-to-business markets (paragraph 2.1.1) and recovery management (paragraph
2.1.2) will be defined as the conceptual foundation for the subsequent investigation on recov-

ery management in business markets.
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2.1.1 Terminological foundation of business-to-business markets

In contemporary marketing literature, several definitions of business-to-business markets have
emerged, which generally differ in terms of its scope and context. Consequently, a universal
definition of business markets as not emerged in literature yet. To ensure a solid terminologi-
cal foundation, the term business-to-business markets is defined subsequently for the present

investigation.

2.1.1.1 Definition of the term “business-to-business markets”

The term “business-to-business markets” has been defined differently across literature, but a
key characteristic is the notion that customers are represented by organizations rather than
consumers (Brennan, Canning and McDowell 2007, p. 2). More specifically, business-to-

business markets have been defined to comprise

“firms, institutions, or governments that acquire goods and services either for their own
use, to incorporate into the products or services that they produce, or for resale along
with other products and services to other firms, institutions or governments” (Anderson,
Narus and Narayandas 2009, p. 4).

On the basis of this definition, it can be stated that business-to-business markets are repre-
sented by organizational entities rather than individuals, which engage in economic exchange
activities with other entities. In particular, business-to-business markets have been differenti-
ated into three market sectors commercial enterprises, institutions and governments, whereas
each of these sectors reflects distinctive characteristics (Hutt and Speh 2004, p. 18). Although
the transaction volume of business markets considerably exceeds those of consumer markets,
the academic pervasion of business markets is largely lagging behind consumer markets
(Backhaus and Voeth 2007, pp. 4-5).

2.1.1.2 Characteristics of business-to-business markets

A controversial discussion has emerged on whether a distinct marketing theory for business
markets is required or a universal marketing theory, which may be applied to business-to-
business and business-to-consumer markets, is sufficient. This discussion is mainly based on
the inherent differences in the nature of business and consumer markets. A persuasive scope
of literature supports the notion that business markets substantially differ from consumer
markets along several dimensions and the same marketing approach may not be used for con-
sumer and business markets (Cooke 1986, p. 14; Lilien 1987, p. 16; Webster 1978, p. 22). In
particular, Coviello and Brodie (2001) suggested that a “classical dichotomy” between busi-
ness and consumer markets is apparent in the marketing discipline (p. 383). In contrast, this
dichotomy has been challenged by other studies based on the notion that more similarities
than differences are existent between business and consumer markets (Fern and Brown 1984,
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p- 75; Wilson 2000, p. 794). From an empirical perspective, Coviello and Brodie (2001) noted
that a clear dichotomy could not be detected as marketing practice reflects that firms in con-
sumer and business markets employ the same marketing approaches. Nevertheless, since the
study of Coviello and Brodie focused on observations of marketing practice rather than theo-
retical conceptualizations, their findings reflect limited insights on the characteristics of busi-
ness versus consumer markets. In contrast to their findings, there may be more substantial,
structural differences between business and consumer markets, which require a consideration
in the development of conceptual frameworks for these market contexts. A review of the re-
cent marketing literature reveals that the characteristics of business markets significantly dif-
fer from consumer markets along several dimensions — such as markets, products / services,

customers and relationships (cf. table 2.1).

Busi to-B Busi to-Consumer
Category Criteria
Markets Markets
Markets Nature of demand Derived demand Direct demand

Concentration of demand
Elasticity of demand

Volume of demand

Higher concentration
Lower elasticity

Larger volume

Lower concentration
Higher elasticity

Smaller volume

Products / services

Complexity
Combinations
Individualization

Functionality

Higher complexity
More combinations
More individualization

Higher functionality

Lower complexity
Less combinations
Less individualization

Lower functionality

Customers

Nature
Professionalism

Multi-personality

Institutions
Professionals

Multiple individuals

Individuals
Consumers

Single individuals

Rationality Higher rationality Lower rationality
Relationships Continuity Higher continuity Lower continuity
Importance Higher importance Lower importance

Functional interdependence

Buyer-seller interdependence

Larger interdependence

Larger interdependence

Smaller interdependence

Smaller interdependence

Table 2.1: Characteristics of business-to-business versus business-to-consumer markets

Source: adopted from Brennan, Canning and McDowell 2007, pp. 7-18

According to marketing literature, business-to-business markets differ from business-to-
consumer markets based on the characteristics of the market.

e Nature of demand: The demand in business markets is derived from the demand of
downstream markets (i.e. consumer markets) and therefore has been defined as “derived

demand” (Kleinaltenkamp 2000, p. 176). Customer firms purchase products or services
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to facilitate the production of other goods and services, while consumers buy products
or services to fulfill their individual needs (Brennan, Canning and McDowell 2007, p.
9).

Concentration of demand: In business markets, customers typically attain a large pro-
portion of revenues of the seller firm and the number of customers in business markets
is smaller than in consumer markets (Narayandas 2005, p. 131). Therefore, demand is
concentrated among few customers with high purchasing power, while demand in con-
sumer markets is allocated across many customers with low purchasing power (Tsiros,
Ross and Mittal 2009, p. 272).

Elasticity of demand.: Since customer firms in business markets are dependent on the re-
liable supply of products or services for their operations, these are assumed to be less
price-elastic than individual consumers (Hutt and Speh 2004, p. 10). Accordingly, busi-
ness markets reflect a reversed price elasticity of demand due to the criticality of supply
(Brennan, Canning and McDowell 2007, pp. 13-14).

Volume of demand: In comparison to consumer markets, transactions in business mar-
kets tend to be much larger in value (Narayandas 2005, p. 131). The volume of transac-
tions where the customer is an organization, is larger than those where the customer is

an individual consumer (Hutt and Speh 2004, p. 4).

Furthermore, business-to-business markets further discern from business-to-consumer mar-

kets on the basis of the characteristics of its products and services.

Complexity of products and services: The degree of complexity of products and services
in business markets is usually higher than in consumer markets (Cooke 1986, p. 13).
Accordingly, business markets reflect a larger complexity of transactions, which makes
critical incidents more likely to occur (Backhaus and Bauer 2001, p. 28).

Combinations of products and services: Due to the technical complexity of products
and services and its importance for their operations, customers in business markets often
demand supplementary services (Lilien 1987, p. 15). Thus, tangible products are fre-
quently accompanied by intangible services before and after the sale in a business mar-
ket context (Hutt and Speh 2004, p. 13).

Individualization of products and services: Customers in business markets tend to re-
flect more specific requirements, which results in individual specifications for products
and services (Homburg and Rudolph 2001, p. 16). Therefore, business customers fre-
quently demand customized products, volumes or prices in contrast to consumer mar-
kets where a large number of customers share similar needs (Narayandas 2005, p. 131).
Functionality of products and services: In general, customers in business markets pri-
marily draw upon the functionality or performance of products and services as the cen-

tral decision criteria, whereas customers in consumer markets tend to base purchasing



decisions on individual aesthetics or personal taste (Anderson, Narus and Narayandas
2009, p. 5).

With respect to the existing literature, business-to-business markets may be further differenti-

ated from business-to-consumer markets based on the characteristics of its customers.

e Nature of customers: Customers in business markets are represented by organizations
such as firms, governments or institutions, whereas customers in consumer markets
consist of individual consumers (Hutt and Speh 2004, p. 32).

e Professionalism of customers: The level of professionalism of customers in business
markets has been considered as one of the key factors differentiating organizational
from consumer buying (Wilson 2000, p. 783). More specifically, customers in business
markets engage in purchasing processes designed and executed by professionals com-
pared to rather inexperienced customers in consumer markets (Brennan, Canning and
McDowell 2007, p. 14).

o Multiplicity of customers. Since multiple individuals need to be considered in organiza-
tional buying decisions (Hutt and Speh 2004, p. 74), purchasing decisions in business
markets are usually taken by a larger group of managers (i.e. buying center) compared
to individual customers in consumer markets (Brennan, Canning and McDowell 2007,
pp. 39-42).

e Rationality of customers: In business markets, decision-making is generally based on
objective criteria such as requirements and cost efficiency rather than subjective criteria
such as brand or image (Cooke 1986, p. 11). Accordingly, organizational buying is ra-
ther based on rationality, while consumer buying is based on consciousness (Wilson
2000, p. 783).

With respect to the relationships between sellers and customers in business-to-business mar-
kets, substantial differences compared to business-to-consumer markets have been identified

in literature.

o Continuity of relationships: According to prior research, relationships constitute the
foundation of business marketing (Hakansson and Snehota 2000, p. 75). Therefore, rela-
tionships between sellers and customers in business markets tend to be more intensive
and continuing compared to consumer markets (Hutt and Speh 2004, p. 13).

o [mportance of relationships: In business markets, relationships have been acknowl-
edged to be more important to customers since “a firm’s success in business markets

depends directly on its working relationships” (Anderson and Narus 2004, p. 21).
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e Functional interdependence: Buyer-seller relationships in business markets tend to re-
flect a higher degree of functional interdependence in contrast to relationships between
sellers and customers in consumer markets (Hutt and Speh 2004, p. 7).

o Buyer-seller interdependence: In general, business markets reflect a higher degree of in-
terdependence between customer and seller compared to consumer markets since prod-
ucts or services are integrated into the operational processes of the customer firm
(Webster 1978, p. 23).

Based on these specific characteristics, it gets apparent that business-to-business markets sub-
stantially differ from business-to-consumer markets. Hence, previous research has acknowl-
edged that business and consumer markets reflect significantly different requirements (Hutt
and Speh 2004, pp. 9-10). Since conceptualizations developed for consumer markets are like-
ly to fail under business market conditions, the development of conceptualizations specific to
the business market context are required to prevent theoretically distorted conceptualizations
and misleading findings (Narayandas 2005, p. 131). On the basis of the definition of business-
to-business markets provided by Anderson, Narus and Narayandas (2009, p. 4), the present
investigation focuses on the market context where organizations exchange products or ser-
vices for their own utilization to incorporate these in their own products of services or resell-
ing these to other firms. Consequently, non-profit organizations and government institutions
are not considered in the scope of this investigation since these types of entities are assumed

to reflect different characteristics and requirements.

2.1.2 Terminological foundation of recovery management

Consistent with the terminological basis of business-to-business markets, the terminological
foundation of recovery management is based on the definition of the term recovery manage-
ment (paragraph 2.1.2.1) and the delineation of the term recovery management (paragraph
2.1.2.2).

2.1.2.1 Definition of the term “recovery management”

Over the last three decades, several definitions of the term “recovery” have emerged in aca-
demic research. This situation may be related to the fact that academic research on recovery
has developed across several disciplines (i.e. service marketing, relationship marketing, and
operational research), while being in the course of emerging into a general research stream
(Parasuraman 2006, p. 590). The term recovery has been applied across various research con-
texts. During the 1960s, the term recovery has been widely used for the restoration of infor-
mation technology equipment or the restitution from natural catastrophes (Brown, Cowles and
Tuten 1996, p. 34). From the late 1970s, scholars began to relate recovery to the restoration of
service failures (e.g., Andreasen and Best 1977) and in the 1980s the resulting benefits such
as customer satisfaction and loyalty were discussed (e.g., Bell and Zemke 1987). In the 1990s,
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scholars began to develop the first theoretical concepts of recovery based on anecdotic (e.g.,
Hart, Heskett and Sasser 1990) and empirical (e.g., Johnston 1995) evidence. From the late
1990s, the concept of recovery gained increased attention by researchers from several disci-
plines. Accordingly, scholars have noted that recovery research has attained significant con-
sideration in the academic literature (Parasuraman 2006, p. 590), but still “is in need of con-
solidation” (Smith, Karwan and Markland 2009, p. 178). Nevertheless, despite the large num-
ber of studies, till date contemporary recovery research lacks a universal definition of the term
“recovery”. This situation is certainly caused by the fact that the term has been related to dif-
ferent concepts and associated with different meanings. In operations research, recovery has
been used to describe the return and recycling of products at the end of life stage in the prod-
uct life cycle (e.g., Thierry et al. 1995; Toffel 2004), thus, being focused on the recovery of
ecological value of products (product recovery). In service research, recovery has been related
to the restoration of customers (customer recovery) with the aim to reinstate customer satis-
faction (e.g., Priluck and Lala 2009). Furthermore, recovery has been related to the support of
employees in dealing with failure situations (employee recovery) intended to lead to satisfied
employees after recovery (e.g., Johnston and Michel 2008; Michel, Bowen and Johnston
2009). In relationship marketing, recovery has been used to describe the efforts of firms to
regain customers (relationship recovery), who have already left the relationship (e.g.,
Homburg and Schéfer 1999; Bruhn and Michalski 2001). Based on a profound review of the
recovery literature, it gets evident that the existing definitions of recovery are related to dif-
ferent contexts, which has prevented the development of a general definition of recovery in

contemporary recovery research till date (cf. table 2.2).

Author(s) Definition Object Objective
“The word ‘recovery’ has been chosen carefully
Bell and Zemke . . . . .
— it means ‘to return to a normal state; to make Service failures Customer satisfaction
(1987, p. 32) .
whole again’”
“... thought-out, planned process of returning
Zemke and Bell  aggrieved customers to a state of satisfaction Product failures . )
] o . . . Customer satisfaction
(1990, p. 43) with the organization after a service or product Service failures
has failed to live up to expectations”
“... those activities in which a company engages
Gronroos . . . . . .
(1990, p. 7) to address a customer complaint regarding a Service failure  Failure handling
, P- . . .
perceived service failure”
Johnston ... has been used as the expression to seek out . . Failure identification
. . . Service failures . .
(1995, p. 213) and deal with service failures” Failure handling
““... the actions of a service provider to mitigate
Johnston and . ) o
and/or repair the damage to a customer that . . Failure mitigation
Hewa (1997, . . . Service failures . .
results from the provider’s failure to deliver a Failure resolution

p. 467) . . .
service as is designed”
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Hocutt, . . .
“Service recovery consists of all the actions
Chakraborty and Product failures . .
people may take to move a customer from a ) . Customer satisfaction
Mowen Service failures
state of dissatisfaction to a state of satisfaction”
(1997, p. 457)

Miller, “... involves those actions designed to resolve

) ) Problem resolution
Craighead and problems, alter negative attitudes of dissatisfied ~ Product failures

. . ) . Customer satisfaction
Karwan consumers and to ultimately retain these cus- Service failures

(2000, p. 387) Customer retention
, P- tomers.”

Sparks and “... is the process of dealing with a situation

McColl- whereby a customer has experienced a failure in ~ Product failures Failure handling
Kennedy the firm’s offering. Service recovery aims to Service failures Customer satisfaction
(2001, p. 210) return the customer to a state of satisfaction.”

“Recovery efforts are an attempt by the firm to
Priluck and Lala

keep the customer happy by suitably compen- Product failures Customer satisfaction
(2009, p. 44)

sating the customer in case of a product failure”

... are the integrative actions a company takes

to re-establish customer satisfaction and loyalty
Customer satisfaction
Michel, Bowen  after a service failure (customer recovery), to .
. o . . . Customer retention
and Johnston ensure that failure incidents encourage learning  Service failures
Process improvement
(2009, p. 267) and process improvement (process recovery) )
. . Employee satisfaction
and to train and reward employees for this pur-

pose (employee recovery)”

““... is a dynamic process of engaging in various
Fang, Luo and . .
marketing activities to recuperate consumer
Jiang (2013, Service failure  Customer satisfaction
H satisfaction after the service does not meet cus-
p.

tomer expectation or tolerance zone”

Table 2.2: Selected definitions of recovery from literature

Source: own illustration

With respect to the object of recovery the existing studies on recovery reflect different direc-
tions. In the initial studies on recovery, the term recovery has been related to the handling of
product and service failures (Zemke 1994, p. 17; Zemke and Bell 1990, p. 43). More specifi-
cally, recovery has been defined as a “thought-out, planned process of returning aggrieved
customers to a state of satisfaction with a firm after a service or product has failed to live up
to expectations” (Zemke and Bell 1990, p. 43). In subsequent studies, however, scholars have
predominantly related recovery to service failures leading to the establishment of the term
“service recovery” in academic literature (e.g., Gronroos 1988; Johnston 1995; Smith and
Bolton 1998), which currently dominates the academic landscape of recovery research. Nev-
ertheless, several studies have related recovery to product failures, either implicitly (e.g.
Boshoff 1999; Sparks and McColl-Kennedy 2001; Maxham and Netemeyer 2002a) or explic-
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itly (e.g., Priluck and Lala 2009). A number of studies have related recovery to products and
services likewise (e.g., Boshoff 1999; Sparks and McColl-Kennedy 2001; Maxham and
Netemeyer 2002a). The majority of recovery research, however, failed to consider products
and services as the object of recovery and solely focused on the recovery of services.

In terms of the objective of recovery, previous research conveys different goals related to re-
covery activities. The largest number of studies have related recovery to the restoration of
customer satisfaction after failure situations (e.g., Boshoff 1999; Miller, Craighead and
Karwan 2000; Sparks and McColl-Kennedy 2001). The term recovery has been related to the
efforts of a seller firm “to return to a normal state; to make whole again” (Bell and Zemke
1987, p. 32) and refers to the restoration of customer satisfaction. Consequently, recovery has
been defined to represent “a cornerstone of a customer satisfaction strategy” (Tax and Brown
1998, p. 87). Previous research has also related recovery to problem resolution in failure sit-
uations (e.g., Maxham 2001; Miller, Craighead and Karwan 2000; Simons and Kraus 2005).
Accordingly, Zemke and Bell (1990) noted that “[s]olving problems is what recovery is
about” (p. 43). Similarly, Smith and Karwan (2010) stated that “[t]he successful rectification
of service failures is the ultimate goal of the recovery effort” (p. 4). The term recovery has
been also associated with customer retention (e.g., Miller, Craighead and Karwan 2000). In
particular, Andreassen (2001) noted “that the primary goal of the recovery strategy is to retain
existing customers” (p. 47). The term recovery has been recently extended to consider process
improvements based on failure information and employee satisfaction after failure situations

as objectives of recovery for the seller firm (Michel, Bowen and Johnston 2009, p. 267).

The systematic efforts of the seller firm related to the development, implementation and im-
provement of recovery activities has been described by the term “recovery management”
(Auerbach, Bednarczuk and Biittgen 1997, p. 78). In general, the term “management” has
been defined as “the process of planning, organizing, leading, and controlling the efforts of
organizational members and the use of other organizational resources in order to achieve stat-
ed organizational goals” (Stoner and Freeman 1989, p. 3). In the context of recovery, early
research has noted that although firms cannot prevent problems, but they are able to develop
mechanisms to recover from them (Hart, Heskett and Sasser 1990, p. 148). Therefore, Mattila
(2001b) argued that “effective recovery needs to be carefully planned and managed” (p. 98) as
the specific nature of recovery requires the systematic planning and management of recovery
activities (La and Kadampully 2004, p. 392). Prior research has concluded that seller firms are
required to engage in a systematic management of recovery activities to develop and maintain
long-term customer relationships (Holloway and Beatty 2003, p. 94). Similarly, Kau and Loh
(2006) noted that “[r]ecovery management is considered to have a significant impact on cus-
tomers who experienced service failures” (p. 102). Nevertheless, Bhandari, Tsarenko and
Polonsky (2007, p. 181) reasoned that the management of recovery activities is more complex
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than the management of ordinary service encounters since failure situations may occur in all
processes and are difficult to predict. Consequently, it is stated that the effective handling of
failure situations requires the systematic management of recovery activities by seller firms.
With respect to the increasing consolidation of products and services in business-to-business
markets (Hutt and Speh 2004, p. 331) and based on the ambiguous definitions of recovery in
previous research, the term recovery management is defined for the subsequent investigation
as

a systematic approach for the development, implementation and controlling of activities
by the seller firm to handle product or service failures in order to regain customer satis-

faction and attain customer retention in the context of business-to-business markets.

This definition constitutes the terminological foundation for the conceptual and empirical in-
vestigation on recovery management in business-to-business markets. To fundamentalize this
definition, the term “recovery management” is further delineated from related terms in mar-

keting literature.

2.1.2.2 Delineation of the term “recovery management”

To integrate the term “recovery management” in the nomological net of marketing and service
research, it needs to be delineated from similar, but distinct concepts in academic research. In
literature, the term recovery management has frequently been mixed (Davidow 2003, p. 227;
DeWitt, Nguyen and Marshall 2008, p. 271) or used interchangeably (Johnston 2001, p. 61;
Maxham and Netemeyer 2002a, p. 239) with the term “complaint management”. For example,
Davidow (2003) defined his conceptual model as a “complaint recovery framework” (p. 227)
and did not clearly differentiate between the theoretical concepts of recovery management and
complaint management. Since both terms represent distinct concepts (Smith, Bolton and
Wagner 1999, p. 359), a conceptual delineation of the term recovery management from the

term complaint management is required.

The term complaint management has been related to the organizational response of the seller
firm to customer complaints (Fornell and Wernerfelt 1988, p. 289; Homburg and Fiirst 2005,
p- 96). More specifically, customer complaints denote the dissatisfaction of customers related
to problems with the direct or indirect benefits of the exchange or the behavior of employees
(Fiirst 2005, p. 10) and is related to the expression of dissatisfaction by customers as reflected
by the act of complaining. Accordingly, complaint management has been described as “a sys-
tem, set up by the firm, that offers an opportunity for customers to have their grievances re-
solved” (Fornell and Wernerfelt 1988, p. 288). Based on prior definitions, recovery manage-

ment may be differentiated from complaint management along the several dimensions.



First, complaint management has been argued to involve proactive measures aimed at the fa-
cilitation of complaints. However, it is, by definition, dependant on complaints from dissatis-
fied customers. Without a complaint by the customer, complaint management is unfeasible.
Since only a limited number of dissatisfied customers tends to complain (McCollough, Berry
and Yadav 2000, p. 133), a large number of dissatisfied, non-complaining customers may be
neglected by complaint management. DeWitt and Brady (2003) stated that “[a]lthough the
number of complaints in response to dissatisfaction varies, it is generally accepted that the
incidence of complaints is much lower than the number of dissatisfying events” (p. 195). The
majority of customers experiencing a failure situation were found to choose not to complain
to the seller firm (Voorhees, Brady and Horowitz 2006, p. 514). In contrast, recovery man-
agement comprises proactive activities to identify problems with products or services, even in
the absence of customer complaints (Smith, Bolton and Wagner 1999, p. 359). Therefore,
recovery management allows seller firms to handle failure situations even when customers are
incapable or reluctant to lodge a complaint to the seller firm or when seller firm employees
have recognized the failure before the customer (Holloway, Wang and Beatty 2009, p. 386).
Accordingly, recovery management differs from complaint management since it is related to

dissatisfied, non-complaining (and complaining) customers.

Second, complaint management has been related to the handling of customer complaints
(Fornell and Wernerfelt 1988, p. 289). Johnston (2001) noted that complaint management
entails “the receipt, investigation, settlement and prevention of customer complaints” (p. 60),
which reflects that the object of complaint management is the customer complaint. In contrast,
recovery management is related to the handling of failure situations by the seller firm
(Johnston 1995, p. 213). Michel (2001) explained that recovery “differs from complaint man-
agement in its focus on service failures and the company’s immediate reaction to it” (p. 20).
Therefore, recovery management may be differentiated from complaint management since it
is related to the failure situation itself and its resolution rather than the customer complaint

and the handling of complaints.

Third, complaint management is focused on customer complaints across several stages along
the purchasing process (Hansen, Powers and Swan 1997, p. 14). In particular, complaint man-
agement involves the handling of customer complaints prior to, during and after the purchase
(Fiirst 2005, p. 10). In contrast, recovery management has been defined by previous literature
to focus on the handling product or service failures towards customers in the post-purchase
phase (Sparks and McColl-Kennedy 2001, p. 210). Consequently, recovery management may
be distinguished from complaint management as it is related to the time period after the pur-
chase rather than the time period before and during the purchase and, thus, is focused on cur-

rent customers of the seller firm.
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In conclusion, it is postulated that recovery management conceptually differs from complaint
management along several dimensions. This conception is consistent with prior research,
which has argued that recovery management represents a conceptual approach for the han-
dling of failure situations, thus, differing from conventional approaches such as complaint
management (Smith, Bolton and Wagner 1999, p. 359). Similarly, previous research has not-
ed that recovery management need to be differentiated from concepts “focusing on just one
facet of service failure and recovery — complaint management” (Parasuraman 2006, p. 591).
Based on this delineation, the term recovery management is treated as an independent theoret-

ical concept in the present investigation.

2.1.3 Characteristics of recovery management in business-to-business markets

In general, recovery management attains a critical role for the management of business rela-
tionships by restoring customer satisfaction and facilitating customer retention after product
or service failure situations (Smith, Bolton and Wagner 1999, p. 356). Accordingly, Boshoff
(1999) suggested that recovery represents “a minimum requirement for effective relationship
marketing” (p. 248). Since relationship management is of fundamental importance in business
markets (Sheth and Sharma 2006, p. 424), recovery management is assumed to significantly
contribute to the development and maintenance of customer relationships in business-to-
business markets. To investigate the nature of recovery management in business markets, its
characteristics under these specific market conditions need to be understood. Based on the
characteristics of business-to-business markets (cf. paragraph 2.1.1.2) and the definition of
recovery management (cf. paragraph 2.1.2.1), the specific characteristics of recovery man-

agement in business-to-business markets have been conceptualized.

e Derived demand: Since the products or services of seller firms (directly or indirectly)
enter into the products or services of their customers, they attain a significant role in the
customer’s offerings (Kleinaltenkamp 2000, p. 177). Therefore, product or services
failures in business markets exert a significant impact on the quality of the products and
services of the customer firm and even reflect upon indirect customers (the “customer’s
customer”). This condition is defined as the transmission effect of failures.

e JVolume of demand: As the transaction volumes in business markets are larger than in
consumer markets, failures by seller firms may have a substantial impact on the prod-
ucts or services of the customer firms. Due to the high degree of standardization of
products (Hutt and Speh 2004, p. 23), failures are likely to spread quickly across a large
number of products or services. With respect to the high level of individualization of
services, failures tend to flow into the critical business processes of customer firms and,
thus, diffuse across a large number of products or services, which is defined as the mul-
tiplication effect of failures.
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Concentration of demand: Since business markets are represented by a smaller number
of customers with a higher degree of purchasing power compared to consumer markets
(Brennan, Canning and McDowell 2007, p. 6), failures related to these customers have a
substantial impact on the turnover and profitability situation of the seller firm. If the
seller firm is unable to provide effective recovery, the respective customer firm may re-
duce future purchases or even terminate the business relationship with the seller firm,
which is defined as the concentration effect of failures.

Individuality of demand: As customers in business markets often purchase products or
services that are specifically designed and produced according to their individual re-
quirements (Narayandas 2005, p. 132), customers do not have the special knowledge
required to handle specific failures. In these situations, the customer firm is dependent
on the seller firm to resolve the failure situation since other firms are usually not able to
resolve the failure due to a lack of competence. This condition is defined as the individ-
uality effect of failures.

Multiplicity: In business markets, purchasing decisions are influenced or made by sev-
eral individuals from different functional areas (Wilson 2000, p. 786). Therefore, multi-
ple individuals within the customer firm are, directly or indirectly, affected by product
or service failure situations, which develop different expectations regarding the recov-
ery activities of the seller firm, which is defined as the collectivity effect of failures.
Professionalism: In general, customer firms in business markets are represented by pro-
fessional, knowledgeable and skilled buyers in a procurement organization (Hutt and
Speh 2004, p. 35). In failure situations, these professionals develop higher and more de-
tailed expectations regarding the recovery activities of the seller firm based on their ex-
periences from prior failure situations, which is defined as the expectancy inflation ef-
fect of failures.

Rationality: As decision making in business markets is largely driven by rational pro-
cesses, customer evaluations of recovery encounters are based on rational and objective
criteria (Auh and Shih 2005, p. 79) rather than on emotional and subjective criteria.
Therefore, customer firms are specifically focused the tangible procedures and out-
comes related to the handling of the failure situation, which is defined as the rationality

effect of failures.

On the basis of the aforementioned characteristics, it gets apparent that recovery management
reflects specific characteristics in business-to-business markets, which fundamentally differ
from the characteristics in business-to-consumer markets. As conceptualizations developed
for consumer markets are likely to fail under business market conditions (Narayandas 2005, p.
131), a distinct conceptualization of recovery management is required to consider the specific
characteristics prevailing in business-to-business markets. The present thesis is aimed at the

development of a conceptualization of recovery management for business-to-business markets.
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2.2 Review of recovery literature

On the basis of the definition of the fundamental terms, a profound review of the recovery
literature is required to provide a detailed overview on the current state of recovery research.
Due to the dissemination of recovery research across several research disciplines, a classifica-
tion of recovery research is undertaken first (paragraph 2.2.1). Subsequently, the contempo-
rary recovery literature is differentiated into seller-related research on recovery (paragraph
2.2.2) and customer-related research on recovery (paragraph 2.2.3). The critical assessment
of recovery literature is conducted (paragraph 2.2.4) to derive the contributions of prior re-

covery research to the investigation.

2.2.1 Classification of recovery research

The concept of recovery has gained considerable attention across several academic disciplines
including service management (e.g., Hart, Heskett and Sasser 1990), sales management (e.g.,
Gonzalez, Hoffman and Ingram 2005), operations management (e.g., Miller, Craighead and
Karwan 2000; Craighead, Karwan and Miller 2004) and relationship management (e.g., Salo,
Téhtinen and Ulkuniemi 2009). In service research, Parasuraman (2006) has proclaimed re-
search on recovery as one of the “two important topics that fertile, wide-open research territo-
ries for marketing scientists to explore” (p. 590). Nevertheless, a consolidation and integration
of recovery literature is still required to comprehend the nature of recovery management
(Smith, Karwan and Markland 2009, p. 178). An interdisciplinary review of the existing re-
covery literature has been conducted where two major streams of research on recovery have
been identified. As depicted in figure 2.2, research on recovery may be differentiated into the
research streams seller-related research on recovery (paragraph 2.2.2) and customer-related

research on recovery (paragraph 2.2.3).

Research on recovery
(2.2)
I
I |
Seller-related research on recovery Customer-related research on recovery
(2.2.2) (2.2.3)

] | ] |
Research on Research on Research on Research on Research on Research on
seller-related seller-related seller-related customer customer customer

measures requirements consequence expectations evaluations consequence
of recovery for recovery of recovery of recovery of recovery of recovery
(2.2.2.1) (2.222) (2.2.23) (2.23.1) (2.2.32) (2.2.33)
.

Figure 2.2: Major streams of recovery research

Source: own illustration
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From a conceptual perspective, these two major research streams need to be differentiated
because these independent streams reflect the distinct perspectives of the participants of re-
covery — from a seller firm perspective (i.e. seller-related research) and from a customer firm
perspective (i.e. customer-related research). Accordingly, a separate discussion of the research
contributions facilitates an understanding of the different perspectives on recovery taken by

seller firms and customer firms.

2.2.2 Seller-related research on recovery

The seller-related research on recovery refers to the fundamental aspects of recovery from a
seller-firm perspective. On the basis of an extensive literature review (cf. appendix 1), re-
search on recovery from a seller firm perspective has been further differentiated into seller-
related measures of recovery (paragraph 2.2.2.1), seller-related requirements for recovery

(paragraph 2.2.2.2) and seller-related consequences of recovery (paragraph 2.2.2.3).

2.2.2.1 Research on seller-related measures of recovery

The seller-related measures of recovery are related to the recovery activities of seller firms
with respect to failure situations. In the failure situation, seller firms have two options — either
they choose to take actions to resolve the failure situation or simply disregard the failure situa-
tion. If they choose to take action, seller firms are required to determine a set of recovery ac-
tivities to meet customer expectations of recovery (Bhandari, Tsarenko and Polonsky 2007, p.
181). Several recovery measures have been suggested by recovery literature to be conducted
by seller firms. To structure the recovery measures along the recovery process, Miller,
Craighead and Karwan (2000, p. 389) have developed the recovery phase model, which is
separated into a pre-recovery phase, an immediate recovery phase and a follow-up recovery
phase (cf. figure 2.3).

Occurence of failure situation
Awareness of failure situation

l Resolution of failure situation

'

> > >
> > >

pre-recovery phase immediate recovery phase

Jfollow-up recovery phase

Figure 2.3: The recovery phase model
Source: adapted from Miller, Craighead and Karwan 2000, p. 388
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a.) Pre-recovery phase

The pre-recovery phase begins with the occurrence of the failure situation and ends with the
acknowledgement of the failure situation by the seller firm (Miller, Craighead and Karwan
2000, p. 389). The following recovery measures may be related to the pre-recovery phase.

The rapport of employees has been acknowledged as an important recovery measure in some
studies (e.g., DeWitt and Brady 2003; Worsfold, Worsfold and Bradley 2007). More specifi-
cally, rapport has been defined as the presence of an enjoyable interaction and the develop-
ment of a personal connection towards the customer (Gremler and Gwinner 2000, p. 92). Ac-
cordingly, rapport refers to the existence of a personal relationship between customers and
seller firm employees, which is able to mitigate the negative effects arising from failure situa-
tions (DeWitt and Brady 2003, p. 194). Nevertheless, DeWitt and Brady (2003) noted that
rapport has received limited attention in recovery research since “[r]apport was not previously
considered a recovery mechanism, ostensibly because it is developed before a service failure
occurs” (p. 202).

The prevention of failures has been considered as a vital element of recovery (e.g., Johnston
1995; Hart, Heskett and Sasser 1990). In particular, failure prevention has been suggested to
comprise activities of the seller firm to “anticipate needs for recovery” by observing fields of
activities where failures are likely to occur (Hart, Heskett and Sasser 1990, p. 152). The pre-
vention of failures has been supposed to further include seller firms’ attempts to reduce the
probability that customers generate failure situations themselves (Johnston 1995, p. 219).

The identification of failures has been discussed as a fundamental measure of recovery by
several studies (e.g., Miller, Craighead and Karwan 2000; Spreng, Harrell and Mackoy 1995).
Hart, Heskett and Sasser (1990) suggested that recovery comprises activities related to the
identification of failures where seller firms need to become “active problem finders” (p. 151).
Failure identification has been suggested as an early warning system for seller firms by which
failures may be identified and corrected before they create a major failure situation (Johnston
and Hewa 1997, p. 471). Therefore, prior research has suggested including questions about
failure incidents in customer surveys (Johnston and Michel 2008, p. 86). Nevertheless, an
early identification of failures is only valuable when the seller firm is able to respond immedi-
ately (Shapiro and Nieman-Gonder 2006, p. 140). The identification of failures refers to the
awareness of seller firms about customer expectations, which have not been met and therefore

may result in complaints (Gonzalez et al. 2010, p. 223).

b.) Immediate recovery phase
The immediate recovery phase begins with the awareness of the failure situation and ends
with the resolution of the failure situation by the seller firm (Miller, Craighead and Karwan
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2000, p. 389). The following recovery measures may be related to the immediate recovery

phase.

The notification of customers on failures has been considered as an important element of re-
covery by several studies in consumer markets (e.g., Johnston and Hewa 1997; Miller,
Craighead and Karwan 2000) and business markets (e.g., Durvasula, Lysonski and Metha
2000; Lockshin and McDougall 1998). An early information of failures allows customers to
take alternative steps instead of being confronted with a situation where there are no alterna-
tives (Johnston and Hewa 1997, p. 471). Accordingly, seller firms should inform the customer
immediately on failures to enable their customers to make alternative choices, which was
found to improve the effectiveness of recovery (Lockshin and McDougall 1998, p. 437).
Since customers may eventually be able to identify the failure situation themselves, employ-
ees should not attempt to conceal actual or potential failures from customers (Miller,
Craighead and Karwan 2000, p. 398).

The response of the seller firm to failure situations has been also considered as important for
successful recovery (e.g., Johnston 1995; Miller, Craighead and Karwan 2000; Smith, Bolton
and Wagner 1999). Since failure situations may quickly escalate, seller firms have only a
short time period to reinstate customer satisfaction (Hart, Heskett and Sasser 1990, p. 153).
Accordingly, an immediate response to customers on the failure situation is required to effec-
tively recover from the failure and prevent negative consequences (Boshoff 1999, p. 236).
Therefore, the speed of response has been considered as an essential element of recovery
(Wirtz and Mattila 2004, p. 162).

The analysis of failures by the seller firm has been considered as an important measure of
recovery by several studies (e.g., Hoffman, Kelley and Rotalsky 1995; Gonzalez, Hoffman
and Ingram 2005; Gonzalez et al. 2010). In general, failure analysis has been defined as the
identification of the cause of the failure situation (Gonzalez, Hoffman and Ingram 2005, p.
58) and involves “recognizing the failure, identifying its source, evaluating its stability, and
assessing its controllability” (Gonzalez et al. 2010, p. 226). The analysis of failures is critical
to recognize common failure patterns and be able to reduce the reoccurrence of failures
(Hoffman, Kelley and Rotalsky 1995, p. 49). Based on the analysis of the root cause of fail-
ures, the seller firm is able to take corrective actions against current failures and preventive
actions against future failures to improve the internal processes of the seller firms (Michel,
Bowen and Johnston 2009, pp. 257-258). Accordingly, an effective failure analysis was found
to eventually result in lower levels of failures (Gonzalez, Hoffman and Ingram 2005, p. 62).

The explanation of failures by the seller firms has been suggested as another valuable recov-
ery measure (e.g., Boshoff 1999; Grewal, Roggeveen and Tsiros 2008). In general, explana-
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tion refers to the seller firms explicating the reasons for the failure situation to the customer in
a brief and precise manner (Boshoff 1999, p. 240). Since customers generally expect an ex-
planation of the cause of a failure situation (Andreassen 2001, p. 167), the effectiveness of
recovery depends largely on whether the seller firm has provided an explanation on the failure
and how satisfactory the explanation is perceived by the customer (Boshoff 2005, p. 414). An
explanation needs to be presented in a credible way to be effective in mitigating the negative
effects of failures (Mattila 2004, p. 144). An understanding of the reasons for failures based
on a reasonable explanation was found to increase the effectiveness of recovery (Grewal,
Roggeveen and Tsiros 2008, p. 433). Accordingly, the explanation of failures has been con-
sidered as a meaningful, but inexpensive measure of recovery, which reflects positively on
customer evaluations (Bradley and Sparks 2012, p. 48).

The feedback by the seller firm on the failure situation has been acknowledged as critical for
successful recovery (e.g., Andreassen 2000; Boshoff 1999; Johnston 1995). In particular,
feedback has been related to the actions of the seller firm to provide regular information on
the problem and the measures taken to resolve it (Boshoff 1999, p. 240). Andreassen (2000, p.
167) stated that it is important to provide regular feedback on the status of recovery to cus-
tomers, especially when immediate recovery is infeasible. Furthermore, feedback has been
related to the distribution of information for customers related to the prevention of future fail-
ures (Davidow 2003, p. 242).

The resolution of the failure situation by the seller firm has been considered as another im-
portant recovery measure (e.g., Hart, Heskett and Sasser 1990; Johnston and Fern 1999;
Lockshin and McDougall 1998). Accordingly, Johnston (1995) suggested that the resolution
of the failure situation constitutes the “key to recovery” (p. 221). Therefore, empirical find-
ings reflect that the resolution of the problem determines the effectiveness of recovery, specif-
ically in business markets (Lockshin and McDougall 1998, p. 434). The successful resolution
of the failure situations has been referred to as the ultimate aim of recovery (Smith and
Karwan 2010, p. 4).

The compensation of the failure situation by the seller firm has been conceived as a principle
measure of recovery by several studies (e.g., Johnston and Fern 1999; Simons and Kraus
2005; Smith and Bolton 2002) and has been defined as the most frequently researched ele-
ment of recovery (Davidow 2003, p. 236). In general, customers expect a certain type of com-
pensation (i.e. discount, credit, replacement) after a failure has occurred to compensate for the
loss experienced by the failure situation (Tax, Brown and Chandrashekaran 1998, p. 72). Un-
der certain conditions, compensation may not necessarily be required for effective recovery
(Johnston 1995, p. 223). Previous studies have identified that the effectiveness of compensa-
tion as a recovery measure tends to vary under different conditions (Smith, Bolton and
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Wagner 1999, p. 358) and concluded that the appropriate level of compensation depends on
the failure situation and the sacrifices experienced by the customer (Boshoff and Leong 1998,
p- 43). Swanson and Kelley (2001, p. 60) suggested that in the case of extensive and complex
recovery, it may be required to provide more profound compensation than in cases of short
and simple recovery. Grewal, Roggeveen and Tsiros (2008, p. 425) noted that the effective-
ness of compensation is also determined by the stability of the failure situation.

The reliability of seller firm employees in failure situations has been considered as a funda-
mental element of recovery (e.g., Boshoff 1999; Zemke and Bell 1990). In particular, reliabil-
ity has been defined as the seller firm “keeping its promises or doing what it said it was going
to do” (Boshoff 1999, p. 240). Prior research has confirmed that keeping promises made by
the seller firm is essential for effective recovery (Zemke 1994, p. 18). In general, customers
prefer to receive unpopular information rather than incorrect information on failures (Zemke
and Bell 1990, p. 46).

The empathy of seller firm employees in failure situations has been suggested as a critical
recovery measure (e.g., Bell and Zemke 1987; Hocutt and Stone 1998; Johnston 1995). In
particular, empathy has been defined as “showing compassion for the person in pain” (Bell
and Zemke 1987, p. 34). Therefore, empathy relates to the ability of service employees to
connect with customers in failure situations and show concern for the needs of customers in
the failure situation (McColl-Kennedy, Daus and Sparks 2003, p. 69). Empirical findings re-
flect that the majority of successful recoveries involve empathic behavior by service employ-
ees (Johnston 1995, p. 221) and represents a central determinant for effective recovery
(Hocutt, Bowers and Donavan 2006, p. 204).

