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Abstract

Relationship marketing (RM) is a concept developed in the Western literature which
came to prominence in the 1980s. Few studies have, however, considered RM is an

Eastern context and in particular the connection RM has with guanxi, the personal

relationship or connections found in Chinese based cultures.

This thesis adopts a broad perspective of RM from Western theories to explore the
concepts and practices in Taiwanese banks. Using the existing definitions of RM, a
number of RM components have been identified in this research which include the aims
of RM (creation, enhancement, and maintenance), the RM mix (interaction, emotional
contents, customer lifetime values, and customisation), and the outcomes of RM
(long-term relationships, profitable relationship, customer share, and relationship

termination).

This research used in-depth interviews in order to investigate what Taiwanese banks
understand about RM and how they implement RM to build customer relationships. 34

interviews were conducted with senior bank managers from 17 Taiwanese banks. All

interviews were taped and transcribed. Template analysis was used to analyse the data.

The findings suggest that Taiwanese banks have embraced these components when
implementing RM. More importantly, guanxi, which is deeply embedded in Chinese
culture, also has an influence on both concepts and practices of relationship marketing.
As such, Western marketers, who have an understanding of the role of guanxi, could be
more effective in implementing RM in Chinese-based economies. One of the key
contributions of this thesis is on the development of the RM A.M.O. (RM’s Aims, Mix,
and Outcomes) framework which provides an overview of RM and the capability of the
components. Also, acquiring market share, developing customer share and retaining
relationships instead of relationship termination should be considered as ‘part of

relationship marketing practices.
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Chapter One Introduction

1.1 Chapter Overview

There is a tendency that organisations are seeking to adopt relationship marketing
(RM) with the expectation that it will help them retain customers and in so doing, deliver
long-term and value-added customers (Payne et al., 2005). This thesis concerns the

exploration of the concepts and practices of RM within Taiwanese banks. This chapter

presents the research background, as well as the overall research aim and related
objectives, followed by a series of research justifications. The chapter concludes with the

provision of a brief overview of the structure of this thesis.

1.2 Research Background

Forward-thinking companies and marketing managers are recognising that it is
possible for them to have a relationship with their consumers and that the need for
defining, understanding, and measuring this relationship has become apparent and timely
(Arantola, 2002; Fournier et al., 1998; Peppers and Rodgers, 1993; Sheth and Parvatiyar,
1995). One of the major reasons that firms devote themselves to customer relationships is
because it is more costly to acquire new customers than to retain existing customers.
Since Berry (1983) first coined the term relationship marketing academics and
practitioners alike have been advancing and advocating its importance. So, relationship
marketing has been receiving increasing attention and heralding a major shift in recent
marketing theory and practise (Morgan and Hunt, 1994, Sheth and Parvatiyar, 1995a
Gummesson, 2002a). More and more organisations focus their attention on retaining
existing customers. Although the origins of relationship marketing are to be found in an
industrial context (Payne et al., 2005), it is with the increasing importance of the service
sector during the last two decades that relationship marketing has emerged as an
important topic in helping marketers focus on maintaining and enhancing customer

relationships (Peck e al, 1999). In addition, there has also been a growing interest



amongst academics and practitioners in Asia (Leung et al., 2005; Adamson et al., 2003;
Lee et al., 2001; Davies et al., 1995), and particularly in Taiwan (Shih and Fang, 2004;
Chang and Tseng, 2005) to study RM. For example, Adamson et al., (2003) reveal that
Hong Kong’s financial institutions use RM as an innovative strategic planning tool to
gain competitive advantage, and Chang and Tseng (2005) report that Taiwanese
multilevel marketing companies have implemented RM in their marketing strategy (e.g.
core service performances, recognition for contributions, dissemination of organisation

knowledge, and member interdependence enhancement), in order to establish profitable

customer relationships.

Banks in Taiwan are very unique, for they have long been in a very conservation and

close environment. Not until late 1980, the government in Taiwan began to loosen the
limitations on the establishment of new bank. Following Taiwan’s entry into the World
Trade Organisation (WTO) in 2001, Taiwan has committed to further liberalising its
financial services markets. Domestic financial institutions could more actively participate
in the international financial market (e.g. entry into China’s financial market), and local
financial institutions would also benefit from the opening of foreign financial markets. In
addition, foreign banks will enter the island’s domestic market and bring with them the
advantages of capital and financial innovation which stimulate and motive the
International competitiveness of Taiwan’s financial institutions. In other words,
Taiwanese banks are facing dual competitive pressures in the areas of service quality and
administrative efficiency. This diverse and uncertain environment has forced Taiwanese
banks to restructure themselves in order to enhance their chances for survival and growth,
such as merging financial services companies and the establishment of financial holding

banks. Also, acquiring and retaining customers has become more difficult than it was in

the previous decades for Taiwanese banks.

