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ABSTRACT 
 

In spite of its ubiquity in the academic literature and business press, what it means to be 
“customer focused” is poorly understood.  As such, a theory is developed that not only 
explicates the domain of the construct, but also identifies the benefits of being perceived 
a customer-focused vendor.  Based on survey data collected from a national sample of 
electronics manufacturers, a parsimonious model that depicts the main, mediating, and 
moderating effects is tested from the buyer side of the dyad.  The findings support that a 
vendor’s degree of customer focus can drive the vendor’s operational performance, which 
in turn, influences customer loyalty.  The findings also support a partially mediated 
model as customer focus can predict customer loyalty.    



INTRODUCTION 

Normative discourses in the extant literature are increasingly asserting the 

necessity of being customer-focused in business-to-business exchange relationships.  The 

underlying premise is that it is imperative that the vendor understand the buyer’s 

requirements as the buyer may define its requirements and the resulting solution(s) far 

differently than the vendor (Deshpande, Farley, and Webster 1993; Gale 1997).  Though 

widespread consensus exists regarding this doctrine, a close reading of the work 

appearing in academic journals as well as the popular press reveals that the customer 

focus construct is poorly understood.  

For one, there is little consensus regarding the conceptual domain of customer 

focus.  While some academics posit that it is a behavioral construct, others argue that it is 

a cultural phenomenon.  Among practitioners, a debate exists as to whether its domain 

encompasses process only or both processes and outcomes.  In addition to the 

disagreement surrounding the content and structure of the construct, the benefits of being 

perceived customer-focused have not been explored comprehensively.  For instance, the 

market orientation literature (which depicts customer focus as one dimension of a market 

orientation) suggests that a vendor's degree of customer focus is directly related to the 

vendor's financial performance (Kohli and Jaworski 1990; Narver and Slater 1990; 

Jaworski and Kohli 1993; Deshpande et. al 1993; Slater and Narver 1994; Baker and 

Sinkula 1999).  Those studies, however, fail “to trace the precise reasons why a market 

orientation enhances profitability” (Day 1999, p. 14).  A final factor contributing to the 

confusion is that the studies purporting to measure a vendor’s degree of customer focus 

are based on research designs that capture data from the seller side of the buyer-seller 
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dyad.  As such, they suffer from the well-known biases of self-assessment (Deshpande et. 

al 1993; Day 1999). 

The aforementioned shortcomings provide the impetus for developing a 

comprehensive theory of customer focus.  In an attempt to accomplish this, the following 

research questions are investigated:  

 
1) What is the content and structure of the customer focus construct?; 
 
2) Does a vendor's degree of customer focus predict the vendor's 

operational performance and /or customer loyalty?; and  
 
3) Is the strength of the vendor operational performance-customer loyalty 

relationship moderated by the switching costs faced by the buyer? 
 

This report commences with an explication of the customer focus construct.  The 

theoretical roots are traced back to the marketing concept, thereby enabling customer 

focus to be depicted as the present day operationalization of the customer orientation 

pillar of the marketing concept.  Next, the theoretical framework that outlines the 

hypothesized main, mediating, and moderating effects is presented.  This is followed by 

an overview of the sampling and data collection procedures, and coverage of the results 

from the data analysis.  Finally, the theoretical and practical contributions of this study 

are reported. 
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CUSTOMER FOCUS AND THE MARKETING CONCEPT 

The marketing concept, which outlines the normative prescriptive that ought to 

guide the vendor in its dealings with its buyers (i.e., manufacturers), assists in the 

formulation of our customer focus theory.  According to Houston (1986, p.85), “the 

marketing concept states that an entity achieves its own exchange determined goals most 

efficiently through a thorough understanding of potential needs and wants…, and then 

designing, producing, and offering products in light of this understanding.”  The basic 

premise is that a deeper understanding about the buyer’s requirements will translate into 

the delivery of a superior solution.   

 

The Market Orientation Literature 

 The market orientation literature is an attempt at operationalizing the marketing 

concept (Webster 1992). As summarized by Kohli and Jaworski (1990, p. 3), “it appears 

reasonable to conclude from the literature that a market-oriented organization is one in 

which the three pillars of the marketing concept (customer focus, coordinated marketing, 

and profitability) are operationally manifest.”  Customer focus is described as the central 

element of a market orientation.  It refers to the philosophical orientation that guides the 

vendor (i.e., primacy to customer interests, while not excluding those of the other 

stakeholders (Deshpande et. al 1993)), and the processes that facilitate the thorough 

understanding of its exchange partners requirements (i.e., intelligence generation (Kohli 

and Jaworski 1990)).  Coordinated marketing refers to the various departments working 

together to create and deliver value for the respective market segment(s) that the 

organization wants to serve (Kotler 1991).  It is what organizational theorists identify as 
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systemiticity, or the notion that all components of an organization must perform their 

respective functions in a symbiotic manner so as to translate their understanding of the 

customer’s requirements into a customized solution (Burns and Stalker 1961; Morgan 

1986; Scott 1992).  Lastly, profitability refers to the desired consequence of marketing 

activity.  Business strategy that is driven by a customer focus and coordinated marketing 

should lead to profitability.   