The commitment of seller firm employees in failure situations has been considered as im-
portant by recovery research (e.g., Hart, Heskett and Sasser 1990; Johnston 1995). In general,
commitment has been defined as the “[s]taff’s apparent commitment to their work, including
the pride and satisfaction they apparently take in their job, their diligence and thoroughness”
(Johnston 1995, p. 221). Hart, Heskett and Sasser (1990, p. 151) suggested that every failure
situation provides an opportunity for the seller firm to renew its commitment to customer ser-

vice, also in cases where the seller firm is not at fault.

c.) The follow-up recovery phase

The follow-up recovery phase begins after the failure situation has been resolved and is large-
ly dependent on the success of the immediate recovery phase (Miller, Craighead and Karwan
2000, p. 389). The following recovery measures may be related to the follow-up recovery

phase.
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The apology by the seller firm in failure situations has been acknowledged as important for
effective recovery by several studies (e.g., Bell and Zemke 1987; Kelley, Hoffman and Davis
1993; Zemke and Bell 1990). More specifically, apology refers to “a service firm or an em-
ployee providing an apology to the customer for any inconvenience incurred because of a
service failure” (Boshoff 1999, p. 239). Empirical findings reflect that the majority of cus-
tomers expect an apology after a failure situation (Johnston and Fern 1999, p. 77). If seller
firms have chosen to provide an apology to customers, these apologies may be delivered in
person or by telephone (Boshoff and Leong 1998, p. 40). Nevertheless, the relevance of apol-
ogy as an effective means of recovery has been questioned (Johnston 1995, p. 221). Accord-
ingly, empirical findings reflect that apologies are ineffective as discrete recovery measures,
but are able to magnify the effects of other recovery measures (Miller, Craighead and Karwan
2000, p. 397).

The tracking of failures by the seller firm has been suggested as important for effective recov-
ery (e.g., Bell and Zemke 1987; DeWitt and Brady 2003; Gonzalez, Hoffman and Ingram
2005). The monitoring of failures is essential for seller firms to identify areas where failures
often arise and are likely to reoccur (Hart, Heskett and Sasser 1990, p. 152). Accordingly, the
tracking of failures may involve follow-up calls to customers to ascertain if the failure has
been satisfactorily resolved by the seller firm (Johnston and Fern 1999, p. 71). The tracking of
failure costs allows the calculation of costs associated with failure and recovery (Tax and
Brown 1998, p. 85). Therefore, occurring failures should be traced and compared to prior
failures to evaluate the improvements achieved and detect necessary fields for improvement
(Gonzalez, Hoffman and Ingram 2005, p. 62). Based on the systematic tracking and reporting
of failures, the effectiveness of recovery activities may be evaluated by seller firms at the em-
ployee and group level (Gonzalez et al. 2010, p. 227).

The improvement of products, services and processes by the seller firm after failure situations
has been suggested by several studies (e.g., Brown, Cowles and Tuten 1996; Johnston and
Michel 2008). In general, failure situations provide valuable information to seller firms on
inefficiencies in their service processes and constitute a knowledge base for the redesign and
optimization of service delivery systems (Brown, Cowles and Tuten 1996, p. 36). In failure
situations, service employees are required to collect information about failure and recovery to
enable their management to reshape the service delivery system. Recovery enables the seller
firm to learn how to improve the effectiveness of its operations in failure and non-failure en-
counters (La and Kadampully 2004, p. 394). Johnston and Michel (2008, p. 85) suggested
using failure-related information to identify the cause and prevent the occurrence of future
failures based on the improvement of the processes of the seller firm. Nevertheless, Michel,
Bowen and Johnston (2009, p. 265) argued that only a small share of failure information is
actually collected, analyzed and communicated within the seller firm. Prior research has pro-
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posed to communicate these process improvements to customers to facilitate an effective re-

covery (Van Vaerenbergh, Lariviére and Vermeir 2012, p. 262).

Beyond these individual measures of recovery, two fundamental perspectives on recovery
have evolved in recovery literature — proactive recovery and reactive recovery. Initially, con-
ceptualizations of recovery were largely based on a reactive perspective, in which recovery
activities of the seller firm are initiated after a failure has been identified by customers (e.g.,
Kelley and Davis 1994; Miller, Craighead and Karwan 2000). DeWitt and Brady (2003) noted
that “[m]ost recommended recovery strategies are initiated only after the dissatisfying event
has occurred” (p. 193). However, the reliance on reactive recovery measures deems critical
since these measures may take effect too late to diminish the negative effects resulting from
the failure situation. DeWitt and Brady (2003) argued that “waiting to address service failure
after it occurs is too late to mitigate damage. The poor recovery rate in practice and the im-
probability that dissatisfied customers will complain supports this perspective” (p. 203). Re-
covery research has acknowledged that a solely reactive perspective on recovery may be in-
sufficient. Hence, several studies have adopted a proactive perspective, in which recovery
activities of the seller firm are initiated before a failure has been identified by customers (e.g.,
Andreassen 2000; Johnston 1995, 2001) to overcome the limitations of the reactive perspec-
tive. According to Smith, Bolton and Wagner (1999, p. 359), the proactive recovery perspec-
tive aims to identify problems with products or services even in the absence of customer com-
plaints. La and Kandampully (2004) suggested that it may be “more beneficial in the long-
term for firms to adopt a proactive strategy to ‘pre-empt’ the failures” (p. 395). Accordingly,
seller firms should employ a multi-layered recovery strategy, which comprises proactive as
well as reactive recovery measures to improve customer evaluations of recovery (Worsfold,
Worsfold and Bradley 2007, p. 2515). Despite its potential contributions, DeJong and
DeRuyter (2004, p. 458) acknowledged that limited knowledge on proactive recovery is exist-

ent in literature.

2.2.2.2 Research on seller-related requirements for recovery

The seller-related requirements for recovery refer to the organizational requirements, which
are necessary for the development and execution of recovery measures by seller firms. More
specifically, the organizational requirements for recovery have been differentiated into the
human resource dimension, the system resource dimension and the organizational resource

dimension.

a.) The human resource dimension

The human resource dimension relates to the interpersonal requirements for seller firm em-
ployees, who are responsible for the recovery activities of the seller firm. Several studies have
acknowledged the fundamental importance of service employees for the execution of effective
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recovery (e.g., Hoffman, Kelley and Rotalsky 1995; Tax and Brown 1998). In particular, prior
research reflects that the hiring of employees, training of employees and empowerment of em-
ployees determines the overall effectiveness of recovery activities by seller firms (Hutt and
Speh 2004, p. 332).

The hiring of employees responsible for failure handling significantly influences the effec-
tiveness of recovery (Zemke and Bell 1990, p. 46). Since employees need to be able to handle
distressed customers, specific requirements for the selection process of recovery employees
should be defined and assessed during the recruitment process based on assessment centers or
simulation techniques (Tax and Brown 1998, p. 82). As employees become an integral ele-
ment of the service delivery, the selection criteria in the recruitment process should focus on
the service orientation of the applicants (Durvasula, Lysonski and Metha 2000, p. 449). Due
to the cross-functional requirements of recovery, employees need strong functional skills
combined with the ability to work across multiple functional areas (Michel, Bowen and
Johnston 2009, p. 267).

The training of employees for failure handling has been strongly emphasized by recovery lit-
erature (e.g., Smith, Karwan and Markland 2009; Wirtz and Mattila 2004). In particular, ef-
fective recovery requires that service employees have the necessary skills to handle dissatis-
fied customers in failure situations (Gonzalez, Hoffman and Ingram 2005, p. 58). More spe-
cifically, employees require training in different areas such as training on recovery systems,
customer interactions, products or services and potential recovery situations. The training on
recovery systems involves the instruction of seller firm employees to the organizational struc-
ture of the seller firm and the conjunction of internal processes as these become part of the
recovery system (Hart, Heskett and Sasser 1990, p. 154). Accordingly, La and Kandampully
(2004) noted that “effective service recovery depends on the degree to which service workers
understand the service system in its entirety, as well as the individual processes within that
system” (p. 393). The training on customer interactions comprises the teaching of skills to
adequately respond to customers in failure situations. The employee training should be related
to the interaction with customers during recovery to qualify employees to effectively recover
from failure situations (Wirtz and Mattila 2004, p. 162). More specifically, DeWitt, Nguyen
and Marshall (2008) suggested that the training of service employees should include lessons
on “conflict resolution, empathetic listening skills, and rapport* (p. 278). The training on
products and services refers to the development of knowledge on the products and services
provided by the seller firm to ensure an effective recovery encounter. As a result, frontline
employees need to have profound knowledge of the products or services offered by the seller
firm to understand and effectively support customers during the recovery (Boshoff and Allen
2000, p. 68). The training on recovery situations relates to the development of knowledge on
potential failure situations that customers may be exposed to and the formulation of suitable
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solutions to these failures. Therefore, Michel, Bowen and Johnston (2009, p. 265) suggested
that training on recovery is required for all seller firm employees, not only frontline employ-

€es.

The empowerment of employees for failure handling has been acknowledged to facilitate the
effectiveness of recovery (e.g., Boshoff and Leong 1998; DeJong and DeRuyter 2004; Miller,
Craighead and Karwan 2000). In particular, Hart, Heskett and Sasser (1990) describe empow-
erment as providing employees with “the authority, responsibility, and incentive to recognize,
care about, and attend to customer needs” (p. 154). Recovery encounters often fail because
service employees were not empowered (Bowen and Lawler 1995, p. 33). An effective recov-
ery requires the empowerment of service employees since these have the closest contact to the
customer to anticipate their needs (Boshoff 1997, p. 126). The empowerment of employees is
important for recovery activities since pre-defined procedures tend to fail in unpredictable
failure situations (Boshoff and Leong 1998, p. 28). Nevertheless, Tax and Brown (1998, p.
82) argued that the empowerment of employees requires clear boundaries to avoid inefficien-
cies in the service delivery system. Prior research findings convey that empowerment posi-
tively reflects upon recovery performance when it has become part of the seller firm’s organi-
zational culture (Boshoff and Allen 2000, p. 82). Recent empirical findings confirm that the
empowerment of service employees enhances the effectiveness of the recovery system
(Smith, Karwan and Markland 2009, p. 267).

The reward of employees for failure handling has been stressed by several studies (e.g.,
Bitner, Booms and Tetreault 1990; Hart, Heskett and Sasser 1990; Boshoff and Allen 2000).
In general, seller firms are required to adequately reward employees that recognize problems
and reinforce problem solving (Hart, Heskett and Sasser 1990, p. 154). The reward structure
of the seller firm is critical since it facilitates the motivation of service employees executing
the recovery activities. When service employees are not sufficiently rewarded for their recov-
ery efforts, unmotivated employees and dissatisfied customers are the consequence (Bitner,
Booms and Tetreault 1990, p. 71). Seller firms striving to provide excellent recovery to their
customers are required to adequately motivate and reward their service employees. Boshoff
and Allen (2000) noted that “[d]ealing with angry customers is a thankless task and employ-
ees who perform the task well should be recognised and rewarded” (p. 66). The rewards to
employees for effective recovery may be given at the individual employee level or at the col-
lective group level (Michel, Bowen and Johnston 2009, p. 267).

Since service employees are treated synonymously with the seller firm, their recovery efforts
are often perceived by customers as the recovery performance of the seller firm (Smith, Fox
and Ramirez 2010, p. 443). Hence, seller firms need to focus on the selection, training, em-
powerment and compensation of service employees to achieve recovery excellence and re-
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covery management should be aligned with human resource management (Michel, Bowen
and Johnston 2009, p. 260).

b.) The system resource dimension

The system resource dimension relates to the organizational requirements for the recovery
system to facilitate effective recovery by the seller firm. The execution of effective recovery
is largely determined by the organizational processes of the seller firm (Miller, Craighead and
Karwan 2000, p. 388). To ensure effective recovery, seller firms require an adequate organi-
zational infrastructure (Davidow 2003, p. 235). According to literature, seller firms need to
construct dependable recovery support systems, which assist service employees in performing
effective recovery. Zemke and Bell (1990) noted that effective recovery “is achieved only
through a set of systems, operations and actions that are painstakingly planned, constantly
refined and carefully executed” (p. 46). More recently, the development of a recovery system
has been discussed in recovery literature (e.g., Smith, Karwan and Markland 2009; Smith and
Karwan 2010; Smith, Fox and Ramirez 2010). A recovery system has been referred to as “the
critical, complementary structural dimensions” of an organizational framework for recovery
(Smith, Karwan and Markland 2009, p. 167). In recent literature, the differences between sell-
er firms in terms of the maturity level of their recovery systems have been identified. In par-
ticular, Smith and Karwan (2010, p. 9) differentiate between three distinct groups on a maturi-
ty continuum of recovery systems — recoverers, followers and laggards. While recoverers
were represented by organizations that focus on all system dimensions, thus, employing the
widest range of recovery practices, followers were related to organizations that allocate a cer-
tain amount of resources to recovery efforts, but in a less systematic way than recoverers. In
contrast, laggards were represented by organizations, which place limited emphasis on recov-
ery systems. Nevertheless, Smith, Karwan and Markland (2009) noted that the comprehension
of the organizational perspective on recovery systems is not profoundly established in litera-
ture and that “research in this area has not clearly defined the dimensions of effective recov-

ery” (p. 166).

c.) The organizational resource dimension

The organizational resource dimension relates to the assets of the seller firm allocated to re-
covery activities. In general, seller firms need to provide a suitable organizational infrastruc-
ture, which facilitates the systematic identification and management of failure situations
(DeJong and DeRuyter 2004, p. 447). Based on the existing literature, the organizational re-
source dimension may be further separated into the organizational planning, organizational

learning and organizational culture.
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The organizational planning of recovery has been acknowledged as essential for effective
recovery since the specific nature of recovery requires a systematic planning of recovery ac-
tivities (La and Kadampully 2004, p. 399). However, the organizational planning for recovery
actions has been considered as more challenging and complex compared to regular service
activities (Bhandari, Tsarenko and Polonsky 2007, p. 181). In particular, Bhandari, Tsarenko
and Polonsky (2007, p. 182) suggested the development of scenarios related to potential fail-
ure situations and adequate recovery measures supported by service blueprints. Robinson,
Neeley and Williamson (2011, p. 91) identified that seller firm employees require access to
customer and failure data from corporate information systems to effectively plan and execute

recovery encounters.

The organizational learning from recovery is of fundamental importance to improve the ef-
fectiveness of recovery efforts. To facilitate organizational learning, Tax and Brown (1998, p.
84) suggested that information on failure incidents should be made available to service em-
ployees, who should be cultivated to develop an attitude that learning from failures is essen-
tial. La and Kadampully (2004) argued that “while the capability to learn from service failures
has the potential to contribute to the innovation process, this potential can be realized only if
the learning is viewed as part of organizational learning, rather than solely as an operational
issue” (p. 398). Consequently, an effective recovery system is dependent on organizational
learning processes, which may be derived from best practice solutions of related industries
(Smith and Karwan 2010, p. 3).

The organizational culture of recovery has been perceived as important since it influences the
capability of seller firms to provide effective recovery. Based on anecdotic evidence, the re-
covery culture of the seller firm reflects the general orientation of an organization towards
their customers’ expectations (Bell and Zemke 1987, p. 35). More specifically, Zemke and
Bell (1990) explained that “solving customer problems androitly is more than a strategy or a
set of skills. It is a way of life. It is part of the culture of organizations that do it well” (p. 48).
The development of a corporate recovery culture is important for the motivation of employees
to provide superior recovery to customers. Similarly, Boshoff (1997, p. 117) noted that recov-
ery become part of the seller firm’s strategy to deliver better service and additional value to
customers. Boshoff and Allen (2000, p. 80) further argued that the management level is re-
quired to convey strong commitment to service excellence and communicate their vision to its
frontline employees. In particular, the management level of the seller firm should nurture an
internal recovery culture, which provides the required systems, tools and mindset to execute
effective recovery (Smith, Fox and Ramirez 2010, p. 448). The recovery culture needs to rein-
force the relevance of recovery and reflect that the restoration of customer satisfaction repre-

sents an important goal (Gonzalez et al. 2010, p. 224).
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2.2.2.3 Research on seller-related consequences of recovery

The seller-related consequences of recovery refer to the outcomes of recovery activities from
a seller firm perspective. Based on contemporary recovery literature, only few studies have
focused on the consequences of recovery activities from the perspective of the seller firm
(Parasuraman 2006, p. 590). From a conceptual perspective, these consequences may be dif-
ferentiated into the operational consequences, the organizational consequences and the finan-

cial consequences of recovery.

The operational consequences of recovery relate to the effects of recovery activities on the
operational processes of the seller firm. In general, a conflict exists between the productivity
goals of the seller firm and the recovery expectations of the customer. More specifically,
DelJong and DeRuyter (2004, p. 464) explained that highly customized recovery activities
require substantial efforts to resolve the failure situation to the satisfaction of the customer,
which usually decreases the productivity of service employees compared to standardized re-
covery. Therefore, seller firms need to carefully weigh customer-based performance measures
against seller-based performance measures (Singh 2000, p. 31) to determine the optimal allo-
cation of recovery resources. Seller firms are required to decide on the optimal balance be-
tween satisfaction of the customer and productivity of the service employees depending on the

specific recovery situation.

The organizational consequences of recovery refer to the effects of recovery activities on the
organization of the seller firm. More specifically, prior research has identified that effective
recovery positively reflects upon seller firm employees. Previous studies reflect that effective
recovery improves employee satisfaction (e.g., Hocutt and Stone 1998) and employee loyalty
(e.g., Tax and Brown 1998). Nevertheless, employee satisfaction requires that service em-
ployees are, at least to a certain degree, empowered for failure handling (Tax and Brown
1998, p. 86). Accordingly, empirical findings reflect that the empowerment of employees pos-
itively influences recovery attitudes and recovery performance as well as positively impacts
job satisfaction (Hocutt and Stone 1998, p. 128). The provision of employee training was
identified to further enhance job satisfaction (Hocutt and Stone 1998, p. 128). The training of
employees reduces role conflict and ambiguity among service employees based on the defini-

tion of preferred recovery tactics and resources (Gonzalez, Hoffman and Ingram 2005, p. 59).

The financial consequences of recovery are related to the effects of recovery activities on the
financial performance of the seller firm. Several studies have suggested that effective recov-
ery reflects positively on the financial situation of the seller firm (Hoffman and Kelley 2000;
McCollough, Berry and Yadav 2000; Smith and Bolton 1998). In general, research has sug-
gested that higher profits result from customers, who have experienced a satisfactory recovery
on the basis of repetitive and extended purchase behavior (Andreassen 2001, p. 47) or reduced
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recovery costs (Priluck and Lala 2009, p. 42). Besides the potential benefits of recovery, sub-
stantial costs may be involved in the development and implementation of recovery activities
(Simons and Kraus 2005, p. 287). Parasuraman (2006, p. 591) noted that effective recovery
requires substantial investments into recovery systems and resources, which need to be
matched with the corresponding benefits. More recently, Johnston and Michel (2008, p. 94)
empirically identified that recovery exerts a substantial impact on the financial performance
of the seller firm. Nevertheless, scholars have acknowledged that the cost effectiveness of
recovery has not been well understood by recovery research (Miller, Craighead and Karwan
2000, p. 398).

2.2.3 Customer-related research on recovery

The second research stream on customer-related research on recovery comprises investiga-
tions on recovery from a customer perspective. Based on the current state of recovery research
(cf. appendix 2), customer-related research on recovery may be differentiated into research on
customer-related expectations of recovery (paragraph 2.2.3.1), research on customer-related
evaluations of recovery (paragraph 2.2.3.2) and research on customer-related consequences

of recovery (paragraph 2.2.3.3).

2.2.3.1 Research on customer-related expectations of recovery

The research on customer expectations of recovery refers to the expectations regarding the
recovery activities of the seller firm, which customers tend to develop in failure situations. As
argued by Bell and Zemke (1987), all customers “have recovery expectations that they want
organizations to meet” (p. 32). In general, recovery expectations have been defined as “cus-
tomer predictions that of how effectively the service provider will resolve service failures
when they arise” (Kelley and Davis 1994, p. 53). Therefore, customers develop explicit ex-
pectations regarding the recovery efforts of the seller firm based on prior, positive and nega-
tive, experiences with the seller firm (Boshoff 1999, p. 237). Consequently, seller firms need
to understand the recovery expectations of their customers to provide effective recovery
(Bhandari, Tsarenko and Polonsky 2007, p. 179).

The comparison of perceived recovery performance with prior expectations regarding recov-
ery will determine the degree of customer satisfaction with the recovery encounter (Boshoff
1999, p. 237). According to the confirmation/disconfirmation paradigm, the comparison pro-
cess of performance versus expectations results in either positive disconfirmation, confirma-
tion or negative disconfirmation of expectations (Oliver 1980, p. 461), which may be also
applied to recovery situations (Swanson and Kelley 2001, p. 53). More specifically, positive
disconfirmation arises when the seller firm provides recovery performance, which is superior
to customer expectations of recovery. Bell and Zemke (1987) noted that “[t]he most memora-
ble recoveries are those in which that demonstration far exceeds customer expectations” (p.
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35). To achieve positive disconfirmation, seller firms need to exceed the expectations of their
individual customers regarding recovery (Holloway, Wang and Beatty 2009, p. 392). In con-
trast, negative disconfirmation occurs when the seller firm provides recovery performance
below prior customer expectations (Swanson and Kelley 2001, p. 53). A product or service
failure followed by a failed recovery has been referred to as a double-deviation scenario
where customers experience a repeated, negative disconfirmation of expectations (Bitner,
Booms and Tetreault 1990, p. 80). Due to the elevated expectations after a failure situation,
customers may in fact be more dissatisfied with an inadequate recovery than with the original
failure incident (Smith, Bolton and Wagner 1999, p. 356). Moreover, confirmation is attained
when recovery performance exactly matches with previous recovery expectations (Swanson
and Kelley 2001, p. 53). Therefore, prior research has suggested that recovery activities of
seller firms need to meet or exceed customer expectations of recovery (La and Kadampully
2004, p. 393). In the case of repeated failures, customers were found to develop higher expec-
tations regarding the recovery of the seller firm for the second failure situation compared to
the first failure situation (Maxham and Netemeyer 2002a, p. 59). In particular, empirical find-
ings reflect that recovery expectations increased at a higher degree for customers experiencing
a satisfactory recovery encounter (Maxham and Netemeyer 2002a, p. 67). Accordingly,
Bhandari, Tsarenko and Polonsky (2007, p. 180) found empirical evidence that customers
generally learn from prior recovery experiences and change their expectations regarding fu-
ture recovery encounters based on these experiences. Therefore, recovery expectations of cus-
tomers tend to be dynamic and may change significantly over time.

To effectively manage their recovery activities, seller firms are required to know their recov-
ery performance in relation to the expectations of their customers (Boshoff 1999, p. 237).
Since recovery expectations represent a psychological foundation for the evaluation of recov-
ery activities by the customer, seller firms need to understand these expectations and adapt
their recovery activities accordingly (Holloway, Wang and Beatty 2009, p. 392). Consequent-
ly, a profound understanding of the recovery expectations of customers is essential for the
development of positive customer evaluations of recovery since these are determined by the
degree to which the recovery efforts have actually met customer expectations (Bhandari,
Tsarenko and Polonsky 2007, p. 175).

2.2.3.2 Research on customer-related evaluations of recovery

The research on customer-related evaluations of recovery refers to research, which has inves-
tigated the processes by which customers assess recovery activities of the seller firm. Due to
the complex processes involved in customer evaluations of recovery (Worsfold, Worsfold and
Bradley 2007, p. 2515), a profound understanding of these processes is required to develop
effective recovery strategies. The following customer evaluations have been discussed in con-
temporary recovery research.
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The justice perceptions of recovery refer to the customer cognition of fairness related to the
recovery efforts of the seller firm. The justice considerations attain an important role in cus-
tomer evaluations of recovery (DeRuyter and Wetzels 2000, p. 94) and negligence of justice
perceptions in the evaluation processes of customers limit the explanatory power of findings
(Smith, Bolton and Wagner 1999, p. 369). According to equity theory (cf. paragraph 3.1),
customer perceptions of justice have been conceptualized to comprise the dimensions proce-
dural justice, distributive justice and interactional justice (e.g., Tax and Brown 1998;
Maxham 2001; McCollough, Berry and Yadav 2000). In particular, procedural justice has
been defined as the “perceived fairness of the policies, procedures, and criteria used by deci-
sion makers in arriving at the outcome of a dispute or negotiation” (Blodgett, Hill and Tax
1997, p. 189). Furthermore, distributive justice has been defined as “the extent to which cus-
tomers feel that they have been treated fairly with respect to the final recovery outcome [ital-
ics by original author]” (Maxham and Netemeyer 2002b, p. 240). Hence, McColl-Kennedy
and Sparks (2003, p. 253) noted that distributive justice is related to the outcome that a cus-
tomer receives from the recovery process based on a comparison process with other custom-
ers. Moreover, interactional justice has been defined as “the extent to which customers feel
they have been treated fairly regarding their personal interaction (...) throughout the recovery
process” (Maxham and Netemeyer 2002b, p. 241). Therefore, interactional justice involves
the way that the failure situation is handled by the seller firm and includes the interactions that
have taken place between the seller and the customer (McColl-Kennedy and Sparks 2003, p.
253). More recently, informational justice has been suggested as another justice dimension,
which is related to the fairness of information exchanged between exchange partners (Colquitt
2001, p. 390). In general, prior research argued that the different justice dimensions represent
related constructs, which are linked to one major construct justice (McCollough, Berry and
Yadav 2000, p. 125). Several studies have conceptualized customer perceptions of justice as
jointly based on all three justice perceptions (Wirtz and Mattila 2004, p. 151). Accordingly,
DeWitt, Nguyen and Marshall (2008, p. 270) argued that the justice dimensions represent
independent constructs, which mutually establish the overall justice perception of the custom-

er.

The emotional response to recovery has been considered as a fundamental element of custom-
er evaluations of recovery by several studies (e.g., DeWitt, Nguyen and Marshall 2008;
McColl-Kennedy and Sparks 2003; Smith and Bolton 2002). In general, emotions have been
defined as “a mental state of readiness that arises from cognitive appraisals of events or
thoughts* (Bagozzi, Gopinath and Nyer 1999, p. 184). Beyond the cognition-based evalua-
tions by customers, emotions have been acknowledged as a fundamental mechanism for the
evaluation of specific incidents. Oliver (1997) noted that emotion “coexists alongside various
cognitive judgments in producing satisfaction* (p. 319). In fact, Smith and Bolton (2002)
were the first researchers to empirically investigate the role of emotions in customer evalua-
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tions of recovery. In particular, Smith and Bolton (2002, p. 5) identified that customers devel-
op strong emotional reactions in failure situations, which determine the continuation of the
relationship with the seller firm. Smith and Bolton (2002, p. 18) further disclosed that emo-
tions exert a stronger influence on transactional than cumulative satisfaction judgments.
Therefore, emotions need to be considered in investigations on recovery to understand the
evaluation processes of customers based on the development of positive emotions and the
reduction of negative emotions (DeWitt, Nguyen and Marshall 2008, p. 278). In general, cus-
tomers enter the recovery encounter with negative emotions caused by the failure situation
(Gustafsson 2009, p. 1221). Depending on the effectiveness of the recovery, these negative
emotions are either diminished or intensified, which directly influences the customer evalua-
tions of the recovery encounter. A recent study suggested that negative emotions may be fur-
ther differentiated into the dimensions self, others and situations, which should be considered
in the selection of recovery measures (Svari et al. 2011, p. 328). More recently, Fang, Luo and
Jiang (2013, p. 2) identified that customers are more emotionally involved in recovery en-

counters than in usual service encounters.

The satisfaction with recovery attains a central role in customer evaluations of recovery since
several studies have stressed the importance of satisfaction as a key variable for understanding
customer evaluations of recovery (e.g., Boshoff 1999; Smith, Bolton and Wagner 1999; Smith
and Bolton 2002). In general, customers develop transactional judgments of their experience
with the recovery of the seller firm after a specific failure situation (Smith and Bolton 1998, p.
68). More specifically, recovery satisfaction has been defined as “the degree to which a cus-
tomer is satisfied with a service firm’s transaction-specific service recovery effort following a
service failure” (Boshoff 1999, p. 237). As such, recovery satisfaction is focused on the ac-
tivities of the seller firm during the recovery and, thus, does not consider pre-failure percep-
tions of satisfaction (Boshoff and Leong 1998, p. 40). Therefore, recovery satisfaction has
been considered as a transactional measure for the evaluation of post-recovery satisfaction
(McCollough, Berry and Yadav 2000, p. 122). Based on the confirmation/disconfirmation
paradigm, recovery satisfaction has been modeled as a comparison process of prior recovery
expectations and perceived recovery performance (Hess, Ganesan and Klein 2003, p. 128).
This comparison process results in either positive disconfirmation, confirmation or negative
disconfirmation of recovery expectations. Positive disconfirmation is established when per-
ceived recovery performance exceeds prior recovery expectations, which results in customer
satisfaction with recovery. In contrast, negative disconfirmation arises when perceived recov-
ery performance falls below customer expectations, which leads to recovery dissatisfaction of
the customer. The confirmation of expectations emerges when perceived recovery perfor-
mance exactly matches with recovery expectations, which yields a moderate level of customer
satisfaction with recovery. Overall, empirical findings reflect that negative effects of recovery
performance below expectations on recovery satisfaction are stronger than positive effects of
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recovery performance above expectations (Hess, Ganesan and Klein 2003, p. 133). For the
measurement of recovery satisfaction, a multiple-item scale, referred to as the RECOVSAT
scale, has been developed (Boshoff 1999, 2005). While the initial RECOVSAT scale meas-
ured satisfaction with service recovery based on a 17-item instrument consisting of the dimen-
sions communication, empowerment, feedback, atonement, explanation and tangibles
(Boshoff 1999, p. 244), the revised RECOVSAT scale was condensed to a 13-item instrument
consisting of the same dimensions reflecting superior reliability and validity properties
(Boshoff 2005, p. 417). Overall, findings from prior research reflect that recovery efforts need
to exceed customer expectations of recovery to generate positive customer evaluations of re-
covery (Holloway, Wang and Beatty 2009, p. 392). Smith, Bolton and Wagner (1999, p. 366)
reflected that disconfirmation of expectations and justice perceptions act a complementary
antecedents of recovery satisfaction, whereas disconfirmation exerts a smaller impact on re-
covery satisfaction than justice perceptions. Nevertheless, disconfirmation and justice percep-
tions are independent constructs and, thus, attain different roles in customer evaluation of re-
covery (DeRuyter and Wetzels 2000, p. 92). Despite the importance of recovery satisfaction
as a central element for customer evaluations of recovery encounters, it seems inadequate to
capture the long-term effects on customer relationships (Weun, Beatty and Jones 2004, p.
136). Research on the customer-related consequences of recovery has recently received in-
creased attention.

2.2.3.3 Research on customer-related consequences of recovery

The research on customer-related consequences relates to investigations on the outcomes of
the recovery activities from a customer perspective. These consequences refer to the attitudi-
nal and behavioral outcomes developed by customers in response to the recovery activities of
the seller firm. The following consequences have been discussed most frequently in recovery

literature.

The satisfaction of customers has been defined as “the consumer’s fulfillment response. It is a
judgment that a product or service feature, or the product or service itself, provided (or is
providing) a pleasurable level of consumption-related fulfillment, included levels of under- or
overfulfillment” (Oliver 1997, p. 13). Accordingly, customer satisfaction represents a general
evaluation of the product or service experience provided by the seller firm from a customer
perspective. Maxham (2001) noted that “satisfaction is similar to attitude, as it represents the
sum of several attribute satisfaction judgments” (p. 12). Several studies have found empirical
evidence on the positive effect of recovery on customer satisfaction (e.g., Hess, Ganesan and
Klein 2003; Lockshin and McDougall 1998; Maxham and Netemeyer 2002b). In particular,
empirical findings reflect that recovery satisfaction exerts a positive impact on customer satis-
faction (Smith and Bolton 1998, p. 73). With respect to the effect of recovery on customer
satisfaction, the recovery paradox has been extensively discussed in recovery literature
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(Hocutt, Bowers and Donavan 2006, p. 205). The recovery paradox describes the phenome-
non that customers, who have been exposed to a failure situation and received superior recov-
ery, reflect higher levels of satisfaction than customers, who have not been exposed to any
failure situation (McCollough and Bharadwaj 1992, p. 119). In general, contemporary litera-
ture on recovery reflects ambivalent findings on the existence of the recovery paradox. Sever-
al studies have confirmed the existence of the recovery paradox (e.g., Maxham and
Netemeyer 2002a; Smith and Bolton 1998). For example, Smith and Bolton (1998, p. 75) re-
flect that customer satisfaction and repurchase intentions were higher when customers experi-
enced high levels of satisfaction with recovery. In multiple failure situations, however, cus-
tomer evaluations were lower despite highly satisfactory recovery (Maxham and Netemeyer
2002a, p. 67). In contrast, several studies disconfirmed the existence of the recovery paradox
(e.g., Andreassen 2001; Maxham 2001; McCollough, Berry and Yadav 2000). In particular,
McCollough, Berry and Yadav (2000, p. 131) found that satisfaction after satisfactory recov-
ery was not higher compared to situations where no failure had occurred. Consequently, em-
pirical findings on the recovery paradox have been considered as inconsistent (Parasuraman
2006, p. 591).

The commitment of customers to the seller firm has been considered by a limited number of
studies on recovery (e.g., DeWitt, Nguyen and Marshall 2008; Kau and Loh 2006). In the
context of recovery, commitment has been defined as a “cognitive and attitudinal process that
is based primarily on an enduring desire to maintain a relationship between partners” (DeWitt,
Nguyen and Marshall 2008, p. 272). Based on equity theory (cf. paragraph 3.1), Kelley and
Davis (1994, p. 59) found that effective recovery results in higher commitment of the custom-
er to the relationship with the seller firm. Furthermore, Hocutt, Bowers and Donavan (2006,
p- 201) identified that customers tend to reflect higher levels of commitment subsequent to a
successful recovery encounter compared to pre-failure levels. The findings from current re-
covery research suggest that effective recovery of the seller firm exerts a positive impact on

the commitment of the customer to the exchange relationship.

The trust of customers in the seller firm has been investigated by several studies on recovery
(e.g., DeRuyter and Wetzels 2000; Kau and Loh 2006; La and Choi 2012). In general, trust
reflects that “one party has confidence in an exchange partner’s reliability and integrity”
(Morgan and Hunt 1994, p. 23). In particular, DeRuyter and Wetzels (2000, p. 103) explored
that effective recovery of the seller firm leads to higher levels of customer trust. Furthermore,
Kau and Loh (2006, p. 107) identified that recovery satisfaction leads to higher levels of trust
in the seller firm. Therefore, trust implies that customers accept dependency on the seller firm
in turn for successful failure resolution. Customer trust represents one of the most fundamen-
tal outcomes of recovery on which seller firms should focus to rebuild the customer relation-
ship after failure situations (La and Choi 2012, p. 117).
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The quality of the relationship between customer and seller firm has been rarely considered in
recovery research. Only two studies were retrieved from recovery literature, which explicitly
investigated the quality of relationships between seller and customers in business-to-consumer
markets (cf. Holloway, Wang and Beatty 2009; Vazquez-Casielles, Suarez Alvarez and Diaz
Martin 2010). In this context, relationship quality has been defined as “the strength of a cus-
tomer relationship with a service provider” (Holloway, Wang and Beatty 2009, p. 386). In
particular, Holloway, Wang and Beatty (2009, p. 386) explored the impact of relationship
quality on outcome variables subsequent to failed recovery encounters where the quality of
the relationship with the seller firm was found to decrease after an unsatisfactory recovery.
Their study suggested that relationship quality attains a “double-edge” role in recovery since
it represents an exogenous as well as a moderating variable. Furthermore, Vazquez-Casielles,
Suarez Alvarez and Diaz Martin (2010, p- 501) investigated the impact of recovery on cus-
tomer relationships where a positive impact of justice perceptions of recovery on the relation-
ship dimensions commitment and trust was identified. Nevertheless, Holloway, Wang and
Beatty (2009) noted that recovery research has largely neglected “what may be the [italics by
the original author] most important component of the customer-organization relationship: the

cumulative quality of such relationships” (p. 386).

A number of studies has evaluated the impact of relationships in failure situations where ei-
ther buffering or magnifying effects of relationships have been identified (e.g., DeWitt and
Brady 2003; Hess, Ganesan and Klein 2003; Priluck 2003). The buffering effect has been re-
lated to situations where the negative effects of a failure situation are offset by the existing
buyer-seller relationship due to lower recovery expectations (Hess, Ganesan and Klein 2003,
p- 138). According to this logic, high quality relationships protect the seller firm against nega-
tive consequences of failure situations as customers are more forgiving in negative product or
service encounters (Singh and Sirdeshmukh 2000, p. 164). Therefore, prior research has ar-
gued that high quality relationships may absorb the impact of failures and, thus, represent a
protection to seller firms in failure situations (DeWitt and Brady 2003, p. 202). The magnify-
ing effect refers to situations where the buyer-seller relationship strengthens the negative ef-
fects due to increased customer expectations of recovery (Holloway, Wang and Beatty 2009,
p. 392). Based on these ambiguous findings, it remains unclear if high quality relationships

absorb or amplify the impact of failures (Hess, Ganesan and Klein 2003, p. 141).

The repurchase intentions of customers have been considered as a decisive consequence of
the recovery activities of seller firms. In particular, repurchase intentions have been defined
“as a customer’s belief that he or she would purchase from the same service firm at some fu-
ture date” (Swanson and Kelley 2001, p. 56). Several studies have acknowledged that effec-
tive recovery leads to higher customer intentions to repurchase from the seller firm (e.g.,
Andreassen 2001; Maxham 2001; Swanson and Kelley 2001). In particular, customers de-
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lighted by the recovery efforts of the seller firm were found to reflect higher motivation to
purchase the same products or services continually (Andreassen 2001, p. 47). Empirical find-
ings reflect that recovery exerts a direct effect as well as an indirect effect (i.e. mediated by
customer satisfaction) on repurchase intentions (Smith and Bolton 1998, p. 76). The empirical
results of another study confirm that recovery satisfaction reflects positively upon repurchase
intentions (Holloway, Wang and Beatty 2009, p. 392).

The opportunistic behavior of customers has been considered by several studies in failure and
recovery situations (e.g., Smith, Fox and Ramirez 2010; Wirtz and McColl-Kennedy 2010).
More specifically, Wirtz and McColl-Kennedy (2010) noted that customers may “take ad-
vantage of the firm with little regard to principles. In many cases, customers had changed
their mind, had unrealistic expectations or ignored quotations and contracts” (p. 659). In busi-
ness practice, customers were found to intentionally make illegitimate (Reynolds and Harris
2005, p. 323) or legitimate (Wirtz and McColl-Kennedy 2010, p. 655) claims to the seller
firm after failure situations. With respect to compensatory claims, seller firms are required to
comprehend and counteract such opportunistic customer behavior to prevent monetary losses.
Smith, Fox and Ramirez (2010) suggested that “[c]Jompanies must acknowledge the unfair
behavior of certain customers and manage them effectively” (p. 672). Overall, customers are
less likely to reflect opportunistic behavior when they perceive the recovery efforts of the
seller firm as fair since a lack of distributive justice was found to be the most common justifi-
cation for employing opportunistic claiming behavior (Wirtz and McColl-Kennedy 2010, p.
662). To counteract these tendencies, seller firms have been recommended to develop fair
recovery procedures and policies to prevent opportunistic customer claiming behavior (Smith,
Fox and Ramirez 2010, p. 672).

The word-of-mouth behavior of customers has been considered as an important consequence
of recovery by a number of studies (e.g., Bhandari, Tsarenko and Polonsky 2007; DeWitt and
Brady 2003; Priluck and Lala 2009). The behavior of customers to share their recovery expe-
riences with other individuals has been differentiated into internal voice behavior and exter-
nal voice behavior. The internal voice behavior has been related to customer behavior to ex-
press dissatisfaction to the seller firm (Priluck and Lala 2009, p. 43). According to empirical
findings of Priluck and Lala (2009, p. 55), an effective recovery reflects positively on the
complaint behavior of customers towards the seller firm. Since the voicing of complaints to
the seller firm represents an opportunity for failure resolution, seller firms should persuade
dissatisfied customers to complain to the firm (Worsfold, Worsfold and Bradley 2007, p.
2497). The external voice behavior refers to the behavior to share dissatisfaction with current
or potential customers of the seller firm (Priluck and Lala 2009, p. 43). The empirical results
of prior studies suggest that effective recovery reflects positively on the behavior of customers
to recommend the seller firm to other customers or friends (Kau and Loh 2006, p. 108). Since
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external voice behavior implies that customers voice their dissatisfaction to potential custom-
ers instead of the seller firm, it prevents an opportunity for problem resolution (Priluck and
Lala 2009, p. 55). Accordingly, the reduction of negative word-of-mouth represents another
positive consequence of recovery (Wirtz and Mattila 2004, p. 160).
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3 Theoretical foundation of investigation

As defined in paragraph 1.3, the third chapter examines and critically reflects on the theoreti-
cal foundation for the subsequent qualitative and quantitative investigation on recovery man-

agement in business-to-business markets (cf. figure 3.1).