Furthermore, in recently two years, there is large numbers banks, both foreign and
local Taiwanese banks, have vowed to increase their wealth management business after
bring hit hard in the past two years by losses from consumer bad debt (Chung, 2007).
According to Taipei Times News in 2007, more and more banks (such as ChinaTrust

Financial Holding Co,- Cathay Financial Holding Co, and etc) are devoted to ‘wealth

! Available from: http.//www.tapeitimes.com/News/bizforucs/archives/2007/03/05/2003351093



management’ in order to replace ‘consumer credit abuse’. According to Mckinsey & Co’s
Bank in Asia report in 20034, Taiwan is one of Asia’s fastest growing wealth
management markets — with a predicted annual growth rate of 14% until 2011. One
positive factor for the booming wealth management business that Taiwan’s population is
aging fast and needs retirement planning for the future as well as financial advice on
issues like health insurance and child education (Chung, 2007). Regarding to the
competitive financial marketplace in Taiwan, banks also have recognised the importance
for long-term relationship with their customers. Therefore, banks take effort to transform
by moving the focus onto fee-based income and providing more tailor-made financial
services when the interest margin is under high pressure. In other words, the wealth
management market has become a main stream in Taiwan’s financial marketplace. As
considering wealth management provides highly customised financial planning and
advice, it is emerged imperative importance to understand the customer’s needs and close
and the customer relationships between bank and customers (Lin, 2008). Indeed, the key

criterion in providing this kind customised financial service to customers is the adoption

of RM since the relationship between bank and customer should be concerned with

long-term and mutual benefits.

The nature of the financial services industry is that of selling services that are
intangible in a highly competitive and near-saturated market. Almost everyone can relate
to, either from their own experience or that of a neighbour, the plethora of mailings they
receive daily with offers from financial service institutions for new, improved, less
expensive credit cards, investment programmes, mortgages, auto and other consumer
loans. Furthermore, banks have typically developed relationships with customers with
have signed contracts involving lending money or making other financial arrangements.
Emotional content (e.g. trust) developed between the customer and the management or
other employees in the banks might also be stronger from formal and informal
face-to-face interactions contacts. Especially in today’s changing world, consumers have
a choice in most areas of their banking relationship. Kotler (1991) notes that a
paradigmatic shift is occurring within marketing theory where the focus in the future will
be on long-term relationships instead of on short-term exchange transactions. The

reinforcement of a relationship is increasingly important especially as banking becomes

? Available from: http://www.tapeitimes.com/News/bizforucs/archives/2007/03/05/2003351093



more technical and electronic (Gilbert and Choi, 2003). The relationship between a bank
and its consumers is also frequently seen as a strategic, long-term arrangement to promote
the interests of the firm while also better fulfilling the needs of its consumers.
Maintaining and enhancing relationships with personal customers is one way banks have
sought to use defensive marketing and increase customer retention (Colgate and
Alexander, 1998). Therefore, RM has been advocated as an excellent way for banks to

establish a unique long-term relationship with customers (So and Speece, 2000).

In addition, methods of conducting business are also changing. Although the idea of
RM has been widely discussed, Gummesson (2002b) suggests that ‘the operational
contents’ of the new paradigm are ‘unclear’ still holds (also see in Plakoyiannaki and
Tzokas, 2002). This would suggest that there is still a need to better understand RM and
the feasibility of practising RM programmes in the different banking sectors. Most of the
past studies on RM were mainly conducted in Western settings and few have discussed
this concept in Asia (Gilbert and Choi, 2003; Adamson et al., 2003; Leung et al., 2005).
Others have also recently made this point that RM within the banking industry is
becoming increasingly important in both Western and Asian countries (Zineldin, 1995;
Colgate and Stewart, 1998; Gilbert and Choi, 2003). However, So and Speece (2000)

conclude that Westerners place more emphasis on technology than Eastern banking.

There are only a few studies that have investigated RM implementation in Taiwan.
For example, Chang (2006b) indicates the important role of the sales agent in forging and
maintaining customer relationships in the insurance industry. Tseng (2007) finds the
effects of RM strategies (such as tangible rewards, preferential treatment, and
memberships) effective in developing long-term customer relationships. Liang and Wang
(2007) investigate the information education service industry and conclude that
effectively segment their customers is to use different marketing programs from
customers of various characteristics. However, none of these studies have investigated
RM within Taiwanese banks. One of most related studies from Liang and Wang (2005)
indicates that financial products with different product attributes will benefit the most
from individual types and levels of levels of relationship investment which can be applied
directly to each product. Their research is focused on various customer characteristics
(both corporations and individuals) which results in RM programmes (relationship

bonding strategies) that are implemented differently. However, these bonding strategies



are often used to focus on different levels of customer relationship (financial, social, and

structure bonds).

This thesis intends to explore and identify the various notions of RM theory and
particularly to investigate its application in Taiwanese banks. Hence, research that brings
insight into the RM phenomenon is important. It may not only offer companies a
competitive advantage, but also offer the consumer an opportunity to be better serviced

by the firm.

1.3 Research Aim and Objectives

The aim of this research is to explore the understanding and implementation of RM in
an Eastern context, specifically Taiwanese banks. The findings of this research will

enable an appropriate RM framework to be development for Taiwanese banks. This

research is guided by the following objectives:

Objective 1: To examine the understanding Taiwanese banks have of the relationship

marketing concept

With regard to this study is taken from the viewpoints of Taiwanese banks, it is
necessary for the researcher to investigate about their concepts of relationship marketing.
Although relationship marketing is not a new theory which has been discussed within
many previous studies, it is still important to explore it in the different context of this
research in Taiwanese bank. This will also provide indication of RM which may in turn
influence their marketing strategies. Furthermore, to categories Taiwanese bank’s
understanding will contribute the existing knowledge of RM from Western theories. This

also leads to the discussion of RM implementation and other associate sub-topics.

