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Abstract

Although 'capability' is a word used with increasing frequency in both the management and
marketing literature, few authors have contributed to the debate on how a capability that has
the capacity for renewal might be constructed. The purpose of this research was to validate a
theoretical representation of a relationship management capability, and then examine its
causal association with multiple measures of performance.  A relationship management
capability was identified as a higher-order capability, combining both functional and
integrative capabilities. The contributions of the second order constructs comprising a
relationship management capability (Relationship Infrastructure Capability, Relationship
Learning Capability and Relationship Management Application) to the variance in positional
advantage, customer performance, market performance and financial performance were tested
in major, organizational, customer relationships through a quantitative survey. Confirmatory
factor analysis established the robustness of the theoretical model with the removal of
‘relationship experience’, a factor contributing to the definition of Relationship Infrastructure
Capability.  The results of the structural equation models incorporating relationship
management capability and the various performance measures provided evidence that
Relationship Management Capability has a direct, significant, contribution to each measure of
performance.

Introduction

Although 'capability' is a word used with increasing frequency in both the management and
marketing literature, few authors have contributed to the debate on how a capability that has
the capacity for renewal might be constructed (Helfat 1997; Day 2000; Helfat & Raubitschek
2000; Makadok 2001). The concept of dynamic capabilities (a firm’s ability to integrate, build
and reconfigure internal and external competencies) grew out of the need to understand how
and why some firms build competitive advantage under market conditions of rapid change,
i.e. they have the capacity to renew capabilities to align with changing markets.  The
objectives of this research are to 1. validate, through confirmatory factor analysis, a
theoretical representation of a relationship management capability, and 2. examine, through
structural equation modeling, its contribution to the variance in positional advantage,
customer performance, market performance and financial performance in major,
organizational, customer relationships.
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Organisational Capabilities, Organisational Learning and Relationship Management

While an organisational customer stakeholder relationship is considered a market-based,
relational asset (Srivastava, Shervani and Fahey1998) that spans participating firms, the
capability to leverage this market-based asset, and consequently affect the value of the asset,
remains within each participating organisation. A relationship management capability in
which routines foster normative behaviour, will decrease transaction costs resulting from
bargaining and monitoring behaviour, and stimulate innovation, thus building positional
advantage and performance (Barney and Hansen 1994).
Evolutionary economic theory establishes routines as the fundamental unit of analysis, argues
firms vary in the routines developed to undertake business activity, and proposes that market
conditions will constrain the ability of some routines to build competitive advantage (Barney
2001; Nelson and Winter 1982; Teece, Pissano and Shuen 1997). Organisational routines are
defined as complex patterns of interactions or logic of an organisation, and are integral part of
processes which result in assets being assembled in prescribed ways, and span individuals and
groups both within and across organisations (Teece, Pissano and Shuen 1997 p. 516 and p.
520). Routines that underpin an organisation’s relationship management capability have only
started to emerge in the literature, although patterns of behavior displayed as a result of those
routines have been clearly documented (Hult, Hurley, Giunipero and Nichols Jr 2000; Jarratt
and O’Neill 2002).
Organisational learning can reflect both adaptive (single-loop learning) and generative
learning (double-loop learning or higher-order learning) (Argyris1977).  Adaptive learning
results in changes that are consistent with current organisational norms of thinking and
behaviour, whereas generative learning results in the application of new systems, new
processes, new approaches, that can create competitive advantage (Baker and Sinkula 1999;
Lukas, Hult and Ferrell 1996). Generative and adaptive learning are preconditions for
capability re-configuration and deployment (Barney 1991; Barney 2001; Eisenhardt and
Martin 2000; Fiol 2001; Wright, Dumford and Snell 2001). Relationships will be reconfigured
with new performance criteria added, and new technology applied to facilitate interaction and
innovation emerging from the relationship i.e. the systems, structures, processes and
governance will be designed to facilitate learning that will build relationship specific
performance and innovation and enhance relationship management practice.
As a higher order capability (Verona 1999), a relationship management capability will be
supported by technological and integrative capabilities through which adaptive and generative
learning will be formulated and applied to achieve competitive advantage. Following
Verona’s assignment of components of technological and integrative capabilities, a
relationship management capability will comprise: a technical infrastructure capability:
relationship management system; relationship memory; relationship experience; a
relationship learning capability: capturing both generative and adaptive learning; and an
integrative capability (relationship management application) measured by behaviour that
supports learning and the dissemination of learning, a cooperative culture, and the
implementation of new relationship management knowledge (relationship collaboration,
relationship flexibility and relationship management change).  Each of these second order
capabilities or application is described through multiple constructs depicting systems,
processes and actions. Both of the accepted approaches to measuring organisational
capabilities i.e. direct measurement of knowledge and skills, and the measurement of
observable outcomes (in the form of behaviour) (Moorman and Slotegraaf 1999), are
employed. Measures representing the constructs have been drawn from the literature and
appear in Table 1. Measures of a relationship measurement system are drawn from Gold,
Malhotra and Segars (2001) and Pirakh (2001), measures of relationship memory are adapted
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from Hult, Hurley, Giunipero, and Nichols Jr (2000), generative learning measures adapted
from Hult, Hurley, Giunipero, and Nichols Jr (2000), adaptive learning measures from
Dickson (1992), measures of relationship management change are adapted from Baker and
Sinkula (1999), Hurley and Hult (1998), and Vorhies and Harker (2000), while measures of
relationship collaboration and flexibility are drawn from Jarratt and O’Neill (2002).
It is interesting to note the similarities and differences between the capability architecture
presented in this paper and that described by Day (2000). Day also defines three distinct
elements of a market-relating capability which interact and reinforce each other: relationship
orientation (values, mind-set, norms), captured theoretically through the dimension,
relationship management application; relationship knowledge and skills (experience,
databases, management systems and routines), captured in the derived framework through
relationship infrastructure; and, process integration and alignment (coordination of activities
through technology, structures, knowledge sharing and integrative processes). The technology
supporting routines and integrating processes within the firm is a component of relationship
experience, with knowledge sharing represented through relationship learning capability.