Chapter 1: Structure and course of investigation

Chapter 2: Terminological and conceptual foundation of investigation

Chapter 3: Theoretical foundation of investigation

Chapter 4: Qualitative investigation

Conceptual dimensions of recovery

(Research question 1)

Chapter 5: Quantitative investigation

Relational consequences of recovery Financial consequences of recovery
(Research question 2 & 3) (Research question 4)

Chapter 6: Summary of findings and conclusions

Figure 3.1: Positioning of the third chapter into the course of investigation

Source: own illustration

Due to the complexity of relationships in business markets, prior research has suggested to
employ a multi-theory approach to understand relational exchange in business markets
(Lambe, Wittmann and Spekman 2001, p. 28). Similarly, Van Vaerenbergh, Lariviere and
Vermeir (2012, p. 276) suggested that multiple theories are required to explain the impact of
recovery on customer outcome variables. On the basis of the social science literature, equity
theory provides a theoretical explanation for the development of exchange relationships,
whereas social exchange theory offers a theoretical justification for the continuation of ex-
change relationships. Although both theories are derived from the social science discipline,
these theories assume different perspectives on the explanation of exchange relationships.
Accordingly, the theoretical foundation for the investigation is based on the equity theory
(paragraph 3.1) and the social exchange theory (paragraph 3.2), followed by the critical as-
sessment of its contributions (paragraph 3.3).
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3.1 The equity theory

Several studies have acknowledged the importance of equity theory for an understanding of
the development of relationships (e.g., Adams 1965; Huppertz, Arenson and Evans 1978).
The equity theory has theoretically descended from social exchange theory and was devel-
oped as an attempt to form a general theory for social psychology based on the integration of
cognitive consistency theory, reinforcement theory and exchange theory (Walster, Walster
and Berscheid 1978, p. 2). The equity theory focuses on the equitable allocation of benefits in
exchange relationships based on the comparison of input-output ratios of exchange partners
(Huppertz, Arenson and Evans 1978, pp. 250-251). The theoretical context of the equity theo-
ry is explicated by the fundamental principles (paragraph 3.1.1), the comparison process
(paragraph 3.1.2), the outcomes of the comparison process (paragraph 3.1.3) and the concep-
tual dimensions (paragraph 3.1.4).

3.1.1 The fundamental principles of equity theory

As a foundation for equity theory, Walster, Berscheid and Walster (1973, pp. 151-154) devel-
oped five fundamental propositions on the evaluation of perceived equity in exchange rela-

tionships:

o Proposition I: The first proposition is based on the notion that “man is selfish” (Walster,
Walster and Berscheid 1978, p. 7). According to this notion, individuals strive towards
the maximization of their outcomes (i.e. rewards minus costs). On the basis of economic
theory, they noted that individuals tend to buy products or services at the lowest possi-
ble prices.

e Proposition 1IA: The second proposition relates to the conception that collective out-
comes of groups can be maximized by the development of distribution systems for the
allocation of benefits. More specifically, these distribution systems of benefits enable
the group and its individuals to collectively maximize its outcomes (Walster, Walster
and Berscheid 1978, p. 8).

o Proposition IIB: Derived from the second proposition, the group will motivate its mem-
bers to attend and follow these distribution systems. By offering rewards to members,
who reflect equitable behavior and penalties to members, who reflect inequitable behav-
ior, the group ensures that its members behave equitably (Walster, Berscheid and
Walster 1973, p. 151).

o Proposition I1I: The third proposition reflects that individuals, who participate in ineq-
uitable relationships experience certain levels of distress due to the inequitable ex-
change situation (Walster, Walster and Berscheid 1978, p. 17). The perceived level of
inequity determines the level of distress perceived by the individual, independent from

whether these individuals are suffering or benefiting from the inequitable situation.
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o Proposition IV: The fourth proposition is related to the notion that individuals, who ex-
perience distress due to an inequitable relationship, seek to remove this distress by re-
storing equity in the relationship. The larger the perceived inequity, the higher is the
level of distress and motivation of the individual to restore equity (Walster, Berscheid
and Walster 1973, p. 154).

These fundamental propositions represent the theoretical foundation of equity theory and re-
flect the general judgments for the evaluations of equity in exchange relationships. The evalu-

ation process of equity theory is based on a distinct comparison process.

3.1.2 The comparison process of equity theory

In general, equity theory postulates that individuals compare the ratios of their inputs (i.e.
sacrifices) and outcomes (i.e. benefits) with the ratios of other individuals involved in the ex-
change situation (e.g., Adams 1963, 1965; Homans 1958). More specifically, the comparison
process of equity theory has been illustrated by contrasting the ratios of outcomes and inputs
(cf. figure 3.2).

Figure 3.2: The comparison process of equity theory
Source: adapted from Adams 1965, pp. 280-281

The outcomes of individual A (O4) or B (Og) are reflected by the consequences that are de-
rived by the participants from the exchange relationship (Walster, Berscheid and Walster
1973, p. 152). The inputs of individual A (I5) or B (Ig) are related to the contributions of the
participants to the exchange relationship. The ratios of outcomes and inputs represent the sum
of the contributions and sacrifices, which have been considered as relevant for the specific
exchange situation (Adams 1965, p. 281). The relative outcomes or net gains resulting from
an exchange relationship are based on the outcomes minus the inputs resulting from the ex-
change relationship (Walster, Walster and Berscheid 1978, p. 12). In general, the relative out-
comes of an exchange relationship are zero if outcomes are equal to inputs (O = I). In con-
trast, the relative outcomes are positive when O > I and negative when O <1 in the exchange
relationship. Accordingly, Walster, Berscheid and Walster (1973) noted that “the sign and the
magnitude of this measure indicate how profitable the relationship has been to each partici-
pant” (p. 152). Since equity perceptions are subjective judgments, which significantly differ
across individuals, individuals tend to differ in their calculation of inputs and outputs
(Walster, Berscheid and Walster 1973, p. 153). According to equity theory, individuals per-
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ceive to be treated fairly in an exchange relationship when they evaluate their outcomes and
their inputs as balanced (Adams 1965, p. 280). A state of equity is perceived by the exchange
partners when the ratio of their outcomes and inputs is equal (Oliver and DeSarbo 1988, p.
496). Only equal ratios of benefits and sacrifices are able to yield equitable states (Greenberg
1990, p. 400). Thus, a state of equity exists when the ratio of individual A equals the ratio of
individual B (cf. figure 3.3).

Figure 3.3: The state of equity according to equity theory
Source: adopted from Adams 1965, p. 281

According to equity theory, an equitable state can be achieved only when the relative out-
comes of the exchange relationships are equal across the exchange partners. Walster, Walster
and Berscheid (1978) noted that “[a]n equitable relationship exists if a person scrutinizing the
relationship concludes that all participants are receiving equal relative gains from the relation-
ship” (p. 12). Individuals hold normative expectations on a fair relationship between out-
comes and inputs, which are formed by the socialization process of the individual within a
social context (Adams 1965, p. 279). In particular, Adams (1965) noted that these expecta-
tions “are based by observation of the correlations obtaining for a reference person or group —
a co-worker or a colleague, a relative or neighbor, a group of co-workers, a craft group, and
industry-wide pattern” (p. 279). When the ratios of outcomes and inputs are not in balance
with the ratio of the exchange partner, these normative expectations are violated and inequity
in the exchange relationship is perceived (Adams 1965, p. 280). A state of inequity is
achieved when the ratio of outcomes and inputs are unequally distributed across exchange
partners in the exchange relationship (Adams 1963, p. 422). More specifically, Adams (1965)
suggested that “felt injustice is a response to a discrepancy between what is perceived to be
and what is perceived should be” (p. 272). A state of inequity exists when the ratio of the out-
comes and inputs of an individual is smaller or larger than the ratio of the exchange partner
(cf. figure 3.4).

04 Op 04 Op
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Figure 3.4: The state of inequity according to equity theory
Source: adopted from Adams 1965, pp. 280-281
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On the basis of their calculations of inputs and outputs, individuals evaluate the state of equity
of the exchange relationship, which reflects upon behavioral or psychological outcomes of

this process.

3.1.3 The outcomes of the comparison process of equity theory

In general, research on equity theory reflects that inequity results in dissatisfaction and nega-
tive emotions such as anger or guilt resulting in distress, which motivates individuals to initi-
ate actions to restore equity or decrease inequity (Adams 1965, p. 283). Although it has been
acknowledged that dissatisfaction is not exclusively determined by inequitable exchange situ-
ations, dissatisfaction may be explained by inequity in several situations (Adams 1965, p.
296). Exchange partners are expected to perceive distress by the inequitable relationship,
whereas individuals perceive higher distress and motivation to restore equity to the relation-
ship when they feel responsible for the inequitable situation (Walster, Berscheid and Walster
1973, p. 166). To regain an equitable state in the exchange relationship, individuals tend to
adjust their inputs or outputs to the exchange relationship (Greenberg 1990, p. 400). Accord-
ingly, individuals were found to employ two fundamental strategies to restore equity in an
inequitable exchange relationship: reinstate the objective equity of the relationship or re-
establish the psychological equity of the relationship (e.g., Walster, Berscheid and Walster
1973; Walster, Walster and Berscheid 1978).

a.) Reinstating objective equity

Based on this strategy, an individual may restore the objective equity of the relationship by
changing its own outcomes or inputs to or the outcomes or inputs of the exchange partner
from the exchange relationship by the following responses (Walster, Berscheid and Walster
1973, p. 154):

o Increasing or decreasing its inputs: The individual may increase or decrease its inputs
to the exchange situation (Adams 1965, p. 283). An individual may increase (if advan-
tageous) or decrease (if disadvantageous) its own efforts to remove inequity in the ex-
change situation.

o [Increasing or decreasing its outcomes: The individual may increase or decrease its
outcomes from the exchange situation (Adams 1965, p. 288). An individual may in-
crease (if disadvantageous) or decrease (if advantageous) its benefits to decrease or
abolish the inequity of the exchange situation (Walster, Berscheid and Walster 1973, p.
156).

o Increasing or decreasing the inputs of others: The individual may increase or decrease
the inputs of others to the exchange situation (Leventhal 1976b, p. 225). An individual
may motivate others to increase (if advantageous) or decrease (if disadvantageous) their

efforts to reduce or eliminate the inequity of the exchange situation.
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o Increasing or decreasing the outcomes of others: The individual may increase or de-
crease the outcomes of others from the exchange (Leventhal 1976b, p. 225). An indi-
vidual may increase (if disadvantageous) or decrease (if advantageous) the benefits of
others to reduce the inequity of the exchange situation.

o Leaving the field: The individual may withdraw completely from the exchange situation
(Adams 1965, p. 295). An individual may (temporarily) terminate or abandon the ex-
change relationship to reduce or eliminate the inequity of the exchange situation.

b.) Reestablishing psychological equity

Alternatively, an individual may restore the psychological equity of the relationship by cogni-
tively distorting its perceived outcomes or inputs to or the perceived outcomes or inputs of the
exchange partner from the exchange relationship (Walster, Berscheid and Walster 1973, p.
154). Based on this psychological strategy, equity is restored by distorting perceptions rather
than altering the actual situation (Leventhal 1976b, p. 227).

o Distorting its inputs or outcomes: The individual may cognitively distort its inputs or
outcomes related to the exchange situation (Adams 1965, p. 250). An individual may
cognitively change the relevance of its inputs or outcomes to reduce or eliminate the in-
equity of the exchange situation.

o Distorting the inputs or outcomes of others: The individual may cognitively distort the
inputs or outcomes of others from the exchange situation (Adams 1965, p. 292). An in-
dividual may convince itself or others that the outcomes derived from the exchange are
higher and that the relationship is equitable (Walster, Berscheid and Walster 1973, p.
156).

o Change the object of comparison: The individual may alter the object of comparison in
the case of an indirect exchange relationship (Adams 1965, p. 294). An individual may
compare the inputs and outcomes with the ones of a third party, which may result in

terminating the exchange relationship with others.

In general, individuals perceiving inequity in an exchange relationship may choose among
these behavioral or psychological responses to reduce or eliminate the inequity of the ex-
change situation (Adams 1965, p. 295). More specifically, the comparison process and the
potential outcomes of the comparison process suggested by equity theory are illustrated by
figure 3.5.
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Figure 3.5: The comparison process and outcomes of equity theory

Source: own illustration

3.1.4 The conceptual dimensions of equity theory

Based on contemporary equity research, the fundamental dimensions of equity have been dif-
ferentiated into distributive justice, procedural justice and interactional justice, which provide
the conceptual basis for the evaluation of justice perceptions in the context of exchange situa-

tions.

a.) Distributive justice

In the initial stage, equity theory has focused on distributive justice, which relates to the jus-
tice or fairness of decision outcomes (e.g., Adams 1965; Deutsch 1975; Leventhal 1976a,
1976b; Walster, Berscheid and Walster 1973). In general, distributive justice is achieved with-
in an exchange relationship, when the profits of each individual are proportional to its invest-
ments (Homans 1958, p. 604). These profits refer to the rewards received from the exchange
minus the costs sacrificed for the exchange (Adams 1965, p. 273). While costs relate to re-
wards obtained from alternative exchanges or specific exchange risks, investments refer to all
attributes (i.e. skills, efforts, experiences) contributed to the exchange relationship. Individu-
als are generally motivated to maintain distributive fairness to receive rewards from others
(Walster, Berscheid and Walster 1973, p. 166). The specific inputs and outputs may differ
across individuals and therefore the ratio of inputs and outcomes is relevant for the evaluation
of equity (Adams 1965, p. 280). In particular, distributive justice of individual A and individ-
ual B in a dyadic exchange relationship may be calculated as the ratio of rewards minus costs

in relation to its investments.
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When these ratios are equal, the exchange partners will perceive a state of distributive justice
as the outcomes of exchange are equally distributed within the exchange relationship. When
these ratios are unequally distributed, the exchange partners will perceive a state of injustice
where one exchange partner will be advantaged and another disadvantaged (Adams 1965, p.
273). Therefore, Deutsch (1975, p. 143) developed three propositions based on which the
principles for the allocation of resources are differentiated among different groups of actors.
More specifically, Deutsch suggested that groups with an economic orientation will apply the
equity principle, groups with a solidarity orientation will employ the equality principle and
groups with a care orientation will use the need principle for the assessment of distributive
justice. In essence, the equity principle is specifically relevant for the evaluation of fairness in
exchange relationships in business-to-business markets. In contrast to the unidimensional
conceptualization of equity theory, Leventhal (1976b) introduced and later refined (1980) the
Jjustice judgment theory, which postulates that an individual’s fairness judgments are based on
more than one justice rule. A justice rule has been defined as “an individual’s belief that a
distribution of outcomes, or procedure for distributing outcomes, is fair and appropriate when
it satisfies certain criteria” (Leventhal 1980, p. 6). Therefore, equity theory has been further

extended by procedural justice and, later, interactional justice perceptions.

b.) Procedural justice

Since equity research has largely focused on distributive justice (e.g., Adams 1965; Walster,
Berscheid and Walster 1973), early studies have failed to acknowledge that justice judgments
also consist of aspects of procedural justice (Walker, Lind and Thibaut 1979, p. 1402). In
general, procedural justice refers to the fairness of processes, policies and procedures, which
lead to the decision outcomes of a disagreement situation (e.g., Leventhal 1980; Lind and
Tyler 1988; Thibaut and Walker 1975). Leventhal (1976b) noted that procedural fairness is
achieved “when information about receivers is collected and utilized properly and when there
is an appropriate division of control over the allocation process” (pp. 232-233). Leventhal
(1980) defined procedural fairness as “an individual’s perception of the fairness of procedural
components of the social system that regulate the allocative process” (p. 18). Therefore, pro-
cedural justice is facilitated through the influence of the individual on the decision-making
process (process control) or the outcome of the decision-making process (decision control)
respectively (Lind and Tyler 1988, p. 9). The allocation of control among the individuals in-
volved in the dispute-settlement process represents a key element for the perception of justice
of the decision-making process (Thibaut and Walker 1975, p. 15). Based on equity theory,
Leventhal (1980, p. 34) developed six procedural justice rules for an individual’s evaluation
of the fairness of allocative procedures, which are selectively applied by individuals.
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c.) Interactional justice

Beyond distributive and procedural justice, interactional justice has emerged as a third per-
spective of justice in equity theory, which is related to the fairness of the treatment of individ-
uals during the endorsement of procedures (e.g., Bies and Moag 1986; Bies and Shapiro
1987). In general, Bies and Moag (1986) pointed out that interactional justice is based on the
recognition that individuals “are sensitive to the quality of interpersonal treatment they re-
ceive during the enactment of organizational procedures” (p. 44). For several decades, justice
research has neglected the interactional element of justice and has focused on the procedural
and distributive elements of justice. In particular, Bies and Moag (1986) related this situation
to the notion that procedural justice research has “failed to distinguish the procedure from its
enactment” (p. 45). The evaluation of interactional elements of justice should be separated
from the evaluation of procedural justice. In contrast to prior models of justice evaluations,
which are based on comparative judgments of justice, interactional justice criteria are based
on non-comparative, absolute judgments (Bies and Moag 1986, p. 51). More recently,
Colquitt (2001, p. 396) suggested that interactional justice may be further differentiated into
interpersonal justice (i.e. fairness of interaction between individuals) and informational jus-

tice (i.e. fairness of quality and quantity of information) dimensions.

As a conclusion, justice perceptions of individuals in exchange situations are based on three
fundamental dimensions of justice, which need to be considered as related, but distinct con-
structs (Bies and Moag 1986, p. 45). Since perceptions of procedural fairness significantly
influence an individual’s perceptions of distributive fairness, fair outcomes are difficult to
achieve in the absence of fair procedures (Leventhal 1976b, p. 230). Accordingly, Bies and
Moag (1986) noted that the evaluation of allocation decisions need to be perceived as “a se-
quence of events in which a procedure generates a process of interaction and decision making
through which an outcome is allocated by someone [italics by original author]” (p. 45). There-
fore, it is required to conceptualize equity as a multi-dimensional construct, which entails
each of the three justice dimensions to capture the entire scope of an individual’s justice per-

ceptions.

3.2 The social exchange theory

The social exchange theory has been considered as a theoretical foundation for the compre-
hension of the maintenance of exchange relationships. Several studies have acknowledged the
fundamental role of social exchange theory for the analysis of exchange relationships in busi-
ness-to-business markets (e.g., Dwyer, Schurr and Oh 1987; Lambe, Wittmann and Spekman
2001).

The social exchange theory has emerged from the research field of sociology (Blau 1964) and
social psychology (Homans 1958; Thibaut and Kelley 1959) as an independent research
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stream in the social science discipline. The theoretical foundation of social exchange theory is
based on the fundamental research by the sociologists Blau (1964), Emerson (1962) and
Homans (1958). In his seminal article, Homans (1958) stated that exchange represents “one of
the oldest theories of social behavior” (p. 597). Subsequently, Thibaut and Kelley (1959)
shaped the theoretical foundation of social exchange theory. Despite the differences in their
approach and methods of theory construction among these studies, their investigations are
related to one common theme — social exchange (Emerson 1976, p. 335). The term “social
exchange” has been defined by Blau (1968) as the “voluntary actions of individuals that are
motivated by the returns they are expected to bring and typically do in fact bring from others”
(pp- 91-92). The social exchange theory is based on the assumption that exchange partners
develop and maintain exchange relationships with the expectation that the resulting benefits
will be exchanged continuously (Emerson 1976, p. 359). Therefore, social exchange theory
postulates that exchange relationships comprise economic and/or social outcomes. Lambe,
Wittmann and Spekman (2001, pp. 4-5) suggested that this exchange may not only comprise
tangible resources (i.e. goods, money), but may also include intangible resources (i.e. social
benefits, friendship) for the exchange partners. Although economic benefits are important for
the continuation of exchange relationships, the social benefits resulting from exchange rela-
tionships attain a fundamental role for the maintenance of these relationships.

3.2.1 The fundamental principles of social exchange theory

In exchange situations, individuals generally incur costs related to what they provide to ex-
change partners, while they receive rewards for what they receive from exchange partners.
Based on social exchange theory, individuals engage in a process where resources and obliga-
tions to reciprocate are exchanged, which balance at an equilibrium (Homans 1958, p. 606).
Accordingly, the continuous exchange and reciprocation of rewards increases the interde-
pendence of exchange partners, facilitates the development of trust in the exchange partner
and strengthens the social relationship between the exchange partners (Blau 1964, p. 4).
Therefore, social exchange is based on the fundamental principles of social interaction and
interpersonal relations. Nevertheless, the process of social exchange is jointly created by the
individuals involved in the exchange, whereas the individual’s actions are independent from
each other (Blau 1964, p. 107).

The reciprocity of obligations constitutes a fundamental characteristic of social exchange.
Based on the principles of social exchange, an individual, who has received rewards from
others, is expected to reciprocate these rewards at a suitable point in time (Blau 1964, p. 4). If
an individual fails to reciprocate these rewards, others will exclude him/her from future re-
wards and the social exchange process may be terminated. Blau (1964) argued that if an indi-
vidual reciprocates adequately, “the social rewards the other receives serves as inducements to

extend further assistance, and the resulting mutual exchange of services creates a social bond
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between the two” (p. 4). As a result, social exchange relationships have been considered as
the central unit of analysis for social exchange theory. In particular, Emerson (1976) noted
that long-term exchange relationships shall be employed in social exchange theory as the unit
of analysis to allow for investigations on the “structures of continuing interaction between
parties — corporate groups and their role-occupying members; and networks employing many
actors, both corporate groups and individuals” (p. 359).

Social exchange differs from economic exchange across several dimensions. While social
exchange is based on the unspecific nature of obligations resulting from social exchange, eco-
nomic exchange is based on formal contracts, which explicitly define the resulting obliga-
tions. More specifically, Blau (1964) mentioned that social exchange “involves the principle
that one person does another a favor, and while there is a general expectation of some future
return, its exact nature is definitely not stipulated in advance [italics made by original author]”
(p- 93). Due to the unspecified obligations arising from social exchange and difficulty to de-
termine the exact price or costs from the social exchange, it is difficult if not infeasible to
consider economic principles for social exchange (Homans 1961, p. 72). Therefore, individu-
als tend to fulfill their social obligations in the exchange relationship despite the lack of legal
contracts (Blau 1964, p. 97). For that reason, social exchange theory considers long-term ex-
change relationships as the unit of analysis, whereas economic exchange theory refers to
transactional exchange situations (Emerson 1976, p. 350) and, hence, is specifically relevant
for the evaluation of long-term exchange relationships.

3.2.2 The comparison process of social exchange theory

According to social exchange theory, exchange partners will maintain an exchange relation-
ship as long as economic and social benefits result from the relationship (Homans 1958, p.
606). The benefits derived from an exchange relationship are assessed on the basis of individ-
ual standards, evaluated in combination and compared to alternative exchange relationships
(Thibaut and Kelley 1959, pp. 21-24). Exchange partners weigh the social and economic out-
comes of an exchange relationship against the potential outcomes of alternative exchange
relationships to determine the continuation or termination of the relationship (Lambe,
Wittmann and Spekman 2001, p. 6). The evaluation of dyadic exchange relationships based
on comparison levels has been developed in social exchange literature (e.g., Thibaut and
Kelley 1959; Kelley and Thibaut 1978). The comparison process is based on the differentia-
tion of positive components (i.e. rewards) from negative components (i.e. costs) derived from
the exchange relationship (Thibaut and Kelley 1959, p. 10). Since the behavioral patterns will
be repeated, the value of rewards will decrease, whereas the value of costs will increase over
time. Accordingly, individuals in exchange relationships will alter their behavioral patterns
over time to maintain rewards and costs at an acceptable level. The sum of all prior exchange

interactions represents the history of the exchange relationship, which is used by the exchange
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partners to estimate the future costs and benefits of the respective exchange relationship
(Kelley and Thibaut 1978, p. 8). The evaluation of exchange relationships is based on interac-

tions and comparison levels to determine the continuation or termination of the relationship.

a.) Interactions

The interaction represents the foundation for any kind of exchange relationship. Thibaut and
Kelley (1959) postulated that “[t]he essence of any interpersonal relationship is interaction.
Two individuals may be said to have formed a relationship when on repeated occasions they
are observed to interact. By interaction it is meant that they emit behavior in each other’s
presence, they create products for each other, or they communicate with each other” (p. 10).
An interaction may be initiated as a deliberate decision to interact between individuals based
on the anticipation of positive outcomes or the undeliberate decision based on chance or fac-
tors beyond the control of the individuals (Thibaut and Kelley 1959, p. 19). The continuation
of an interaction is determined by the evaluation of the outcomes of prior interactions and the
anticipation of future outcomes of the exchange relationship. Accordingly, interactions tend to
raise certain levels of satisfaction and reflect different consequences for the individuals in-
volved in the exchange. The consequences or outcomes of the interaction between exchange
partners have been differentiated into rewards (i.e. pleasures or satisfactions) received and
costs (i.e. physical or mental efforts) incurred by the individuals (Thibaut and Kelley 1959, p.
12). The evaluation of outcomes of any type of interaction or series of interactions is based on

the comparison of rewards received and costs incurred for each individual.

b.) Comparison levels

The comparison levels represent a reference standard or criterion based on which the ac-
ceptance of experienced or expected outcomes may be evaluated by individuals (Thibaut and
Kelley 1959, p. 21). Based on the concepts developed by Thibaut and Kelley (1959) and
Kelley and Thibaut (1978), the comparison level (CL) and comparison level of alternatives
(CL,y) provide a foundation to evaluate the outcomes derived from current and alternative

exchange relationships.

o Comparison level (CL): In general, CL represents an internal comparison standard
where the anticipated level of (economic and/or social) benefits is compared to the ex-
perienced level of (economic and/or social) benefits to determine the attractiveness of
the current exchange relationship (Thibaut and Kelley 1959, p. 21). Based on the CL
criterion, an individual evaluates the outcomes (i.e. rewards and costs) of an exchange
relationship to determine its satisfaction with the present exchange relationship. There-
fore, CL represents a neutral point (or area) on the satisfaction scale where outcomes
above CL result in satisfactory relationships and outcomes below CL result in unsatis-
factory relationships (Thibaut and Kelley 1959, p. 81). Nevertheless, CL reflects the
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outcomes perceived by the individual and weighted according to its salience and the
level of outcomes, which the individual perceives to deserve from the relationship
(Kelley and Thibaut 1978, p. 3). Consequently, the position of CL on an individual’s
continuum is solely determined by the outcomes perceived by the individual (Kelley
and Thibaut 1978, p. 8).

o Comparison level of alternatives (CLgy): In contrast, CL,; constitutes an external com-
parison standard where the expected level of (economic and/or social) benefits from the
most feasible alternative relationship is compared with the experienced level of (eco-
nomic and/or social) benefits from the current relationship to determine whether to
maintain or leave the present exchange relationship (Thibaut and Kelley 1959, pp. 21-
22). Based on the CL, criterion, the current exchange relationship will be maintained
based on outcome levels above CL,; and terminated based on outcomes below CL,y.
The alternative relationships, which serve as a reference standard for the CL,y criterion,
may comprise other relational dyads, complex relationships or no relationship at all
(Thibaut and Kelley 1959, p. 22). In the latter case, the individual may be able to attain

superior ratios of rewards and costs by itself than in any other available relationship.

A higher degree of benefits derived from an exchange relationship compared to expectations
(i.e. CL) and alternative relationships (i.e. CL,y) provides a motivation for the exchange part-
ner to maintain the exchange relationship (Dwyer, Schurr and Oh 1987, p. 18). In particular,
Kelley and Thibaut (1978) noted that “[t]he magnitudes of the rewards and costs experienced
by the dyadic members will depend on their needs and values, their skills and abilities in per-
forming the behaviors, and the congruency of the behaviors or behavioral products with their

needs and values” (p. 8).

3.2.3 The outcomes of the comparison process of social exchange theory

Several studies have investigated the cognitive and behavioral consequences related to the
comparison process of social exchange theory (e.g., Blau 1964, 1968; Homans 1958; Thibaut
and Kelley 1959). The following outcome variables have been investigated in the social sci-
ences to reflect the consequences of the evaluation process stipulated by the social exchange
theory:

o Trust attains an important role in social exchange theory since it determines the dedica-
tion of the exchange partners to the exchange relationship. The repeated reciprocation of
benefits across multiple interactions develops trust within exchange relationships (Blau
1964, p. 98). Thus, exchange partners further commit themselves to the exchange rela-
tionship by neglecting alternative relationships, which facilitates trust in the reciproca-
tion of future obligations (Thibaut and Kelley 1959, p. 22). Therefore, trust is essential
for the continuation of exchange relationships, which are reflected by continuous obli-

57



58

gations to the relationship and the trust that the exchange partner will reciprocate these
obligations in future (Blau 1964, p. 99).

Commitment represents an important outcome variable of exchange relationships and a
prerequisite for the continuation of exchange relationships since exchange relationships
require initial as well as continuous commitment (i.e. investments) from the exchange
partners (Blau 1964, p. 98). Therefore, mutual commitment is a critical determinant for
social exchange since it ensures continuous investments (i.e. economic and/or social
benefits) into the exchange relationship to generate mutual benefits (Dwyer, Schurr and
Oh 1987, p. 19).

Satisfaction represents a beneficial outcome of an exchange relationship. Therefore, ex-
change partners, who derive benefits from exchange relationships, which exceed their
expectations (i.e. CL) and alternatives (i.e. CL,) tend to continue or even expand the re-
lationship with the exchange partner (Thibaut and Kelley 1959, p. 59). Nevertheless, CL
judgments usually lag behind the experienced or anticipated outcomes.

Dependence represents a central outcome variable of exchange relationships and is de-
termined by the level to which benefits cannot be attained outside of the exchange rela-
tionship. If the outcomes of the exchange are lower than CL,y for at least one individual,
the exchange relationship will be discontinued (Thibaut and Kelley 1959, p. 65). How-
ever, if the outcomes of the exchange are lower than CL,;; for both individuals, the rela-
tionship may be continued when the exchange partners are dependent on each other.
Thibaut and Kelley (1959) suggested that “as dependence on the relationship begins to
develop, it becomes increasingly important to take account of the future course of the
relationship — of its stability and irreversibility” (p. 65). The benefits available from al-
ternative relationships (CL,y) determine the dependency of the exchange partner on the
exchange relationship or, alternatively stated, the power of the other exchange partner
within the relationship (Thibaut and Kelley 1959, p. 101). Therefore, exchange partners
with a high degree of power will attain superior outcome positions and, thus, be able to
influence the behavior of inferior exchange partners into the intended direction (Thibaut
and Kelley 1959, p. 115).

Relational norms have been discussed as a fundamental outcome of social exchange. In
particular, norms may be understood as explicitly or implicitly accepted behavioral
rules, which are developed in exchange relationships over time (Thibaut and Kelley
1959, p. 126). Exchange partners tend to comply with norms since they expect to re-
ceive certain benefits from the exchange relationship (Emerson 1976, p. 355). Accord-
ing to social exchange theory, relational norms may be considered as governance in-
struments within exchange relationships since social exchange is largely governed by
social norms instead of contracts (Blau 1964, p. 97). As a result, repeated interactions
between exchange partners develop relational norms, which tend to govern future inter-
actions. The use of relational norms raises the efficiency of exchange relationships



based on explicitly or implicitly agreed rules of interaction, which results in a reduction
of uncertainty and opportunistic behavior in the exchange relationship (Lambe,
Wittmann and Spekman 2001, p. 12).

According to social exchange theory, these cognitive and behavioral outcomes are interrelat-
ed. Thibaut and Kelley (1959, p. 23) argued that the divergence between dependency and sat-
isfaction serves to differentiate CL,; from CL. In particular, CL is linked to CL,y since the
higher the level of satisfaction (CL) with the current relationship, the higher is the comparison
level (CL,y) for the evaluation of an alternative relationship. In addition, Thibaut and Kelley
(1959) noted that “[a]s a result of many experiences in many relationships, the person devel-
ops a general and relatively constant expectation of the satisfaction he can achieve in associa-
tion with others — a generalized conception of his worth in interpersonal relationships” (p. 97).
Therefore, CL and CL, are correlated as the outcomes of alternative relationships (CL,y) are
considered in the judgment of the current relationship (CL) per se (Thibaut and Kelley 1959,
p. 103). Furthermore, CL,;; determines the dependency of the individual on the relationship.
Since individuals in a dyadic relationship are dependent on each other to a certain extent, val-
ues of these individuals tend to converge over time, which significantly reduces interpersonal
conflicts and increases satisfaction in the exchange relationship (Thibaut and Kelley 1959, p.
124). The comparison process of the social exchange theory and its outcomes are illustrated
by figure 3.6.

( Future state of relationship )
Internal External
Benefits comparison Benefits comparison Benefits
expected from of current of alternative
relationship relationship relationship
Comparison Comparison
with with
expectations (CL) alternatives (CLgy)
\ J
Outcomes of
-> Commitment in relationship . - Dependency on relationship
- Trust in relationship comparison process -> Continuation of relationship
-> Satisfaction with relationship -> Expansion of relationship

Figure 3.6: The comparison process and outcomes of social exchange theory

Source: own illustration
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In fact, social exchange significantly differs from economic exchange. In general, economic
exchange is based on formal contracts, which explicitly define the terms of exchange and the
resulting obligations that may be legally enforced by the exchange partners (Blau 1964, p.
93). In contrast, social exchange is based on unspecific obligations, which are discharged on
the basis of mutual trust and cannot be legally enforced by the exchange partners (Blau 1964,
p. 112). Therefore, social exchange theory considers the imperfect social structures, which
can be found in long-term relationships. Accordingly, Emerson (1976) suggested that “social
exchange theory seems to be forming specifically toward the analysis of such real but imper-
fect social structures — that is, social structures involving fairly long-term relations between
people, in which power is neither diffuse nor equally distributed, as perfect competition im-
plies” (p. 351). Consequently, social exchange theory has been considered as a suitable theo-
retical foundation for the analysis of the continuation of exchange relationships in the present
investigation.

3.3 Critical assessment of theoretical foundation

The specific characteristics of business markets (cf. paragraph 2.1.1.2) emphasize the com-
plexity of an investigation on exchange relationships in business-to-business markets. Ac-
cordingly, buyer-seller relationships in business markets represent a complex phenomenon,
which may not be explained by a single, unifying theory (Narayandas and Kasturi Rangan
2004, p. 75). Although both equity theory and social exchange theory have emerged from the
social science discipline, each theory takes a different perspective for the explanation of ex-
change relationships. Wilson (1995) argued that the historical roots of business-to-business
relationships are based on social exchange relationships where “[r]elationships between buy-
ers and sellers have existed since humans began trading goods and services” (p. 335). The
different perspectives of equity theory and social exchange theory with respect to relation-
ships in business markets have been critically assessed.

a.) Equity theory

The equity theory offers a fundamental contribution to the understanding of the development
of relationships in business-to-business markets. In fact, Walster, Walster and Berscheid
(1978) suggested that equity theory provides “a natural framework for analyzing business
relationships” (p. 114). Based on the equity theory, justice or fairness judgments of exchange
partners determine the development of exchange relationships (Walster, Berscheid and
Walster 1973, p. 154). From a long-term perspective (i.e. relationship), the tolerance level for
inequity may increase as equity can be retained over a longer time period, whereas from a
short-term perspective (i.e. transaction) inequitable situations requires immediate actions to
restore equity (Cook and Parcel 1977, p. 83). Oliver and Swan (1989, p. 33) suggested that
customer perceptions of equity represent a central determinant for the development and

maintenance of exchange relationships. Nevertheless, research on equity theory has mostly
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focused on customer evaluations of justice with respect to exchange transactions (e.g., Oliver
1980, 1997). More recently, the focus of equity research has shifted from a transactional to a
cumulative perspective and the role of equity in cumulative evaluations significantly differs
from transactional evaluations. In particular, Olsen and Johnson (2003, p. 186) differentiated
between transactional equity and cumulative equity judgments. The cumulative judgment may
be considered as an overall judgment of the perceived fairness of the exchange relationship
considering the equity judgments of all prior transactions (cf. figure 3.7).
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Figure 3.7: The comparison of transactional versus cumulative equity judgments

Source: own illustration

Several studies have applied equity theory for the evaluation of recovery from a customer
perspective (e.g., DeRuyter and Wetzels 2000; Hoffman and Kelley 2000; McColl-Kennedy
and Sparks 2003). In failure situations, exchange partners are likely to perceive a state of in-
equity due to a perceived loss resulting from a product or service failure. Boshoff and Leong
(1998) argued that “[w]hen a service failure occurs, the inequity of the exchange upsets the
relationship between the service firm and its customers” (p. 27). In this situation, seller firms
are required to execute adequate recovery activities to restore the state of equity in the ex-
change relationship. For the evaluation of the recovery encounter, the customer compares its
own inputs to the failure situation (i.e. economic and psychological costs, time, effort) with its
own outcomes from the failure situation and the recovery activities (i.e. refund, apology, re-
placement) of the seller firm (Hoffman and Kelley 2000, p. 420). When the ratios are per-
ceived as equal, the individual feels being treated in an equitable manner and will be satisfied
with the exchange (Oliver and Swan 1989, p. 33). Accordingly, seller firms are required to
focus on the recovery of customers’ equity perceptions when customers are dissatisfied and
complain to the seller firm to restore perceived equity in the relationship (Olsen and Johnson
2003, p. 193). Michel, Bowen and Johnston (2009) argued that “service recovery must re-
establish justice” (p. 255). Therefore, equity theory represents an adequate theoretical founda-
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tion for the explanation of the transactional and cumulative justice judgments of customers
related to the recovery activities of seller firms. Accordingly, the relevance of equity theory
for the analysis of buyer-seller relationships in business markets has been emphasized
(Wagner, Eggert and Lindemann 2010, p. 846). In the present investigation, equity theory has
been applied to investigate the effects of recovery on the development of exchange relation-

ships in business markets.

b.) Social exchange theory

The social exchange theory provides a fundamental contribution towards the comprehension
of the continuation of exchange relationships in business-to-business markets. As the social
exchange theory relates to the social relationship between exchange partners as the central
means of governance, it has been suggested by several studies as a suitable foundation for the
explanation of relational exchange in business markets (e.g., Anderson and Narus 1990;
Cannon and Perreault 1999; Dwyer, Schurr and Oh 1987; Lambe, Wittmann and Spekman
2001). According to social exchange theory, individuals in exchange relationships evaluate
the economic or social benefits derived from the relationship and compare these benefits with
their expectations and alternative relationships (Dwyer, Schurr and Oh 1987, p. 19). If the
overall benefits from the exchange relationship exceed their expectations (i.e. CL) and alter-
natives (i.e. CL,y), the exchange relationship will be continued (Lambe, Wittmann and
Spekman 2001, p. 13). Due to the long-term orientation of business relationships, exchange
partners may even sacrifice current benefits in favor of future benefits if an equitable distribu-
tion of benefits from the exchange relationship is expected (Lambe, Wittmann and Spekman
2001, p. 9). Due to the limitations of economic theories to explain relational modes of gov-
ernance, business-to-business research has increasingly focused on social exchange theory to
explicate relational exchange in business markets (Lambe, Wittmann and Spekman 2001, p.
3). The social exchange theory postulates that the benefits arising from the social interaction
between exchange partners determine the maintenance of the business relationship. Since ex-
change relationships are seldomly related only to economic exchange, the social dimension
attains a fundamental role in relational exchange (Cook and Rice 2006, p. 70). Therefore, so-
cial exchange theory provides a sound theoretical foundation for the evolution of buyer-seller
relationships in business markets. Although an application of social exchange theory to the
business-to-business context comprises several challenges, Lambe, Wittmann and Spekman
(2001, p. 30) have considered it as a valuable theory to explicate relational exchange in the
context of business-to-business markets. Since social exchange theory provides an explana-
tion on the pivotal role of the social dimension in exchange relationships (Brennan, Canning
and McDowell 2007, p. 68), it is applied to examine the impact of recovery on the continua-

tion of exchange relationships in business-to-business markets.
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c.) Differences between equity and social exchange theory

Prior studies have suggested that social exchange theory should be employed in combination
with additional theories to provide a profound understanding of relational exchange in busi-
ness-to-business markets (Lambe, Wittmann and Spekman 2001, p. 28). Due to the complexi-
ty of relationships in business markets, Narayandas and Kasturi Rangan (2004, p. 75) pointed
out that the effective management of relationships in business markets may not be explained
by any single, unifying theory. Consequently, the present investigation has adopted a multi-
theory approach to overcome the theoretical weaknesses to explain the development and
maintenance of business relationships experienced by previous research. Although equity the-
ory and social exchange theory have both emerged from the social science discipline, these
theories reflect different perspectives to explicate the development and evolution of exchange
relationships in business markets (cf. figure 3.8).
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Figure 3.8: The comparison process of equity theory versus social exchange theory

Source: own illustration

In particular, equity theory postulates that relational exchange is reinforced by the equitable
allocation of outcome / input ratios among exchange partners, which determines the current
state of the exchange relationship. Accordingly, equity theory contributes to the explanation
of the development of exchange relationships in business markets from a mid-term perspec-
tive. In contrast, social exchange theory suggests that relational exchange is facilitated by su-
perior benefits (rewards minus costs) compared to expectations and alternative relationships,
which reflects the future state of the exchange relationship. Therefore, social exchange theory
contributes to the explication of the continuation of exchange relationships in business mar-

kets from a long-term perspective. Since both theories are derived from the same research
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domain, but emphasize different perspectives on exchange relationships, the combined utiliza-
tion of these theories is assumed to form a consistent, solid theoretical foundation for the in-
vestigation on the conceptual dimensions, relational consequences and financial contributions

of recovery management in business-to-business markets.
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4 Qualitative investigation on recovery management in business markets

The qualitative investigation conducted in the fourth chapter is intended to develop a pro-
found understanding of the nature of recovery management in business-to-business markets
and derive insights on the conceptual dimensions of recovery in this specific market context
(cf. figure 4.1).

Chapter 1: Structure and course of investigation

Chapter 2: Terminological and conceptual foundation of investigation

Chapter 3: Theoretical foundation of investigation

Chapter 4: Qualitative investigation

Conceptual dimensions of recovery

(Research question 1)

Chapter 5: Quantitative investigation

N/ N/
Relational consequences of recovery Financial consequences of recovery
(Research question 2 & 3) (Research question 4)

Chapter 6: Summary of findings and conclusions

Figure 4.1: Positioning of the fourth chapter into the course of investigation

Source: own illustration

Due to the lack of a general conceptual framework of recovery management for business
markets, a profound qualitative investigation has been conducted to identify the fundamental
dimensions of recovery management that are specifically related to the business-to-business
context. The qualitative investigation in this chapter is structured into the following para-
graphs. First, the structure of investigation is introduced to provide an overview on the course
of the qualitative investigation (paragraph 4.1). Subsequently, the methodological foundation
of the investigation is presented to reflect the methodology used for the collection and analy-
sis of the qualitative data (paragraph 4.2). In the next paragraph, the findings from qualitative
data analysis are introduced to reflect the insights derived from the qualitative investigation
(paragraph 4.3). Finally, the conceptual dimensions of recovery management are presented to

derive the results from the qualitative data analysis (paragraph 4.4).