Objective 2: To explore the current relationship marketing activities and methods of

implementation within Taiwanese banks



This objective is to explore how Taiwanese bank apply RM into their marketing
strategies in order to build upon customer relationship. This objective will not only
explore RM activities but also understand the reasons behind the different RM

approaches.

Objective 3: To investigate how guanxi impacts on relationship marketing concepts and

practices and their interrelation within Taiwanese banks

This objective is intended to understand the role guanxi plays in RM within
Taiwanese banks. Guanxi is part of Chinese culture, which may influence on how
relationship marketing is understood and implemented. Also the conclusion of this
objective will be the key in determining the final conceptual framework which is the

fourth objective.

Objective 4: To develop a conceptual framework based on the empirical findings of this

research that that simultaneously connects and illustrate the position of each

relationship marketing component.

This objective is where the researcher intends to draw a conclusion for this thesis.
A framework can be developed according to the results of this research. This conceptual

framework also suggests the patterns for further research in relevant research areas, and to

provide a clear framework for business constderations.

1.4 Justification for the Study

Relationship marketing theory has been gradually accepted as a school of marketing
thought. However, the review of the RM subject reveals that Western interpretations have
not yet managed to explain Asian, (and more specifically Chinese or Taiwanese) contexts.
This research notes four gaps and/or uncertainties that are identifiable from the RM

literature and that influence the investigation of the marketing phenomenon of interest in
this study.



The first gap reflects a proposition of this thesis that there is still a need of validate
constructs to facilitate the various RM approaches. It is also important to identify which
approach is more appropriate for this research. A review of current RM literature reveals
a great many attempts by a many authors (e.g. Berry, 1983; Grdnroos, 1994) to define
‘relationship marketing’ in terms of what they perceive as its key conceptualisations.
Different authors have different opinions about what should and should not be included at
the core of RM. However, it is an almost unavoidable result of this lack of established
common ground that conflict about the very meaning of RM has resulted (Harker, 1999).
After Harker’s (1999) study, there seems no follow a line of investigation which means
there is still a need to fill the gap and merge of these different existing paradigmatic

approaches which will facilitate theory generation.

Moreover, many past studies have focused on separate elements of RM (such as trust
and commitment in Morgan and Hunt, 1994; service quality, satisfaction and
commitments in Wetzels et al., 1998). However, Bagozzi (1975, pg.39) points out that
marketing might be conceptualised as involving different ‘fypes of exchanges’ and
associated ‘meanings’ in the exchange process. Bruhn (2003) argues that RM should
represent an integrated approach under whose umbrella all of a company’s marketing
activities can be pursued. Eiriz and Wilson (2006, pg. 275) further indicate that the
concept of RM still lacks clarification and depending on the theoretical background
adopted because it is often used indistinctly to refer to different meanings. This study
therefore builds on previous attempts to clarify various aspects of RM in the marketing

literature and address both the richness and completeness of the phenomenon.

The second gap concerns what is at the heart of this research, namely the need for
conceptualisation and empirical findings to address relationship creation, development,
maintenance, and termination between banks and customers: in an Asian country,
particular in Taiwan. As a result of the diverse ways of understanding RM, no set of best
practice has been promoted, although several approaches nevertheless have been
proposed (e.g. Rosenberg and Czepiel, 1984; Stone et al., 1996; Lindgreen, 2001). In
other words, previous conceptualisations of RM are largely without empirical evidence
(¢.g. Bendapudi and Berry, 1997; Berry and Parasuraman, 1991; Zikmund et al., 2003;
Narayandas, 20035; Lacy, 2007). It has even been suggested that no guidelines exist that

guarantee an effective design, implementation, monitoring and measurement of RM



programmes (Lindgreen, 2001). Hence, there is still a growth space for RM research
combined with empirical investigation in order to rich and fills the knowledge of RM

concepts.

The nature of relationships depends on the life long experience of those involved in
building the relationshfp (Buttery and Wong, 1999). Culture is therefore important to
relationships. Being a high context culture, Taiwan needs to be understood within its own
setting. Moreover, firms from different cultural areas are likely to have different corporate
cultures, which may well mean that thinking about RM could vary (So and Speece, 2000).
In a similar vein, marketing practices may not be universally applied because culturally
defined values will affect their effectiveness in different cultural contexts (Hofstede,
1992). In other words, So and Speece (2000) highlight that Asian banks remain quite
competitive and suggest that the Western concept of RM is not greatly superior to the
Asian way of operating. Gilbert and Choi (2003) also propose that there is a need to have
a better understanding about RM and the feasibility of practising RM programmes in
different banking sectors. RM seems to be more complicated in Asian settings because it
should involve the culture factors (Leung et al, 2003). Therefore, when considering the
financial services sectors and the extent to which it can facilitate a RM approach, it is

important to identify which approach is most appropriate.