Measuring Performance

Although measured from several differing perspectives (e.g. specific, relevant activity ratings
of the partner in Dahlstrom McNeilly and Speth 1996, specific financial performance of
responding partner in Johnson 1999, to broader notions of partnership value outputs in Song,
Xie and Dyer 2000), relationship performance generally has been a consistent measure of
relationship outcome.  The cost efficiency perspective (supported through transaction cost
analysis foundations (Williamson 1990) and the focus on building comparative advantage,
highlight the value outcomes of the multiple and complex exchanges that occur within major
relationships (Wilson 1995).  Relationship performance has been defined by financial,
capability building, competitiveness and innovativeness performance versus expectations
(Jarratt and O’Neill 2002). These measures of performance reflect value outcomes of the
complex exchanges (Wilson 1995) and are consistent with the purposes frequently stated
reasons for entering major relationships (Jarratt and Fayed 2001).
More recently, a number of authors have encouraged the adoption of multiple measures of
performance, and have been subsequently incorporated in this research (Homburg and
Pflesser 2000; Jap 1999 and 2001). A comprehensive set of measures of performance
outcomes has been constructed that extends traditional measures of relationship performance
to reflect a strategic perspective, establishing an association between relationship management
capability and positional advantage, and customer, market and financial performance.

Method

The research objective, to test the contribution of a theoretical representation of a relationship
management capability to the variance in multiple measures of performance in a customer
stakeholder context, encouraged a quantitative investigation. A questionnaire was developed
from measures described in the literature, and was tested prior to implementation with five
academics knowledgeable in the area. The final form of the questionnaire was mailed to the
marketing director or managing director (where no marketing director was nominated) of
every second top 3000 manufacturing and service firms in the UK (1500 questionnaires sent).
It is argued that successful firms are more likely to place greater emphasis on the management
of relationships than unsuccessful firms. The method of data capture provides a subjective
opinion of only one participant in the business relationship.  However, a manager responsible
for the continued operation of a major relationship will be knowledgeable about the learning
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that is applied to enhancing relations, the infrastructure supporting them and the level of
collaboration, flexibility and relationship management change. The key informant technique
(Mitchell 1994; Phillips 1981) has been widely used in similar studies.  Further, there was
strong agreement by respondents with the statements such as: my knowledge about our major
customer relationships is high (93.7%).
A response rate of 12.67% was achieved after sending a reminder mailing. Although the low
response rate is a limiting factor of this study, it is consistent with that of other similar
surveys. Hult, Hurley, Giunipero and Nichols Jr (2000) experienced a response rate of 10.7%
in collecting data from external purchasing organisations located in different multinational
corporations, in comparison with an internal SBU response rate of 85.3%. Other examples
are: Grewal, Comer and Mehta (2001), approximately14%, Farrell (2000) and Homberg and
Pflesser (2000) approximately15 %. Homberg and Pflesser proposed that length of the
questionnaire required to investigate complex organisational phenomena and the level of
respondent targeted limits the response rate.
Descriptive statistics revealed that the sample represented all targeted industry categories
(manufacturers of consumer and industrial goods, R&D organisations, business service
providers and raw material providers). All questionnaires were completed by a senior
executive: marketing directors/managers or managing directors.  Non-response bias was
tested, (Armstrong and Overton 1977) comparing the first and last thirty responses.  No
significant differences were found.  The rationale here is that late respondents are more likely
to respond in a similar manner to non-respondents (Homberg and Pflesser 2000).  Thus, it can
be reasonably assumed that non-response bias was not a problem in these data.