65
K. Déscher, Recovery Management in Business-to-Business Markets,

DOI 10.1007/978-3-658-05637-7 4, © Springer Fachmedien Wiesbaden 2014



4.1 Structure of qualitative investigation

Due to the specific characteristics of business-to-business markets (cf. paragraph 2.1.1.2) and
the lack of comprehensive investigations on recovery management in a business market con-
text, a profound qualitative study has been conducted to develop a more detailed understand-
ing of the conceptual dimensions of recovery management in business-to-business markets.

The structure of the qualitative investigation was based on an iterative process of data collec-

tion and analysis in the field of business-to-business markets (cf. figure 4.2).
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Qualiative data analysis

Identification of the fundamental recovery dimensions from qualitative interview data

based on grounded theory methodology

Figure 4.2: Structure of qualitative investigation

Source: own illustration

In the first step, four qualitative interviews were conducted with participants from a seller
firm in business-to-business markets to attain an understanding of recovery from a strategic
perspective. Based on the insights derived from these interviews in a first analysis of the data,
the second step comprised additional eight qualitative interviews with participants from the
same seller firm to develop an understanding of recovery from an operational perspective.
The knowledge derived from these interviews in the subsequent qualitative data analysis was
used to prepare for the customer interviews. In the third step, four qualitative interviews with
participants from associated customer firms were conducted to comprehend recovery from a
customer perspective. On the basis of this iterative process, a fundamental understanding of

recovery in business markets was developed.
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4.2 Methodological foundation of qualitative investigation

In general, recovery research is specifically challenging since recovery activities are based on
failure situations, which are difficult to reconstruct for systematic empirical studies (Smith
and Bolton 1998, p. 69). Prior research has suggested that qualitative methods should be ap-
plied in investigations on recovery as a useful means to develop further knowledge in recov-
ery research (Colgate and Norris 2001, p. 221). In particular, qualitative studies on recovery
have proven to provide valuable information for an understanding of recovery in a business-
to-business context (Durvasula, Lysonski and Metha 2000, p. 439). Since only limited empiri-
cal findings on recovery management in business markets have been derived by recovery lit-
erature, a qualitative research approach was required to explore and structure the current state
of knowledge on recovery in business-to-business markets. The grounded theory methodology
(e.g., Glaser and Strauss 1967; Strauss and Corbin 1990) has been selected as a methodologi-
cal foundation for the qualitative investigation since it provides a holistic approach on the
systematic collection and analysis of qualitative data (Charmaz 2002, p. 675). More specifi-
cally, Goulding (2002) noted that “[u]sually researchers adopt grounded theory when the topic
of interest has been relatively ignored in the literature or has been given only superficial atten-
tion. Consequently, the researcher’s mission is to build his/her own theory from the ground”
(p. 55). Since contemporary recovery research reflects a significant lack of insights on recov-
ery management in business markets, a recovery management framework for business-to-
business markets had to be developed “from the ground”. According to prior research,
grounded theory has been explicitly recommended for qualitative research in business-to-
business markets (e.g., Gummesson 2000; Narayandas and Kasturi Rangan 2004; Wagner,
Lukassen and Mahlendorf 2010). For the development of a conceptual framework on recovery
management in business markets, the grounded theory methodology has been considered as
the most adequate approach to guide and structure the collection and analysis of qualitative

data for the investigation.

4.2.1 Methodology of qualitative data collection

For the present thesis, qualitative interviews were selected as the most appropriate method of
investigation to retrieve detailed information on the infant field of recovery management in a
business market context. This notion is supported by the observations of Johnston and Fern
(1999), who argued that “[t]icking boxes would not be able to capture customer's views and
would have limited the recovery ingredients (...), whereas other recovery activities may
emerge from a free response style of questioning” (p. 75). Qualitative researchers have in-
creasingly referred to expert interviews as a more specific type of qualitative interviews
(Gléaser and Laudel 2004, p. 41). More specifically, expert interviews are related to interviews
with members of an organization with a certain functional background and specific
knowledge, which should be used for the sampling of individuals when insights from institu-
tional contexts are to be developed (Flick 2007c, p. 215). To attain a profound understanding
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of the nature of recovery management in business markets, a series of qualitative interviews

with senior managers of major industrial firms in Germany were conducted.

42.1.1 Collection of qualitative data

The collection of qualitative data refers to the identification and selection of adequate re-
spondents for the gathering of qualitative data for the investigation (e.g., Flick 2007a; Kvale
1996, 2007a, 2007b). The collection process for the qualitative study was divided into two
consecutive phases. To integrate perspectives of both sides of dyadic relationships into the
investigation, the qualitative interviews were conducted with seller firm and customer firm
employees.

In the first phase, one large industrial firm in Germany was selected to investigate the concep-
tual dimensions of recovery management in business-to-business markets from a seller firm
perspective. This specific seller firm was selected because it comprises several business divi-
sions, which operate in different business-to-business industries and across several countries.
To gain a strategic perspective on recovery management, the first set of interview participants
(i.e. four senior managers) were recruited from corporate functions such as quality, warranty,
sales and legal departments. To get an operational perspective on recovery management, the
second set of interview participants (i.e. eight senior managers) were sourced from functional
areas with frequent customer interactions on failure situations and recovery activities. To al-
low for a certain degree of variance in their perspectives, the interview participants were se-
lected from four different customer teams in order to represent four independent customer

relationships.

In the second phase, four customer firms associated with the seller firm were selected to rep-
resent the customer perspective. These specific customer firms were selected because they
represent a major share of the seller firm’s business. To explore the conceptual dimensions of
recovery management from a customer perspective, a third set of interview participants (i.e.
four senior managers) was again selected from the seller firm to understand the specificities of
the customer perspective. Since prior interview participants were already involved in and
committed to the research project, four interview participants from the respective customer
teams of the seller firm were asked to participate in another interview session. To gain an un-
biased understanding of the nature of recovery management from a customer perspective, a
fourth set of interview participants (i.e. four senior managers) was recruited from four cus-
tomer firms. To ensure a sufficient level of credibility, each of these participants reflected

long-term experience in the relationship with the seller firm.
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The structure of the qualitative interviews was intended to represent both sides of a dyadic
relationship in business markets and consisted of twelve respondents of the seller firm (RS00
— RS11) and four respondents of the customer firms (RM01 — RMO04). A dyadic structure of
the qualitative investigation has been considered as important to gain a holistic understanding
of recovery management within buyer-seller relationships in a business-to-business market
context. Accordingly, the structure of the qualitative interviews is illustrated by figure 4.3.

s N
[ O ) © ® |
Corporate functions
N porate f )
(00 OO OO OO
Customer team A Customer team B Customer team C Customer team D
Seller firm A
X;
Customer firm A Customer firm B Customer firm C Customer firm D

Note: I = Informant from seller or customer firm

Figure 4.3: Structure of qualitative interviews

Source: own illustration

In consistency with grounded theory, a theoretical sampling approach was applied. In particu-
lar, theoretical sampling relates to the process of data collection where the researcher makes
iterative decisions on the collection of data to develop the relevant categories of the emerging
theory (Glaser and Strauss 1967, p. 45). The theoretical sampling process is driven by theoret-
ical considerations where informants are chosen on the basis of conceptual considerations
rather than representativeness (Miles and Huberman 1994, p. 29). Based on this procedure,
the researcher will continue seeking more empirical data for a specific category until no new
information can be derived and the category is “saturated” (Charmaz 2002, p. 689). Due to the
recursive nature of the grounded theory method, new aspects of the phenomenon emerge as
more interviews are conducted and a greater understanding of the phenomenon develops. The
theoretical sampling decisions are determined by missing pieces of data to derive conclusions
and saturate concepts (Charmaz 2006, p. 26). More specifically, Charmaz (2002) noted that
“[o]ne useful way for the researcher to check leads and to refine an analysis is to go back and
ask earlier participants about new areas as these are uncovered” (p. 682). When it became
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apparent that the way of handling failure situations by the seller firm reflects a significant
impact on buyer-seller relationships, a selection of earlier respondents (i.e. RS04, RS06, RS08
and RS10) was interviewed again to derive more information on this aspect. According to
grounded theory, sampling decisions are continuously taken during the research process on
the basis of the insights derived from prior data collection and analysis. Therefore, Flick
(2007a, p. 26) mentioned that the goal of theoretical sampling is to identify the most devel-
oped information sources related to the research object, which is typically represented by in-
dividuals with sufficient experience in the area under study. Consequently, Corbin and Strauss
(2008) argued that “[t]he purpose of theoretical sampling is to collect data from places, peo-
ple, and events that will maximize opportunities to develop concepts in terms of their proper-
ties and dimensions, uncover variations, and identify relationships between concepts” (p.
143). Based on grounded theory, the iterative process of data collection and analysis is con-
tinued until a point of theoretical saturation is reached (Corbin and Strauss 2008, p. 145). In
particular, theoretical saturation is achieved when the researcher is confident that all relevant
information has been collected from the interviews and verified its comprehension with the
most reliable and competent interviewees (Johnson 2002, p. 113). In the present investigation,
theoretical saturation was achieved after the completion of the twentieth interview as no new
concepts have emerged from the interviews (cf. figure 4.4).
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Figure 4.4: Theoretical saturation of qualitative interviews

Source: own illustration

Based on the achievement of theoretical saturation, qualitative data collection was completed
and the data derived from the interviews was used as the foundation for the qualitative data

analysis.
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4.2.1.2 Structure of qualitative data collection

As recommended by qualitative research literature (Kvale 2007a, p. 51), a semi-structured
interview guide was used to structure the interaction between interviewer and respondent dur-
ing the qualitative interviews. An interview guide differs from a structured questionnaire in
the sense that it does not impose the order, content or answers of questions and is based on the
condition that all topics are discussed during the interview (Brenner, Brown and Canter 1985,
p- 152). Consistent with prior qualitative research (Charmaz 2002, p. 680), a certain overlap
was designed into the interview questions to allow the interviewer to return to earlier aspects
and collect more information on these aspects. Throughout the qualitative interviews, the term
“failure handling” was used to describe the research topic since the term “recovery” was
mostly unknown to the interview participants. To verify the completeness and comprehensi-
bility of the interview guide to address the research problem, a draft was pretested with mem-
bers of the target audience.

The interview guide for seller firms started with an explanation of the background of the in-
vestigation followed by the central questions, which were structured into four sections. In the
first section, the participants were asked to describe the failure handling process in their or-
ganization from their perspective. The second section contained questions on the expectations
regarding the failure handling process from a customer perspective. In the third section, par-
ticipants were asked to describe the requirements for an effective failure handling process. In
the fourth section, participants were asked to summarize the central success factors for effec-
tive failure handling. Subsequent to the central questions, the participants were asked to state
their own professional background and were informed about the procedures to ensure confi-
dentiality of the data derived from the interviews.

The interview guide for customer firms began with an explanation of the reasons, targets and
benefits of the investigation. The introduction was followed by the main questions, which
again consisted of four sections. In the first section, the participants were asked to describe the
failure handling process in their organization from their perspective. The second section was
related to the expectations on the failure handling process from a customer perspective. In the
third section, the participants were asked to describe the implementation of this failure han-
dling process across the range of their seller firms. In the fourth section, the participants were
asked to reflect upon the fundamental success factors for an effective failure handling. Subse-
quently, the participants were asked to disclose their own professional background and were
instructed on the procedures to ensure confidentiality of the data derived from the qualitative

interviews.
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The duration of the qualitative interviews differed significantly across participants. While the
shortest interview lasted for 67.45 minutes, the longest interview continued for /87.13
minutes. The average length of the qualitative interviews for this investigation was 1/3.11
minutes (cf. table 4.1).

Interview 1 2 3 4 5 6 7 8 9 10

Respondent RS00 RSO1 RS02  RS03 RS04  RS05  RS06 RS07  RS08 RS09

Duration

7225 109.23 12421 103.38 13241 107.38 107.38 81.14 187.13 134.28
(minutes)
Interview 11 12 13 14 15 16 17 18 19 20

Respondent RS10 RSI11 RS04 RS06 RS08  RS10 RMO1 RM02 RMO03 RMO04

Duration
K 134.28 180.01 138.44 82.26 136.38 12445 7545 85.57 67.45 79.06
(minutes)
Average
duration 113.11
(minutes)

Table 4.1: Duration of qualitative interviews

Source: own illustration

The confidentiality of qualitative interviews poses a significant problem since it affects the
answering behavior of respondents during the interviews (Corbin and Strauss 2008, pp. 31-
32). This problem was found to be specifically apparent when sensitive issues are discussed
(Flick 2007c¢, p. 218). Since the management of recovery activities (i.e. the handling of prod-
uct or service failures) certainly represents a sensitive topic on which firms generally are not
willing to discuss openly, several measures were taken to ensure an open, non-biased answer-
ing behavior of the participants. As suggested by qualitative literature (Lofland et al. 2006, p.
51), the anonymity of firms, persons, places, products, regions and cases has been guaranteed
to the participants by replacing them with pseudonyms. As a consequence, a written agree-
ment on the confidentiality and use of the information obtained from the interviews was com-

pleted with each of the interview participants.

4.2.1.3 Characteristics of qualitative data

To retrieve secured information on recovery from the qualitative interviews, it was required
that the participants reflect a sufficient level of professional experience. Therefore, only sen-
ior managers of the seller firms and customer firms were recruited for the qualitative inter-
views. In particular, the average professional experience was 11.92 years among the partici-
pants from the seller firm and 21.75 years among the participants from the customer firms (cf.
table 4.2).
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4.2.1.4 Transcription of qualitative data

The transcription of interviews allows for a detailed analysis of the qualitative data (Kvale
1996, p. 160). More specifically, Kvale (1996) argued that the transcripts of interviews repre-
sent “artificial constructions from an oral to a written mode of communication. Every tran-
scription from one context to another involves a series of judgments and decisions” (p. 163).
The transcription of qualitative interviews represents a common approach to make qualitative
data available for analysis (Poland 2002, p. 629). In particular, Johnson (2002, p. 112) argued
that it is of fundamental importance that interviews are being tape-recorded to attain a precise
documentation of the interview since the verbatim records of the interview represent a solid
foundation for the subsequent qualitative data analysis. Recent research reflected that no via-
ble alternative exists to the complete transcription of qualitative interviews (Gldser and
Laudel 2004, p. 188) since it ensures a precise reproduction of the verbal information given
during the interview (Roulston, DeMarrais and Lewis 2007, p. 19). In line with prior sugges-

tions, all qualitative interviews were audio-recorded and transcribed verbatim.

The transcription quality may be facilitated by the definition of a clear, consistent set of in-
structions related to the transcription process (Kvale 1996, pp. 163-164). The analysis of tran-
scription quality has been established as a standard procedure among qualitative researchers
as a pre-condition for qualitative data analysis (Poland 2002, p. 630). Due to the interpretive
nature of transcription process, different interpretations may arise from the same interview
(Poland 2002, p. 634). As suggested by literature (Goulding 2002, p. 72), the transcripts were
sent to a selected number of participants to receive feedback on the accuracy of information
derived from the interview. Since Poland (2002, pp. 633-634) noted that respondents may be
surprised or irritated when they are confronted with the transcripts of their interviews, these
transcripts were provided with explanations on the transcription process and the rules to trans-
late verbal language into written text.

Since no generally accepted rules exist for the transcription of interviews, researchers have
been encouraged to develop their own rules and apply these rules consistently (Gléser and
Laudel 2004, p. 180). For this investigation the transcription rules suggested by Kuckartz
(2007a, pp. 41-46) have been applied. For the verbatim transcription of the interviews, the
software package f' 4 was used (Kuckartz 2007a, p. 38). As suggested by Flick (2007c, p.
380), the definition of explicit transcription rules, the comparison of the transcripts with the
audio-taped interview material and the anonymization (i.e. names, places, products) of the
interview material has been conducted.
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4.2.2  Methodology of qualitative data analysis

Due the complexity and the extent of qualitative data, it deems difficult to identify specific
patterns in the data (Kuckartz 2007a, p. 227). To be able to derive relevant insights from qual-
itative data, Corbin and Strauss (2008) suggested that qualitative data analysis requires “an
intuitive sense of what is going on in the data; trust in the self and the research process; and
the ability to remain creative, flexible, and true to the data all at the same time” (p. 16).

According to the principles of the grounded theory methodology, the theory development pro-
cess is based on the interaction between inductive procedures (i.e. development of concepts
and dimensions from data) and deductive procedures (i.e. development of hypotheses from
concepts) in the course of the qualitative data analysis (Corbin and Strauss 2008, p. 56). In
particular, Corbin and Strauss (2008) noted qualitative data analysis represents “a process of
generating, developing, and verifying concepts — a process that builds over time and with the
acquisition of data. One derives concepts from the first pieces of data — either expanding con-
cepts by adding new properties and dimensions, or, if there are new ideas in the data, adding
new concepts to the lists of concepts” (p. 57). Therefore, the theory development process rep-
resents a complex procedure, which leads to a theoretical framework comprising a developed
set of categories and corresponding relationships.

Due to the methodological controversy between Glaser and Strauss, two distinct theoretical
paths of grounded theory methodology have emerged in qualitative literature. Based on the
fact that several authors failed to consider the methodological disagreements between Glaser
and Strauss, recent research has called for the specification, which approach of grounded the-
ory methodology has been applied (Wagner, Lukassen and Mahlendorf 2010, p. 6). The major
difference between the grounded theory concepts of Glaser and Strauss may be found in the
approach how to deal with theoretical knowledge and theoretical concepts. More specifically,
Glaser (1992) insisted on theoretically independent coding procedures as an appropriate basis
for the empirically grounded development of theories. In contrast to the Glaser approach,
Strauss and Corbin (1990) suggested the definition of a theoretical frame for the investigation
on the basis of the coding paradigm. Based on this approach, researchers are allowed to apply
existing theoretical knowledge to structure and curtail the qualitative data analysis (Kelle
2007, pp. 44-45). In particular, Kelle (2007, p. 47) suggested that the negligence of existing
theoretical knowledge is inadequate for empirical social research and novice theories must not
be developed solely from empirical data, but require a connection with existing theoretical
knowledge. Strauss and Corbin (1990, p. 42) used the concept of theoretical sensitivity to re-
flect upon theoretical concepts beyond the empirical data and develop a connection with exist-
ing theoretical concepts. Nevertheless, researchers were supposed to consider only literature,
which is directly associated with the field of investigation to prevent the intrusion of theoreti-
cal presumptions into the research process (Goulding 2002, p. 71). While the original ap-
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proach developed by Glaser and Strauss provided a rather pragmatic approach to the analysis
of complex social relationships, the advanced approach developed by Strauss and Corbin
(1990) provided more specific coding procedures and therefore restricts the autonomy of the
researcher in conducting qualitative data analysis (Wagner, Lukassen and Mahlendorf 2010,
p- 9). In consistency with prior research (e.g., Goulding 2002), the Strauss and Corbin ap-
proach has been considered in this investigation to be able to reflect upon existing theoretical
knowledge from contemporary recovery research.

4.2.2.1 Coding of qualitative data

Based on the coding techniques defined by the grounded theory methodology, the qualitative
interviews have been analyzed based on a multiple step coding process to systematically de-
rive insights from the qualitative data (Goulding 2002, p. 75). The process of coding refers to
the development of conceptual categories, definition of their characteristics and their integra-
tion into an overall theory (Glaser and Strauss 1967, p. 105), while the coding procedure rep-
resents the fundamental process by which theories are developed from the empirical data
(Corbin and Strauss 1990, p. 3). More specifically, coding has been defined as “the analytic
process through which data is fractured, conceptualized and integrated to form theory”
(Corbin and Strauss 1990, p. 3). Therefore, codes can be considered as virtual labels, which
assign conceptual meaning to information (i.e. words, phrases, sentences) derived from quali-
tative data collection (Miles and Huberman 1994, p. 56). The use of systematic coding proce-
dures has been considered as specifically valuable for working with complex conceptual con-
structs, which are common in the context of business-to-business markets (Gummesson 2000,
p- 1). In general, coding involves the identification of the relevant sections in the data and the
subsequent analysis resulting in the classification and naming of the data (Flick 2007a, p.
101). The concept of theoretical coding has been developed a research strategy for grounded
theory, which is centered on the development of concepts and categories for theory develop-
ment (Corbin and Strauss 2008, pp. 159-228). While the original concept of theoretical coding
based on grounded theory represented a solely inductive approach with the negligence of ex-
isting theories, it has been further developed to integrate different elements of traditional re-
search concepts and explicitly consider existing theories (Kuckartz 2007a, p. 72). More spe-
cifically, the coding procedures related to grounded theory have been differentiated into open
coding, axial coding and selective coding (e.g., Flick 2007c; Goulding 2002; Kuckartz
2007a).

e Open coding initiates the research process where the empirical data is thoroughly re-
viewed, initial codes are assigned to text segments and preliminary concepts are devel-
oped (Kuckartz 2007a, pp. 73-74). During the process of open coding, the interview text
is reviewed line by line to identify key words or segments, which are related to the re-

search object (Goulding 2002, p. 76). In this coding process, conceptual codes (i.e.
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based on theoretical categories) or in-vivo-codes (i.e. based on interview statements)
may be used. As a result of the open coding process, a list of codes and categories is es-
tablished, which is further accompanied by notes and memos reflecting the fundamental
thoughts for theory development (Flick 2007c¢, p. 392).

o Axial coding refers to the development of relationships between the categories, which
have been developed during open coding (Kuckartz 2007a, p. 76). The grounded theory
methodology developed the coding paradigm, which consists of the dimensions condi-
tions, context, handling, interactional strategies and consequences to reconstruct cate-
gories through axial coding (Strauss and Corbin 1990, p. 75). Therefore, axial coding
comprises the stipulation of relationships between categories and the delineation of a
specific core category and therefore reaches a higher level of abstraction (Goulding
2002, p. 78). Hence, axial coding serves to discover the identified theoretical concepts
in further detail by developing the dimensions of its characteristics and the relationships
with other relevant categories (Flick 2007c¢, p. 393).

o Selective coding continues the coding procedure on a higher level of abstraction (Flick
2007c, pp. 396-397). More specifically, selective coding involves the selection of the
core category, the development of the relationship between the core category and other
categories and the further refinement of existing categories (Strauss and Corbin 1990, p.
94). In this phase, profound, theoretical concepts are being developed, which represent a
theory on the typical behavior of actors in the related field (Kuckartz 2007a, p. 76).
Therefore, selective coding aims to develop core categories, which are integrated into a
larger framework consisting of other categories (Flick 2007¢c, pp. 396-397). In con-
sistency with qualitative data collection, the interpretative process is discontinued when
theoretical saturation is achieved and no new insights are derived by further coding.

The analysis of qualitative data is facilitated by the development of qualitative data analysis
(ODA) software packages (e.g., Kuckartz 2007a, 2007b; Seale 2002). The use of QDA soft-
ware ensures a faster and more efficient administration, handling and illustration of data and
its relationships with codes or memos (Weitzmann 2000, p. 807). The utilization of QDA
software is assumed to enhance the quality of qualitative research and its illustration and doc-
umentation (Seale 2002, p. 668). Nevertheless, QDA software does not represent a method of
analysis, but only facilitates the execution of qualitative data analysis (Flick 2007c, p. 471).
Since computer-based analysis of qualitative data is based on the interpretation and coding by
the individual researcher, qualitative data based on intellectual coding represents much more
resistant material than qualitative data based on automated coding procedures (Kuckartz
2007a, p. 57). Therefore, Kuckartz (2007a, p. 19) noted that the use of QDA software results
in additional reliability and validity of the qualitative data due to the possibility to verify re-
sults on the basis of memos, coded segments and category systems. In the present investiga-
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tion, the QDA software MAXQDA 2007 was used for the qualitative data analysis based on
the methodological steps for QDA analysis as suggested by Kuckartz (2007a, pp. 20-24).

4.2.2.2 Evaluation criteria for qualitative data

Since qualitative research is based on words and text rather than facts and figures, the reliabil-
ity and validity of findings derived from qualitative data requires different evaluation criteria
than quantitative data. Hence, Corbin and Strauss (2008) pointed out that “[q]uality in qualita-
tive research is something that we recognize when we see it; however, explaining what it is or
how to achieve it is much more difficult” (p. 297). Based on qualitative research literature,
several evaluation criteria have been developed to verify the quality in the collection and
analysis of qualitative data. Nevertheless, recent research reflects that criteria for the assess-
ment of quality in qualitative research are limited and the existing ones are controversially
discussed in the qualitative research discipline (Flick 2007b, p. 42). To verify the quality of
qualitative data collection and analysis process, the following evaluation criteria have been

considered.

o The selection of interview participants was considered as the first step to ensure quality
in qualitative research prior to the qualitative interviews. Whenever expert knowledge is
required for an investigation, the type of expertise has to be defined and the individuals
reflecting this expertise (i.e. position, function) are to be identified for the sampling
process (Flick 2007b, p. 30). To ensure a sufficient level of quality, only senior manag-
ers with a sufficient level of knowledge on failure handling were identified and recruit-
ed for the qualitative investigation. Since the average work experience of the interview
participants in their specific field of expertise was 15.75 years, a sufficient level of ex-
pertise of the participants is assumed.

o The standardization of interviews represents an effective measure to prevent methodo-
logical errors during the qualitative interviews. For semi-structured interviews, an inter-
view guide is recommended to pose the same set of questions to all interview partici-
pants and to maintain the same conditions across interviews (Flick 2007b, p. 42). Since
the interviews were based on a semi-structured interview guide, a sufficient level of
consistency across the interviews is presumed.

e The tape-recording of interviews is a fundamental measure to ascertain quality during
the qualitative interviews. The most common approach to verify the quality of the data
collection process is the tape-recording of interviews by the interviewer, which allows
for a detailed analysis of the interaction between the interviewer and the respondent
(Brenner, Brown and Canter 1985, pp. 33-34). Since all qualitative interviews conduct-
ed have been audio-recorded and digitized, a detailed reproduction and verification of
the interviews is ensured.
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e The transcription of interviews characterizes an essential measure to assure quality of

the qualitative interviews. The transcription depicts a process of interpretation where
oral language is translated into written language (Kvale 2007b, p. 92). As the quality of
the data collection largely determines the quality of the data analysis, the transcription
of the interviews facilitates a detailed analysis of the qualitative data. Since all of the in-
terviews were transcribed verbatim and verified by the researcher, a sufficient level of
quality is assumed.

The coding of interviews has been considered as a fundamental measure to ensure quali-
ty of the qualitative data analysis. As suggested by prior research, the objectivity of the
coding results is improved if the data set is independently coded by a second researcher
and discrepancies are mutually discussed and resolved (Miles and Huberman 1994, p.
64). To confirm that the coding process has not been biased by subjectivity, qualitative
research suggested to assess the intercoder reliability of the coded categories (Kuckartz
2007a, p. 147). The kappa coefficient (Cohen 1960, pp. 39-40) evaluates the propor-
tional agreement of judgments under consideration of agreement by chance. Cohen’s
Kappa (k) has been defined as

where P, represents the number of agreed judgments by both judges and P, relates to
the number of judgments expected by chance. In general, intercoder agreement
measures below .60 may be considered as a lack of agreement, values between .60 and
.69 may be interpreted as evidence for weak agreement, values between .70 and .79 sig-
nal a moderate agreement and values above .80 a strong agreement (Brown and
Hauenstein 2005, p. 178). As recommended by literature, two researchers independently
coded the interview transcripts based on a profound set of coding instructions. Subse-
quently, the number of agreements and disagreements were recorded to calculate the
intercoder reliability. In the case of a disagreement, the perceived differences were mu-
tually resolved in discussion by the refinement or correction of the definition of the re-
spective categories. The findings of the intercoder reliability based on Cohen’s k for the
three selected interviews (k; = .846; k, = .761; k3 = .817) reflect an adequate level of
intercoder reliability considering the complexity and sensitivity of the research topic.

The reliability of qualitative research is determined by the consistency and the trust-
worthiness of findings, which have emerged from the qualitative data analysis. The re-
liability in qualitative research refers to whether the findings are reproducible under
similar conditions (Kvale 2007b, p. 122). More specifically, Silverman (2005, pp. 209-
226) argued that reliability may be attained by the tabulation of categories and the tran-



scription of qualitative interviews. Due to the profound transcription of the interviews
and the presentation of the derived categories, a sufficient level of reliability is assumed.

The validity in qualitative research relates to the degree to which a method measures what it
is supposed to measure to derive legitimate empirical knowledge and is more difficult to as-
sess than evaluating its reliability (Kvale 2007b, p. 122). In particular, communicative validity
represents an approach to verify the interpretation of qualitative data on the basis of a conver-
sation with the respective community (Kvale 2007b, p. 125). Accordingly, Flick (2007b, p.
66) suggested that researchers may verify the validity of its interpretations in a dialogue with
prior interview participants (i.e. member validation) or scholars (i.e. peer validation) from the
related research field.

o The verification with interview participants signifies a measure to guarantee quality
subsequent to the qualitative interviews. The validation of findings with interview par-
ticipants represents a fundamental strategy for the verification of findings and is con-
sistent with grounded theory methodology (Goulding 2002, p. 89). For this investiga-
tion, the fundamental insights derived from the qualitative interviews were discussed
with six interview participants to verify and substantiate the conclusions. Since the
feedback received from these sessions reflected a high degree of consistency with the
conclusions, an appropriate level of validity is assumed.

o The verification with researchers denotes a measure to ensure quality subsequent to the
qualitative interviews. To verify the validity of findings with the respective research
community, the findings of this investigation were presented and discussed on the Eu-
ropean Marketing Academy Conference 2011. The feedback received from the review
board of the conference as well as the conference participants reflected the high rele-
vance of the research topic and a significant contribution of the findings to the recovery

research domain.

Nevertheless, recent research argued that validity may be an inappropriate measure for quality
in qualitative research (e.g., Corbin and Strauss 2008; Charmaz 2006). In particular, Corbin
and Strauss (2008) argued that quantitative evaluation criteria may not be applied in qualita-
tive research and therefore suggested the term credibility as the most relevant quality criteri-
on, which reflects whether the “findings are trustworthy and believable in that they reflect
participants’, researchers’ and readers’ experiences with a phenomenon” (p. 302). Similarly,
Wagner, Lukassen and Mahlendorf (2010) defined credibility as the fundamental quality cri-
terion for grounded theory where findings are required to be “credible, understandable and
relevant to the participants in the research” (p. 8). With respect to the confirmation of the rel-
evance of the theoretical concepts derived from the qualitative interviews by the interview
respondents, an adequate level of credibility of the findings is presumed.

81



4.3 Findings from qualitative data analysis

As recommended by qualitative research literature (Goulding 2002, p. 166), the most funda-
mental findings that emerged from the qualitative data analysis have been summarized and are
presented in the following paragraphs. To exemplify these findings, the citations are taken
directly from the qualitative interviews and brought into the context of the investigation
(Kuckartz 2007a, p. 212). The empirical contributions of the qualitative interviews have been
further differentiated into the nature of failures (paragraph 4.3.1), the nature of recovery (par-
agraph 4.3.2), the dimensions of recovery (paragraph 4.3.3) and the consequences of recovery
(paragraph 4.3.4).

4.3.1 The nature of failures in business-to-business markets
For the effective management of recovery activities in business markets, it is important to
understand the nature of failure situations from a seller as well as from a customer perspec-

tive.

In general, failure situations were perceived to have occurred when the contractually agreed
characteristics of the product or service have not been met by the seller firm. As stated by
RMO01, customer firms generally expect that the products or services reflect the previously
defined characteristics:

Yes, it is a matter of fact that we have ordered OK products from our supplier. This means
that in the moment where a contract comes into effect for a supply, we assume that the

supplies that reach us are free from defects.

The attribution of responsibility for a failure situation has been described as difficult through-
out the qualitative interviews. Since it remains difficult to assess whether a failure can be at-
tributed to the supplier firm, the customer firm or a third party, firms increasingly define and
check the characteristics of the product or service to be developed, produced or delivered to
avoid ambiguous evaluations of product or service performance by the involved firms. Ac-

cordingly, RS/ has mentioned:

When a thing fails, it is analyzed absolutely precise if the component is according to speci-

fication. Yes or no.

The effects of product or service failures on the customer firm have been discussed extensive-
ly throughout the interviews. In particular, two fundamentally distinct effects of failures have
been identified. First, a direct effect of failures on the operations of the customer firm has
been identified, where failures derogate into the production process and result in additional
costs and efforts for the customer firm. Therefore, RM04 noted that these failures tie the re-
sources of the customer firm:
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Recently, I had a significant disruption at location U and when you consider how much of
our working time (..) went into this disruption (...) then such kind of disruptions are con-

siderable for the binding of resources.

Second, an indirect effect of failures on the customer firm has been identified. Accordingly,
failure situations reflect negatively upon the image of the customer firm if these failures be-
come known in the market place. RS0 argued that failures damage the image of the customer

firms:

1 mean that the loss of reputation is owned by the manufacturer E. (...) As said, you as a
consumer do only see the manufacturer E and not the supplier, who is behind it. (...) It
does not matter for you why the product F from supplier C or from supplier A does not

work.

During the interviews, it was confirmed by the participants that product or service failures
significantly reflect upon the relationship between seller and customer firms and, thus, need to
be resolved quickly. As stated by RS04, in severe failure situations, the relationship may be

terminated by the customer firm when failures are not resolved adequately by the seller firm:

So, and then the [disruption] needs to be disposed of once and for all. Otherwise the issue
will escalate and when it has escalated long enough, it cannot be recaptured. And this may

lead then to the termination of the business relationship.

Several interview participants noted the effects of failures on the financial situation of the
seller firm. More specifically, RS04 has noted that failure situations may lead to financial con-
sequences, which are in disparity with turnover or profit of the related products or services
with the customer.

This means for me that, in any case, it gets significantly more expensive than the turnover I
have created with this single product. This means neither turnover nor profit of the single
product are in proportion to the costs related to this failure.
The significant impact of failures on the financial performance of the seller firm was found to
exert a substantial amount of pressure on seller firms in business markets. Accordingly, RS08
has noted that the costs related to failure situations represent a direct loss of profitability to the

seller firms:

Because this, what accrues as costs, it is a supplier A, the effect, clearly, that is in principle
pure profit. (...) Thus, you impact through the costs the profit. Directly. (...) That is not like
as if you turn the cost spiral and the manufacturing costs. So, what you safe or spend here

is profit.
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In conclusion, it was identified that product or service failures in business markets have a sub-
stantial impact on the relationships with customer firms and the financial performance of the
seller firm. Therefore, it is essential for seller firms to develop effective recovery strategies to
mitigate the negative effects of failures on customer relationships and the financial situation.

4.3.2  The nature of recovery in business-to-business markets

To develop effective recovery strategies for business-to-business markets, it is important to
understand the nature of recovery and the respective expectations of customers in this market

context.

According to the respondents, it is important to generate a mutual understanding of the char-
acteristics of the product or service and the procedures when these characteristics have not
been realized. As explained by RS/1, the properties of the product or service and the handling
of failures related to these properties are generally defined in contractual agreements between

customer and seller firms:

The customer knows what he can expect. We know what we have to deliver. Both sides
know who is entitled to claim for what for how long. (...) How to proceed in the case that
the assured properties have not been met. (...) Therefore, it is an essential element of the
business relationship. (...) It is on the one hand the clear arrangement and then also the

professional execution.

Although improvements in the handling of failure situations have been achieved in the recent
years, the average performance of seller firms in the handling of product or service failures
still remains below customer expectations. Accordingly, RM0?2 reflected that a more proactive
attitude by seller firms towards the handling of failure situations is required, but missing in

business practice:

Thus, also the supplier firm A has undertaken considerable internal efforts (...), which is
reflected by the significant quality improvements of our products. Nevertheless, these pro-
cedural issues are still lumbering and idle and an inner attitude to proactively save our

customer from these failures (...) is not always as developed as what I would imagine.

Since customer firms increasingly hold less knowledge on the products or services used in
their products or services, the participants have reflected that the competencies for the identi-
fication and the analysis of failures largely remain with the seller firms. Accordingly, RM0!
noted that this dependency largely results from the complexity of the products or services of

the seller firms:

There are certain core processes, which we as the manufacturer M develop ourselves and

where we are also very intensively involved and other processes are just hundred percent
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with the supplier. Therefore, it makes little sense when we would start running alone be-
cause we would hopelessly get lost und that is why the expertise of the supplier is required

in place.

In conclusion, the current level of recovery performance in business practice has reached an
acceptable level, but certainly remains below customer expectations. Since customer firms in
business markets are increasingly dependent on their seller firms to identify and analyze fail-
ure situations, seller firms are required to improve the effectiveness of their recovery activi-
ties. A more profound understanding of the relevant recovery dimensions for business mar-

kets is therefore desirable.

4.3.3 The measures of recovery in business-to-business markets

To identify the most relevant recovery dimensions for business markets, the qualitative inter-
views focused on the fundamental recovery measures as perceived by seller and customer
firms. Derived from the qualitative data analysis, the recovery measures reflected in the
course of the interviews have been assorted by the dimensions recovery process, recovery

outcome and recovery interaction.

4.3.3.1 The recovery process

Several participants have stressed the importance of the recovery process for the effectiveness
of failure handling between the seller and the customer firm. Accordingly, RS0O8 has argued
that a well-defined, systematic process for the handling of failure situations is required to pre-
vent the negative effects of failures on the business relationship between the seller and the

customer firm:

The role of the business relationships would be certainly, again, that one can process (...)
disagreeable issues, which can strain it, let’s put it this way, in a controlled manner and
therefore not disturb the business relationship through these things. (...) One can quite
well because that are always annoying things one can positively influence the business re-

lationship, right?

The prevention of failures has been mentioned during the interviews as the initial step in the
recovery process since it makes further recovery activities of the seller firm unnecessary. As
explained by RS04, the prevention of failure situations from occurring requires the considera-
tion of potential failure situations already in the development process of products and ser-

vices:

But I need to consider as a supplier today that I actually know what the product will cost
when it fails before the first line has been made on the drawing (...). This means that 1
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have to also know exactly what my product technically is able to achieve (...) and that 1

exercise due care to develop my product accordingly.

The identification of failures has been frequently noted in the course of the qualitative inter-
views, where failures have been identified by the use of databases, which are intended to store
and analyze prior, current and new failure reports from customers. Accordingly, RS08 ex-
plained that the seller firm uses access to customer databases, which support the detection and
analysis of failures:

We download the data from manufacturer B, worldwide. We use a couple of software pro-
grams to sort and we say to them that is in this case so (...) that we say, ‘We have, you
have a problem in region F.’ (...) And when [ do this promptly, I see, ‘Ok, something is
happening here. We have a product problem (...) and we need to correct. From develop-

ment, from application.’

The notification of failures has been suggested by the participants, either from seller firm to
customer firm (i.e. supplier notification) or from customer firm to seller firm (i.e. customer
notification). With respect to supplier notification, RS10 has noted that the seller firm proac-
tively informs the customer firm about a failure, which is often the case for hardly detectable

failures:

Sometimes, as said, are these so called self-denunciations where we ascertain: ‘Ups, we
have now supplied a batch, there is,” I do not know, ‘something wrong with it.” (...) When
we are fortunate, these are still in the customer warehouse, when we are less fortunate,
these are already build into products and when we are unfortunate, the products have been

already supplied. But this is rather rare.

Regarding customer notification, RM04 noted that product or service failures are often identi-
fied in the course of the production process of the customer firm, where customer firm em-
ployees then report the failure situation to the seller firm through a standardized notification

process:

The worker sees this and this happens very often, that he says, that he graps into the box
and sees: ‘What is this? This is different than those before and, in addition, this one here
has a small scratch and the scratch is always at the same spot.” (...) Then, automatically, it

will be rejected.

The response on failures by the seller firm has been extensively discussed during the inter-
views. Therefore, RM01 has argued that it is essential to immediately react to the failure situa-
tion and initiate instant recovery activities in order to limit the damage from the failure and

reduce failure costs:
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The faster a supplier can react, the faster he can resolve the failure, takes his process, the
better it is certainly for him as well. First of all from the cost side. You need to imagine
when you produce four thousand products a day (...) and you wait ten days, then you have
forty thousand products with the same failure still outside. (...) Thus, speed, through the

speed of the failure resolution process you can save very, very much money.

The qualitative interviews also reflected that the analysis of failures represents a fundamental
step in the recovery process. More specifically, RM0! suggested that a profound and qualified
analysis is important to identify the root cause of the failure and to develop effective counter

measures:

Thus, important is for me in the end that the supplier has conducted a very precise and de-
tailed analysis. In individual cases, we try to mutually define the analysis procedures. (...)
Thus, the quality of the analysis is decisive for me. It is the expectation, which we have to-

wards the supplier, is the quality of the analysis.

The tracking of failures constitutes the concluding step in the recovery process, which is in-
tended to identify whether the failure has been sustainably resolved and to reinstate the recov-
ery process if failure resolution has not been successful. More specifically, RS0O8 has noted
that the seller firm extensively tracks their failures as a means to improve their product or

service quality:

And now we talk about what we are able to improve. We as supplier A causally. (...) And

this one we track ourselves separately. So, we make a cut there.

Based on the qualitative interviews, it gets apparent that the recovery process attains a funda-
mental role for the effectiveness of the recovery activities from a seller and a customer per-
spective. In particular, the mitigation of the damages caused by the failure, the reduction of
the failure costs and the prevention of the (re-)occurrence of failures were considered as deci-

sive fundamentals of recovery.

4.3.3.2 The recovery outcome

Beyond the procedural dimension of recovery, several interview participants stressed the im-
portance of the outcome of the recovery activities and noted that the result of the recovery

encounter largely determines the customer perceptions of recovery.