Third is the recognition of further identifying of the term ‘Guanxi’ in the relationship
marketing literature. In recent years there has been a growing interest in Asian business
practices, in particular the use of social networks in China or Chinese-based economies
(e.g. Taiwan, Hong Kong, Singapore and Macao). In these Chinese-based economies,
relationships are paramount in business, to the extent that the Chinese use the word
‘guanxi’ (pronounced guan-shee) to describe the special relationships that are built into
networks, and which underpin the way that the Chinese prefer to do business. In addition,
it has been argued that conducting business in these Chinese-based economies is
particularly difficult because of the higher relative importance of guanxi, as opposed to
the specification and enforcement of contracts in the West (Davies, et al., 1995). Buttery
and Wong (1999) suggest that any marketer wishing to be successful in Chinese
economies would do well to understand the concept and practice of guanxi. Past studies
also suggest that those specific Chinese culture variables, (i.e., guanxi) must be included

in the study of RM because there are no universal principles applicable to all countries



(Redienbach and Robin, 1990; Tong and Yong, 1998; Leung, et al., 2005). In other words,
the word ‘guanxi’ refers to informal relationships and exchanges of favours that dominate
business activity throughout China and East Asia (Wong and Tam, 2000). Guanxi and
guanxi-type systems are worthy of the attention of business researchers. This thesis will
explore the standpoints of Taiwanese banks and also will identify guanx}' by comparing
the variables researchers have found to be significantly associated with RM, those related
to guanxi, and the similarities and differences between them. Therefore, one of the
objectives of this study is to identify the term ‘guanxi® in RM. This study will seek to add
a new approach to guanxi from a RM perspective and expected to provide marketers with
practiqal guidelines on ways to develop RM in Taiwan and possibly other Chinese-based

markets.

In recent years, customer relationships have received lots attention from both
academics and practitioners (Beery, 1995; Palmer, 2002; Reynolds and Beatty, 1999).
Customers today are better informed, more discriminating and certainly more demanding.
They demand customised treatment as each has a unique set of preferences, and problems
to be solved (Ndubisi, 2007). In addition, customers seem to have more choices and are
less loyal (i.e., they have no difficulty in switching banks) because in essence, they want
value for their money (Leverin and Liljander, 2006). RM refers the process of ‘attracting,
maintaining and enhancing customer relationships’ (Berry, 1983), has profoundly

influenced marketing theory and practice through bringing about a paradigm shift
(Grénroos, 1996; Parvatiyar and Sheth, 2000; Gummesson, 2002b).

The fourth gap is there is a lack of studies that investigate the various aspects of
services vital to customer retention in consumer banking services. RM within the banking
industry is becoming increasingly important (see Colgate and Stewart, 1998; Zineldin,
1995). In particular, the competitive environment of consumer banking is under constant
pressure to innovate and develop new ways to improve customer service that contributes
to ‘the long-term person-to-person relationship between a financial institution, its
distributors and its customer’ (Peck et al., 1999). Colgate (1996) found that bank
customers want and value relationships with their financial service providers. RM within
the banking industry is becoming increasingly important (Colgate and Stewart, 1998;
Ziﬁeldin, 1995). However, many past studies focus on Business-to-Business banking

(B2B) sector which means to date there is a lack of studies that examine the various



aspects of services vital to customer retention (Zeithaml et al., 2001). In other words,
although RM has become pandemic in the services and business-to-business literatures
over the past three decades, much less has been advanced in the consumer markets (Berry,

1995a; Berry, 2002). According to some authors, studies on RM in consumer markets are
still lacking (Reynolds and Beatty, 1999; Sheth and Parvatiyar, 1995; Wong and Sohal,
2006). Therefore, more studies for consumer services are required. This research concerns

the investigation of how RM is implemented in the Taiwanese consumer banking sector

in order to establish, enhance, and maintain the customer relationship.

Moreover, Sheedy (1997) indicates that in banking, RM has not always been

carefully implemented. This would suggest that there is still a need to better understand

RM within banks (So and Speece, 2000). It would be useful to understand exactly how
banks themselves conceptualise RM. More specifically, what do these marketing
managers in Taiwanese banks, who are in the front lines of implementing RM think it is?

This study provides empirical proof to fill these research gaps in the extant literature.

Additionally, as encouraged by supranational institutions like the World Trade
Organisation (WTO), International monetary fund (IMF) and the World Bank, most
countries (like Taiwan and China) are eliminating trade barriers and opening their doors
to foreign companies. The importance of the Asian marketplace and competitiveness of
the newly developed nations, such as the Four Small Asian Dragons (Taiwan’, Hong
Kong, Korea, and Singapore) are increasingly competitive in the global financial markets.
Therefore, this research justifies Taiwanese financial market in terms of enhancing our

understanding of the topic.

* Taiwan is the world’s 16" largest economy. Avaliable from :

www.whitehouse.gcov/news/releases/2001/11/20011111-1.html
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1.5 Structure of the Thesis

This thesis is comprised of eight chapters. Chapter one has presented an overview of
the study area, as well as a series of research justifications, as well as the clarification of

the overall aim and related objectives. It was suggested that there is limited research

specifically focusing on the consumer banking in Taiwanese bank.