Results

Construct validation was achieved through application of Confirmatory Factor Analysis
(CFA). ROBUST was selected to estimate the coefficients, as it performs better than
uncorrected statistics where the normal distribution is false. Goodness of Fit measures
(Comparative Fit Indices CFI), indicating high levels of model fit (Hair Jr, Anderson, Tatham
and Black1992 p. 468). Table 1 identifies latent constructs tested, items contributing to their
measurement, the strength of each item’s contribution to the construct, CFIs, and chi-square
values with degrees of freedom. Except for Relationship Experience, reliability coefficients of
the latent constructs reported by Cronbach’s α coefficients were all greater than 0.77.
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Table 1. Latent Constructs – Measurement Model

Constructs Variables Variable
Contribution
(_ solution) **

CFI and
reliability

coefficient (α)

Independence
model

Chi-square
Relationship
Experience

Lack relationship skills
Better ability
Effective systems

-0.29 (-2.08)
0.51 (4.80)
0.83 (6.25)

CFI = 1.00

α = >0.50

33.181 on 3
degrees of
freedom

Relationship
Management
System

Monitor progress
Coordinate activities
Process for evaluation
Acquire knowledge
Support interaction
Enhance productivity

0.80 (12.49)
0.84 (15.86)
0.62 (11.97)
0.69 (11.76)
0.73(11.12)
0.72 (12.49)

CFI = 0.90

α = .87

578.139 on 15
degrees of
freedom

Relationship
Memory

Conversation
Audit problems
Share lessons
Challenge assumptions

0.65 (8.87)
0.69 (9.00)
0.77 (10.00)
0.76 (10.15)

CFI = 1.00

α = .81

237.292 on 6
degrees of
freedom

Relationship
Generative
Learning

Discuss future needs
Seek new ideas
Discuss change internally

0.81(10.19)
0.83(7.88)
0.74(7.28)

CFI  = 0.94

α = .81

204.084 on 3
degrees of
freedom

Relationship
Adaptive
Learning

Detect performance
changes
Detect interaction changes
Discuss changes with
partner

0.93(9.04)
0.95(19.73)
0.69(9.04)

CFI  = 0.98

α = .87

379.535 on 3
degrees of
freedom

Relationship
collaboration

Build multiple links
Balanced management
Collaborative decisions
Idea exchanges

0.82 (15.40)
0.86 (16.48)
0.84 (17.47)
0.81 (17.09)

CFI = 0.98

α = .90

471.021 on 6
degrees of
freedom

Relationship
flexibility

normative control
Making adjustments
Willingness to accept
change

0.61 (6.15)
0.86 (6.14)
0.68 (8.89)

CFI = 0.99

α = .77

152.372 on 3
degrees of
freedom

Relationship
Management
Change

Set standards
First to adopt
Constant improvement

0.91 (22.49)
0.95 (22.49)
0.73 (11.09)

CFI = 0.99

α = .89

369.74 on 3
degrees of
freedom

Relationship
Infrastructure
Capability

Relationship experience
Rlnshp management
system
Relationship memory

0.78 (-1.93)
0.95(5.86)
0.83 (5.50)