The improvement of future products or services and processes based on the insights gained
from prior failure situations has been considered as a fundamental determinant of effective
recovery. Accordingly, RS04 has stated that seller firms need to leverage knowledge from
previous failure situations to improve the quality of their products or services and, thus, re-
duce their future failure costs:
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When I know that things happen outside and there are circumstances, which my product,
which my product cannot withstand, I need to specifically improve it thereon. (..) This
means when [ succeed gaining these insights promptly, I can improve quality and reduce

COSIS.

The resolution of failures has been considered as the primary responsibility of the supplier
firm. In particular, RS04 has noted that customers generally accept the occurrence of a failure
situation, but do not tolerate the re-occurrence of the same product or service failure:

This means, the customer has, from a market perspective, a very strong interest to reduce
these failures. (...) Not successful is always the repetition of the same failure. (...) As long
as you make failures and you learn from them, it is accepted and desired. As soon as you
make the same failure twice and do not learn from it, it is annoying. And when you make it

a third time, then the image starts to suffer.

However, the ultimate resolution of the product or service failure may be at times difficult to
achieve when the root cause of the failure remains uncertain. As argued by RM0!, in these

situations, a collaborative analysis and resolution by the seller and customer firm is required:

But there are also cases where, yes, the customer failure is not found. (...) In this case, it
has to be clarified how the problem can be mutually resolved. This means, normally the
supplier finds out that it is not caused by the individual component but it needs to be found
somewhere in the interaction with the product (..) and it needs to be attempted to find a

mutual solution for it.

The compensation of failures has generally emerged as a dominant theme throughout the
qualitative interviews. In particular, the participants have noted that the compensation of cus-
tomers for product or service failures is common practice in business markets. Accordingly,
RS04 noted that compensation is generally expected by and contractually agreed with custom-
ers and therefore compensation beyond the contractually agreed level may not yield additional

customer goodwill:

When you give this, then he will nod but will not evaluate it as specifically accommodating
because he has considered it in his contractual terms or his conditions of purchasing any-

way. (...) But he will not honor it when I give him more than he demands.

Nevertheless, the participants reflected that compensation attains a central, but not the prima-
ry role for failure situations in business markets. Accordingly, RS04 explained that in specific
failure situations the failure resolution attains more attention by customers than the failure

compensation:
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In the first phase, compensation is usually not the issue. (...) What really counts is finding
the root cause, remedy of the problem, implementation of interim measures. No matter
what it costs. (...) And this always receives very high popularity, this issue and then it is in-
itially related really to the solution and the resolution of the problem. (...) And the clearing
of the stock and then certainly, in the second step, also about the money, the payment of the

firm.

Overall, the qualitative interviews reflected that the outcome of the recovery encounter largely
impacts the effectiveness of the recovery activities by the seller firm. Specifically, the sustain-
able resolution of the failure situation and the improvement of the seller firm offerings based
on the failure situation have been acknowledged as fundamental elements of recovery by the

intervieews.

4.3.3.3 The recovery interaction

The interaction between seller and customer firm employees during the recovery encounter

has emerged as a fundamental dimension of the recovery activities by the seller firm.

The initiative of seller firm employees was mentioned as an important element of recovery
throughout the qualitative interviews. More specifically, RS/0 has stressed the importance of
an open and proactive communication channel between the seller and the customer employ-

€€s!

And then also the communication, the direct connection between the worker at the manu-
Jacturer E and the worker or quality manager at supplier A. (...) They need to understand
each other and need to exchange information with each other. (...) Quick communication,
open communication. So, we already had cases where we really messed things up and we
have caused a lot of trouble for manufacturer D. (...) But it has been proclaimed by manu-

facturer D as a success story because we have informed him proactively.

The relevance of the initiative of seller firm employees in the failure situation has been also
confirmed from a customer perspective. Accordingly, RM02 noted that customer firms gener-
ally expect the initiative of seller firm employees in the specific failure situation:

I see the concrete task that we are not the only drivers but that the supplier firm has a very
detailed documentation: ‘Now they have sent us already hundred and fifty products M
within three months (...) and we have sent back thirty percent of the parts. I cannot find
anything.’ (...) That he makes proposals, how it can be eliminated very quickly. (...) And
does not say: ‘manufacturer E, please do,” but he has a really massive role, an active role
to handle the issue proactively. (...) May be also to make proposals, how it can be found

with a different solution.
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The rapport of seller firm employees has been considered as an important element of recovery
during the qualitative interviews. In particular, RSO8 mentioned that the early development of
personal relationships between seller firm and customer firm employees raises the effective-
ness of recovery:

If you have defined a good relationship, you can handle things differently (...) than if you
neutrally coexist and do not have a business relationship, right? (...) And, yes, if you then
with fair, if you find a way to develop contact with individuals having the same job on the
other side, (...) then you can establish a quite good relationship. Through this channel, you

can solve a lot.

The commitment of seller firm employees was reflected to determine the effectiveness of the
recovery encounter. Accordingly, RS0O8 noted that seller firm employees are required to be
committed to support customers in failure situations, even if the failure is not explicitly relat-
ed to the seller firm:

And even if this is a hundred percent customer problem, he needs to help him regardless of
the situation. So, he needs to help him at least to bring some light in the dark, what the ac-

tual problem is. Thus, it is a question of attitude how you handle your customers.

The relevance of commitment has been confirmed from a customer perspective as well. More
specifically, RM03 noted that customer firms expect the pronounced intention of seller firm
employees to actively engage in the recovery process to quickly resolve the failure situation:

1 do expect within the agreed processes more willingness to cooperate and identify and re-
solve failures. (...) These individuals are at least as good as our people, may be even bet-
ter. Also in a large quantity. But these are not always involved when the customer has a
problem.

The reliability of seller firm employees during the recovery encounter has been considered as
essential for the effectiveness of recovery during the qualitative interviews. Accordingly,
RM02 noted that the reliability of the seller firm is determined by a frank and honest collabo-

ration:

Not searching for any loopholes how I can steal off (...), that I do not have financial con-

sequences. Open and honest cooperation.

Similarly, RM03 noted that customer firms expect reliable information from the seller firm as
exemplified by the open dialog with respect to failure situations by the seller firm:
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The first thing is frankness. (...) This means that generally or very often suppliers know al-
ready in the production process that there are some deviations. (...) Yes, the point always

is that the issue needs to be treated openly.

The courtesy of seller firm employees has been raised throughout the qualitative interviews as
a fundamental element of effective recovery. Accordingly, RS06 noted that a courteous treat-
ment of customers during failure and recovery situations is essential for an effective recovery

encounter:

Well, I would say, all of what you generally expect in business life. Fairly, politely, friend-
ly, honestly. Is there anything more enjoyable than being treated in an appreciative way?

(...) But I would say that the treatment attains an elevated role.

The qualitative interviews conveyed that the interaction between customer and seller firm
employees during the recovery encounter largely determines the effectiveness of the recovery.
More specifically, the initial communication and the interpersonal treatment by seller firm
employees during the recovery encounter have been considered as critical elements of recov-

ery by the participants.

4.3.4 The consequences of recovery in business-to-business markets

Besides the exploration of the fundamental dimensions of recovery, the interviews further
reflected upon the specific consequences of effective recovery in the context of business-to-
business markets.

The qualitative interviews conveyed that satisfactory recovery encounters reflect positively on
the relationship between customer and supplier firm. Accordingly, RS0 explained that cus-
tomer firms appreciate an effective recovery encounter by the seller firm, which positively
reflects upon the business relationship between the customer firm and the seller firm:

At manufacturer E, you are praised because you have reported the failure quickly (...).
Thus, it has a positive impact on the business relationship. (...) Frankness is simply
acknowledged and, as I said, everybody knows, you cannot make an omlette without break-
ing eggs. (...) However, do not hide but be cooperative, it facilitates the partnership, 1
would say. (...) This creates trust. This is good. Right, this creates trust.

Furthermore, the interviews reflected that effective recovery exerts a positive effect on the

purchase behavior of customer firms. RS10 noted that based on effective recovery, satisfied

customer firms will sustain long-term relationships despite occasional failure situations:

91



With the manufacturer D [we have] hundred percent share of wallet. We cause trouble, we
cause a lot of costs for him, we cause a loss of reputation in the market outside for him (...)

and he is still a hundred percent customer over years.

The qualitative interviews also suggested that effective recovery reflects positively upon the
customer firms’ willingness to pay for the products or services of the seller firm. Accordingly,
RS08 has noted that a reputation for effective recovery may be able to partially compensate
for cost disadvantages of seller firms in the course of sourcing decisions:

And this is also, again, a small point in the business relationship to say: ‘Ok, we now buy
at the cheap Jack somewhere for a couple of cents less and we have a crisis and we stand
alone in the rain. (...) Or we buy at someone, who is weather-beaten, maybe we pay two

cents more, the product is also good and we receive then also (...) this supplier A service.’

Similarly, RM02 also confirmed from a customer perspective that an effective recovery leads
to a higher willingness to pay based on the higher value of the offerings perceived by the cus-

tomer firm:

Yes, certainly. I would when we are sitting with purchasing and talk about the supplier
evaluation, I would say: ‘And dear buyer, even if he is two cents more expensive, please

give the next order to him.’ As a quality manager, I can say: ‘Very good relationship.’

Finally, the qualitative interviews conveyed that an effective recovery attains a positive im-
pact on the profitability of the seller and the customer firm. Accordingly, RS70 argued that an
effective recovery reduces the overall failure costs of the seller firm as well as the customer
firm:

So, you help the customer, but you also help yourself. (...) By, yes, the faster I resolve
something, the less it costs for me in the end. (...) We certainly have self-interest at it. (...)

Both parties, indeed.

In a similar direction, RM0! noted that an effective recovery by the seller firm reduces the
failure costs of seller and customer firms likewise, which creates mutual benefits for the rela-
tionship:

Our expectations as technicians, naturally, are that when we promise quality from my side,
that we certainly try to resolve the failure quickly because the longer the failure drags
along somewhere, the more money it costs in the end for both firms. (...) It is more eco-
nomical, that it is directly said where the failure is, how the failure can be resolved and
what can be done to conclude the whole issue. (...) That would be the most economical is-

sue.
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The qualitative interviews reflected that effective recovery generally exerts a positive impact
on the relationship between the customer firm and the seller firm. In particular, the interviews
revealed that the effective recovery of failure situations by the seller firm reflects positively
upon the trust in the seller firm, the repurchase behavior of the customer firm, the willingness
to pay of the customer firm and, ultimately, the profitability of the seller and customer firm as

the most fundamental consequences of recovery in business markets.

4.4 The conceptual dimensions of recovery management

Based on the findings derived from the qualitative investigation, the conceptual dimensions of
recovery management in business-to-business markets have been developed. These funda-
mental dimensions have been structured into three dimensions recovery process, recovery
outcome and recovery interaction and two perspectives proactive recovery and reactive re-
covery to constitute a holistic conceptual framework for recovery management in business-to-

business markets.

4.4.1 The recovery process dimension

The recovery process dimension relates to the procedures of the recovery encounter, which
the seller firm has implemented to handle product or service failure situations. The quality of
recovery process (ORP) reflects the extent to which seller firms have defined procedures for
the failure handling process towards customers. Based on the qualitative interviews, it has
been distinguished into a proactive recovery process and a reactive recovery process perspec-

tive.

The proactive recovery process (PRP) refers to recovery activities of the seller firm before a
product or service failure has been discovered by the customer. The proactive recovery pro-
cess implies that the seller firm initiates recovery activities before customers have become
aware of the failure situation. More specifically, the proactive recovery process is based on

the following activities:

o Failure prevention: The prevention of failures comprises all activities to anticipate and
prevent the occurrence of product or service failures for customers. These activities may
involve the request of feedback from customers on the performance of the product or
service, the consultation and training of customers on the correct usage of the product or
service and the monitoring of the performance of the product or service in the field.

o Failure identification: The identification of failures relates to all actions to seek for and
identify failures of products or services towards customers. These actions may embrace
the surveillance of products or services in the market place and the analysis of the per-

formance of products or services from the customer perspective.
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o Failure notification: The notification of failures refers to all activities to inform their
customers on failures of their products or services. These actions may involve the in-
formal or informal notification of the failure as well as further information on the scope,
reason or occurrence of the failure and the actions taken to limit the consequences of the
failure situation.

The reactive recovery process (RRP) relates to the recovery activities of the seller firm after a
product or service failure has been discovered by the customer. Therefore, the reactive recov-
ery process implies that the seller firm conducts recovery activities after customers have be-
come aware of the failure situation. The reactive recovery process is based on the following

activities:

o Failure response: The response on failures involves all activities to respond to the oc-
currence of product or service failures towards their customers. These actions may
comprise taking notice of the failure, requesting further information from the customer,
informing other parties about the failure and initiating activities to resolve the failure
situation for the customer.

o Failure analysis: The analysis of failures relates to all activities to evaluate the product
or service failure to identify the root cause of the failure situation. These activities may
comprehend the assessment of failure-related information, the examination of the prod-
uct or service itself and the questioning of the customer.

o Failure controlling: The controlling of failures refers to all efforts to monitor the resolu-
tion of current and previous product or service failures. These actions may include the
documentation of failure costs, the development of statistics on failures by type or fre-
quency and the examination of the final resolution of failures.

4.4.2 The recovery outcome dimension

The recovery outcome dimension refers to the result of the recovery encounter, which the
seller firm has determined to handle product or service failure situations. The quality of re-
covery outcome (QRO) reflects the extent to which seller firms have defined the outcome of
the failure handling process with customers. Based on the qualitative interviews, the recovery
outcome dimension has been differentiated into a proactive recovery outcome and a reactive

recovery outcome perspective.
The proactive recovery outcome (PRO) refers to the recovery activities of the seller firm di-

rected at future product or service failures. More specifically, the proactive recovery outcome
is aimed at the handling of future failure situations and is based on the following activities:
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Failure reduction: The reduction of failures comprises all activities to decrease the like-
lihood of future product or service failures by the seller firm. These activities may in-
clude the improvement of products, services and processes to better meet customer ex-
pectations, requirements or skills based on insights obtained from the current failure sit-
uation.

Failure explanation: The explanation of failures involves all efforts to reduce the likeli-
hood of future product or service failures by the customer firm. These activities may
constitute the explication of the reasons for the failure situation to the customer and the
actions required to prevent the re-occurrence of the failure situation to adjust customer
expectations, requirements and skills to the attainable performance level of products and

services.

The reactive recovery outcome (RRO) refers to the recovery activities of the seller firm di-

rected at current product or service failures. More specifically, the reactive recovery outcome

is aimed at the handling of current failure situations and is based on the following activities:

Failure apology: The apology for failures comprehends all efforts to acknowledge and
excuse for the product or service failure to the customer. An apology may be provided
in a verbal or in a written form to the customer to reflect regret for the failure situation.
Failure resolution: The resolution of failures contains all activities of the seller firm to
resolve the product or service failure towards the customer. The dissolution of the fail-
ure is related the restoration, exchange or repeated performance of the product or ser-
vice.

Failure compensation: The compensation of failures involves all actions of the seller
firm to indemnify the customer for the damage caused by the failure situation. In partic-
ular, compensation is related to the provision of refunds, credits, vouchers or discounts
to the customer.

4.4.3  The recovery interaction dimension

The recovery interaction dimension adverts to the interaction between seller and customer

firm employees during the recovery encounter, which the seller firm has defined to handle

product or service failures. The quality of recovery interaction (QRI) reflects the extent to

which seller firms have defined the behavior of employees during the failure handling process

towards customers. According to the qualitative interviews, the recovery interaction dimen-

sion has been distinguished into a proactive recovery interaction and a reactive recovery in-

teraction perspective.
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The proactive recovery interaction (PRI) relates to the recovery activities of seller firm em-
ployees to approach customers during product or service failures, is directed at the proactive

exchange with customers and is formed by the following activities:

o Employee rapport: The rapport of employees considers all efforts to develop a personal
relationship with customer firm employees before a failure situation has occurred.
Therefore, rapport involves establishing contact or familiarity during daily work.

o Employee initiative: The initiative of employees comprehends all activities to initiate
the recovery encounter with customer firm employees. In particular, the initiative in-
cludes initiating the encounter, bringing people together and developing an interaction
on the failure situation.

o Employee feedback: The feedback of employees considers all actions to provide regular
information on the failure situation. More specifically, feedback involves providing a
regular update to customers on the status and the progress of the failure resolution.

The reactive recovery interaction (RRI) refers to the recovery efforts of seller firm employees
to respond to customers during product or service failures. Therefore, it is related to the reac-
tive exchange with customers and is based on the following activities:

o Employee commitment: The commitment of employees considers all activities to engage
themselves in the failure handling process. In particular, commitment reflects the gen-
eral attitude of employees to strongly contribute to the resolution of the failure situation.

o Employee reliability: The reliability of employees involves all efforts to provide reliable
and open information on the failure situation to customers. Reliability may include the
sharing of details on the cause and consequences of failure situations.

o Employee courtesy: The courtesy of employees comprises all behaviors to engage in a
pleasant and courteous treatment of customers during the recovery encounter. Thus,
courtesy may involve a friendly and obliging behavior towards the customer firm em-

ployees.

In conclusion, the qualitative interviews have created fundamental insights into the conceptu-
al dimensions of recovery management in business-to-business markets. During the qualita-
tive interviews, it has been confirmed that recovery management in business-to-business mar-
kets constitutes a complex, multi-dimensional concept, which needs to be understood by seller
firms to ensure an effective recovery of product or service failures. To integrate the character-
istics of recovery management in business markets, the conceptual recovery management
framework has been developed, which consists of three fundamental dimensions — recovery
process, recovery outcome and recovery interaction — and two distinct perspectives — proac-

tive recovery and reactive recovery (cf. figure 4.5). On the basis of this framework, six fields

96



of action have been derived, which may be used by seller firms to structure their recovery
activities. The recovery management framework represents the conceptual foundation for the
subsequent quantitative investigation on the relational consequences and the financial conse-

quences of recovery management in business-to-business markets.
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5 Quantitative investigation on recovery management in business markets

On the basis of the insights derived from the qualitative investigation, chapter five presents
the quantitative investigation on recovery management in business-to-business markets. More
specifically, the relational consequences and financial consequences of recovery management
in business markets are examined in the course of a cross-sectional, quantitative investigation
(cf. figure 5.1).

Chapter 1: Structure and course of investigation

Chapter 2: Terminological and conceptual foundation of investigation

Chapter 3: Theoretical foundation of investigation

Chapter 4: Qualitative investigation

Conceptual dimensions of recovery

(Research question 1)

Chapter 5: Quantitative investigation

N N
Relational consequences of recovery Financial consequences of recovery
(Research question 2 & 3) (Research question 4)

Chapter 6: Summary of findings and conclusions

Figure 5.1: Positioning of the fifth chapter into the course of investigation

Source: own illustration

To understand the relational and financial consequences of recovery management in business
markets, an extensive quantitative investigation has been conducted. The course of the quanti-
tative investigation is structured into the following paragraphs. The structure of quantitative
investigation is introduced to provide an overview on the configuration of the investigation
(paragraph 5.1). The methodological foundation of investigation is then presented to explicate
the methodology used for the collection and analysis of the quantitative data (paragraph 5.2).
Subsequently, the recovery relationship model is developed and empirically assessed to iden-
tify the relational consequences of recovery management (paragraph 5.3). At last, the recov-
ery management model is constructed and empirically verified to explore the financial conse-

quences of recovery management (paragraph 5.4).
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5.1 Structure of quantitative investigation

The quantitative investigation was based on the recovery management framework, which has
been developed in the course of the qualitative investigation (cf. paragraph 4.4). In particular,
the quantitative investigation was intended to identify and evaluate the relational consequenc-
es as well as the financial consequences of recovery management in business-to-business

markets (cf. figure 5.2).

Recovery management framework Recovery relationship model (external perspective)

O 4 N\
) s N

Proactive recovery

rocess .
proces Relational consequences

N

- A of recovery management
Proactive recovery

outcome

N

interaction - J

Reactive recovery 4 R
process

N

Financial consequences

J

Reactive recovery of recovery management

outcome

AN

Reactive recovery
interaction \_ )

- \_ W,

Recovery dimensions Recovery management model (internal perspective)

/‘

N
[ Proactive recovery
-

Figure 5.2: Structure of quantitative investigation

Source: own illustration

In the recovery relationship model, the relational consequences of recovery management have
been assessed to identify the impact of the recovery dimensions on the relationships between
seller firms and customer firms in business-to-business markets. The relational consequences
of recovery are related to the business relationships of seller firms with their customers and,
thus, reflect an external perspective on recovery management in business markets. In the re-
covery management model, the financial consequences of recovery management have been
evaluated to discover the impact of the recovery dimensions on the financial performance of
seller firms in business-to-business markets. The financial consequences of recovery refer to
the financial situation of seller firms and therefore convey an internal perspective on recovery
management in business markets. On the basis of these conceptual models, the consequences
of recovery management have been analyzed from the customer firm (i.e. external) perspec-
tive and from the seller firm (i.e. internal) perspective.
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5.2 Methodological foundation of quantitative investigation

To empirically assess the relational and financial consequences of recovery management in
business markets, a comprehensive quantitative investigation in the business-to-business con-
text has been conducted. To elucidate the methodological background of the quantitative in-
vestigation in further detail, the methodological background has been differentiated into the
methodology of quantitative data collection (paragraph 5.2.1) and methodology of quantitative
data analysis (paragraph 5.2.2).

5.2.1 Methodology of quantitative data collection

For the present investigation, a survey-based research design has been selected for several
reasons. Prior studies have acknowledged the difficulties to develop a suitable methodology
to reconstruct failure and recovery situations for empirical studies (e.g., Fang, Luo and Jiang
2013; Roggeveen, Tsiros and Grewal 2012; Smith, Bolton and Wagner 1999). More specifi-
cally, Smith, Bolton and Wagner (1999) noted that an investigation on recovery “is challeng-
ing because recovery is triggered by a service failure, making systematic empirical research
difficult to conduct in either a laboratory or a field environment” (p. 356). Therefore, survey-
based research designs are generally related to high expenses and time required to attain suffi-
cient results due to low incidence rates (Smith and Bolton 1998, p. 69). However, survey-
based research allows participants to project themselves into actual failure situations and re-
flect their actual feelings and beliefs (Wirtz and Mattila 2004, p. 163). In contrast, an experi-
mental research design implies the risk that manipulations may not be able to adequately re-
flect reality (Chebat and Slusarczyk 2005, p. 666). In particular, survey-based research facili-
tates respondents to predict their own behavior in specific situations (Magnini et al. 2007, p.
221). Consequently, a survey-based research design related to realistic failure situations is
assumed to increase the external validity of findings (Bonifield and Cole 2008, p. 574). To
gain an understanding of the nature of recovery management in business markets, empirical
investigations need to be based on actual failure situations to reflect upon authentic customer
behavior. Accordingly, Weun, Beatty and Jones (2004) concluded that “surveying actual cus-
tomers experiencing a service failure and recovery would provide a more realistic setting to
test the hypotheses” (p. 141). Since the objective of the investigation was the identification of
the relational and the financial consequences of recovery management in business-to-business
markets under realistic conditions, a survey-based research approach has been considered as
the most appropriate method for data collection. The methodology of the quantitative data
collection has been structured into the collection of quantitative data (paragraph 5.2.1.1), the
structure of quantitative data collection (paragraph 5.2.1.2) and the evaluation criteria for

quantitative data collection (paragraph 5.2.1.3).
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5.2.1.1 Collection of quantitative data

For the collection of quantitative data, the development of an appropriate sample of respond-
ents was required to derive the desired insights from the target population. The gathering of
quantitative data for this investigation was based on three successive steps of data collection
(cf. figure 5.3). In the first step, seller firm employees were questioned on the characteristics
of the recovery management implemented in their organization (i.e. seller firm survey). In the
second step, customer firm employees were surveyed on the perceived quality of the relation-
ship with the seller firm and their estimation on the continuation of the relationship (i.e. cus-
tomer firm survey). In the third step, the financial key figures of seller firms were collected

from two independent data sources for a period of four consecutive years (i.e. financial re-

ports).
o
Step 1 Step 2 Step 3
Seller firm survey Customer firm Financial reports
survey

Investigation of the Investigation of the Investigation of the
quality of recovery relationship with the financial
management among seller firm among performance figures

seller firms customer firms among seller firms
Overall sample: n =954 Overall sample: n = 243 Overall sample: n = 191
Effective sample: n = 191 Effective sample: n =103 Effective sample: n = 137

Response rate: 20.0% Response rate: 42.4% Response rate: 68.6%
— — —

Figure 5.3: Structure of quantitative data collection

Source: own illustration

a.) The seller firm survey

In the seller firm survey, a selection of individuals from seller firms were questioned on the
characteristics of the recovery dimensions implemented within their organizations. To gain
reliable information on the configuration of recovery dimensions across industries, the seller
firm respondents were asked about the measures their organization has implemented to handle
product or service failures. This approach is consistent with prior studies, which have used
seller firms as the primary source of information due to its ability to evaluate and reflect the
complexity related to the development of recovery management systems (Smith, Karwan and
Markland 2009, p. 167). The sampling process related to the seller firm survey consisted of

four consecutive steps (cf. figure 5.4).
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Step 1 Step 2 Step 3 Step 4
Collection of Identification Motivation for Distribution of

seller firms of individuals participation survey

from database by telephone by telephone instrument

Figure 5.4: Sampling process for seller firm survey

Source: own illustration

o In the first step, potential seller firms were identified based on a purposive sampling ap-
proach where research subjects are selected based on specific characteristics (Homburg
and Krohmer 2008, p. 40). The potential seller firms were selected from a database of
industrial firms provided by a leading commercial information provider. For this inves-
tigation, the selection of seller firms was based on the criteria annual turnover (> 50
million Euro), number of employees (> 200 employees) and industry association (five
largest business-to-business industries in Germany). Based on these criteria, 1560 seller
firms were selected for the investigation.

o In the second step, each of the 1560 seller firms was initially contacted by telephone to
identify the most knowledgeable individual with respect to the handling of product or
service failures in the respective seller firms. When the identified individual was not
immediately available, the name and contact details were recorded and up to five fol-
low-up calls were made to establish a personal contact with the individual. When a di-
rect contact with the individual was not achievable after the fifth follow-up call, the
seller firm was deleted from the dataset.

o In the third step, the selected individual was introduced to the research project, familiar-
ized with the background of recovery and motivated to participate in the study. A short
introduction was required since few respondents were familiar with the term and con-
cept of recovery management. As incentives for the participation, a customized report of
the results and an anonymized benchmark analysis against the other firms in the study
were offered. The individuals were asked on their preferences to receive the survey in-
strument (i.e. via e-mail or mail). Overall, representatives from 954 seller firms agreed
to participate in the study and provided their contact details, while individuals from 606
seller firms informed that they will not participate due to different reasons (i.e. confi-
dentiality, lack of time, lack of interest).

o In the fourth step, each individual received the survey instrument via mail or e-mail
based on their individual preferences. While the mail survey package comprised the
survey instrument accompanied by a personalized cover letter and a postage-paid return
envelope, the e-mail survey package contained a personalized e-mail and the survey in-
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strument as an attachment. Recent findings from quantitative research reflect that the re-
sults from respondents, who receive a questionnaire via e-mail do not to deviate signifi-
cantly from those respondents, who have received a questionnaire by mail (Homburg
and Krohmer 2008, p. 28). For those participants where no feedback was received until
three weeks after the dispatch of the survey package, a reminder letter was issued with
another copy of the survey instrument. After further three weeks without an answer, re-
minder telephone calls were made to verify if the survey instrument was received and

questions on the survey remained.

From the 956 questionnaires distributed to seller firms, 210 completed surveys were returned,
which constitutes an initial response rate of 22.0 percent. Nevertheless, 19 surveys were in-
complete and, thus, were removed from the analysis, which resulted in 191 surveys available
for the analysis; an effective response rate of 20.0 percent. Since the typical response rates of
surveys in business-to-business markets only reach a low level (Dorsch, Swanson and Kelley

1998, p. 133), the response rates achieved in this study can be considered as satisfactory.

b.) The customer firm survey

In the second phase, a selection of individuals from customer firms was surveyed on their
perception of a recent (i.e. less than 12 months) product or service failure situation and on
their evaluation of the current and future status of the business relationship with the respective
seller firm. The sampling process for the customer firm employees consisted of four consecu-
tive steps (cf. figure 5.5).

Step 1 Step 2 Step 3 Step 4

Collection of Identification Motivation for Distribution of
customer of individuals participation survey
firms by telephone by telephone instrument

Figure 5.5: Sampling process for customer firm survey

Source: own illustration

o In the first step, the customer information provided in the course of the seller firm sur-
vey was linked to the specific seller firm and provided the foundation for the customer
firm survey. On the basis of this information, more detailed information on the customer
firm was derived from a commercial database to identify potential, knowledgeable re-

spondents for the survey.
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e In the second step, the customer firms suggested by the seller firms were initially con-
tacted by telephone to identify and confirm the most knowledgeable individual on the
business relationship with the respective seller firm. When this individual was not im-
mediately available, the name and contact details were recorded and up to five follow-
up calls were made to establish a direct contact.

e In the third step, the individual was introduced to the investigation and familiarized
with the conceptual background of recovery management. As incentives, personalized
reports of the study results and anonymized feedback to the respective seller firm were
offered. The individual was further asked on his or her preferences to receive the survey
instrument (i.e. via e-mail or mail). Respondents from 243 customer firms confirmed
their participation and provided their contact details to receive the questionnaire.

o In the fourth step, individuals that provided his or her contact details received the survey
instrument based on their individual preferences. While the mail survey package com-
prised the survey instrument accompanied by a personalized cover letter and a postage-
paid return envelope, the e-mail survey package contained a personalized e-mail and the
survey instrument as an attachment. In case of a missing feedback after three weeks, a
follow-up telephone call was made to remind on the survey and ask for open questions.

From the 243 questionnaires distributed to the customer firms, 103 survey instruments were
returned, which constitutes a response rate of 42.4 percent. Since all questionnaires from the
customer survey were returned complete, no questionnaire had to be withdrawn from the
analysis. With reference to contemporary literature (Homburg and Krohmer 2008, p. 38), this
response rate can be considered as satisfactory. To generate a dyadic dataset for the investiga-
tion of the relationships between seller and customer firms, the datasets from the seller firm
and the customer firm survey were matched by the disaggregation approach (Wieseke et al.
2008, p. 324). To retain a sufficiently large dyadic sample for the analysis, disaggregation
represents the best alternative to multi-level analysis, which was infeasible due to the sample

size of n = 103 in the customer firm study.

c¢.) The financial report data

For those seller firms, which have participated in the seller firm survey additional financial
data was collected. The key financial figures regarding revenues, employees and profitability
were collected from two independent commercial databases across a four-year time period
between 2006 and 2009. Since buyer-seller relationships tend to evolve over time, a longitu-
dinal approach for data collection was required to derive substantial information on develop-
ment of such relationships (Narayandas and Kasturi Rangan 2004, p. 64). Based on the objec-
tive data sources derived for this investigation, key financial data on 137 seller firms were
retained for further analysis.
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5.2.1.2 Characteristics of quantitative data

In the preparation of the quantitative investigation, significant care was taken to develop a
valid survey instrument since the structure and content of questionnaires significantly influ-
ences the answering behavior of respondents (Churchill and lacobucci 2005, p. 314). To de-
velop a coherent, adequate questionnaire for the investigation, the guidelines for the develop-
ment of questionnaires recommended by quantitative research literature (Homburg and
Krohmer 2008, pp. 48-49) were considered. Since the seller firm and customer firm survey
were conducted in Germany, it was required to translate each survey instrument into the Ger-
man language to avoid ambiguities or misinterpretations by participants and increase the in-
centive to participate in the survey. As recommended by literature (Craig and Douglas 2001,
p- 85), the questionnaires were translated from the English into the German language by a
professional translator and then translated back into the English language by an independent
researcher to validate the equivalence of the translation. The comparison of the original and
the re-translated version of the questionnaire did not yield major differences.

As suggested by marketing literature (e.g., Bolton 1993; Hunt, Sparkman and Wilcox 1982),
profound pretests were conducted to ensure a purposive data collection. As argued by Hunt,
Sparkman and Wilcox (1982), the proposed sample size for pretests is generally dependent on
the questionnaire and the target audience where smaller pretest samples are suitable for more
“sophisticated audiences” than for “unsophisticated” ones (p. 270). Since the targeted partici-
pants represented business professionals in seller and customer firms, each questionnaire was
pre-tested with ten individuals from the respective target audience. For the pre-tests, members
of the target audience for each survey were selected to investigate the comprehensibility and
comprehensiveness of the questionnaire as well as to estimate the time required to complete
the questionnaire. To reconstruct the cognitive processes of individuals and identify misinter-
pretations of questions, the think-aloud method was applied where the participant is requested
to “think aloud” while completing the questionnaire (Hurrle and Kieser 2005, p. 593). After
all, the feedback received from the respondents of the pretest resulted in minor changes in the
phrasing and the structure of the questionnaire.

Subsequent to the quantitative investigation, the professional background of participants was
evaluated. The respondents of the quantitative surveys represented rather homogeneous
groups within the seller firm and customer firm surveys. More specifically, the characteristics
of the survey participants may be differentiated into the characteristics industry, function and

experience.

The characteristic industry relates to the industry association of the participants. In the seller
firm survey, the largest number of participants was associated with the machinery industry
(40.3 percent), followed by the automotive industry (13.6 percent), the electronics/electrics
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industry (12.6 percent), the chemical industry (9.9 percent) and the metal processing industry
(9.9 percent). The smallest number of participants was related to the pharmaceutical industry
(5.2 percent) and the retailing industry (2.6 percent). In the customer firm survey, the largest
number of participants was linked to the automotive industry (26.2 percent), followed by the
machinery industry (25.2 percent), the electronics/electrics industry (7.8 percent) and the re-
tailing industry (7.8 percent). The smallest number of participants was connected with the
chemical industry (4.9 percent), the pharmaceutical industry (3.9 percent) and the metal pro-
cessing industry (1.0 percent). These numbers reflect the particular interest of the automotive

and the machinery industry on recovery management.

The characteristic function refers to the functional background of the participants. In the seller
firm survey, the largest share of participants was derived from the sales function (51.3 per-
cent), followed by the marketing/product management function (12.6 percent) and the quality
function (11.0 percent). In the customer firm survey, the greatest share of participants was
related to the purchasing function (45.6 percent), followed by the quality function (20.4 per-
cent) and the production function (8.7 percent). These figures emphasize the relevance of re-

covery for the operative functional areas.

The characteristic experience reflects the professional experience of the participants. In the
seller firm survey, the participants conveyed an average work experience in their functional
area of about 10 years (M = 9.86; SD = 7.30) and in their organization of about 15 years (M
= 14.80; SD = 9.62). In the customer firm survey, the participants reflected an average work
experience in their functional area of about 12 years (M = 12.11; SD = 8.66) and in their or-
ganization of about 16 years (M = 16.21; SD = 9.93). Accordingly, both surveys were an-
swered by experienced participants.

5.2.1.3 Evaluation criteria for quantitative data collection

To assess the quality of the quantitative data collection, several evaluation criteria have been
developed in quantitative research literature. Prior research has argued that method biases
represent a fundamental source of measurement error, which may significantly reduce the
validity of findings (Podsakoff et al. 2003, p. 879). In particular, Podsakoff et al. (2003, p.
880) noted that method variance may substantially increase or decrease the relations between
observed variables and, thus, result in misleading conclusions. The most common method
biases discussed in research literature are represented by the common method bias, the in-

Jformant bias and the non-response bias.
The common method bias denotes the flawed estimation of relationships between constructs

due to the use of a single data source (Podsakoff et al. 2003, p. 881). It comprises all types of
distortions in the covariance or variance structure of variables, which are related to the meas-
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urement of dependent and independent variables from the same data source (Homburg,
Schilke and Reimann 2009, p. 176). Although empirical evidence on the impact of the com-
mon method bias reflects varying results, these effects were found to be considerable
(Podsakoff et al. 2003, p. 897). While some investigations convey that these distortions tend
to be small (Harrison, McLaughlin and Coalter 1996, p. 257), other studies have argued that
the response behavior of respondents may be significantly affected by implicit theories
(Chandon, Morwitz and Reinartz 2005, p. 8). Nevertheless, Homburg and Klarmann (2009, p.
154) acknowledged that the common-method bias represents a frequently occurring phenome-
non, which is determined by several contextual factors. To prevent a common method bias
from occurring, Homburg and Klarmann (2006, p. 11) recommended to retrieve exogenous
and endogenous variables from different data sources. The data collection for the quantitative
investigation was conducted from three distinct sources (i.e. seller firms, customer firms, fi-
nancial databases) to ensure independent, unbiased information from the most appropriate
data sources.

The informant bias relates to problems with the use of single informants in organizational
research (e.g., Bagozzi, Yi and Phillips 1991; Kumar, Stern and Anderson 1993; Phillips
1981). In general, Phillips (1981) argued that key informants are unlikely to be the “most reli-
able informant” (p. 412) with respect to all questions. The informant bias is related to the no-
tion that informants enforce their personal perceptions regarding the phenomena during the
investigation (Bagozzi, Yi and Phillips 1991, p. 421). In particular, Hurrle and Kieser (2005,
p. 585) noted that the informant bias denotes the measurement error, which results from dif-
ferent motives, limited information processing capacities, different perceptions and infor-
mation of informants. These distortions emerge from the specific position of the respondent
within the organization or the intentions of the respondent for self-expression or self-defense
(Hurrle and Kieser 2005, p. 588). Accordingly, a key informant bias results in distortions of
the variance or covariance structure of the latent variables, which occur systematically when
the survey questions are distortedly perceived by the key informants due to their specific posi-
tion in the organization or nonsystematically when the key informants are incompetent to an-
swer the survey questions (Klarmann 2008, p. 126). Nevertheless, Klarmann (2008, p. 144)
argued that the negligence of survey research based on key informants cannot be justified. As
suggested by prior research, information derived from key informants is generally suitable
when complete information cannot be collected from multiple respondents (Kumar, Stern and
Anderson 1993, p. 1635). Furthermore, Klarmann (2008, p. 154) suggested to validate key
informant data with additional data on central variables. On the basis of the criteria developed
by Homburg and Klarmann (2009, p. 152), the exposure of the present investigation to a key
informant bias was considered as improbable. Since the quantitative investigation was related
to the collection of objective information about the organization with respect to actual occur-

rences, which may be directly influenced the subjects, the risk of a key informant bias is con-
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sidered as low in this investigation. The availability of individuals knowledgeable on the rela-
tionship, the involvement of participants in decision-making and the sensitivity of the re-
search topic determined the use of key informants in the present investigation. To identify the
risk of distortions resulting from a key informant bias, a pretest of the research instrument
was suggested by methodological literature (e.g., Klarmann 2008; Homburg and Klarmann
2009). For the pre-testing of questionnaires for key informants, Hurrle and Kieser (2005, p.
593) suggested the think-aloud methodology for the identification of cognitive distortions and
the prevention of the key informant bias. Accordingly, intensive pre-tests were conducted
with participants from the target audiences to detect and eliminate opportunities for respond-
ents to impose cognitively biased responses. In line with prior studies (e.g., Walter et al.
2003), the relationship quality dimensions were derived from key informants to gain an unbi-
ased access to the most knowledgeable source. Despite its limitations, the key informant ap-
proach represents a common and accepted approach in the research of marketing (Walter et al.
2003, p. 166).

The non-response bias reflects a source of error based on the irregular answering behavior of
respondents resulting in a limited representativeness of the sample. The non-response bias
generally leads to distorted parameter estimates and standard errors (Dillman et al. 2002, p.
4). To evaluate the risk of a non-response bias, a standard test procedure has been employed,
which contrasts early respondents from late respondents based on their sample properties
(Armstrong and Overton 1977, p. 397). This non-response test is based on the assumption that
late respondents reflect similar characteristics compared to non-respondents (Aaker, Kumar
and Day 2003, pp. 390-391). For this test, the responses from the seller and customer firm
survey were separated into early and late respondents based on return date of the question-
naire. A chi-square difference test was executed between these two groups based on several
dimensions, which reflected no significant differences (p < .05) in the answering behavior of
early respondents versus late respondents. Furthermore, prior research has argued that the
analysis of answer passivity and survey interest represents promising control measures for
non-response bias (Klarmann 2008, p. 288). In the seller firm survey, the relevance of the top-
ic has been evaluated by a separate question on the relevance of recovery from the perspective
of the seller firm. Based on a seven-point Likert scale, 77.5 percent of the respondents con-
firmed the high relevance of the research topic by assigning the two highest answering op-
tions. In particular, the seller firm participants strongly confirmed the relevance of recovery
management for the reputation of the seller firm (85.4 percent), the satisfaction of the custom-
er (88.5 percent), the loyalty of the customer (67.5 percent) and the continuity of the relation-
ship (68.6 percent).
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The item non-response has been acknowledged as a frequent problem in survey-based re-
search where questionnaires are returned with missing responses on one or several questions
(Klarmann 2008, p. 293). Missing values in empirical data need to be considered since the
ignorance of missing information may lead to false conclusions. Decker and Wagner (2008, p.
56) related missing values to the problem of item non-response (i.e. individual values are
missing) or fotal non-response (i.e. several values are missing). Two fundamental approaches
for the handling of missing values have been suggested by quantitative research literature
such as the deletion of missing values and the replacement of missing values (e.g., Decker and
Wagner 2008; Klarmann 2008). The deletion of missing values refers to the elimination of all
cases from the analysis that contain at least one missing value. Nevertheless, the elimination
of all cases with missing values may result in a serious loss of information, which further
leads to the distortion of the conclusions drawn from the data (Decker and Wagner 2008, p.
63). Therefore, the elimination of cases with missing values has been further differentiated
into listwise deletion and pairwise deletion approaches. Based on listwise deletion, cases in
which values for one or more variables are missing are not considered for data analysis. Based
on pairwise deletion, the covariance of all available cases is considered for the calculation of
the covariance matrix. Alternatively, the replacement of missing values approach is based on
the consideration of all cases by the replacement of the missing values (Klarmann 2008, p.
298). Since the replacement approach was found to yield similar results compared to the
pairwise deletion approach under certain conditions, it has been suggested to use the replace-
ment approach with similar response patterns for small sample sizes and a small share of
missing values (Gold and Bentler 2000, p. 353). Therefore, the handling of missing values in
the present investigation was based on the replacement of missing values by the mean values
of responses.