Chapter Two delivers a thorough review of the theoretical and empirical literature

which defines RM and describes the most commonly occurring antecedents and outcomes

of this practice. This chapter also concludes with a critical discussion of the
characteristics of RM which consist of its associated aims, mix, and outcomes. The
practice of RM in Asia and Taiwan will also be presented in this chapter. Building on this

review, the conceptual framework will be derived from the literature, followed by a series

of propositions which will be presented in Chapter Three. The methodology of a

qualitative interpretivistic approach to this study is described in Chapter Four. This
chapter also presents a discussion of the research philosophy, design, interview

instruments, data analysis procedures, methods of data analysis, and the initial template.

In Chapter Five and Chapter Six, of the research findings will be provided and

analysed. Two major stages will characterise data analysis. Chapter Five involves the
concepts of RM in Taiwanese banks, and Chapter Six provides the practices of RM from

Taiwanese banks in order to provide an integrated view of RM implementation. Chapter

Seven contains a summary of the key findings and a related discussion. This chapter
focuses on the modification of the original conceptual framework, with further
elaboration and in-depth explanation. Finally, Chapter Eight concludes the thesis with an
interpretation of their possible implications for academics and practitioners. A series of
reflections regarding the study’s limitations, and discussion of future research activities
will also be provided. Since RM is the core discipline for this study, it is important to
identify numerous research gaps in the existing literatures before the development of

conceptual framework. A critical review of the literature follows in the next chapter.
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Chapter Two

Literature Review

2.1 Chapter Overview

Chapter Two presents an in-depth discussion of the concepts of Relationship
Marketing (RM). In this chapter, the theoretical basis for this research is supported
through a discussion of previous studies and extant studies relevant to the constructs of
RM. This chapter will also summarise the different perspectives and definitions of RM.
The objective of this literature review is to examine existing researches on RM and allied
subjects in order to establish a theoretical basis for a conceptual framework on RM that

will be introduced in Chapter Three. This literature review is comprised of ten sections.

The first part provides a review of the various RM notions extracted from previous
studies (2.2), in which the emergence of RM (2.2.1), the RM definition (2.2.2), the stages
of relationship development (2.2.2), and the types of relationships are studied. The second
section discusses the components of RM (2.3) as one core concept of RM, in which the
aims of RM (2.3.1), RM mix (2.3.2), and outcomes of RM (2.3.4) have been identified.
The importance of guanxi (2.4) will also be discussed (2.4.1), as well as its definition
(2.4.2), influence (2.4.3), the difference between guanxi and RM (2.4.4), guanxi in
Taiwanese banking sector (2.4.5), and customer relationship management (CRM) (2.5)
which contains three sections including the emergence of CRM (2.5.1), defining CRM
(2.5.2) and the differences between RM and CRM (2.5.3). According to the scope of this
study, RM within Asia and Taiwan (2.6), RM in financial services (2.7), and RM within
the Taiwanese Banking Sector (2.8) are also discussed. Besides relationship development,
the complete opposite of RM, namely the termination of relationships within the banking
sector (2.9), will also be addressed. The final section (2.10.) summarises the key features
of this chapter. Figure 2.1 outlines the pertinent points within this chapter with section

numbers as well as the interrelations in order to guide the reader.
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Figure 2.1 Outline of chapter 2 with section numbers and interrelationships

Introduction (2.1)

Relationship Marketing (2.2)

-  Emergence (2.2.1)

-  Relationship Marketing Defined (2.2.2)

-  Stages of Relationship Development (2.2.3)
Guanxi (2.4) -  Types of Relationships (2.2.4)

- The Importance of Guanxi
(2.4.1)

= Guanxi Defined (2.4.2)

- Guanxi influence on RM

(2.4.3)
- The Difference between
Guanxi and RM (2.4.4)

Components of RM (2.3)

RM Mix (2.3.2)

Aims (2.3.1) Outcomes (2.3.3)

Interaction
- Emotional Contents
- Customer lifetime
Values
Customisation

- Creation
- Enhancement
- Maintenance

Long-term relationships
Profits Relationships

Growth Customer Share
Termination

Customer Relationship
Management (2.5)

» The Emerge of CRM

(2.5.1)
= Defining CRM (2.5.2)
- The Differences of RM and
CRM (2.5.3)

RM and Guanxi Relationship
RM in Asian and RM in Financial within Taiwanese Termination within
Taiwan (2.6) Service (2.7) Banking Sector Banking Sector

(2.8) (2.9)

Chapter Summary (2.10)
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2.2 Relationship Marketing

Relationship marketing (RM) is the core discipline for this research. This section
includes the discussion of the emergence and definition of RM from both narrow and

broad perspectives, as well as the various stages of RM.

2.2.1The Emergence of Relationship Marketing

Relationship marketing (RM) emerged in the 1980s as an alternative to the
prevailing view of marketing as a series of transactions, because it was recognised that
many exchanges, particularly in the service industry, were relational by nature (Berry,
1983; Dwyer et al., 1987; Gronroos, 1994; Gummesson, 1994; Sheth and Parvartiyar,
2000; Leverin and Liljander, 2006). The business environment became favourable and the
economy grew rapidly in the post-1945 era, after the end of World War Two (Grénroos,
1994). With changes in the business environment, various schools of thought have

emerged in the field of marketing. The four P’s theory has dominated marketing thought,
research and practice ever since that time (McCarthy, 1964, 1978).