CFI = .92

α = .87

1145.642 on
78 degrees of
freedom

Relationship
Learning
Capability

Generative learning
Adaptive learning

0.93 (9.21)
0.85 (11.76)

CFI = 0.98

α = .90

1044.17 on 21
degrees of
freedom

Relationship
Management
Application

Relationship collaboration
Relationship flexibility
Relationship innovation

0.90 (7.02)
0.78 (5.56)
0.67 (7.08)

CFI = 0.94

α = .90

1217.313 on
45 degrees of
freedom

Positional
Advantage

Gained strategic
advantages

0.89
0.94 (19.44)

CFI =  0.99 515.79 on 6
degrees of
freedom
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Stronger market position
Gained a competitive edge
Partner’s strategic
advantage

0.89 (15.95)
0.50 (5.71)

freedom

Customer
Performance

Higher customer
satisfaction
Higher customer retention
Attracted new customers

0.70
0.92 (9.29)
0.63 (7.50)

CFI = 1.00 184.26 on 3
degrees of
freedom

Market
Performance

Stronger growth rate
Improved market share
Higher market investment
return

0.94
0.85 (10.71)
0.69 (9.99)

CFI = 1.00 184.26 on 3
degrees of
freedom

Financial
Performance

Satisfactory gross profit
margin
Satisfactory ROI
Funds for business growth

0.81
0.97 (15.97)
0.79 (12.31)

CFI = 1.00 184.26 on 3
degrees of
freedom

** T values in parentheses – ROBUST statistics
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 Discriminant validity of measures was assessed through pairwise confirmatory factor
analyses. Forcing items of different latent constructs into a single factor decreased model fit
when compared to the two-construct solution for each pair of constructs. The Chi-square
difference for each pair of latent constructs was significant in each case, confirming
discriminant validity (Anderson and Gerbing, 1988). As a result of its low reliability
‘relationship experience’ was removed from the final structural models. To improve
robustness, two low loading measures were removed from ‘relationship management system’.
Table 2 provides the standardised solution for the contribution of relationship management
capability to the variance in each performance measure.  Relationship Management Capability
was found to have a direct, significant contribution to each measure of performance.

Table 2: Performance Structural Models

LINKAGES IN THE MODELS Standardised
Solution

Significance
t statistic

Model Diagnostics

RMC ⇒ Positional Advantage
RMC ⇒ Customer Performance
RMC ⇒ Market Performance
RMC ⇒ Financial Performance

0.60
0.54
0.38
0.30

5.46 p<.001
3.63 p<.001
3.42 p<.001
3.16 p<.001

NNFI = 0.90 CFI = 0.91
NNFI = 0.91 CFI = 0.92
NNFI = 0.90 CFI = 0.91
NNFI = 0.91 CFI = 0.92

Conclusion

The relationship management capability emerging through a synthesis of the literature on
organisational capabilities, organisational learning and relationship management is
represented through second order constructs of Relationship Infrastructure Capability,
Relationship Learning Capability and Relationship Management Application.  Those second
order constructs are described through the relationship management system, prior relationship
experience, relationship memory, relationship learning (adaptation, and generative learning)
and collaboration, flexibility and relationship management change behaviours that support the
collection and dissemination relationship management knowledge, reflect and integrative
culture and confirm action resulting from learning.  Confirmatory Factor analysis indicated
the robustness of the theoretical model once ‘relationship experience’ was removed.  The
results of the structural models incorporating relationship management capability and the
various performance measures provide evidence of the strength of association between an
organisation’s relationship management capability and positional advantage, customer
performance, market performance and financial performance in a customer relationship,
business-to-business context.
Organisational learning mechanisms, as reflected in the relationship management capability
presented in this paper will only be productive when embedded in a culture that exhibits
shared norms and values required to support that capability (Popper and Lipshits 2000). Thus
systems and mechanisms that are integral to an effective relationship management capability
will only yield extraordinary rent where there is a collaborative culture, exhibiting openness
and teamwork, and a culture that fosters excellence in implementation. Firms that adopt an
enterprise-wide relationship management capability will move their relationship management
practice from a stakeholder focus to a stakeholder orientation, drawing together, centrally,
knowledge on the management of business relationships gained through practice and from
external sources, and applying the knowledge though work practices, structures and decision
support systems at each stakeholder interface (Parikh 2001).
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