5.2.2  Methodology of quantitative data analysis

Subsequent to the quantitative data collection, a profound analysis of the quantitative data on
the basis of advanced statistical methods was conducted. For a discussion of the methodologi-
cal foundation, the methodology of quantitative data analysis has been structured into partial

least squares (paragraph 5.2.2.1) and evaluation criteria for quantitative data analysis (para-
graph 5.2.2.2).

5.2.2.1 Partial least squares

For the analysis of complex causal relationships, the structural equation modeling (SEM) ap-
proach has been increasingly applied in the research of marketing (Steenkamp and
Baumgartner 2000, p. 195). Since the analysis of complex causal structures constitutes the
fundamental task of the marketing discipline (Eggert, Fassott and Helm 2005, p. 102), SEM
has been considered as a vital methodology for modeling dependence structures between
complex constructs (Homburg et al. 2008, p. 168). A fundamental characteristic of SEM rep-
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resents the differentiation between observable (indicator) variables and latent variables
where the latter represents complex constructs that cannot be observed or measured directly
(Homburg et al. 2008, pp. 167-168). For the utilization of SEM, the methodological ap-
proaches of covariance-based and variance-based estimation procedures need to be differen-
tiated (Henseler, Ringle and Sinkovics 2009, p. 277). With covariance-based estimation pro-
cedures, model parameters are estimated to minimize the divergence between the covariance
matrix of the indicators implied by the model and the empirical covariance matrix of the indi-
cators (Homburg, Pflesser and Klarmann 2008, p. 558). In particular, covariance-based pro-
cedures are dependent on the fulfillment of several assumptions (i.e. normal distribution of
data, large sample sizes, limited model complexity) with respect to the empirical data (Hair,
Ringle and Sarstedt 2011, p. 139). When the basic requirements for covariance-based proce-
dures are not fulfilled, variance-based procedures provide a more robust estimation of pa-
rameters (Henseler, Ringle and Sinkovics 2009, pp. 295-296). With variance-based estima-
tion procedures, model parameters are estimated based on multiple partial regressions to max-
imize the explained variance of the dependent variables (Lohmdller 1989, pp. 29-30). As a
non-parametric approach, variance-based procedures are not based on the assumption of the
normal distribution of data due to the use of separate ordinary least squares (OLS) regressions
(Fornell and Bookstein 1982, p. 443). The estimation of SEM based on variance-based proce-
dures poses less strict requirements (i.e. non-normal distribution of data, small sample sizes)
to the empirical data (Henseler, Ringle and Sinkovics 2009, p. 292), which are compensated
by local parameter estimates that are only “consistent at large” (Albers and Hildebrandt 2006,
p. 15). Nevertheless, the findings of Reinartz, Hanlein and Henseler (2009, p. 342) reflect that
variance-based procedures may even attain superior statistical power compared to covariance-
based procedures based on small samples sizes. Furthermore, Hair, Ringle and Sarstedt (2011,
p. 140) noted that variance-based procedures represent the more appropriate methodology for
the exploration and development of theories. Therefore, Hair et al. (2012, p. 420) have con-
sidered variance-based procedures as a more suitable prognosis instrument for investigations
based on smaller sample sizes and higher model complexity. Due to the exploratory nature of
the research topic (i.e. recovery in business markets), the distribution of the empirical data
(i.e. non-normal distribution) and the moderate sample sizes (i.e. n < 200), variance-based
estimation procedures (i.e. partial least squares) have been selected for the quantitative inves-

tigation.

The partial least squares (PLS) approach represents a variance-based estimation procedure
and has been widely applied for the estimation of structural equation models in marketing
literature (Hair, Ringle and Sarstedt 2011, p. 139; Hair et al. 2012, p. 428). The application of
PLS allows the estimation of comprehensive, complex models with small sample sizes since it
is based on the estimation of multiple regression equations (Huber et al. 2007, p. 10). The
PLS algorithm is based on the development of construct scores by the weighted sums of the
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respective items of a latent variable and is independent from the assumptions of multivariate
distribution and independence of observations (Chin 2010, p. 657). The analysis of structural
equation models with latent variables based on the PLS approach is related to the measure-
ment (or outer) model that identifies the relationships between the latent variables and its in-
dicators and the structural (or inner) model that specifies the relationships between the latent
variables (e.g., Bollen 1989; Lohmoller 1989).

a.) The measurement model

For the description of the relationships between the latent variables and its indicators, the
specification of the measurement model is required (Homburg and Giering 1996, p. 6). The
definition of the relationship between the latent variables and its indicator variables needs to
be taken for each construct in the structural model (Homburg and Klarmann 2006, p. 6). The
specification of the measurement model requires the definition, which constructs are meas-
ured by which indicators (Homburg, Pflesser and Klarmann 2008, p. 556). The specification
of measurement models may be further differentiated into reflective measurement models and

formative measurement models.

In reflective measurement models, the characteristics of the indicators are considered as an
effect of the characteristics of the latent variable. Since changes in the construct lead to
changes in the indicators, these have been defined as reflective (Fornell and Bookstein 1982,
p. 441) or effects (Bollen and Lennox 1991, p. 305) indicators. The causal path runs from the
latent variable to the manifest variables in reflective measurement models (Ringle and Spreen
2007, p. 212). Alternatively, reflective indicators may be summarized to an index and includ-
ed as a single-item construct in the analysis (Albers and Hildebrandt 2006, p. 13). For the de-
velopment of reflective measurement models, several scholars have discussed suitable proce-
dures (e.g., Churchill 1979; Homburg and Giering 1996). In particular, Bollen (1989, pp. 326-
328) proposed the following steps for the development of reflective measurement models: (1)
phrasing of the theoretical definition, (2) definition of the dimensionality, (3) identification of
the indicators and (4) specification of the relationships related to the construct. In the first
step, the theoretical scope and facets of the construct is defined on the basis of a review of the
existing literature and the use of qualitative interviews. In the second step, the dimensionality
of the construct is derived to gain an understanding of its characteristics. In the third step, a
sufficient number of (potential) indicators are developed for the measurement of the construct.
In the fourth step, the relationships between the indicators and the construct is established and
specified. Accordingly, Homburg and Giering (1996, p. 11) suggested the reduction of the
indicators in the measurement model through the use of pre-tests to verify and improve the
unambiguousness and pertinence of the indicators. As reflective indicators are interchangea-
ble, the elimination of indicators from the measurement model is permitted as long as it does
not restrict the validity of the construct (Eberl 2006, p. 657). An identification problem may

112



arise for reflective measurement models when the number of indicators in the measurement
model is too small (Homburg, Klarmann and Pflesser 2008, p. 281). A reflective measure-
ment model is sufficiently identified when an individual construct is measured by at least
three indicators or when a combination of constructs is measured by at least two indicators
(Klarmann 2008, p. 239).

In formative measurement models, the characteristics of the indicators are considered as the
cause of the characteristics of the latent variable. More specifically, the formative indicators
constitute observable variables, which establish the latent variable (Bollen 1989, p. 65) and
change the nature of the construct if they are omitted (Bollen and Lennox 1991, p. 308). Ac-
cordingly, Jarvis, MacKenzie and Podsakoft (2003) noted that for formative indicators “the
direction of causality flows from the indicators to the latent construct, and the indicators, as a
group, jointly determine the conceptual and empirical meaning of the construct” (p. 201). The
formative indicators are based on the assumption of error-free measurement (Edwards and
Bagozzi 2000, p. 162) and therefore do not lead to identification problems (Chin and Newsted
1999, p. 313). For the development of formative measurement models only few references can
be found in literature (e.g., Diamantopoulos and Winklhofer 2001; Rossiter 2002). In general,
Diamantopoulos and Winklhofer (2001, pp. 272-273) suggested the following procedure for
the development of formative measurement models: (1) phrasing of a theoretical definition,
(2) identification of suitable indicators, (3) reduction of indicators and (4) integration of con-
struct in a nomological network. In the first step, the theoretical scope of the latent construct
is defined, which must include all relevant facets of the construct. In the second step, a large
number of suitable indicators is developed to capture the entire scope of the construct. In the
third step, the number of indicators is reduced based on statistical and theoretical considera-
tions. In the fourth step, the construct is integrated into a nomological network with two caus-
ally related, reflective constructs, which allows for an evaluation of the constructs and its in-
dicators. The formative construct reflect nomological validity when its indicators are able to
explain a substantial share of variance of the reflective constructs. A different stance is taken
by Rossiter (2002, p. 308), who strongly suggested that the validation of formative measure-
ment models is only feasible ex-ante during the scale development process. In particular,
Rossiter argued that “only one type of validity that is essential: content validity. Content va-
lidity is an ‘appeal to reason’, conducted before the scale is developed, that the items will
properly represent the construct” (p. 308). Accordingly, further research has acknowledged
that formative measurement models reflect specific requirements regarding the scale devel-
opment process (Jarvis, MacKenzie and Podsakoff 2003, p. 202).

Due to the fundamental differences between reflective and formative measurement models,
the misspecification of measurement models has been widely discussed in contemporary liter-

ature (e.g., Albers and Hildebrandt 2006; Diamantopoulos and Winklhofer 2001; Jarvis,
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MacKenzie and Podsakoff 2003). In particular, Jarvis, MacKenzie and Podsakoff (2003, pp.
206-207) argued that measurement model misspecification may seriously bias the empirical
findings and theoretical conclusions derived from the structural model. However, Albers and
Hildebrandt (2006, p. 16) countered that it deems difficult to verify if the specification of con-
structs is incorrect and that a misspecification (i.e. reflective instead of formative specifica-
tion) limits the meaning of the construct. Nevertheless, the correct specification of measure-
ment models has been acknowledged as important since an incorrect specification may result
in serious distortions of the estimation results (Albers and Hildebrandt 2006, p. 26). Against
this background, a set of criteria has been developed that supports decision-making on the
correct specification of the measurement model. As suggested by prior literature (Jarvis,
MacKenzie and Podsakoff 2003, p. 203), a formative specification should be selected for con-
structs when (1) the indicators represent essential features of the construct, (2) the change of
the indicators ultimately leads to the change of the construct, (3) the change of the construct
does not directly lead to the change of the indicators, (4) the indicators of the construct are not
related to a similar content, (5) the elimination of one indicator leads to a change of the con-
ceptual nature of the construct, (6) the change of one indicator does not directly lead to the
change of the other indicators and (7) the indicators of the construct do not share the same
antecedents or consequences. Nevertheless, prior research noted that complex constructs usu-
ally need to be modeled as formative combinations of their dimensions (Fassott and Eggert
2005, pp. 46-47). A formative measurement model has been recommended when the intention
of the investigation is to identify variables or drivers of a construct (Eberl 2006, pp. 656-657).

b.) The structural model

For the description of the causal relationships among the latent variables, the definition of the
structural model is required. The independent, latent variables have been related to as exoge-
nous variables, whereas the dependent, latent variables have been referred to as endogenous
variables (Bollen 1989, pp. 13-14), which are intended to specify the structural model of the

investigation.

The modeling of moderating effects in SEM is established by different procedures. In general,
moderating effects are reflected by the direction and intensity of the causal relationship be-
tween exogenous and endogenous variables as determined by a third, moderating variable. In
particular, a moderator variable has been defined as a qualitative or quantitative variable,
which determines the sign and impact of the relationship between an independent and a de-
pendent variable (Baron and Kenny 1986, p. 1174). The fundamental importance of moderat-
ing effects for the comprehension of complex causal relationships has repeatedly stressed in
literature (Chin, Marcolin and Newsted 2003, p. 193). Prior research has argued that substan-
tial progress in theory development may only be achieved based on an understanding of the
conditions (i.e. moderating effects) under which causal relationships evolve (Eggert, Fassott
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and Helm 2005, p. 103). The PLS approach is specifically suitable for the modeling of mod-
erating effects since it is not based on the assumption of uncorrelated error terms (Chin,
Marcolin and Newsted 2003, p. 193). For the modeling of moderating effects in the course of
SEM, the interaction term approach may be considered. This approach constitutes a suitable
approach for the modeling of moderating effects when the moderating variable represents a
continuous variable (Baron and Kenny 1986, pp. 1174-1176). According to this approach, the
indicators of the independent variable and the indicators of the moderator variable are multi-
plied to form an interaction term (cf. figure 5.6).

E;
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2 variable
E;
M,
M moderating endogenous
2 variable variable
M;
E; xM,;
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moderating
E; x M;

Figure 5.6: Modeling of moderating effects
Source: adapted from Baron and Kenny (1986, p. 1174)

An interaction effect is existent when independent of the path coefficients of the exogenous
variable (a) and the moderator variable (b) on the endogenous variable, the interaction effect
(c) attains a significant value (Baron and Kenny 1986, p. 1174). For the calculation of the
interaction term, each indicator of the independent variable has to be multiplied with each
indicator of the moderating variable to establish the indicators of the interaction term (Chin,
Marcolin and Newsted 2003, p. 199). For constructs with reflective indicators, the modeling
of moderating effects is based on a two-step process (Gotz and Liehr-Gobbers 2004, p. 725).
In the first step, the indicators of the exogenous variable and the moderating variable are
standardized (i.e. mean 0, variance 1) and introduced in the structural equation model. In the
second step, the indicators of the interaction variable are calculated by the pairwise multipli-
cation of the indicators of the exogenous variable and the moderator variable. This procedure
is intended to prevent multicollinearity problems that may result from the multiplication of
indicators (Eggert, Fassott and Helm 2005, p. 108). While the coefficient of path a reflects the
impact of the exogenous on the endogenous variable under negligence of the moderator varia-
ble, the coefficient of path ¢ conveys the extent to which the impact of the exogenous on the
endogenous variable changes due to the moderator variable (Eggert, Fassott and Helm 2005,
p- 109). Based on the specification of the interaction term, the interaction effect may be eval-
uated based on the coefficient and significance of the interaction path.
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In conclusion, the PLS approach reflects several specific characteristics for the analysis of
structural equation models with latent variables. Since variance-based estimation procedures
have been acknowledged as advantageous for complex structural equation models based on
small sample sizes (Klarmann 2008, p. 22), the PLS approach has been considered as the most
appropriate estimation procedure for the present investigation.

5.2.2.2 Evaluation criteria for quantitative data analysis

To assess the reliability and validity of the structural equation models, a two-step procedure
has been suggested, which involves the successive evaluation of the measurement models and
the structural model (Hair, Ringle and Sarstedt 2011, p. 144). In quantitative research litera-
ture, several evaluation criteria have been established, which may be differentiated into eval-
uation criteria related to measurement models and evaluation criteria related to structural

models.

a.) Evaluation criteria related to measurement models

Subsequent to the specification and calculation of measurement models, its evaluation is re-
quired to verify the correct measurement of the constructs and to allow the derivation of fur-
ther conclusions. For the evaluation of the quality of measurement of the latent variables and
its indicators, reflective measurement models need to be differentiated from formative meas-

urement models.

For the evaluation of reflective measurement models, a consistent set of quality measures has
been developed in literature. In general, the evaluation of reflective measurement models is
based on the reliability and validity of the measurement (e.g., Churchill 1979; Churchill and
Tacobucci 2000). The reliability has been defined as “the degree to which measures are free
from random error and thus reliability coefficients estimate the amount of systematic variance
in a measure” (Peter and Churchill 1986, p. 4). In contrast, validity has been suggested to exist
“when the differences in the observed scores reflect true differences on the characteristic one
is attempting to measure and nothing else” (Churchill 1979, p. 65). The validity of a meas-
urement is determined by the extent to which differences in the actual scores reflect the dif-
ferences in the true scores (Churchill and lacobucci 2000, p. 407). Therefore, the reliability of
a measurement instrument represents a necessary, but not sufficient condition for its validity
(Homburg, Klarmann and Pflesser 2008, p. 279). In particular, the following evaluation crite-
ria have been suggested for reflective measurement models.

o The construct reliability represents a measure for the internal consistency of the indica-
tors of a factor in reflective measurement models (Homburg and Giering 1996, p. 8).
The construct reliability refers to the degree to which a latent variable is measured by

the indicator variables assigned to measure it (Krafft, Gtz and Liehr-Gobbers 2005, p.
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74). The reliability of a latent variable may be calculated by the Cronbach’s alpha
(Cronbach 1951, p. 331) where the indicators are split into two groups and then corre-
lated with each other. A reliability level above .70 for infant research and .80 for ad-
vanced research has been suggested to reflect adequate construct reliability (Nunnally
1978, p. 245).

The composite reliability has been suggested as a superior measure for internal con-
sistency compared to Cronbach’s alpha since it considers the number of indicators
(Chin 1998, p. 320) and the reliability of indicators (Hair, Ringle and Sarstedt 2011, p.
145) in the estimation process. The composite reliability (CR) has been defined as
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where 4;; denotes the loading of an indicator variable i on a latent variable j and
var(g;) reflects the variance of the error terms of an indicator variable i (Huber et al.
2007, p. 35). The CR measure may attain values between 0 and 1, whereas Chin (1998,
p- 320) suggested that for exploratory research CR values above .60 may be considered
as acceptable.

The indicator reliability relates to the share of variance of an indicator that is explained
by the latent variable (Homburg and Giering 1996, p. 10). Prior research suggested that
reflective indicators with an indicator reliability below .40 should be eliminated
(Hulland 1999, p. 198). The indicator reliability, thus, reflects the appropriateness of the
indicator variables for the measurement of the latent variable (Ringle and Spreen 2007,
p.212).

The discriminant validity has been defined as “the degree to which measures of distinct
concepts differ” (Bagozzi and Phillips 1982, p. 469). The discriminant validity refers to
the relationships between the indicator variables and the other latent variables, which
should be weaker than the relationships between the indicator variables and the assigned
latent variable (Bagozzi, Yi and Phillips 1991, p. 425). Discriminant validity may be
analyzed by the cross loadings (at indicator level) and the Fornell-Larcker criterion (at
construct level) in PLS path modeling. The cross loadings reflect the loadings of an in-
dicator on its latent variable, which should be larger than the loadings on all other latent
variables (Chin 1998, p. 321). Based on the Fornell Larcker criterion, the average vari-
ance extracted (AVE) of a latent variable should be larger than the squared correlations
of the latent variable with any other latent variable in the structural model (Fornell and
Larcker 1981, p. 45). The AVE relates to the proportion of variance of an indicator vari-
able explained by the latent variable in comparison to non-explained variance (Fornell
and Cha 1994, p. 69) and has been defined as
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where 4;; denotes the loading of an indicator variable i on a latent variable j and
var(g;) reflects the variance of the error terms of an indicator variable i. The discrimi-
nant validity is confirmed when the squared correlations between all other latent varia-
bles are lower than the 4VE of the latent variable (Homburg and Giering 1996, p. 14).

o The convergent validity refers to “the degree to which two or more attempts to measure
the same construct are in agreement” (Bagozzi and Phillips 1982, p. 468). The conver-
gent validity is assessed based on the factor reliability of the latent variable and the av-
erage variance extracted by the indicator variables. For the analysis of factor reliability,
a significance test of the factor loadings has been suggested (Bagozzi, Yi and Phillips
1991, p. 434). In the significance test, a t-test is used to investigate if the factor loadings
significantly deviate from zero. Based on a confidence interval of five percent, a factor
loading is significant when the empirical t-value is equal to or higher than 1.645 based
on a one-sided test (Homburg and Giering 1996, p. 11). For the analysis of the variance
of latent variables extracted from its indicators, 4 VE values larger than .50 are consid-
ered as acceptable since at least half of the variance of an indicator should be explained
by the latent variable (Homburg and Giering 1996, p. 12).

e The predictive validity refers to the evaluation of reflective latent variables where the
residuals of the indicator variables are compared with the residuals of a simple estima-
tion based on the mean values of the indicator variables. The Stone-Geisser criterion
(Q?) allows the reconstruction of the construct by its indicators based on the blindfold-
ing procedure where a proportion of the original data matrix is neglected in the estima-
tion process (Fornell and Cha 1994, p. 72). The Q? measure may be obtained for the

communalities at the construct level and has been defined as

Q?=1- M
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where Ej;, denotes the estimated residuals and Oy reflects the observed residuals of the
construct j. For Q2 values above 0, the residuals of the estimated model are smaller than
the residuals of the simple estimation and the model is assumed to have predictive rele-

vance, whereas for Q2 values below 0, the opposite is true (Fornell and Cha 1994, p.
73).

For the evaluation of formative measurement models, the evaluation criteria developed for
reflective measurement models are not applicable (Diamantopoulos and Winklhofer 2001, p.

271). Due to the inversion of the causality for formative latent variables, Diamantopoulos
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(2006) noted that for formative measurement models “reliability becomes an irrelevant crite-
rion for assessing measurement quality” (p. 11). Since the evaluation criteria developed for
reflective measurement models cannot be transferred to formative measurement models (Hair,
Ringle and Sarstedt 2011, p. 145), a different interpretation of the measurement model is re-
quired. For the evaluation of the validity of formative constructs, a two-step process has been
suggested by literature (Henseler, Ringle and Sinkovics 2009, pp. 300-301). In the first step,
the assessment of the validity of formative indicators based on relevant theory and expert
knowledge should be conducted. In the second step, the validity of formative constructs
should be derived based on statistical procedures. More specifically, the following evaluation

criteria for formative measurement models have been developed in literature.

e The nomological validity of the measurement model is assessed by the integration of the
formative latent variable into a larger theoretical framework where the relationship be-
tween the latent variable and other reflective latent variables are analyzed (Homburg
and Giering 1996, p. 13). The nomological validity refers to “the degree to which pre-
dictions based on a concept are confirmed within the context of a larger theory”
(Bagozzi 1979, p. 14). In particular, Diamantopoulos and Winklhofer (2001, p. 273)
suggested that the validation of formative latent variables may be based on (a) the ag-
gregation of information to an overall index, (b) the collection of information for the
formative and reflective measurement of the construct or (c) the theoretically proven re-
lationship of the formative latent variable with a reflective latent variable. If a signifi-
cant relationship with the reflective latent variable is identified, the nomological validity
of the measurement model is assumed (Eggert and Fassott 2003, p. 9).

e The predictive validity of an indicator with respect to a formative latent variable is re-
flected by a significant regression coefficient. Therefore, an indicator variable should be
eliminated from the measurement model when it does not inhibit a significant impact on
the formative index (Chin 1998, pp. 318-320). However, formative indicators should
not be eliminated for statistical reasons since this may alter the conceptual nature of the
construct (Jarvis, MacKenzie and Podsakoff 2003, p. 202) and formative indicators
should remain in the measurement model as long as it is acceptable from a conceptual
point of view (Henseler, Ringle and Sinkovics 2009, p. 302).

o The multicollinearity of indicators is related to the linear dependency among indicators
where high correlations among formative indicators may result in distorted parameter
estimations (Backhaus et al. 2006, p. 88). In formative measurement models, high corre-
lations between indicators lead to larger standard errors, inaccurate parameter estima-
tions and significant parameter fluctuations based on the variations in the empirical data
(Grewal, Cote and Baumgartner 2004, p. 527). The degree of multicollinearity may be
calculated by the variance inflation factor (VIF), which reflects the proportion of vari-
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ance of an indicator that can be explained by the remaining indicator variables and is
defined as

where Rjz denotes the proportion of the variance explained by the indicator j. The VIF
measure may assume values above 0, whereas VIF values above 10 indicate a serious
level of multicollinearity (Gujarati 2003, p. 362). Alternatively, the tolerance value (TV)
may be calculated where TV values below .10 represent a problem with
multicollinearity (Hair et al. 2006, p. 230). More recently, Hair, Ringle and Sarstedt
(2011, p. 147) suggested a more rigid VIF value of 5 as a threshold for
multicollinearity. If serious multicollinearity is identified, the elimination of the indica-
tors from the formative measurement model has been recommended (Krafft, G6tz and
Liehr-Gobbers 2005, p. 78).

b.) Evaluation criteria related to structural models

Based on the confirmation of reliability and validity of the measurement model, the evalua-
tion of the structural model is important to derive conclusions on the relationships between
the latent variables. For the evaluation of the structural model based on variance-based proce-
dures, non-parametric tests need to be applied (Krafft, G6tz and Liehr-Gobbers 2005, p. 83)
since global evaluation criteria are not existent (Ringle and Spreen 2007, p. 216). Due to the
iterative estimation process of variance-based procedures based on separate regressions, quali-
ty criteria may be only calculated for partial structures (Huber et al. 2007, p. 12). For the
evaluation of partial structures, a number of quality measures have been suggested by litera-
ture. If these quality criteria are met for all partial structures, the structural model may be con-
sidered as reliable.

e The strength and significance of the path coefficients denote the basic quality criteria
for the structural model (Chin 1998, p. 316). The fests of significance based on t-
statistics developed by resampling techniques such as bootstrapping represents a stand-
ard test procedure (Chin 1998, pp. 318-320). The bootstrapping procedure considers an
observed sample as the population and generates a large number of bootstrap samples
based on randomly drawing cases with replacement (Henseler, Ringle and Sinkovics
2009, p. 305). The significance of the structural relationships may be calculated with a
student’s t-test based on the statistic

w

t =
emP T se (w)
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where tepm,;, denotes the empirical t-value, w reflects the original estimation of path coef-
ficients and se (w) refers to the standard error from bootstrapping. The distribution table
of the student’s t-test reflects the theoretical t-value based on the specific degrees of
freedom, which is compared with the empirical t-value to determine the significance of
the relationship (Henseler, Ringle and Sinkovics 2009, p. 306). Based on a confidence
interval of five percent, a regression coefficient is considered as valid when the empiri-
cal t-value is equal to or higher than 1.645 based on a one-sided test (Homburg and
Giering 1996, p. 11). Based on the smallest sample size of the investigation (n = 103),
these conservative thresholds may lead to an unjustifiable rejection of hypothesizes.
Since structural relationships are generally underestimated by variance-based proce-
dures, a less conservative confidence interval of 10 percent has been considered for this
investigation. As argued by recent research (Klarmann 2008, pp. 112-113), confidence
intervals with p <.10 may be used for smaller samples sizes (n < 100).

The coefficient of determination (R?) of the endogenous variables has been considered
as a fundamental criterion for the assessment of the structural model since variance-
based procedures (i.e. PLS) are intended to maximize the level of explained variance
(Krafft, Gotz and Liehr-Gobbers 2005, p. 83). The coefficient of determination refers to
the level of variance of an endogenous latent variable explained by the related exoge-
nous latent variables (Chin 1998, p. 316). The R? measure reflects the quality of adapta-
tion (“goodness of fit”) of the regression function to the empirical data (Backhaus et al.
2006, p. 63). In general, R? attains values between 0 and 1, whereas values of .19, .33
and .67 may be interpreted as a weak, moderate and substantial effect in a structural
model (Chin 1998, p. 323). Nevertheless, R? values need to be interpreted based on the
context of the investigation.

The effect size (f?) has been considered as an important measure for the strength of rela-
tionships in structural models (Chin 1998, p. 316). On the basis of the R? measure, the
addition and elimination of causal paths allows the analysis of the impact of exogenous
and endogenous variables in the structural model. The strength of the effects of causal
paths may be analyzed by the effect size /2 (Cohen 1988, pp. 410-413), which has been
defined as

— Richl - Rgxcl
1-R?

incl

f2

where R2,., reflects the explained variance of the endogeneous latent variable by the
exogeneous latent variable(s) including the new exogenous variable, while RZ2,, de-
notes the explained variance of endogenous latent variable by the exogenous latent vari-
able(s) excluding the new exogenous variable. In general, f 2 values of .02, .15 or .35

121



represent small, medium or large effects of the exogenous on the endogenous latent var-
iable (Cohen 1988, p. 413). Nevertheless, even low effect sizes may yield important in-
formation. In particular, Chin, Marcolin and Newsted (2003) argued that “[e]ven a small
interaction effect can be meaningful under extreme moderating conditions, if the result-
ing beta changes are meaningful, then it is important to take these conditions into ac-
count” (p. 211).

o The predictive validity of structural models may evaluated by the Stone-Geisser (Q?)
criterion derived from the blindfolding procedure where a specific part of the raw data
matrix is considered as missing (Fornell and Cha 1994, pp. 71-73). The Q? measure re-
flects if empirically derived (i.e. observed) values can be reconstructed by the parameter
estimates of the model without a loss in the degrees of freedom (Chin 1998, p. 317).
The Q? measure may be obtained for redundancies at the structural level. Q? values
above 0 reflect sufficient predictive relevance of the structural model, whereas O val-
ues below zero reflect a lack of predictive relevance of the indicator variables (Ringle
and Spreen 2007, p. 215). If the O? values are above 0, the structural model is assumed
to have predictive validity since the residuals from the model estimation are lower than
the residuals from the simple estimation.

5.3 The relational consequences of recovery management

In this paragraph, the relational consequences of recovery management in business-to-
business markets are investigated. On the basis of the fundamental recovery dimensions de-
veloped in paragraph 4.4, the consequences on the relationship between seller and customer
firm have been identified to answer the second and third research question. The investigation
on the relational consequences of recovery management is structured into the following para-
graphs. At first, the frame of investigation is established to provide an overview on the struc-
ture of the investigation (paragraph 5.3.1). The definition of constructs is established to define
the terminology for the investigation (paragraph 5.3.2). Subsequently, the development of hy-
potheses is conducted to derive the theoretical foundation of the investigation (paragraph
5.3.3). The measurement of constructs is accomplished to obtain the empirical foundation for
the investigation (paragraph 5.3.4). Finally, the results of hypothesis testing are intended to
derive the outcomes of the investigation (paragraph 5.3.5).

5.3.1 Frame of investigation

The present investigation on the relational consequences of recovery management in business-
to-business markets intends to evaluate the effects of the recovery dimensions of the seller
firm on the relationship between seller and customer firm from a customer perspective (cf.

figure 5.7).
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Figure 5.7: Structure of recovery relationship model

Source: own illustration

In the focal investigation, effects of the fundamental recovery dimensions (cf. paragraph 4.4)
on the quality of customer relationships and the loyalty in customer relationships are as-
sessed. Based on the recovery relationship model, the impact of the recovery dimensions on
the relationship quality dimensions and the relationship loyalty dimensions are investigated.
The effects of the recovery dimensions on the relationship quality dimensions are explained
on the basis of the equity theory (cf. paragraph 3.1), whereas the impact of the relationship
quality dimensions on the relationship loyalty dimensions are elucidated based on the social
exchange theory (cf. paragraph 3.2).

5.3.2 Definition of constructs

For the empirical investigation of the relational consequences of recovery management, the
fundamental constructs are defined in the following paragraphs. A construct has been defined
as “an abstract entity which represents the ‘true’, nonobservable state or nature of a phenome-
non” (Bagozzi and Fornell 1982, p. 24). Since constructs represent abstract units with multi-
ple meanings, a clear definition of constructs is of fundamental importance for assuring con-
tent validity in the investigation (Homburg and Klarmann 2006, p. 10). On the basis of the
findings from the qualitative investigation and the theoretical considerations, the recovery

relationship model is based the constructs related to the recovery dimensions (paragraph
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5.3.2.1), the relationship quality dimensions (paragraph 5.3.2.2) and the relationship loyalty
dimensions (paragraph 5.3.2.3), which are further explicated in the subsequent paragraphs.

5.3.2.1 The recovery dimensions

The recovery dimensions refer to the conceptual dimensions of recovery defined and imple-
mented by the seller firm to handle failure situations towards their customers. Based on the
findings from the literature review (cf. paragraph 2.2) and the qualitative investigation (cf.
paragraph 4.4), the recovery dimensions have been differentiated into the constructs proactive
recovery process, reactive recovery process, proactive recovery outcome, reactive recovery
outcome, proactive recovery interaction and reactive recovery interaction as reflected by the

recovery management framework.

The construct proactive recovery process is defined as the actions taken by the seller firm
before a product or service failure has been perceived by the customer. In general, proactivity
in the recovery process implies that the seller firm takes the initial actions in the recovery pro-
cess to handle failure situations even before these have become apparent to customers. The
proactive recovery process involves failure prevention, failure identification and failure noti-
fication. Failure prevention is defined as the actions taken by the seller firm to anticipate and
prevent product or service failures from occurring including internal and external sources of
failures. In general, failure prevention relates to the actions of the seller firm directed at the
avoidance of failures (Lockshin and McDougall 1998, p. 437). Failure identification is de-
fined as the actions taken by the seller firm to detect the occurrence of product or service fail-
ures. Therefore, failure identification refers to all activities of the seller firm directed at the
discovery of failures (Durvasula, Lysonski and Metha 2000, p. 448). Failure notification is
defined as the actions taken by the seller firm to inform customers on product or service fail-
ures. The failure notification comprises all activities of the seller firm to inform its customers
on failure situations (Lockshin and McDougall 1998, p. 437). Nevertheless, failure notifica-
tion also implies that customers have the possibility to notify the seller firm about failures.
Several studies have stressed the importance of encouraging customer complaints (e.g.,
Homburg and Fiirst 2005; Homburg, Fiirst and Koschate 2010).

The construct reactive recovery process is defined as the actions taken by the seller firm after
a product or service failure has been perceived by the customer. The reactivity of the recov-
ery process implicates that the seller firm takes initial steps in the recovery process to handle
failure situations after these have become apparent to customers. The reactive recovery pro-
cess encompasses failure response, failure analysis and failure controlling. Failure response
is defined as the actions taken by the seller firm to respond to product or service failure situa-
tions. The timely response to problems is important since customers expect immediate sup-
port when problems occur as disruptions of products and services directly impact the custom-
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ers’ operations. Failure analysis is defined as the actions taken by the seller firm to identify
the root cause of a product or service failure. The root cause of a failure situation needs to be
analyzed thoroughly to develop measures to correct current and prevent future failures
(Hoffman, Kelley and Rotalsky 1995, p. 49) and derive areas for improvement (La and
Kadampully 2004, p. 394). In addition, failure controlling is defined as the actions taken by
the seller firm to monitor the number and costs of product or service failures. The tracking of
failures refers to the efforts of the seller firm to trace occurring failures, which facilitates the
identification of sources of problems (DeWitt and Brady 2003, p. 203) and the evaluation of

the effectiveness of recovery (Gonzalez, Hoffman and Ingram 2005, p. 61).

The construct proactive recovery outcome is defined as the actions taken by the seller firm to
avoid future product or service failures. The proactive recovery outcome is represented by
reduction of failures and explanation of failures. The reduction of failures is defined as the
actions of the seller firm to integrate information obtained from product or service failures
into their future products, services and processes. Accordingly, the reduction of failures re-
fers to the efforts of the seller firm to reduce the number of future failures based on the infor-
mation derived from the analysis and resolution of current failure situations (Smith and
Karwan 2010, p. 4). The explanation of failures is defined as the actions of seller firms to
elucidate customers the reasons for a product or service failure. Therefore, the explanation of
failures refers to the extent to which the seller firm provides a clarification on the reasons for
the failure situation in a comprehensible and consistent manner (Boshoff 1999, p. 240), which
has been regarded as specifically important in a business market context (Durvasula, Lysonski
and Metha 2000, p. 439).

The construct reactive recovery outcome is defined as the actions taken by the seller firm to
respond to existing product or service failures. More specifically, the reactive recovery out-
come is characterized by resolution of failures, compensation of failures and apology for fail-
ures. The resolution of failures is defined as the actions of seller firms to resolve existing
product or service failures for their customers. The resolution of failures represents a prereq-
uisite for the subsequent steps in the recovery process and ultimately the success of the recov-
ery encounter (Lockshin and McDougall 1998, p. 435). The compensation of failures is de-
fined as the actions of seller firms to provide monetary and non-monetary indemnification for
product or service failures to customers. When customers experience a significant loss due to
a failure, compensation becomes critical since customers generally expect compensation after
failures have occurred (Hess, Ganesan and Klein 2003, p. 140). The apology for failures is
defined as the actions of seller firms to formally excuse for a product or service failure to the
customer. The apology for failures refers to the efforts of the seller firm to provide a written
or verbal exculpation for a failure situation (Boshoff 1999, p. 239). However, apology does
not imply the attendance of responsibility for the failure by the seller firm.
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The construct proactive recovery interaction is defined as the actions taken by the seller firm
to actively approach customers during the handling of product or service failures. More spe-
cifically, proactive recovery interaction comprises rapport of employees, initiative of employ-
ees and feedback of employees during the failure situation. The initiative of employees is de-
fined as the actions of seller firm employees to take the initiative to resolve the product or
service failure situation. The initiation of the recovery encounter allows the seller firm to cap-
ture dissatisfied, non-complaining customers and, thus, represents a proactive measure of re-
covery (Smith, Bolton and Wagner 1999, p. 68). The rapport of employees is defined as the
actions of seller firm employees to develop a personal relationship with customer firm em-
ployees. In particular, rapport has been related to the efforts of employees to develop an en-
joyable interaction and a personal connection with customers prior to failure situations
(Gremler and Gwinner 2000, p. 92) and has been considered as proactive behavior of the sell-
er firm (Worsfold, Worsfold and Bradley 2007, p. 2497). The feedback by employees is de-
fined as the actions of seller firm employees to provide information on the resolution of a spe-
cific product or service failure to their customers. In particular, feedback has been related to
the efforts of seller firm employees to inform on the steps taken to resolve the failure situation
(Boshoff 1999, p. 240).

The construct reactive recovery interaction is defined as the actions taken by the seller firm to
passively respond to customers during the handling of product or service failures. According-
ly, reactive recovery interaction is characterized by commitment of employees, reliability of
employees and courtesy of employees during the failure situation. The reliability of employees
is defined as the actions of seller firm employees to provide reliable information and the ad-
herence of promises made to customers. In particular, reliability refers to the extent to which
customers can rely on promises made by the seller firm (Zemke and Bell 1990, p. 46) and
receive reliable information during failure situations (Boshoff 1999, p. 240). The commitment
of employees is defined as the actions of seller firm employees to reflect dedication to the res-
olution of the product or service failure situation towards their customers. The commitment
of seller firm employees has been related to the personal dedication of service employees to
the failure resolution (Johnston 1995, p. 221) and has been considered as a critical element of
recovery (Michel 2001, p. 26). The courtesy of employees is defined as the actions of seller
firm employees to treat customers during the resolution of the product or service failure situa-
tion. The courtesy of seller firm employees has been acknowledged as the respectful and po-
lite handling of customers during the recovery encounter (Johnston 1995, p. 225) and consid-
ered as mandatory for effective recovery (Wirtz and Mattila 2004, p. 162).

5.3.2.2 The relationship quality dimensions

According to relationship marketing literature, relationship quality represents an imminent
theoretical concept for the strength of the relationship between seller and customer firms in
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the context of business-to-business markets (Holmlund 2008, p. 33). In particular, Huntley
(2006) defined relationship quality as “the degree to which buyers are satisfied over time with
the overall relationship as manifested in product quality, service quality, and price paid for the
value received and the degree to which the relationship functions as a partnership” (p. 4). In
the present investigation, the relationship quality concept is intended to capture the mid-term
effects of product or services failures and subsequent recovery activities on buyer-seller rela-
tionships. Similarly, prior research has suggested investigating the long-term effects of rela-
tionship quality in a recovery context (Weun, Beatty and Jones 2004, p. 141) and its role in
recovery strategies (Holloway, Wang and Beatty 2009, p. 392). To gain a detailed understand-
ing of the impact of recovery dimensions on the quality of relationships, the specific sub-
dimensions of the relationship quality concept will be considered. In accordance with prior
research (e.g., Ivens 2004; Wagner, Eggert and Lindemann 2010; Walter et al. 2003), the re-
lationship quality dimensions have been conceptualized to be established by the constructs

relationship trust, relationship commitment and relationship satisfaction.

The construct relationship trust has been defined as the “confidence in the exchange partner’s
reliability and integrity” (Morgan and Hunt 1994, p. 23). In general, trust represents a funda-
mental element in business relationships since it facilitates a long-term perspective on the
benefits of exchange relationships (Ganesan 1994, p. 14). Trust has been identified to consist
of credibility (i.e. expectation that the partner can be relied on) and benevolence (i.e. expecta-
tion that the partner is interested in the welfare of the other partner) as the fundamental di-
mensions of trust (Doney and Cannon 1997, p. 36). As argued by Walter et al. (2003, p. 161),
trust consists of the fundamental dimensions such as the benevolence, honesty and compe-
tence of the other exchange partner to contribute to the relationship. Furthermore, Magnini et
al. (2007) noted that “[t]rust is an integral component in the development of marketing rela-
tionships and exists when one party has confidence in another’s reliability and integrity” (p.
214). In previous research, relationship trust has been considered to be developed between
organizations at the interorganizational level (e.g., Anderson and Narus 1990; Doney and
Cannon 1997; Garbarino and Johnson 1999) or between individuals at the interpersonal level
(e.g., Doney and Cannon 1997; Narayandas and Kasturi Rangan 2004). In particular, Doney
and Cannon (1997, p. 45) disclosed that trust in the seller firm is established through trust in
the sales person as well as seller firm characteristics and activities. Since credibility and be-
nevolence of exchange partners represents a mandatory attribute in business markets, relation-
ship trust has been conceptualized as an interorganizational construct in this investigation.

The construct relationship commitment has been defined as the “desire to develop a stable
relationship, a willingness to make short-term sacrifices to maintain the relationship, and a
confidence in the stability of the relationship” (Anderson and Weitz 1992, p. 19). According-
ly, Berry and Parasuraman (1991) noted that long-term relationships are “built on the founda-
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tion of mutual commitment” (p. 139). Furthermore, Morgan and Hunt (1994) argued that rela-
tionship commitment includes “an exchange partner believing that an ongoing relationship
with another is so important as to warrant the maximum efforts at maintaining it; that is, the
committed party believes the relationship is worth working on to ensure that it endures indefi-
nitely” (p. 23). The commitment to the exchange relationship forges a long-term perspective
where individuals are willing to accept short-term losses for long-term gains (Tsiros, Ross and
Mittal 2009, p. 266). Therefore, relationship commitment has been acknowledged as im-
portant for the development of business relationships (Theron, Terblanche and Boshoff 2008,
p. 998). Since commitment is developed between organizations rather than individuals
(Narayandas and Kasturi Rangan 2004, p. 72), relationship commitment has been conceptual-

ized as an interorganizational construct for this investigation.