However, the prospects for continued growth are now much less favourable. Mass
marketing and the transaction orientation of the marketing mix approach could not help
companies to adjust their marketing performance and to meet the demands of customers
(Grdnroos, 1996). In this recent era of intense competition and demanding customers, RM
1s increasingly concerned with the development and maintenance of mutually satisfying
long-term relationships with customers (Buttle, 1996). The concept of RM was first
investigated in the 1970s. However, it was not until the late 1970s and the 1980s that the
term RM emerged in the marketing literature. Since then, RM has evolved over the last
three decades with emphasis shifting between different approaches. Subsequent to this,

marketing has no longer been just about developing, selling and delivering products.

In recent years, marketing scholars and practitioners have embraced two important
shifts in marketing. First, the migration from short-term, transactional exchanges to
long-term, relational exchanges has become standard practice for many firms (Webster,

1992). Second, many marketers have recognised the importance of RM, and this notion
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was first introduced to services by Berry (1983). Although coined more than twenty years
ago, RM remains an ambiguous concept, and this is evidenced through the ongoing and
increasing attention RM is receiving in the academic literature (Eiriz and Wilson, 2006).
Moreover, relationships between customers and business firms have been consistently
highlighted as key success factors characterising successful business practices worldwide.
Hence, RM theory has been gradually accepted as a school of marketing thought that is

based upon the idea that companies responding to their customers as individuals are likely

to be enjoy greater loyalty and superior performance.

According to Gummesson (1996), the traditional view of marketing tends to focus
on the transactional aspect and the management of the marketing mix variables which in
the literature is often labelled Transaction Marketing (TM). This transactional approach to
marketing may function very well in situations where a firm needs new customers
(Grodroos, 2000a). Payne (2000) asserts relationship marketing must not be understood

as a new definition of the marketing school of thought but rather as an extension of TM.
This viewpoint becomes clearer when comparing the distinctive characteristics of TM
against those of RM (Palmer, 1998). RM is broadly agreed to be the opposite of
transaction marketing (Palmer, 1998). This is also a useful aid to understanding RM is to
contrast it with TM (Little and Marandi, 2003), because the TM mix approach to
marketing deals mainly with attracting, as opposed to retaining customers. The central
tenets of these two approaches (TM and RM) compare differently in respect of time

scales, key concepts, marketing focus, marketing goals, and marketing interaction (e.g.
Payne et al., 1995; Egan, 2001; Bruhn, 2003) as summarised in Table 2.1.

Therefore, TM puts more emphasis on promotion of product characteristics rather
than the offering of customer services. The purpose of RM is to make short-term dealings
with customers without thinking of customer satisfaction but only engaging in limited
commitment for customer expectations (Payne et al., 1995; Bruhn, 2003). In other words,
TM activities are aimed at acquiring new customers only, in contrast to RM that is
concerned not only with acquiring customers, but also with customer retention and
recovery. The attention to RM refocuses the traditional TM approach by placing a greater
emphasis upon the creation of customer value (Bruhn, 2003), so RM focuses much more
on value delivery and also places emphasis on customer services. More specifically, RM

works well when customers have long time horizons and it leads both the customer and
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supplier to invest substantial resources and effort in maintaining the relationship (Kinard
and Capella, 2006). RM is closely related to service marketing because of the interaction

that often occurs between the customer and the service provider.

Table 2.1 Comparison of transaction marketing and relationship marketing

Relationship Marketing

Criteria for Transaction Marketing

differentiation

Short-duration Long-duration

Key concepts 4Ps, segmentation, branding, | Interaction, relationships and

etc. networks

Marketing focus Product/service - | Product/service and customers

Marketing goal Customer acquisition Customer acquisition, customer

retention, customer recovery

Marketing interaction | One-way communication Interactive communication,

mutual learning and adaptations
Source: adopted from Payne et al., (1995), Payne (2000), and Bruhn, M. (2003, pg.13)

RM involves multiple continuous interactions extending over time and takes both
economic and social bonds into account (Fontenot and Wilson, 1997). Therefore,
customer acquisition is only one of the focuses and the orientation turns to customer

retention and customer recovery (Payne et al., 1995; Manfred, 2003). This perspective is

reflected in this study. After the comparison of transaction marketing and relationship
marketing, the concern of RM is developing long-term relationships with customers.
Based on this understanding of the emergence of RM, the following section further

discusses the definition of RM,
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2.2.2 Relationship Marketing Defined

Today, relationship marketing is regarded as a more relevant approach in the present
world of marketing. RM is provided as an alternative strategy to the traditional marketing
mix approach which means to obtain sustainable competitive advantage and the best way
to retain customer in the long run (Little and Marandi, 2003). Researchers have proposed

a variety of definitions in an effort to explain the philosophy that encompasses the

concepts which support RM.