The construct relationship satisfaction has been related to an affective state of mind of the
customer on the basis of all elements of the relationship with the seller firm (Geyskens,
Steenkamp and Kumar 1999, p. 223). Similarly, relationship satisfaction has been defined as
the “cognitive and affective evaluation based on personal experience across all (...) episodes
within the relationship” (Roberts, Varki and Brodie 2003, p. 175). With respect to business
markets, the relationship satisfaction judgment has been related to the individual evaluations
of attribute satisfaction and transaction satisfaction judgments (Bauer 2000, p. 35). In partic-
ular, attribute satisfaction judgments denote the evaluation of attributes of the seller firm and
its products or services across transactions, whereas transaction satisfaction judgments relate
to the evaluation of individual transactions during the relationship. Consequently, the devel-
opment of relationship satisfaction is based on a cumulative evaluation process, which is sub-
stantially influenced by the occurrence of critical incidents in the relationship (Bauer 2000, p.
35). More specifically, Backhaus and Bauer (2001, p. 44) suggested that negative incidents
(i.e. failure situations) have a significant, non-linear impact on the development of relation-
ship satisfaction judgments, which may be illustrated by a concave-shaped function.

5.3.2.3 The relationship loyalty dimensions

Prior research has acknowledged that striving towards long-term relationships represents an
effective approach to attain customer loyalty in business-to-business markets (Narayandas
2005, p. 136). In general, customer loyalty has been conceptualized to comprise the customer
intentions to continue and expand purchases from the seller firm (Anderson, Fornell and
Lehmann 1994, p. 55) and reflects the intention of customers to develop and maintain a long-
term relationship with the seller firm (Selnes 1998, p. 316). In particular, Homburg, Giering
and Menon (2003) noted that customer loyalty involves “the intention of a buyer to continue
the purchasing relationship with a supplier and to expand the quantity and volume of this rela-
tionship” (p. 38). Customer loyalty implies the relational commitment of the customer to the
relationship with the seller firm and has been defined “as a commitment to continue buying a
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product or service, whatever the circumstances” (Narayandas 2005, p. 136). Nevertheless,
Narayandas (2005) suggested to consider the entire scope of the customer loyalty concept in
business markets, which reflects beyond the repurchasing behavior of the customer. Accord-
ing to prior literature, satisfied and loyal customers were also found to reflect higher willing-
ness to pay premium prices for the products or services supplied by the seller firm (Homburg,
Koschate and Hoyer 2005, p. 93). In accordance with prior literature (e.g., Narayandas 2005),
the relationship loyalty dimensions have been conceptualized to comprise the constructs con-

tinuation intentions, expansion intentions and willingness to pay more.

The construct continuation intention has been defined as the “intention of a buyer to continue
the purchasing relationship with a supplier” (Homburg, Giering and Menon 2003, p. 38). The
continuation intentions exemplify the willingness of the customer to purchase the same prod-
ucts or services of the seller firm in the future and, thus, constitute a basis for a stable rela-
tionship and the foundation for the further development of the relationship with the customer
firm (Narayandas 2005, p. 136). In particular, Narayandas (2005) argued that “buyers are un-
likely to pay premiums for products unless they have said in customer surveys that they are
‘very likely’ to repurchase products” (p. 136). Overall, continuation intentions have frequent-
ly been referred to as repurchase intentions in marketing literature (e.g., Dorsch, Swanson and
Kelley 1998; Ulaga and Eggert 2006; Vazquez-Casielles, Suarez-Alvarez and Del Rio-Lanza
2009).

The construct expansion intention has been defined as the intentions of customers to purchase
the same or other products or services from the seller firm in future (Cannon and Homburg
2001, p. 42) and, thus, significantly differs from repurchase intentions. While the continuation
of a relationship may occur repetitively without considerable involvement, the expansion of
relationship involves substantial involvement and adaptations to the relationship partners
(Selnes 1998, p. 306). Customer intentions to expand the relationship with the seller firm may
involve the purchasing of additional products or services from the seller firm and therefore
may be also referred to as cross-buying intentions (Srivastava, Shervani and Fahey 1999, p.
10). Accordingly, Homburg, Giering and Menon (2003) specified expansion intention as the
“intention of buyer (...) to expand the quantity and the volume of this relationship” (p. 38)
and expand the business relationship with the seller firm (Narayandas 2005, p. 136). Further-
more, expansion intentions have been considered as the purchasing of upgraded offerings
such as higher-priced or augmented products or services (Bolton, Lemon and Verhoef 2008,
p. 46).

The construct willingness to pay more has been defined as the customer’s acceptance of high-
er prices for the same product or service (Zeithaml, Berry and Parasuraman 1996, p. 37). In

particular, the customer’s willingness to pay more reflects the intention of the customer to
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accept higher prices of products or services from the seller firm. According to Zeithaml, Berry
and Parasuraman (1996, p. 38), willingness to pay more comprises the intentions of customers
to continue the business relationship if prices would increase as well as to accept higher prices
if competitive firms charge lower prices for the same benefits. Based on the same notion,
Narayandas (2005, p. 136) suggested that loyal customers are willing to pay higher prices for
the products or services from the seller firm. Similarly, Palmatier et al. (2007) considered the
construct price premium to assess the “positive or negative percentage price premium to buyer
would pay to deal with this firm versus another firm with similar products” (p. 217). Hence,
willingness to pay more represents a relative measure for the additional price customers
would be willing to pay for a product or service. The construct differs from the absolute
measure willingness to pay, which reflects the maximum price customers would be willing to
pay for a product or service (Homburg, Koschate and Hoyer 2005, p. 85).

The construct severity of failure is defined as the intensity of the damages for the customer
caused by the failure situation. Similarly, the severity of failure has been defined by previous
research as the perceived loss experienced by the customer with respect to the monetary (i.e.
money) and non-monetary (i.e. time, inconvenience) sacrifices resulting from the failure sit-
uation (Craighead, Karwan and Miller 2004, p. 309).

5.3.3 Development of hypotheses

Based on the definition of the constructs, the hypotheses related to the relational consequenc-
es of recovery management in business markets are developed. More specifically, the hypoth-
eses related to main effects (H; — Hy;) in the recovery relationship model are developed in
paragraph 5.3.3.1, followed by the hypotheses related to moderating effects (H,2) in paragraph
533.2.

5.3.3.1 Development of hypotheses related to main effects

In response to the second research question (cf. paragraph 1.2), the impact of the recovery
dimensions on the relationship between seller and customer firm has been investigated. With
respect to the third research question, the impact of proactive versus reactive recovery dimen-
sions on the relationship between seller and customer firm has been examined. The hypothe-
ses H; — Hg are intended to examine the main effects of the recovery dimensions on the rela-
tionship quality dimensions, whereas the hypotheses Hyo — H;; are planned to assess the main
effects of the relationship quality dimensions on the relationship loyalty dimensions. To eval-
uate the mid-term effects of the recovery dimensions on buyer-seller relationships, it is critical
to understand how the recovery activities of the seller firm translate into the quality of the
relationship between seller and customer firms. Although prior research has generally sug-
gested that a positive effect of recovery on the relationship with customers may exist
(Gustafsson 2009, p. 1220), empirical findings on these cumulative effects are missing in lit-
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erature. Therefore, the specific impact of the recovery dimensions on the relationship quality
dimensions in business-to-business markets has been investigated. Since the equity theory
explicates the development of exchange relationships, it represents the theoretical foundation

for this investigation.

The first hypothesis is related to the impact of proactive recovery process on relationship
quality. As defined in paragraph 5.3.2.1, proactive recovery process comprises the prevention,
identification and notification of failures by the seller firm. The prevention of failures refers
to the activities of the seller firm to avert the occurrence of failures, which leads to more reli-
able products or services and results in lower levels of failures (Johnston 1995, p. 219). Ac-
cording to equity theory, the seller firm increases the outcomes of the customer (i.e. less fail-
ures) by the prevention of failures, which motivates the customer to increase its inputs (i.e.
trust, commitment) to the exchange relationship (Adams 1965, p. 283). The identification of
failures relates to the efforts of the seller firm to discover failures immediately after its occur-
rence, which facilitates a fast resolution of the failure situation (Miller, Craighead and Karwan
2000, p. 398). Based on equity theory, the seller firm increases its input to the exchange rela-
tionship (i.e. searching for failures) by the failure identification, which encourages the cus-
tomer to increase its inputs (i.e. trust, commitment) to the exchange relationship (Adams
1965, p. 283). The notification of failures refers to the actions of the seller firm to inform cus-
tomers on failures, which allows them to take alternative actions (Lockshin and McDougall
1998, p. 437). According to equity theory, the seller firm increases the outcomes of the cus-
tomer (i.e. timely information) by the failure notification, which stimulates the customer to
increase its inputs (i.e. trust, commitment) to the exchange relationship (Adams 1965, p. 283).
Therefore, it is supposed that proactive recovery process is positively related to relationship
quality and the following hypotheses were developed:

H,,: Proactive recovery process has a positive impact on relationship trust.

H)p: Proactive recovery process has a positive impact on relationship commitment.

The second hypothesis is related to the impact of reactive recovery process on relationship
quality. As specified in paragraph 5.3.2.1, reactive recovery process consists of the response,
analysis and controlling of failures by the seller firm. The response on failures refers to the
activities of the seller firm to react quickly on the failure situation, which facilitates the failure
resolution and reflects on customer satisfaction (Hocutt, Charkraborty and Mowen 1997, p.
457). According to equity theory, the seller firm increases the outcomes of the customer (i.e.
lower failure costs) by the failure response, which motivates the customer to increase its in-
puts (i.e. trust) in the exchange relationship (Adams 1965, p. 283) and increases satisfaction
with the relationship (Oliver and Swan 1989, p. 33). The analysis of failures relates to the
efforts of the seller firm to examine the root cause of the failure situation to identify and re-
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solve the failure (Gonzalez, Hoffman and Ingram 2005, p. 62). According to equity theory, the
seller firm increases its inputs to the exchange relationship (i.e. analysis of failure), which
encourages the customer firm to increase its inputs (i.e. commitment) to the exchange rela-
tionship (Adams 1965, p. 283) and increases relationship satisfaction (Oliver and Swan 1989,
p- 33). The controlling of failures refers to the actions of the seller firm to continuously track
failures, which leads to the prevention of future failures (Johnston and Fern 1999, p. 71). Un-
der the terms of equity theory, the seller firm increases the outcomes of the customer (i.e. less
future failures) by the tracking of failures, which stimulates the customer to increase its inputs
(i.e. trust) into the relationship (Adams 1965, p. 283) and results in a more satisfactory rela-
tionship (Oliver and Swan 1989, p. 33). Consequently, it is supposed that reactive recovery
process is positively related to relationship quality and the following hypotheses have been
derived:

H,,: Reactive recovery process has a positive impact on relationship trust.

Hp: Reactive recovery process has a positive impact on relationship satisfaction.

The third hypothesis refers to the impact of proactive recovery outcome on relationship quali-
ty. As defined in paragraph 5.3.2.1, proactive recovery outcome comprises the reduction and
explanation of failures by the seller firm. The reduction of failures refers to the activities of
the seller firm to decrease the number of future failures based on the improvement of its prod-
ucts, services and processes (Brown, Cowles and Tuten 1996, p. 36), which reflects positively
on customer satisfaction (Van Vaerenbergh, Lariviére and Vermeir 2012, p. 276). According
to equity theory, the seller firm increases the customers’ outcomes (i.e. lower failure costs) by
the reduction of failures, which encourages the customer firm to increase its inputs (i.e. com-
mitment) to the exchange relationship (Adams 1965, p. 283) and leads to higher relationship
satisfaction (Oliver and Swan 1989, p. 33). The explanation of failures relates to the efforts of
the seller firm to elucidate the reasons for the failure, which enables customers to understand
and learn from the failure situation (Grewal, Roggeveen and Tsiros 2008, p. 433) and exerts a
positive impact on satisfaction (Van Vaerenbergh, Lariviére and Vermeir 2012, p. 268). Ac-
cording to equity theory, the seller firm increases the outcomes of the customer (i.e. larger
knowledge), which prompts the customer to increase its inputs (i.e. commitment) to the ex-
change relationship (Adams 1965, p. 283) and results in higher relationship satisfaction
(Oliver and Swan 1989, p. 33). Therefore, it is hypothesized that proactive recovery outcome
is related positively to relationship quality and the following hypotheses were derived:

H3,: Proactive recovery outcome has a positive impact on relationship commitment.

H3y,: Proactive recovery outcome has a positive impact on relationship satisfaction.
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The fourth hypothesis relates to the impact of reactive recovery outcome on relationship qual-
ity. As determined in paragraph 5.3.2.1, reactive recovery outcome embraces the apology,
resolution and compensation of failures by seller firms. The apology for failures relates to the
activities of the seller firm to formally express regret for the failure situation (Boshoff 1999,
p- 239), which results in higher customer perceptions of fairness (Bradley and Sparks 2012, p.
47). Referring to equity theory, the seller firm increases its inputs to the relationship (i.e.
acknowledgement of failure) by the apology, which encourages customers to increase its in-
puts (i.e. trust, commitment) to the relationship (Adams 1965, p. 283). The resolution of fail-
ures relates to the activities of the seller firm to sustainably eliminate the failure situation
(Johnston 1995, p. 221), which was found to increase customer trust in the seller firm (Kau
and Loh 2006, p. 108). Based on equity theory, the seller firm increases the customers’ out-
comes (i.e. elimination of failure) by the failure resolution, which encourages customers to
increase its inputs (i.e. trust, commitment) to the relationship (Adams 1965, p. 283). The
compensation of failures refers to the activities of the seller firm to reimburse customers for
the loss caused by the failure situation (Mattila 2001a, p. 585), which was identified to restore
the equity of the relationship (Bonifield and Cole 2008, p. 573). According to equity theory,
the seller firm increases the outcomes of the customer (i.e. lower failure costs) by compensa-
tion, which motivates the customer to increase its inputs (i.e. trust, commitment) into the ex-
change relationship (Adams 1965, p. 283). Consequently, it is hypothesized that reactive re-
covery outcome is positively related to relationship quality and the following hypotheses were
derived:

Hy,: Reactive recovery outcome has a positive impact on relationship trust.

Hyp: Reactive recovery outcome has a positive impact on relationship commitment.

The fifth hypothesis refers to the impact of proactive recovery interaction on relationship
quality. As defined in paragraph 5.3.2.1, proactive recovery interaction comprises the rap-
port, initiative and feedback of seller firm employees during the recovery encounter. The rap-
port of employees relates to the activities of seller firm employees to develop a relational bond
with customer firm employees before a failure situation has occurred (Gremler and Gwinner
2000, p. 90) where interaction was found to have a positive impact on trust in the seller firm
(Weun, Beatty and Jones 2004, p. 135). According to equity theory, the seller firm increases
its inputs to the exchange relationship (i.e. personal relationships) by rapport, which motivates
customers to increase its inputs (i.e. commitment) to the relationship (Adams 1965, p. 283)
and leads to higher satisfaction with the relationship (Oliver and Swan 1989, p. 33). The initi-
ative of employees refers to the activities of seller firm employees to initiate the interaction
with customer firm employees during recovery situations (Smith, Bolton and Wagner 1999, p.
359). With respect to equity theory, the seller firm increases the customers’ outcomes from
the relationship (i.e. initial contact) by the initiation, which encourages customers to increase
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its inputs (i.e. commitment) to the exchange relationship (Adams 1965, p. 283) and raises
satisfaction with the relationship (Oliver and Swan 1989, p. 33). The feedback of employees
refers to the activities of seller firm employees to inform customers on the failure situation
and the progress of its resolution (Andreassen 2000, p. 167). According to equity theory, the
seller firm increases the outcomes of customers (i.e. latest information) by feedback, which
motivates customers to increase its inputs (i.e. commitment) to the relationship (Adams 1965,
p- 283) and leads to higher relationship satisfaction (Oliver and Swan 1989, p. 33). Therefore,
it is hypothesized that proactive recovery interaction is positively related to relationship qual-
ity based on the following hypotheses:

H;s,: Proactive recovery interaction has a positive impact on relationship commitment.

Hsy: Proactive recovery interaction has a positive impact on relationship satisfaction.

The sixth hypothesis refers to the impact of reactive recovery interaction on relationship
quality. As defined in paragraph 5.3.2.1, reactive recovery interaction comprises the reliabil-
ity, commitment and courtesy of seller firm employees. The reliability of employees refers to
the activities of seller firm employees to attend to the promises made to the customer during
recovery (Boshoff 1999, p. 240), which was found to increase trust in the seller firm and its
employees (Doney and Cannon 1997, p. 47). According to equity theory, the seller firm in-
creases the customers’ outcomes (i.e. predictable actions) by reliable information, which en-
courages customers to increase its inputs (i.e. trust, commitment) into the exchange relation-
ship (Adams 1965, p. 283). The commitment of employees refers to the activities of seller firm
employees to personally dedicate themselves to the resolution of the failure situation
(Johnston 1995, p. 221), which was found to have a positive impact on customer trust (Kau
and Loh 2006, p. 108). Consistent with equity theory, the seller firm increases its inputs to the
exchange relationship (i.e. committed employees), which motivates the customer firm to in-
crease its inputs (i.e. trust, commitment) to the relationship (Adams 1965, p. 283). The cour-
tesy of employees relates to the activities of seller firm employees to exhibit a respectful, po-
lite behavior to customers during failure situations (Johnston 1995, p. 220) where the fulfill-
ment of relationship functions was found to lead to higher levels of trust and commitment
(Walter et al. 2003, p. 165). In line with equity theory, the seller firm increases its inputs (i.e.
creation of a pleasant atmosphere), which motivates the customer firm to increase its inputs
(i.e. trust, commitment) to the exchange relationship (Adams 1965, p. 283). Consequently, it
is hypothesized that reactive recovery interaction is positively related to relationship quality

and the hypotheses were developed as:
Hg,: Reactive recovery interaction has a positive impact on relationship trust.

Hgp: Reactive recovery interaction has a positive impact on relationship commitment.
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The seventh hypothesis refers to the impact of relationship trust on relationship commitment.
During the development of buyer-seller relationships, exchange partners mutually build trust
in the relationship and increase their commitment to the exchange relationship (Dwyer, Schurr
and Oh 1987, p. 19). Morgan and Hunt (1994) argued that “relationships characterized by
trust are so highly valued that parties will desire to commit themselves to such relationships”
(p. 24). Accordingly, prior findings reflect that trust exerts a positive impact on customer
commitment towards the seller firm (Geyskens, Steenkamp and Kumar 1999, p. 231). Fur-
thermore, DeRuyter and Wetzels (2000, p. 273) suggested that trust raises the level of identi-
fication with the seller firm and develops affective commitment to the seller firm. Therefore,
trust among exchange partners increases the motivation to comply with the expectations of the
exchange partner related to contractual as well as non-contractual agreements (Narayandas
and Kasturi Rangan 2004, p. 74) and represents an antecedent of relationship commitment
(Theron, Terblanche and Boshoff 2008, p. 1005). Nevertheless, Bove and Johnson (2001, p.
192) noted that the direction of the causal effects between trust and commitment remains am-
biguous since both constructs may represents antecedents as well as consequences of one an-
other. According to social exchange theory, mutual trust among exchange partners is deter-
mined by the reciprocation of benefits (Blau 1964, p. 99). On the basis of trust in the ex-
change partner developed by repeated beneficial exchanges, exchange partners commit them-
selves to the relationship by neglecting alternative exchange relationships (Thibaut and Kelley
1959, p. 22). Accordingly, it is hypothesized that relationship trust is positively related to
relationship commitment and the following hypothesis has been derived:

H;: Relationship trust has a positive impact on relationship commitment.

The eighth hypothesis relates to the impact of relationship commitment on relationship satis-
faction. In business markets, mutual commitment of the exchange partners to the relationship
is expected and satisfaction was found to develop when these expectations have been met
(Selnes 1998, p. 316). Prior research has confirmed a positive impact of commitment on cus-
tomer satisfaction with the relationship (Doney and Cannon 1997, p. 47; Storbacka, Strandvik
and Gronroos 1994, p. 28). More recently, Vazquez-Casielles, Suarez Alvarez and Diaz
Martin (2010, p. 501) noted that relationship satisfaction may be considered as a consequence
rather than an antecedent of relationship trust and relationship commitment. According to
social exchange theory, the mutual commitment of exchange partners to the exchange rela-
tionship leads to the continuation of the exchange relationship (Thibaut and Kelley 1959, p.
59) and reflects positively on satisfaction with the relationship (Oliver and Swan 1989, p. 33).
Therefore, it is hypothesized that relationship commitment is positively related to relationship
satisfaction and the following hypothesis has been developed:

Hy: Relationship commitment has a positive impact on relationship satisfaction.
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To comprehend the long-term effects of recovery management on buyer-seller relationships,
it is important to understand how the quality of the relationship between seller and customer
firm translates into customer loyalty in the business relationship. Since prior research reflects
that satisfied customers may not necessarily be loyal customers (Day 2000, p. 11) and cus-
tomer satisfaction represents an insufficient indicator for customer loyalty (Narayandas 2005,
p. 136), the impact of the relationship quality dimensions on the relationship loyalty dimen-
sions has been investigated. As social exchange theory provides an explanation for the con-
tinuation of relationships, it represents the theoretical foundation for this investigation.

The ninth hypothesis refers to the impact of relationship trust on the relationship loyalty di-
mensions. The findings of Doney and Cannon (1997, p. 45) convey that trust in the supplier
firm (directly) and trust in seller firm employees (indirectly) enhances customers’ repurchase
intentions. More recently, La and Choi (2012) suggested that “[i]f a service provider fails to
restore customer trust after a service recovery, it will be difficult in convincing customers to
re-patronize” (p. 120). According to social exchange theory, mutual trust between exchange
partners is developed based on the reciprocation of future obligations (Blau 1964, p. 99).
Based on the trust that these obligations will be fulfilled in future, exchange partners will con-
tinue the exchange relationship (Thibaut and Kelley 1959, p. 65). To sustain the exchange
relationship, customer firms will continue their purchases of products and services from the
seller firm. Furthermore, relationship trust was found to positively affect customers’ expan-
sion intentions (Selnes 1998, p. 317). According to social exchange theory, mutual trust of the
exchange partners facilitates further commitments (i.e. investments) to the exchange relation-
ship (Blau 1964, p. 99), which results in neglecting alternative relationships (Thibaut and
Kelley 1959, p. 65). Due to the negligence of alternative relationships, customer firms will
increase their purchases of products or services from the seller firm. According to prior litera-
ture, customers reflect a higher willingness to pay higher prices when they derive additional
benefits from the products or services of their suppliers (Pihlstrom and Brush 2008, p. 748).
Empirical findings reflect that customers are willing to pay more for products or services
when the salesperson of the seller firm has profoundly understood their requirements
(Homburg, Wieseke and Bornemann 2009, p. 75). Based on social exchange theory, the mu-
tual trust of exchange partners in the exchange relationship increases the commitment to the
exchange relationship (Blau 1964, p. 66). Based on the negligence of alternative relationships,
the dependence of the exchange partner on the exchange relationship increases (Thibaut and
Kelley 1959, p. 115). Due to the higher dependence on the exchange relationship, customer
firms are more likely to pay higher prices or accept price increases for the products or services
of the seller firm. Accordingly, it is hypothesized that relationship trust is positively related to
the relationship loyalty dimensions. Thus, the following hypotheses have been derived:
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Hoy,: Relationship trust has a positive impact on customers’ repurchase intentions.
Hyy: Relationship trust has a positive impact on customers’ expansion intentions.

Hy.: Relationship trust has a positive impact on customers’ willingness to pay more.

The tenth hypothesis refers to the impact of relationship commitment on the relationship loy-
alty dimensions. The findings of Kelley and Davis (1994, p. 54) reflect that customer com-
mitment towards the relationship leads to higher intentions to maintain the relationship.
Tsiros, Ross and Mittal (2009, p. 272) identified that relationship commitment restricts the
exploration of alternative relationships and limits activities towards these relationships. Ac-
cording to social exchange theory, mutual trust of the exchange partners in the relationships
reflects trust in the fulfillment of future obligations by the exchange partners (Blau 1964, p.
99). Based on the reciprocation of future obligations, the exchange relationship is stabilized
(Homans 1958, p. 606). To maintain the exchange relationship, customer firms will continue
their purchases of products and services from the seller firm. Based on the findings of Ulaga
and Eggert (2006, p. 321), relationship commitment was found to enhance the expansion in-
tentions of the customer firm. Homburg, Giering and Menon (2003, p. 38) noted that commit-
ted customers firms are willing to accept temporary sacrifices to attain continuous benefits
from the relationship. On the basis of social exchange theory, the extension of exchange rela-
tionships requires mutual investments by the exchange partners, which stabilizes the exchange
relationship (Homans 1958, p. 606). Based on their commitment to the exchange relationship,
exchange partners will neglect alternative relationships (Thibaut and Kelley 1959, p. 65). To
leverage the investments made to the exchange relationship, customer firms will increase their
purchases of products or services from the seller firm. Due to the findings of Boshoff (1997,
p- 117), relationship commitment was found to reflect positively upon the customer’s willing-
ness to pay more. Boshoff (1999) noted that “customers who stay are willing to spend more
and are generally more willing to pay a premium for service excellence” (p. 117). According
to social exchange theory, mutual commitment of the exchange partners lead to a higher de-
pendency on the exchange relationship by the negligence of alternative relationships (Thibaut
and Kelley 1959, p. 65). Based on this dependence on the relationship, customer firms are
more likely to pay higher prices or accept price increases for the products or services of the
seller firm. Therefore, it is hypothesized that relationship commitment is positively related to
the relationship loyalty dimensions and the following hypotheses have been developed:

Hjpa: Relationship commitment has a positive impact on customers’ repurchase intentions.
Hgp: Relationship commitment has a positive impact on customers’ expansion intentions.

Hjo.: Relationship commitment has a positive impact on customers’ willingness to pay

more.
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The eleventh hypothesis refers to the impact of relationship satisfaction on the relationship
loyalty dimensions. The findings of Selnes (1998, p. 306) reflect that the continuation of rela-
tionships is determined by customer satisfaction with the seller firm. Garbarino and Johnson
(1999, p. 82) noted that repurchase intentions are determined by satisfaction, specifically for
customers with a low relational orientation. According to social exchange theory, exchange
partners deriving benefits from the exchange relationship, which exceed their expectations
(i.e. CL) and the benefits of alternative relationships (i.e. CL,;) will continue the exchange
relationship (Thibaut and Kelley 1959, p. 65). To maintain the satisfactory relationship and
receive the resulting benefits, customer firms will continue buying products and services from
the seller firm. Based on the findings of Selnes (1998, p. 317), satisfaction with the relation-
ship has a positive impact on customer intentions to expand the relationship with the seller
firm. More specifically, Selnes (1998) noted that “[c]ustomers* experiences and satisfaction
with the supplier appears to be a necessary premiss in order to achieve not only continuity, but
also enhancement in the relationship” (p. 318). Dorsch, Swanson and Kelley (1998, p. 129)
found that relationships exceeding customer expectations result in the extension of the rela-
tionship. As argued by social exchange theory, exchange partners receiving benefits from the
exchange relationship that exceed their expectations (i.e. CL) and the benefits of alternative
relationships (i.e. CLy) will expand the exchange relationship (Thibaut and Kelley 1959, p.
65). To derive these benefits from the relationship, customer firms will expand their purchases
of products or services from the seller firm. Bolton (1998, p. 46) suggested that higher levels
of customer satisfaction enable seller firms to charge higher prices for their products or ser-
vices. Hutt and Speh (2004, p. 104) argued that customer firms are willing to accept higher
prices for products or services from seller firms when these are important to their operations.
Similarly, Narayandas (2005, p. 133) noted that for tangible nonfinancial benefits, customer
firms are willing to pay premium prices. In contrast, Homburg, Wieseke and Hoyer (2009, p.
47) did not find a significant relationship between customer satisfaction and willingness to
pay. According to social exchange theory, exchange partners will continue the exchange rela-
tionship if benefits are derived from the relationship that exceed their expectations (i.e. CL)
and the benefits from alternative relationships (i.e. CL,) despite higher exchange costs
(Thibaut and Kelley 1959, p. 65). To maintain the satisfactory exchange relationship, custom-
er firms are likely to pay higher prices for the products or services from the seller firm. Ac-
cordingly, it is hypothesized that relationship satisfaction is positively related to the relation-
ship loyalty dimensions and the subsequent hypotheses were derived:

Hj . Relationship satisfaction has a positive impact on customers’ repurchase intentions.
H,p: Relationship satisfaction has a positive impact on customers’ expansion intentions.

Hjj.: Relationship satisfaction has a positive impact on customers’ willingness to pay

more.
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5.3.3.2 Development of hypotheses related to moderating effects

The hypothesis Hi» is related to the moderating effects of contextual variables on the relation-
ship between the recovery dimensions and the relationship quality dimensions. As reflected
by recovery literature, the effectiveness of recovery is dependent on contextual factors (e.g.,
Grewal, Roggeveen and Tsiros 2008; Worsfold, Worsfold and Bradley 2007). In particular,
Worsfold, Worsfold and Bradley (2007) noted that the “contextual sensitivity” of recovery
strategies needs to be observed (p. 2515). To capture the contextual conditions of recovery in
the present investigation, the moderating variable severity of failure has been considered.

The twelfth hypothesis is related to the impact of the context variable severity of failure on the
relationship between recovery dimensions and relationship quality dimensions. Several stud-
ies have recognized that the severity of the failure determines the effectiveness of recovery
(e.g., McCollough, Berry and Yadav 2000; Weun, Beatty and Jones 2004; Worsfold,
Worsfold and Bradley 2007). In particular, Kelley, Hoffman and Davis (1993) noted that “re-
searchers investigating failures and recoveries should also consider the magnitude of the fail-
ure experienced by the customer” (p. 449). Prior research has identified that customer evalua-
tions of recovery decrease with the severity of the failure situation (Smith, Bolton and Wagner
1999, p. 369) and that it is more difficult to recover from high severity failures than from low
severity failures (Miller, Craighead and Karwan 2000, p. 392). Furthermore, Weun, Beatty
and Jones (2004, p. 138) found that the severity of failures has a negative effect on trust and
commitment towards the seller firm. Harris et al. (2006, p. 429) argued that recovery
measures are more effective in low failure severity situations compared to high severity situa-
tions. Consequently, Kim and Ulgado (2012, p. 163) recommended to provide different levels
of recovery depending on the severity of the failure situation. In line with equity theory, cus-
tomer satisfaction is significantly determined by the size of the loss incurred by the failure
situation and differs based on the severity of the failure. Thus, Smith, Bolton and Wagner
(1999) argued that “as the size of the loss due to a failure gets larger, the customer will view
the exchange as more inequitable and be dissatisfied” (p. 358). Due to the criticality of the
severity of failure, it is assumed that recovery measures exert a stronger impact on the rela-
tionship quality between seller and customer firm in low severity failure situations compared
to high severity failure situations. Consequently, it is hypothesized that the severity of failure
reflects negatively on the relationship between recovery dimensions and relationship loyalty
dimensions. The following hypotheses have been developed:

Hi;: The severity of failure has a negative impact on the relationship
a.) between the recovery dimensions and relationship trust
b.) between the recovery dimensions and relationship commitment

c.) between the recovery dimensions and relationship satisfaction
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The hypotheses related to the main effects and moderating effects were developed in the re-
covery relationship model as the basis for the following investigation and are depicted in fig-
ure 5.8.
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5.3.4 Measurement of constructs

Since suitable measurement scales for the recovery dimensions were not available in contem-
porary literature, new measurement scales had to be developed for this investigation. The de-
velopment of measurement items for the recovery dimensions was based on current recovery
literature (cf. paragraph 2.2) and findings from the qualitative interviews (cf. paragraph 4.3).
The measurement scales for the relationship quality dimensions and the relationship loyalty
dimensions were derived from existing literature. To comprise the theoretical scope of the
constructs, multiple-item scales were used for the investigation. In particular, the respondents
of the quantitative investigation were asked to reflect their level of agreement or disagreement
with the statements in the questionnaire based on seven-point Likert-type scales ranging from
“strongly disagree” (1) to “strongly agree” (7). The measurement scales related to the recov-

ery relationship model are stated in appendix 4.

The recovery dimension constructs were based on the dimensions of recovery management as
developed in paragraph 4.4. The constructs of the recovery dimensions used in the recovery
relationship model were measured by reflective indicators. The reflective specification of the
recovery dimension constructs was intended to allow the verification of reliability and validity
of the measurement model and ensure a consistent measurement specification across the caus-
al model. Since the objective of the recovery relationship model was the analysis of the rela-
tionships between recovery dimensions and relationship dimensions, these constructs have
been specified and measured as reflective constructs. The construct proactive recovery pro-
cess (PRP) was measured by the reflective indicators PRP1, PRP2 and PRP3. The construct
proactive recovery outcome (PRO) was calculated by the reflective indicators PROI, PRO2
and PRO3. The construct proactive recovery interaction (PRI) was assessed by the reflective
indicators PRII, PRI2 and PRI3. The construct reactive recovery process (RRP) was meas-
ured by the reflective indicators RRPI, RRP2 and RRP3. The construct reactive recovery out-
come (RRO) was evaluated by the reflective indicators RROI, RRO2 and RRO3. The construct
reactive recovery interaction (RRI) was operationalized by the reflective indicators RRI/,
RRI2 and RRI3. The measurement properties related to the recovery dimensions are presented
in table 5.1.
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T-value of Average

Measure- Indicator Cronbachs Composite .
Construct i L factor L variance
ment item reliability R alpha reliability
loading extracted
Recommended thresholds > .40 > 1.645 >.70 > .60 > .50
. PRP1 .810 6.827
Proactive
recovery
PRP2 .898 7.389 940 959 .887
process
(PRP) PRP3 954 7.698
. PRO1 841 7.238
Proactive
recovery
PRO2 950 9.916 945 965 901
outcome
PR
(PRO) PRO3 908 9.110
. PRI1 deleted deleted
Proactive
recovery
. : PRI2 911 19.342 923 962 927
interaction
(PRD PRI3 943 21.554
. RRP1 965 4.998
Reactive
recovery
RRP2 .801 4.498 914 921 797
process
( ) RRP3 .624 3.919
. RROI .801 5.139
Reactive
recovery
RRO2 .681 4.491 .889 914 780
outcome
(RRO) RRO3 857 5.741
. RRII .380 3.078
Reactive
recovery
. : RRI2 834 5.697 916 877 711
interaction
(RRI)
RRI3 919 5.755

Table 5.1: Measurement properties of recovery dimensions

Source: own illustration
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The relationship quality dimensions were captured by the constructs relationship trust, rela-
tionship commitment and relationship satisfaction. The construct relationship trust (RELTRU)
was measured by the reflective indicators RELTRUI, RELTRU2 and RELTRU3, which were
adopted from the measurement scale developed by Ulaga and Eggert (2006, p. 320). The con-
struct relationship commitment (RELCOM) was calculated based on the reflective indicators
RELCOMI1, RELCOM?2 and RELCOM3 derived from the measurement scale defined by
Ulaga and Eggert (2006, p. 320). The construct relationship satisfaction (RELSAT) was
measured by the reflective indicators RELSATI, RELSAT2 and RELSAT3, which were based
on the measurement scale derived from Ulaga and Eggert (2006, p. 320). The measurement
properties related to the relationship quality constructs are reflected by table 5.2.

. T-value of . Average
Measurement Indicator Cronbachs Composite .
Construct . L factor L variance
item reliability . alpha reliability
loading extracted
Recommended thresholds > .40 > 1.645 >.70 > .60 > .50
RELTRUI .596 10.179
Relationship
trust RELTRU2 760 39.595 769 .865 .682
(RELTRU)
RELTRU3 .689 16.588
. RELCOM1 707 18.831
Relationship
commitment RELCOM2 .640 13.993 .805 .884 117
(RELCOM)
RELCOM3 .805 31.445
. . RELSATI .855 47.059
Relationship
satisfaction RELSAT2 .864 66.901 922 950 .864
(RELSAT)
RELSAT3 .873 54.589

Table 5.2: Measurement properties of relationship quality dimensions

Source: own illustration

The relationship loyalty dimensions were assessed by the constructs repurchase intentions,
expansion intentions and willingness to pay more. The construct repurchase intentions
(REPINT) was measured by the reflective indicators REPINTI, REPINT2 and REPINTS3,
which were based on the measurement scale developed by Homburg, Giering and Menon
(2003, p. 53). The construct expansion intentions (EXPINT) was measured by the reflective
indicators EXPINTI, EXPINT2 and EXPINT3, which were adapted from the measurement
scale developed by Cannon and Homburg (2001, p. 42). The construct willingness to pay
more was measured by the reflective indicators WTPM1 and WTPM?2, which were derived
from the measurement scale developed by Zeithaml, Berry and Parasuraman (1996, p. 38).
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The measurement properties associated with the relationship loyalty constructs are illustrated

by table 5.3.
. T-value of . Average
Measurement Indicator Cronbachs Composite X
Construct . R factor R variance
item reliability . alpha reliability
loading extracted
Recommended thresholds > .40 > 1.645 >.70 > .60 > .50
REPINT1 .872 45.961
Repurchase
intentions REPINT2 .894 53.831 933 957 .882
(REPINT)
REPINT3 .879 51.336
. EXPINT1 .890 53.647
Expansion
intentions EXPINT2 942 137.552 953 970 914
(EXPINT)
EXPINT3 912 97.280
Willingness WTPMI 785 28.906
to pay more 705 872 772
(WTPM) WTPM2 760 26.952

Table 5.3: Measurement properties of relationship loyalty dimensions

Source: own illustration

The construct severity of failure (SEVFAL) was measured by the reflective indicators
SEVFAL1, SEVFAL2 and SEVFALS3 based on the measurement scale developed by Miller,
Craighead and Karwan (2000, p. 399). Since the severity of failures needs to be evaluated

from a customer perspective (Smith, Bolton and Wagner 1999, p. 358), the construct was

measured at the customer firm level. The measurement properties related to the moderating

variable are stated in table 5.4.

. T-value of . Average
Measurement Indicator Cronbachs Composite K
Construct K L factor L variance
item reliability . alpha reliability
loading extracted
Recommended thresholds > .40 > 1.645 > .70 > .60 > .50
. SEVFAL1 .867 6.586
Severity
of failure SEVFAL2 .658 5.439 831 .892 734
(SEVFAL)
SEVFAL3 .679 5.051

Table 5.4: Measurement properties of severity of failure

Source: own illustration
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As discussed in paragraph 5.2.2, the reliability and validity of the empirical findings needs to
be assessed before conclusions can be derived from the results of the empirical investigation.
The construct reliability of the latent variables was assessed based on the Cronbach’s alpha
measure (Cronbach 1951, p. 331). Since the Cronbach’s alpha values of all constructs in the
model exceeded the established threshold of .70 for novel research (Nunnally 1978, p. 245)
and this investigation represents the initial exploration of the relational consequences of re-
covery in business markets, an appropriate level of construct reliability is assumed. The com-
posite reliability of constructs has been suggested as a preferred measure for the evaluation of
the reliability of a latent variable since it considers the number of indicators (Chin 1998, p.
320). Since the CR values of all constructs were higher than the recommended threshold of
.60 (Bagozzi and Yi 1988, p. 82), an adequate level of composite reliability is assumed. The
indicator reliability of the measurement items was assessed by the factor loading of the indi-
cators on the latent variable. According to literature, a threshold of .40 has been recommended
to reflect a sufficient degree of indicator reliability (Hulland 1999, p. 198). Due to an insuffi-
cient level of indicator reliability (r = .139), the indicator PRIl was eliminated from the
measurement model. Although the indicator RRI3 reflected a value (r = .380) below the rec-
ommended threshold, it was retained due to the overall validity of the measurement model.
Since all other indicators reflected values above the suggested threshold, an appropriate level
of indicator reliability is confirmed. The discriminant validity of the indicator variables was
evaluated based on the cross loadings of the indicators and the Fornell-Larcker criterion. The
cross loadings of each indicator to its assigned latent variable are supposed to be larger than
the cross loadings to any other latent variable (Chin 1998, p. 321). The loadings of the indica-
tors related to the assigned constructs generally exceeded the loadings related to the other
constructs. According to the Fornell-Larcker criterion, the AVE of a construct should be larg-
er than the squared correlations of the construct with any other construct (Fornell and Larcker
1981, p. 45). Since the AVE values of the constructs exceeded the squared correlations with
all other constructs (cf. table 5.5), a suitable level of discriminant validity is assumed. The
convergent validity of the constructs was assessed based on construct validity and average
variance extracted (Bagozzi and Phillips 1982, p. 468). The construct validity was evaluated
based on the results of the t-statistics of the relationships between the indicators and the latent
variables. The t-values of the factor loadings were calculated by the bootstrapping procedure
based on 1000 samples and 103 cases as recommended by literature (Bagozzi, Yi and Phillips
1991, p. 434). The empirical t-values of all factor loadings were larger than 1.645 based on a
one-sided test and a confidence interval of five percent. Since the AVE values also exceeded
the threshold of .50 (Fornell and Larcker 1981, p. 45), an appropriate level of convergent va-
lidity is assumed. The predictive validity of the constructs was measured by the Stone-Geisser
criterion Q% which compares the calculated residuals of the indicator variables with the resid-

uals of a simple estimation based on the blindfolding procedure (Fornell and Cha 1994, p.
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72). Since the O values of the communalities were above 0 for all latent variables, an ade-
quate level of predictive validity is assumed.