Nevin (1995) as well as Sheth and Parvatiyar (2000) indicate that RM has been used

to reflect various themes and perspectives which differ between a more narrow functional
approach on the one hand, and a broader paradigmatic view on the other. However, the
term sometimes seems to be unclear as different authors describe RM in different ways.
For example, Sheth and Parvatiyar (1995a) present a seemingly narrow view of the reason
that a customer may enter into a relationship with a firm, in which consumers reduce their
available choices and engage in relational markets, because they want to simplify their
buying tasks. On the other hand, Morgan and Hunt (1994) support a broader definition in
which RM refers to all marketing activities, directed towards establishing, developing,

and maintaining successful relationship exchanges.

According to Sheth and Parvatiyar (2000), the broad perspective advocates customer

relationships as the key focus and dominant paradigm of marketing. This research adopts
their standpoints and intends to provide an integrative view of RM. This study will also
further discuss RM theoretical foundations and analyse the main streams of research that
have been converging in this emerging paradigm within marketing, prior to offering a

perspective which attempts to integrate these streams.

¥

Harker’s (1999) study summarises 26 different definitions of RM and provides
general RM constructs consisting of seven conceptual categories, namely creation,
development, maintenance, interaction long-term, emotional contents and output. Harker
(1999) further suggests that true and complete integration of RM theory must wait until a
coherent understanding of these fundamental concepts has been developed. However, as
Harker’s (1999) study was conducted nearly a decade ago, it does not contain the

perspectives of RM which have been provided in more recent years. Therefore, this
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research consequently requires continual updating of RM concepts by following the
guidance from Harker’s (1999) conceptual categories to accommodate new and

previously unexpected changes to RM. To date, 20 definitions of RM were collected.

These are presented in Appendix 2.

While Bagozzi (1975) was one of the first to assert that relational exchanges were at

the heart of marketing, it is Berry (1983) who provides the first definition for the term

‘relationship marketing’ as:

‘Attracting, maintaining and — in multi-service organisations — enhancing customer
relationship. Servicing and selling existing customers is viewed to be just as

important to long-term marketing success in acquiring new customers’.
(Berry, 1983, pg.25)

Berry (1983) stresses his concern to achieve customer retention via the allocation of
resources is to keep existing customers and strengthen existing relationships, and not just
a focus on attracting new customers. In other word, it is suggested that attracting new
customers should be viewed as an intermediate step in the marketing process and that
developing closer relationship with customers in an equally important aspect of marketing.
Since that, RM has subsequently received widespread attention in the literature (e.g.
Christopher et al., 1991; Shani and Chalasani, 1992; Morgan and Hunt, 1994;
Gummesson, 1995; Buttle, 1996; Harker, 1999; Parvatiyar and Sheth, 2000). Berry’s
(1983) focus and description seem to have become the foundation from which most

definitions have followed and developed (e.g. Grénroos, 1990 and Gummesson, 1996).

After Berry’s (1983) study, Jackson’s definition (1985a) included
Business-to-Business (B2B) customers and individual accounts as compared to mass
markets and segments. The messages of the two definitions are similar, but they are
grounded in two different types of marketing sector (namely, services marketing and
B2B). Marketing over two decades ago was still seen as predominantly market-oriented
management than as a task for marketing specialists only, which implied that marketing
was viewed more as an overall process than as a separate function (Grdnroos and

Gummesson, 1985). Hence, Christopher et al. (1991, pg. 4) define the function of RM as

‘getting and keeping customers’ which emphasises the importance of customer service

18



and quality if the firm is to gain and maintain long-term customer relationships. Shani and
Chalasani (1992) add that a long-term relationship with customers enables the firm to add .
value to its offerings. These perspectives point to the importance of the relationship
establishment process. Gronroos (1991) identifies and incorporates the necessary

existence of pi*oﬁtable outcomes for both the buyer and seller by proposing that RM act

to,

‘establish, maintain and enhance relationships with customers and other parties at a

profit so that the objectives of the parties involved are met’.

(Gronroos, 1991, pg. 8)

Not only does Gronroos (1991) incorporate outcomes into his definition, but also
explicitly describes the existence of promises. As a result, RM is based on the successful
execution of promises between buyer and seller. Moreover, Morgan and Hunt (1994,

pg.22) further indicate the more inclusive perspective that the marketing activities of
buyer partners, supplier partners, internal partners and lateral partners should all be

considered. Morgan and Hunt (1994) also propose that RM concerns about the
importance of trust, cooperation, and shared values in order to maintain a successful
relationship. Grénroos (1996) then refines RM to include mutual exchange and fulfilment
of promises and also suggests that RM between the customer and a firm can be
considered as a philosophical issue. Gummesson (1998) subsequently develops the

notions of networks into a fuller and richer platform and describes RM as being

comprised of relationships, networks, and interactions.

Some researchers adopt narrower perspectives of RM. For example, Christopher et
al. (1992) and Shani and Chalasani (1992) focus is on individual or one-to-one customer
relationships with long-term customer retention and growth strategy as the goals (e.g.
- Peppers and Rogers, 1995). However, this perspective has been criticised that limits to
focus on serving customer needs (Sheth, 1996; Peppers and Rogers, 1995; Sheth and
Parvatiyar, 2000). By contrast, other scholars (e.g. Peck ef al., 1999; Morgan and Hunt,
1994) propose a wider definition of RM, where they include buyer, supplier, internal, and
lateral partnerships. A frequently cited and popular definition by Grénroos (1994 and

1997) is claimed to characterise a general marketing definition. He has gradually
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broadened the definition to encompass relationships between many stakeholders and has

also included not-for-profit government and voluntary sectors.