Latent variable correlations 1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12
1. Proactive recovery process .89

2. Reactive recovery process 23 .80

3. Proactive recovery outcome .60 .17 .90

4. Reactive recovery outcome S50 39 61 .78

5. Proactive recovery interaction .11 .35 .12 .25 .93

6. Reactive recovery interaction .05 .37 .09 .32 .39 .71

7. Relationship trust .00 .01 .02 .01 .01 .01 .68

8. Relationship commitment .01 .01 .01 .01 .02 .01 .12 .72

9. Relationship satisfaction .00 .02 .02 .00 .04 .01 57 .19 .86

10. Repurchase intentions .01 .00 .03 .02 .03 .00 .32 .20 .46 .88

11. Expansion intentions 02 05 .00 .00 .06 .03 .19 .16 41 43 91

12. Willingness to pay more .00 .02 .02 .01 .05 .01 .14 .13 24 28 25 .77

Notes: The values stated on the diagonal axis (in bold) reflect the average variance extracted of the constructs.
The values stated in the other fields reflect the squared correlations between the respective constructs.

Table 5.5: Analysis of discriminant validity related to recovery relationship model

Source: own illustration

In conclusion, the evaluation criteria related to the measurement models reflect an appropriate
level of reliability and validity. The empirical results represent a suitable foundation for the
quantitative investigation to derive insights on the hypothesized relationships postulated in the

structural model.

5.3.5 Results of hypothesis testing

The hypotheses developed in paragraph 5.3.3 were empirically examined based on variance-
based estimation procedures (i.e. PLS) with the software SmartPLS 2.0 (cf. Ringle, Wende
and Will 2005). The results of the hypothesis testing on the structural relationships in the re-
covery relationship model have been separated into the results of the hypotheses related to
main effects (paragraph 5.3.5.1) and the hypotheses related to moderating effects (paragraph
5.3.5.2).
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5.3.5.1 Results of hypothesis testing related to main effects

The hypotheses related to the main effects (H; — H;1) were empirically tested based on the
PLS approach presented in paragraph 5.2.2.1. The structural model of the investigation (cf.
figure 5.7) comprises the recovery dimensions as exogenous variables (; — (¢) as well as the
relationship quality dimensions and the relationship loyalty dimensions as endogenous varia-
bles (1 — n¢). Furthermore, the structural model comprises the path coefficients of the effects
between the exogenous and endogenous variables (y11 — y36) and the effects among the endog-

enous variables (Ba — Be3).

The assessment of structural models based on variance-based estimation procedures reflects
specific characteristics as global quality criteria are not existent (Ringle and Spreen 2007, p.
216) and only local quality criteria are available for partial models (Huber et al. 2007, p. 12).
For the evaluation of the structural model the following evaluation criteria have been consid-
ered. The strength and significance of the regression coefficients constitute important indica-
tors for the reliability of the structural model. The path coefficient (pc) conveys the impact
and the direction of the relationship between the exogenous and the endogenous variables.
The significance of the path coefficient is evaluated based on t-statistics resulting from the
bootstrapping procedure based on 1000 samples and 103 cases. On the basis of a one-sided
test and a significance interval of 10 percent (a. = .10) with 100 degrees of freedom, the criti-
cal t-value (t) is 1.296. The empirical t-value (temp) of the regression coefficients has to be
equal or above the critical t-value to be considered as significant. The results of hypothesis
testing on the structural relationships between the recovery dimensions and the relationship
quality dimensions are summarized by table 5.6, whereas the results of hypothesis testing on
the relationship between the relationship quality dimensions and the relationship loyalty di-
mensions are illustrated by table 5.7. The coefficient of determination (R?) attains a fundamen-
tal measure for the validity of the structural model (Krafft, G6tz and Liehr-Gobbers 2005, p.
83). The R? measure indicates the level of explained variance of an endogenous latent variable
by the exogenous latent variables. With respect to the research context, the construct relation-
ship trust reflects a low level of explained variance (R? = .083), whereas the constructs rela-
tionship commitment (R? = .207) and relationship satisfaction (R* = .240) convey a moderate
level of explained variance (cf. table 5.10). In contrast, the constructs repurchase intentions
(R? = .496) and expansion intentions (R? = .437) reflect a substantial level of explained vari-
ance, whereas the construct willingness to pay more (R* = .269) obtains a moderate level of
explained variance. With one exception (i.e. relationship trust), the empirical findings from
the recovery relationship model reflect a considerable level of explained variance for the la-
tent variables. Based on these empirical results, it is confirmed that the recovery dimensions
exert a significant impact on the relationship quality dimensions, which in turn reflect a sub-
stantial impact on the relationship loyalty dimensions in business-to-business markets. The

Stone-Geisser criterion Q? constitutes a measure for the predictive validity of the structural
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model (Fornell and Cha 1994, p. 72). On the basis of the blindfolding procedure, the Q?
measure reflects the redundancies of the endogenous latent variables in the structural model.
The redundancies of the endogenous variables reflect Q2 values above 0, expect for the con-
struct relationship trust (cf. table 5.8). Nevertheless, since the residuals of the model estima-
tion are lower than the residuals of a simple estimation for the remaining constructs, the pre-
dictive validity of the structural model is assumed.

Endogenous variables Relationship Relationship Relationship
trust commitment satisfaction

Exogenous variables pc t-value pc t-value pc t-value
Proactive recovery process 125 1.238 424 2.308 -- --
Reactive recovery process 196 1.612 -- - 124 1.353
Proactive recovery outcome - -- -.158 1.060 -.197 2.510
Reactive recovery outcome -404 2.177 -.386 2.091 -- --
Proactive recovery interaction - -- 119 1.049 124 1.424
Reactive recovery interaction 151 1.348 180 1.403 -- --
Relationship trust - -- 264 2.422 -- --
Relationship commitment - -- -- - .386 4.230

Table 5.6: Path coefficients on relationship quality dimensions

Source: own illustration

Endogenous variables Repurchase Expansion Willingness
intentions intentions to pay more
Exogenous variables pc t-value pc t-value pc t-value
Relationship trust .108 1.154 -.131 1.247 .001 .009
Relationship commitment .186 1.971 154 2.000 177 1.925
Relationship satisfaction 518 4.377 .674 6.358 416 2.731

Table 5.7: Path coefficients on relationship loyalty dimensions

Source: own illustration
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Coefficient of determination Stone-Geisser criterion

Endogenous variables (R?) @)
Relationship trust .069 -.014
Relationship commitment 211 .016
Relationship satisfaction 235 .026
Repurchase intentions 496 115
Expansion intentions 437 .091
Willingness to pay more 269 .074

Table 5.8: Results of coefficient of determination and Stone-Geisser criterion

Source: own illustration

Due to the cumulative nature of the relationship quality dimensions, the customer evaluations
of these constructs include the evaluation of prior failure situations and recovery encounters.
In particular, a negative effect of the recovery measures on the relationship quality dimen-
sions implies that the recovery measures were not able to fully compensate the negative effect
of the failure situation, whereas a positive effect of the recovery measures on the relationship
quality dimensions implies that the recovery measures were able to overcompensate the nega-
tive effect of the failure situation. This evaluation approach is consistent with prior research,
which has called for an integrated modeling of customer evaluations and failure incidents
(Backhaus and Bauer 2001, p. 47).

The hypothesis H), is not confirmed by the empirical data since proactive recovery process
has a positive, but non-significant effect (y;; = .125, n.s.) on relationship trust. Accordingly,
the prevention, identification and notification of failures were found not to considerably in-
crease customer trust in the relationship. In contrast, hypothesis Hp is confirmed by the data
as proactive recovery process has a significant, positive effect (y2; = .424, p < .05) on rela-
tionship commitment. Therefore, the prevention, identification and notification of failures
were identified to substantially raise the commitment of the customer to the relationship. The
hypothesis H>, is confirmed by the empirical results as reactive recovery process has a posi-
tive, significant effect (y;» = .196, p < .10) on relationship trust. Consequently, the response,
analysis and controlling of failures was found to reflect positively on the relationship trust of
the customer. Furthermore, hypothesis H>y, is confirmed by the empirical data since reactive
recovery process has a positive, significant effect (v, = .124, p <.10) on relationship satisfac-
tion. The response, analysis and controlling of failures were identified to raise customer satis-
faction with the relationship. The hypothesis Hs, is not confirmed by the empirical data since
proactive recovery outcome has a negative, non-significant effect (y;3 = -.158, n.s.) on rela-

tionship commitment. Accordingly, the reduction and explanation of failures were found not
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to impact customer commitment to the relationship. The hypothesis Hj, is not confirmed by
the empirical data because proactive recovery outcome has a significant, but negative effect
(y33=-.197, p < .01) on relationship satisfaction. In contrast to previous assumptions, the re-
duction and explanation of failures was found to substantially reduce customer satisfaction
with the relationship. The hypothesis Hy, is not confirmed by the empirical findings as reac-
tive recovery outcome has a significant, but negative effect (y;4 = -.404, p <.05) on relation-
ship trust. The apology, resolution and compensation of failures were discovered to substan-
tially reduce customer trust in the relationship. Furthermore, hypothesis Hy, is not confirmed
by the data since reactive recovery outcome has a significant, but negative effect (y.4 = -.386,
p < .05) on relationship commitment. Thus, apology, resolution and compensation of failures
were found to considerably reduce the customer commitment to the relationship. The hypoth-
esis Hs, is not confirmed by the empirical data because proactive recovery interaction has a
positive, but non-significant effect (y;5=.119, n.s.) on relationship commitment. Consequent-
ly, the initiative, rapport and explanation of employees were identified not to have a consider-
able impact on the commitment of the customer to the relationship. In contrast, iypothesis Hs,
is confirmed by the data due to the fact that proactive recovery interaction has a positive, sig-
nificant effect (y3s = .124, p < .10) on relationship satisfaction. Consequently, the initiative,
rapport and explanation of employees were found to significantly increase customer satisfac-
tion with the relationship. The hypothesis Hg, is confirmed by the empirical data since reac-
tive recovery interaction has a positive, significant effect (y;s=.151, p <.10) on relationship
trust. Accordingly, the reliability, commitment and courtesy of employees were discovered to
increase customer trust in the relationship. Similarly, hypothesis Hgp is also confirmed by the
empirical data as reactive recovery interaction has a positive, significant effect (y»c = .180, p
<.10) on relationship commitment. Hence, reliability, commitment and courtesy of employ-
ees were identified to increase customer commitment to the relationship. The hypothesis H;is
confirmed by the empirical data since relationship trust has a positive, significant effect (B2 =
264, p < .01) on relationship commitment. For this reason, customer trust in the relationship
was found to result in higher customer commitment towards the relationship. The hypothesis
Hj is also confirmed by the data as relationship commitment has a positive, significant effect
(B32=.386, p < .01) on relationship satisfaction. Based on these empirical results, customer
commitment towards the relationship was discovered to lead to higher customer satisfaction

with the relationship.

The hypothesis Hy, is not confirmed by the data due to the fact that relationship trust has a
positive, but non-significant effect (B4; = .108, n.s.) on repurchase intentions. Therefore, cus-
tomer trust in the relationship was found not to translate into higher customer intentions to
continue purchases of products or services from the seller firm. The hypothesis Hoj is not con-
firmed by the empirical data as relationship trust has a negative, non-significant effect (Bs; = -

131, n.s.) on expansion intentions. In contrast to prior assumptions, customer relationship
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trust was identified not to transfer into higher customer intentions to expand purchases of
products or services from the seller firm. The hypothesis Hy. is also not confirmed by the data
since relationship trust has a positive, but non-significant effect (B¢; = .001, n.s.) on willing-
ness to pay more. Accordingly, customer trust in the relationship was found not to convert
into higher customer intentions to pay higher prices for the products or services from the sell-
er firm. The hypothesis H;g, is confirmed by the empirical data as relationship commitment
has a significant, positive effect (B4, = .186, p < .05) on repurchase intentions. Hence, cus-
tomer commitment to the relationship was discovered to translate into higher customer inten-
tions to continue purchases of products and services from the seller firm. The hypothesis H g
is confirmed by the data as relationship commitment has a positive, significant effect (Bs, =
.154, p < .05) on expansion intentions. Therefore, the commitment of customers to the rela-
tionship was disclosed to transform into higher customer intentions to expand purchases of
products or services from the seller firm. In addition, iypothesis Hj. is confirmed by the em-
pirical data since relationship commitment has a significant, positive effect (Be2 = .177, p <
.05) on willingness to pay more. Consequently, customer relationship commitment was found
to translate into higher customer intentions to pay higher prices for the products or services
from the seller firm. The hypothesis H;,, is also confirmed by the empirical data as relation-
ship satisfaction has a significant, positive effect (Bs3 = .518, p < .01) on repurchase inten-
tions. Thus, customer satisfaction with the relationship was identified to result in higher cus-
tomer intentions to continue purchases of the products or services from the seller firm. The
hypothesis Hy, is confirmed by the empirical data since relationship satisfaction has a posi-
tive, significant effect (Bs3 = .674, p < .01) on expansion intentions. Consequently, relation-
ship satisfaction was found to translate into higher customer intentions to expand purchases of
products or services from the seller firm. At last, hypothesis H;. is also confirmed by the data
due to the fact that relationship satisfaction has a positive, significant effect (Bg; = .416, p <
.01) on willingness to pay more. For this reason, the satisfaction of the customer was dis-
closed to transform into higher customer intentions to pay higher prices for the products or
services from the seller firm. The majority of the hypotheses have been confirmed, which

provides empirical support for the recovery relationship model (cf. table 5.9).
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Hypotheses

Results

H1la: Proactive recovery process has a positive impact on relationship trust.

H1b: Proactive recovery process has a positive impact on relationship commitment.

not supported (n.s.)

supported (p <.10)

H2a: Reactive recovery process has a positive impact on relationship trust.

H2b: Reactive recovery process has a positive impact on relationship satisfaction.

supported (p <.10)

supported (p <.10)

H3a: Proactive recovery outcome has a positive impact on relationship commitment.

H3b: Proactive recovery outcome has a positive impact on relationship satisfaction.

not supported (n.s.)

not supported (p<.01)

H4a: Reactive recovery outcome has a positive impact on relationship trust.

H4b: Reactive recovery outcome has a positive impact on relationship commitment.

not supported (p<.05)

not supported (p<.05)

HS5a: Proactive recovery interaction has a positive impact on relationship commitment.

HS5b: Proactive recovery interaction has a positive impact on relationship satisfaction.

not supported (n.s.)

supported (p <.10)

Hé6a: Reactive recovery interaction has a positive impact on relationship trust.

H6b: Reactive recovery interaction has a positive impact on relationship commitment.

supported (p <.10)

supported (p <.10)

H7: Relationship trust has a positive impact on relationship commitment.

supported (p <.01)

H8: Relationship commitment has a positive impact on relationship satisfaction.

supported (p <.01)

H9a: Relationship trust has a positive impact on repurchase intentions.
HOb: Relationship trust has a positive impact on expansion intentions.

H9c: Relationship trust has a positive impact on willingness to pay more.

not supported (n.s.)
not supported (n.s.)

not supported (n.s.)

H10a: Relationship commitment has a positive impact on repurchase intentions.
H10b: Relationship commitment has a positive impact on expansion intentions.

H10c: Relationship commitment has a positive impact on willingness to pay more.

supported (p <.05)
supported (p <.05)

supported (p <.05)

H11a: Relationship satisfaction has a positive impact on repurchase intentions.
H11b: Relationship satisfaction has a positive impact on expansion intentions.

H11c: Relationship satisfaction has a positive impact on willingness to pay more.

supported (p <.01)
supported (p <.01)

supported (p <.01)

Table 5.9: Results of hypothesis testing related to recovery relationship model

Source: own illustration

In conclusion, the empirical results of the hypothesis testing related to the main effects of the

recovery relationship model are illustrated by figure 5.9.
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Since the evaluation of structural models based on direct effects reflects only a limited per-
spective, prior research has suggested that the investigation of indirect effects may derive ad-
ditional, relevant information. In particular, Homburg, Pflesser and Klarmann (2008, p. 570)
proposed the evaluation of total effects, which are calculated by the sum of the direct effect
and all other indirect effects. To provide a holistic perspective on the relational consequences
of recovery management in business-to-business markets, the fotal effects of the recovery di-
mensions on the relationship quality dimensions as well as the relationship loyalty dimensions

have been assessed.

The evaluation of the total effects of the recovery dimensions on the relationship quality di-
mensions draws a heterogeneous perspective on the relational consequences of recovery in
business markets. The results reflect that proactive recovery process has a positive, significant
impact on relationship commitment (p = .457, p < .05) and relationship satisfaction (f = .176,
p < .05), whereas proactive recovery interaction has a positive, significant impact on relation-
ship satisfaction (p = .169, p <.10). More specifically, the total effects of proactive recovery
process on relationship commitment have been calculated as the sum of the direct effect on
relationship commitment and the indirect effect mediated by relationship trust (.424 +.125 x
.264 = .457). Therefore, the prevention, identification and notification of failures substantially
increase the relationship commitment and relationship satisfaction of the customer, while the
initiative, rapport and feedback of employees considerably raise the relationship satisfaction
of the customer. In contrast, the results reveal that proactive recovery outcome exerts a signif-
icant, negative impact on relationship satisfaction ( = -.258, p < .05), whereas reactive re-
covery outcome reflects a significant, negative impact on relationship trust (p = -.404, p <
.10), relationship commitment (B = -.493, p < .05) and relationship satisfaction (f =-.190, p <
.10). Consequently, the reduction and explanation of failures decrease the relationship satis-
faction of the customer, while the apology, resolution and compensation of failures reduce the
relationship trust and relationship commitment of the customer. The results of the total effects
of the recovery dimensions on the relationship quality dimensions are illustrated by table
5.10.
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Endogenous variables Relationship Relationship Relationship

trust commitment satisfaction
Exogenous variables pc t-value pc t-value pc t-value
Proactive recovery process 125 749 457 2.203 176 2.052
Reactive recovery process 196 1.111 .052 857 144 .886
Proactive recovery outcome - - -.158 .826 -258 2.102
Reactive recovery outcome -.404 1.598 -493 2.083 -.190 1.831
Proactive recovery interaction -- -- 119 845 .169 1.564
Reactive recovery interaction 151 779 220 1.008 .085 951

Table 5.10: Total effects of recovery dimensions on relationship quality dimensions

Source: own illustration

The assessment of the fotal effects of the recovery dimensions on the relationship loyalty di-
mensions draws a similar perspective on the relational consequences of recovery in the con-
text of business-to-business markets. In particular, the analysis reveals that proactive recovery
process has a significant, positive impact on repurchase intentions (f = .190, p <.05), expan-
sion intentions (B = .173, p < .05) and willingness to pay more (B = .154, p < .05). Therefore,
the prevention, identification and notification of failures substantially increase customer inten-
tions to purchase current and other products or services from the seller firm and pay higher
prices for the products or services. The findings reflect a positive, significant effect of proac-
tive recovery interaction on repurchase intentions (B =.110, p <.10), expansion intentions (§
=.132, p < .10) and willingness to pay (p = .092, p <.10). The initiative, rapport and feedback
of employees considerably increases customer intentions to continue and expand its purchases
of products or services from the seller firm and accept higher prices for these products or ser-
vices. In contrast, the results of the analysis convey that proactive recovery outcome has a
significant, negative impact on repurchase intentions (p = -.163, p < .05), expansion inten-
tions (p = -.198, p < .05) and willingness to pay more (p = -.135, p < .10). Consequently, the
reduction and explanation of failures reduce the customer intentions to purchase current and
other products or services from the seller firm and pay higher prices for these products or ser-
vices in future. The findings further illustrate that reactive recovery outcome has a negative,
significant impact on repurchase intentions (f = -.234, p < .05), expansion intentions (p = -
151, p <.10) and willingness to pay more (B = -.167, p < .05). Accordingly, the apology, res-
olution and compensation of failures decrease customer intentions to continue and expand
purchases of products or services from the seller firm and agree to higher prices for these
products or services. The results of the total effects of the recovery dimensions on the rela-
tionship loyalty dimensions are illustrated by table 5.11.
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Endogenous variables Repurchase Expansion Willingness

intentions intentions to pay more
Exogenous variables pc t-value pc t-value pc t-value
Proactive recovery process 190 1.913 173 1.898 154 1.856
Reactive recovery process .105 959 .079 71 .069 .886
Proactive recovery outcome -.163 1.688 -.198 1.793 -.135 1.466
Reactive recovery outcome -.234 1.982 -.151 1.540 -.167 1.747
Proactive recovery interaction 110 1.374 132 1.439 .092 1.364
Reactive recovery interaction .101 992 071 .801 .074 956

Table 5.11: Total effects of recovery dimensions on relationship loyalty dimensions

Source: own illustration

5.3.5.2 Results of hypothesis testing related to moderating effects

The results of the hypothesis related to moderating effects (H;) are derived from moderated
regression analysis (cf. paragraph 5.2.2.2). According to prior literature, the analysis of mod-
erating effects is important since complex relationships are generally influenced by context
variables (Chin, Marcolin and Newsted 2003, p. 193). Therefore, the effects of the severity of
failure on the relationship between recovery dimensions and relationship quality dimensions

have been investigated.

The hypotheses Hj»,.. are related to the impact of the severity of failure on the relationship
between the recovery dimensions and the relationship quality dimensions. The construct se-
verity of failure represents a continuous variable. As suggested by quantitative research litera-
ture, these hypotheses were empirically tested based on the moderated regression analysis
and the interaction term approach (Go6tz and Liehr-Gobbers 2004, p. 725). On the basis of
established procedures, the moderating variable severity of failure was introduced into the
structural model. For the evaluation of the moderating effect, a separate interaction variable
was calculated based on the multiplication of the indicators of the exogenous and the moder-
ating variable. Subsequently, the resulting interaction term was tested for its impact and sig-
nificance on the endogenous variable (Eggert, Fassott and Helm 2005, p. 109). The results of

the moderated regression analysis are stated in table 5.12.
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Endogenous variables Relationship Relationship Relationship
trust commitment satisfaction

Exogenous variables pc t-value pc t-value pc t-value
Hypotheses Hzq Hjz H 2
Main effects
Proactive recovery process 119 1.218 420 2.194 - --
Reactive recovery process 207 1.671 - - 123 1.301
Proactive recovery outcome -- - -.149 949 198 2.491
Reactive recovery outcome -401 2.298 -.392 2.165 -- --
Proactive recovery interaction -- - 122 1.111 124 1.355
Reactive recovery interaction 147 1.263 181 1.341 -- --
Severity of failure 147 1.599 .082 912 .025 414
Interaction effects
Proactive process x severity of failure -.120 1.351 -.104 1.432 - --
Reactive process x severity of failure -.163 1.989 -- -- 172 2.789
Proactive outcome x severity of failure -- - -.094 1.413 .067 721
Reactive outcome x severity of failure -.114 956 -.098 1.228 -- --
Proactive interaction x severity of failure - -- -.086 1.530 128 1.983
Reactive interaction x severity of failure -.178 1.861 -.132 1.873 -- --
Effect sizes
Proactive process x severity of failure .015 .013 --
Reactive process x severity of failure .025 - .034
Proactive outcome x severity of failure - .010 .005
Reactive outcome x severity of failure 012 .010 --
Proactive interaction x severity of failure -- .009 .020
Reactive interaction x severity of failure .030 .018 --

Notes: Standardized indicator values before multiplication were used

Table 5.12: Results of hypothesis testing related to moderating variable

Source: own illustration

The findings reflect that severity of failure has a significant, negative effect on the relationship

between the recovery dimensions and the relationship quality dimensions. The empirical re-

sults reflect a significant, negative moderating effect (p < .10) of severity of failure on the

relationship of proactive recovery process, reactive recovery process and reactive recovery
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interaction with relationship trust. The impact of severity of failure on the relationship be-
tween reactive recovery outcome and relationship trust was not significant. Accordingly, Ay-
pothesis Hj,, is partially confirmed. Furthermore, the empirical results illustrate that severity
of failure has a significant, negative impact (p < .10) on the relationship between proactive
recovery process, proactive recovery outcome, proactive recovery interaction and reactive
recovery interaction with relationship commitment. The effect of the severity of failure on the
relationship between reactive recovery outcome and relationship commitment was non-
significant. Thus, the hypothesis H  is partially confirmed. Moreover, the empirical findings
convey that severity of failure has a significant, negative effect (p <.05) on the relationship of
reactive recovery process and proactive recovery interaction with relationship satisfaction.
The impact of severity of failure on the relationship between proactive recovery outcome and
relationship satisfaction was not significant. Consequently, hypothesis H;,. is partially con-
firmed. On the basis of these findings, it gets apparent that the larger the severity of the fail-
ure, the smaller is the impact of the recovery dimensions on relationship quality. Therefore,
the severity of the failure situation needs to be considered in the definition of recovery
measures to be able to effectively handle failure situations. Nonetheless, on the basis of the
effect sizes of these interaction effects, it appears that severity of failure does only exert mar-
ginal moderating effects on the relationships between the recovery dimensions and the rela-

tionship quality dimensions.

5.4 The financial consequences of recovery management

In the present paragraph, the financial consequences of recovery management in business-to-
business markets are identified. Based on the recovery dimensions developed in paragraph
4.4, the financial consequences of recovery management have been assessed to answer the
Jfourth research question. The investigation is structured into the following paragraphs. The
frame of investigation introduces the structure of the investigation (paragraph 5.4.1). The def-
inition of constructs provides the terminological foundation of the investigation (paragraph
5.4.2). The development of hypotheses establishes the theoretical foundation (paragraph
5.4.3), while the measurement of constructs explicates the empirical foundation of the inves-
tigation (paragraph 5.4.4). At last, the results of hypothesis testing derive the fundamental
results of the investigation (paragraph 5.4.5).

5.4.1 Frame of investigation

The frame of the investigation illustrates the conceptual structure of the investigation on the
financial consequences of recovery management in business-to-business markets (cf. figure
5.10). The investigation takes an internal perspective on recovery management in business
markets to examine the consequences of an effective recovery management from a seller firm

perspective. On the basis of the recovery management model, the internal consequences of an
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effective recovery management were assessed on the recovery performance measures (i.e.

quality of recovery management) and the financial performance measures (i.e. profitability).

Recovery dimensions Recovery performance Financial performance
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Figure 5.10: Structure of recovery management model

Source: own illustration

5.4.2 Definition of constructs

In this paragraph, the constructs related to the recovery management model are defined for the
subsequent investigation. Since the constructs related to the recovery dimensions have been
defined in the previous investigation (cf. paragraph 5.3.2), the present paragraph will focus on
the definition of the performance measures in the recovery management model. More specifi-
cally, the internal consequences of recovery management have been defined as the recovery
performance measures (paragraph 5.4.2.1) and the financial performance measures (para-
graph 5.4.2.2).

5.4.2.1 The recovery performance measures

The construct quality of recovery management is defined as the extent to which the seller firm
has implemented a consistent set of recovery measures to ensure an effective handling of
product or service failure situations towards their customers. In particular, the quality of re-
covery management reflects the effectiveness of the recovery management and represents an
aggregated performance measure for seller firms to assess the maturity level of their recovery
management system. This performance measure reflects the characteristics of the individual

recovery measures related to the dimensions recovery process, recovery outcome and recov-
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ery interaction as well as the perspectives proactive and reactive recovery. Therefore, the
recovery management quality measure constitutes an aggregated performance measure, which
may be utilized by seller firms to evaluate and improve the effectiveness of their recovery
management activities.

5.4.2.2 The financial performance measures

The financial performance of the seller firm reflects the financial consequences of an effec-
tive recovery management implemented by the seller firm. Based on the findings derived
from the literature review (cf. paragraph 2.2) and the qualitative interviews (cf. paragraph
4.4), the financial performance measures of recovery have been defined to comprise the con-
structs revenues, recovery costs and profitability. The construct revenues is defined as the
annual turnover of a seller firm related to its ordinary business operations across all custom-
ers. These revenues encompass all earnings of the seller firm in a financial year, which result
from the regular business activities of the seller firm related to all customers of the firm in-
cluding all failure situations and respective recovery activities. The construct recovery costs is
defined as the annual expenses of a seller firm related to its recovery activities across all cus-
tomers. These recovery costs comprise all expenditures of the seller firm in a financial year
resulting from the recovery activities due to failures of its products and services. In particular,
recovery costs have been differentiated into process recovery expenditures and outcome re-
covery expenditures (Zhu, Sivakumar and Parasuraman 2004, p. 500), which may be further
separated into fixed or variable costs (Simons and Kraus 2005, p. 288). The construct profita-
bility is defined as the annual rate of return of a seller firm related to its ordinary business
operations across all customers. In general, profitability refers to the ratio of financial returns
and the respective expenditures related to the operational activities of a firm (Doyle 2000, p.
3). To capture the profitability of a seller firm resulting from its regular business operations,
the financial measure Earnings Before Interest and Taxes (EBIT) has been selected since it
reflects the operational performance of a firm independent of external influence factors from
the capital market (i.e. interest rates) or taxation policies (i.e. taxes) and is available for a

large number of firms on an annual basis from its financial statements.

5.4.3 Development of hypotheses

In this paragraph, the hypotheses related to the financial consequences of recovery manage-
ment in business-to-business markets are defined. The hypotheses regarding the effects of the
recovery dimensions on the recovery performance measures and financial performance
measures have been developed based on the insights gained from the literature review and the
qualitative investigation. The hypotheses H;; — H,, convey the assumed relationships of the

recovery management model.

161



The thirteenth hypothesis is related to the impact of the proactive recovery process on the
quality of recovery management. As presented in paragraph 5.3.2.1, proactive recovery pro-
cess consists of the recovery measures failure prevention, failure identification and failure
notification. The prevention of failures is related to activities of the seller firm to avoid the
occurrence of failure situations. The failure prevention reduces the number of failures over
time (Johnston 1995, p. 219), which improves the quality of recovery management. The iden-
tification of failures refers to the efforts of the seller firm to recognize failures before custom-
ers have recognized the failure situation (Miller, Craighead and Karwan 2000, p. 390), which
decreases the negative effects of the failure (Johnston and Hewa 1997, p. 471) and reflects
positively on the recovery management quality. The notification of failures refers to actions of
the seller firm to inform customers on the failure situation, which enables customers to take
alternative actions (Durvasula, Lysonski and Metha 2000, p. 442) and improves the quality of
recovery management. Therefore, it is assumed that proactive recovery process has a positive
impact on recovery management quality and the hypothesis is developed:

H,3: Proactive recovery process is positively related to quality of recovery management.

The fourteenth hypothesis refers to the impact of the proactive recovery outcome on the quali-
ty of recovery management. As discussed in paragraph 5.3.2.1, proactive recovery outcome is
based on the reduction of failures and explanation of failures. The reduction of failures is
related to the efforts of the seller firm to improve its products, services or processes based on
insights derived from prior failure situations (Brown, Cowles and Tuten 1996, p. 36), which
leads to more efficient products, services or processes (La and Kadampully 2004, p. 394) and
increases the quality of recovery management. The explanation of failures refers to activities
of the seller firm to explicate the reasons for the failure situation (Boshoff 1999, p. 240),
which facilitates an understanding of the failure situation (Grewal, Roggeveen and Tsiros
2008, p. 433) and enhances recovery management quality. Therefore, a positive impact of
proactive recovery outcome on recovery management quality is assumed and the subsequent

hypothesis is defined:

H 4 Proactive recovery outcome is positively related to quality of recovery management.

The fifteenth hypothesis is associated with the impact of the proactive recovery interaction on
the quality of recovery management. As explicated in paragraph 5.3.2.1, proactive recovery
interaction consists of the rapport of employees, initiative of employees and feedback of em-
ployees. The rapport of employees is related to activities of seller firm employees to develop a
personal relationship with customers prior to failure situations (DeWitt and Brady 2003, p.
202), which increases the effectiveness of communication in the failure situation and im-
proves the quality of recovery management. The initiative of employees refers to the efforts of
seller firm employees to commence the interaction with customers on the failure situation
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(Smith, Bolton and Wagner 1999, p. 359), which allows faster decision-making on failure
resolution and enhances recovery management quality. The feedback of employees relates to
the actions of seller firm employees to provide information on the failure situation and its res-
olution (Boshoff 1999, p. 240) that results in well-informed customers (Andreassen 2000, p.
167) and increases the quality of recovery management. Based on this line of argumentation,
a positive impact of proactive recovery interaction on recovery management quality is as-

sumed and the following hypothesis is developed:

Hjs: Proactive recovery interaction is positively related to quality of recovery manage-

ment.

The sixteenth hypothesis refers to the impact of the reactive recovery process on the quality of
recovery management. As discussed in paragraph 5.3.2.1, reactive recovery process is repre-
sented by the response on failures, analysis of failures and controlling of failures. The re-
sponse on failures is related to activities of the seller firm to promptly react on the failure sit-
uation (Smith, Bolton and Wagner 1999, p. 359). Based on an immediate failure response, the
negative effects of the failure situation may be reduced (Boshoff 1999, p. 237), which im-
proves the quality of recovery management. The analysis of failures is associated with the
efforts of the seller firm to detect the root cause of the failure, resolve the failure situation and
prevent its reoccurrence (Gonzalez, Hoffman and Ingram 2005, p. 58), which enhances the
quality of recovery management. The controlling of failures refers to the actions of the seller
firm to monitor and track the type of failures over time (Gonzalez et al. 2010, p. 226). The
systematic tracking of failures facilitates the sustainable resolution and prevents the reoccur-
rence of the failure (Gonzalez, Hoffman and Ingram 2005, p. 62), which reflects positively on
the quality of recovery management. Accordingly, it is supposed that reactive recovery pro-
cess exerts a positive impact on recovery management quality, which forms the following

hypothesis:

Hjs: Reactive recovery process is positively related to quality of recovery management.

The seventeenth hypothesis relates to the impact of reactive recovery outcome on the quality
of recovery management. As argued in paragraph 5.3.2.1, reactive recovery outcome is based
on the apology for failures, resolution of failures and compensation of failures. The apology
for failures is related to the activities of the seller firm to formally express regret for the oc-
currence of the failure situation (Boshoff and Leong 1998, p. 40), which enhances the quality
of recovery management. The resolution of failures refers to the actions of the seller firm to
eliminate the failure situation (Lockshin and McDougall 1998, p. 434). Based on the timely
resolution of the failure situation, the negative effects of the failure are limited, which in-
creases the quality of recovery management. The compensation of failures refers to the efforts

of the seller firm to remunerate customers for the damages caused by the failure situation
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(Smith, Bolton and Wagner 1999, p. 359). Based on the compensation the loss caused by the
failure to the customer is reduced, which improves the quality of recovery management.
Therefore, it is supposed that reactive recovery outcome is positively associated with recovery

management quality and the following hypothesis is defined:

H,7: Reactive recovery outcome is positively related to quality of recovery management.

The eighteenth hypothesis refers to the impact of the reactive recovery interaction on the
quality of recovery management. As presented in paragraph 5.3.2.1, reactive recovery interac-
tion is determined by the reliability of employees, commitment of employees and courtesy of
employees. The reliability of employees relates to the activities of seller firm to fulfill their
promises made during the recovery encounter (Boshoff 1999, p. 240), which increases the
effectiveness of the interaction in the failure situation and improves the quality of recovery
management. The commitment of employees during the recovery refers to the personal efforts
of seller firm employees to resolve the failure situation (Johnston 1995, p. 221), which in-
creases the effectiveness of the recovery activities and enhances the recovery management
quality. The courtesy of employees is associated with the activities of seller firm employees to
ensure a friendly and pleasant atmosphere during the recovery encounter (Johnston 1995, p.
225). The considerate treatment of customers increases the effectiveness of recovery (Hocutt,
Bowers and Donavan 2006, p. 204) and facilitates the quality of recovery management.
Therefore, it is assumed that reactive recovery interaction is positively related to recovery

management quality and the following hypothesis is derived:

H s: Reactive recovery interaction is positively related to quality of recovery management.

Several studies have suggested a positive return on recovery management (e.g., Hart, Heskett
and Sasser 1990; Hoffman and Kelley 2000; McCollough, Berry and Yadav 2000). In con-
trast, Hutt and Speh (2004, p. 337) suggested that investments in service quality (i.e. recov-
ery) reflect diminishing returns. In particular, Palmatier et al. (2007, p. 213) argued that de-
spite the known benefits, seller firms still search for tangible benefits of relationship con-
structs in terms of financial performance. Nevertheless, empirical findings from recent inves-
tigations confirm the positive impact of recovery management on the financial performance of
the seller firm (Gonzalez et al. 2010, p. 232). Furthermore, Sim, Song and Killough (2010, p.
44) suggested that recovery may be able to predict future financial performance based on Re-
turn On Sales (ROS) data. Based on findings from the qualitative investigation, two funda-
mental causal paths between quality of recovery management and profitability have been
identified. First, quality of recovery management is suggested to impact profitability through
higher revenues based on more effective recovery (defined as revenue increase effect). Se-
cond, the quality of recovery management is supposed to affect profitability by lower costs of

recovery based on more efficient recovery (defined as cost decrease effect).
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The nineteenth hypothesis refers to the impact of the quality of recovery management on the
revenues of the seller firm. As suggested by previous literature, an effective recovery man-
agement reflects positively upon customer satisfaction with the seller firm (Priluck and Lala
2009, p. 53). Since satisfied customers were found to repeat (Smith and Bolton 1998, p. 77) or
even expand (Ulaga and Eggert 2006, p. 322) their purchases of the seller firms’ products or
services, revenues are likely to increase for seller firms providing satisfactory recovery man-
agement. Nevertheless, empirical findings reflect that the effects of customer satisfaction take
time to translate into customer purchase behavior (Anderson, Fornell and Lehmann 1994, p.
63). Furthermore, findings reflect that seller firms may increase their revenues by attaining
higher prices from their customers (Storbacka, Strandvik and Gronroos 1994, p. 33). Similar-
ly, Gonzalez et al. (2010, p. 232) suggested that effective recovery leads to a higher level and
growth of revenues of the seller firm. Accordingly, it is assumed that seller firms with an ef-
fective recovery management reflect higher revenues than seller firms without an effective
recovery management and the hypothesis is developed:

Hg: Recovery management quality is positively related to the revenues of the seller firm.

The twentieth hypothesis relates to the impact of the quality of recovery management on the
recovery costs of the seller firm. As derived from the literature review and reflected by the
qualitative interviews, an effective recovery management reduces the costs related to the han-
dling of product or service failures based on the prevention of failures (e.g., Johnston 1995),
identification of failures (e.g., Johnston and Hewa 1997), resolution of failures (e.g., Lockshin
and McDougall 1998) and reduction of future failures (e.g., La and Kadampully 2004). In
particular, Johnston and Michel (2008, p. 80) argued that the reduction of recovery costs may
be achieved by increasing process efficiency and reducing process complexity, which leads to
a lower number of future failures. Similarly, Fang, Luo and Jiang (2013, p. 12) noted that the
earlier the start and the shorter the duration of recovery activities, the lower are the costs re-
quired for successful recovery. In contrast, Smith and Karwan (2010, p. 112) argued that the
implementation of a recovery management system requires substantial investments in re-
sources, which increases the costs associated with recovery. According to Grewal, Roggeveen
and Tsiros (2008, p. 432), the costs associated with recovery may reach substantial levels. In
general, it is supposed that seller firms with an effective recovery management reflect lower
recovery costs than seller firms without an effective recovery management. Accordingly, the

subsequent hypothesis is developed:

H>p: Recovery management quality is negatively related to recovery costs of the seller firm.
The twenty-first hypothesis refers to the impact of the revenues on the profitability of the sell-

er firm. According to prior literature, the costs related to the acquisition of new customers
significantly exceed the costs required for the retention of existing customers (Anderson and
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Sullivan 1993, p. 141). The handling of existing customers reduces handling costs due to im-
proved utilization of resources, lower administrative costs, lower price sensitivity and lack of
acquisition costs (Reichheld 1996, p. 57). Accordingly, prior research reflected that increasing
revenues and decreasing costs of loyal customers have a positive impact of profitability
(Jacobs, Johnston and Kotchetova 2001, p. 356). Empirical findings reflect that larger pur-
chases resulting from higher customer loyalty will translate into higher financial success
(Bowman and Narayandas 2004, p. 435). An increase of the pricing level of products or ser-
vices based on lower price sensitivity without changing the related costs may increase the
profitability of the seller firm (Stock 2005, p. 77). Homburg, Wieseke and Hoyer (2009, p.
48) discovered a positive impact of willingness to pay on the financial performance of the
seller firm. Therefore, the generation of higher revenues on the basis of higher purchases and
higher prices with existing customers should lead to higher profitability of the seller firm and
the following hypothesis is defined:

H;;: The revenues of the seller firm are positively related to profitability of the seller firm.

The twenty-second hypothesis is associated with the impact of the recovery costs on the prof-
itability of the seller firm. Based on the insights derived from the qualitative interviews, the
ultimate prevention of failures, immediate response on failures and sustainable resolution of
failures by the seller firm will result in the reduction of recovery costs. The reduction of re-
covery costs is based on lower costs of failure handling within the seller firm (an internal ef-
fect) and lower costs related to complaints from the customer firms (an external effect). These
lower recovery costs will directly improve the profitability of the seller firm. Prior research
reflected that the reduction of recovery costs based on a continuous learning and improvement
process leads to an improvement of the profitability of the seller firm (La and Kadampully
2004, p. 398). Therefore, Simons and Kraus (2005, p. 287) argued that the requirements for
recovery need to be balanced with the costs of recovery. Similarly, Parasuraman (2006, p.
591) noted that the assessment of costs associated with recovery is important to manage the
effectiveness of recovery. Therefore, it is assumed that seller firms with lower recovery costs
reflect higher levels of profitability than seller firms with higher recovery costs and the hy-

pothesis is developed as:

H;: The recovery costs of the seller are negatively related to profitability of the seller

firm.

To consider the contextual background in the data, two control variables were included in the
investigation. The construct competitive intensity has been considered as a control variable for
the construct profitability. Under high competitive intensity, seller firms tend to engage in
more competitive pricing behavior to secure its market position than under low competitive

intensity, which negatively affects their profitability level (Bowman and Narayandas 2004, p.
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445). Therefore, competitive intensity ha