Grénroos (1997) also highlights the need to invest in relationships and claims that
RM is an emerging school of thought. According to Gronroos (1997, pg.327), RM

involves,

*

‘To establish, maintain and enhance relationships with customers and other partners,

at a profit so that the objectives of the parties involved are met. This is achieved by

mutual exchange and fulfilment of promises’.

This study adopts these aspects of RM because this definition places emphasis on the
aims and the approaches that characterise RM. Rao and Perry (2002) elaborate upon the
meaning of ‘partners’ stating that RM can refer to many stakeholders in addition to
customers, including ‘competitors’ in strategic alliances. However, the definition

forwarded by Gronroos (1997) is interpreted to be comprehensive, but this study believes

that some of the details of the trees of RM may be lost in the wood. For example, the
definition does not contain the importance of long-term considerations. Many scholars
(e.g. Rao and Perry, 2002; Little and Marandi, 2003) support Harker’s RM definition
(1999) which provides a comprehensive definition for RM that derived from seven
conceptual categories from 26 definitions of RM: creation, development, maintenance,
interactive, long-term, emotional content, and output. Upon assessment of these
definitions, Harker (1999, pg.16) has developed a new definition that emphasises the

management of many relationships:

‘Relationship marketing occurs when an organisation is engaged in proactively
creating, developing and maintaining committed, interactive and profitable

exchanges with selected customers or partners over time’.

These constructs of Harker’s (1999) definition provide a clear understanding of the
fundamental meaning of RM. However, this definition is still not comprehensive enough
to include all features of RM. For example, the customer share is a very important shift
which Little and Marandi (2003, pg. 29) addresses that RM should concentrate on

keeping customers and attempt to gain a bigger share of their ‘wallet’ by selling more of
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the same product of by cross-selling to them. This perspective consider on customer share

also implies a long-term orientation and requires that success is measured and rewarded
differently than in TM.

However, it is important for an emerging discipline to develop an acceptable
definition that encompasses all facets of the phenomenon and also effectively de-limits

the domain (Parvatiyar and Sheth, 2000, pg. 6). Thus, relationships not only go far back
in the history of business practice, but they are at the core of both services marketing and

the network approach (Gummesson, 2002).

Moreover, this research also observes that previous studies about RM within
banking sectors. Walsh et al. (2004, pg. 469) define RM within the context of the retail
banking sector in UK,

‘RM is the activities carried out by banks in order to attract, interact with, and

retain more profitable or high net-worth customers’.

This study adopts this aspect which banks should place their RM activities on those
profitable and valued customers. Gilbert and Choi (2003) propose that RM 1is about the

mutually beneficial relationship that can be established between customers and the bank.
However, although these definitions are designed for Western retail banking sectors, they

may not be appropriate for application to Taiwanese banks. This study explores different
perspectives of RM and selects 20 RM definitions after Harker’s (1999) study (Appendix
2). According to Bruhn (2003) that RM should represent an integrated approach under

whose umbrella all of a company’s marketing activities can be dealt with. Therefore,

combining those RM concepts above, this research adopts a ‘broadened’ view and further

evolves an appropriate RM definition for this thesis,

‘marketing activities carried out in order to attract, maintain, and enhance
long-term and profitable relationships with potential and existing customers,
through interaction, commitment, customisation, and identification of customer

lifetime value... [and where] ...unprofitable relationships may be terminated
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This study adopts the concepts from this definition to investigate the practices of RM
within Taiwanese banks because its interpretation is more suitable for this research. This
definition also represents the ‘essence’ of an idea, containing its key concepts and critical
abstractions (Harker, 1999) which includes such features as creation, development,
maintenance, interaction, emotional content, customer lifetime value, customisation,
long-term and profitable relationships, as well as relationship termination. Based upon

this interpretation of RM, the further discussion of the components of RM derived from

this definition will be taken up in section 2.3.

2.2.3 Stages of Relationship Development

Different stages of relationship development have been one of the key focuses
in the interpretations of relationship marketing. When writing on RM, Barton (1999)
stresses that the relationship between the customer and company should be developed in
stages. With this in mind the five stages of buyer-seller relationship development
suggested by Ford (1980) which provides a framework for the agency-client life cycle
and identifies the characteristics including pre-relationship, early stage, development
stage, long-term stage, and final stage. Dwyer et al. (1987) also outline the five phases
and processes of relationship development which are awareness, exploration, expansion,
commitment, and dissolution. The four relationship development stages proposed by
White (2000) and Parvatiyar and Sheth (2000) comprise the uncommitted, developing,
maturing and declining stages. Most of these researchers share common aspects related to
relationship development, which is considered as a life cycle development. The stages of
a relationship life cycle are divided and characterised in several different ways (e.g.
Dwyer et al., 1987, Stauss and Friege, 1999; Bruhn, 2003). In general, these relationship
development concepts have been classified into at least four core phases (Little and

Marandi, 2003) as presented in Figure 2.2.
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Figure 2.2 Customer relationship life cycle stages

Intensity of customer relationship

Ma