 

Customer Orientation and the Marketing Concept 

Since the term customer focus has been used synonymously with customer 

orientation (e.g., Kotler 1967; Shapiro 1988; Deshpande and Webster 1989; Kohli and 

Jaworski 1990; Deshpande et. al 1993; Slater and Narver 1995), it is necessary to 

commence with an exploration of the existing conceptualizations of the customer 

orientation pillar of the marketing concept.  We begin with a critique of the conceptual 

shortcomings that plague the extant writings on customer orientation, and then proceed to 

addressing its outstanding methodological issues.  In light of the reported problems, 

customer focus will eventually be advanced as the present day operationalization of the 

customer orientation pillar of the marketing concept.  
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Numerous authors have investigated the customer orientation pillar of the 

marketing concept (Saxe and Weitz 1982; Jaworski and Kohli 1993; Slater and Narver 

1994; Siguaw et. al 1995; Baker and Sinkula 1999).  Though these studies do indeed shed 

insight into our understanding of the spirit of customer orientation, they suffer from 

several conceptual problems.  For one, the studies are equivocal with respect to the 

content and structure of customer focus.  While those authors construing it as a 

behavioral construct investigate the organizationwide generation of information about the 

buyer (Kohli and Jaworski 1990; Narver and Slater 1990; Jaworski and Kohli 1993), 

researchers depicting it as a cultural phenomenon tend to explore the norms, values and 

beliefs shared by organizational members that guide the vendor’s employees (Deshpande 

and Webster 1989; Deshpande et. al 1993; Day 1994; Slater and Narver 1995).  As 

offered by Slater and Narver (1995), whether customer orientation refers to a specific set 

of behaviors or to a specific set of organizational values (i.e., culture) “has not been 

clearly resolved” (p.67).  Relatedly, whether customer orientation refers to process only 

(i.e., intelligence generation) or whether it encompasses both process and outcomes (i.e., 

the vendor’s operational performance along the “key buying criteria” from the time that 

the order is initiated through post-sales assistance) is also under debate (Kohli and 

Jaworski 1990).  

In addition to the disagreement surrounding the conceptual domain of the 

construct, the consequences of customer orientation have not been adequately specified in 

the market orientation literature.  As noted earlier, some authors suggest that a vendor’s 

degree of customer focus is directly related to the vendor’s financial performance (e.g., 

Jaworski and Kohli 1993; Deshpande et. al 1993; Slater and Narver 1994; Baker and 
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Sinkula 1999).  Though customer loyalty has often been cited as an important driver of a 

vendor’s financial performance in business-to-business exchange relationships 

(Reichheld and Sasser 1990; Jones and Sasser 1995), the market orientation literature is 

virtually silent regarding the role of customer loyalty as a driver of a vendor’s 

profitability in inter-organizational relationships (IORs).  As such, customer loyalty is 

omitted from the nomological network in those studies. 

In addition to the conceptual issues cited above, the writings on the customer 

orientation pillar of the marketing concept suffer from several methodological problems.  

For one, the operational measures tap into the perceptions of only the seller side of the 

dyad.  A close reading of the market orientation studies reveals that the research designs 

rely upon self-assessments made by the vendor as to how well it perceives itself as 

meeting the needs of its buyers as opposed to the buyer’s appraisal of how well the 

vendor is meeting its requirements (Saxe and Weitz 1982; Jaworski and Kohli 1993; 

Slater and Narver 1994; Siguaw et. al 1995; Baker and Sinkula 1999).  This is 

problematic as an empirical study by Deshpande et. al (1993) clearly demonstrated 

divergence in the vendor’s self-reported perception and the customer’s perception of the 

vendor’s degree of customer orientation.  Secondly, it must be noted that the market 

orientation studies have investigated customer focus at differing levels of analysis.  While 

some have explored it at the interpersonal level (e.g., Saxe and Weitz 1982), others have 

explored it primarily as an intra-organizational phenomenon (Kohli and Jaworski 1990; 

Deshpande et. al 1993; Allen, McQuarrie, and Barr 1998).  It has, however, not been 

investigated as an inter-organizational phenomenon due to the emphasis on the seller’s 

internal self-assessment. 
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In light of the aforementioned shortcomings, customer focus is advanced as the 

present day operationalization of the customer orientation pillar of the marketing concept.  

As further developed in the ensuing discussion, customer focus will refer to the 

philosophical orientation that normatively guides the vendor in its IORs (i.e., primacy 

to the customer’s interests, while not ignoring the interests of the other stakeholders), and 

the processes that support its implementation (i.e., intelligence generation and 

performance assessment).  By depicting customer focus as strictly a cultural, process-

oriented phenomenon, this research lucidly explicates the conceptual domain and 

structure of the construct.  Moreover, it overcomes the methodological critique leveled 

against previous market orientation studies as it is investigated from the buyer side of the 

dyad. 

 

Customer Focus Explicated 

 Customer focus is a normative prescriptive that outlines how a vendor should 

conduct business with its exchange partners.  It is conceptualized as a multi-dimensional 

construct that integrates and extends the previous writings on the customer orientation 

pillar of the marketing concept.  The three separate, yet inter-related dimensions that 

comprise the customer focus construct are elaborated upon below.  These include: the 

philosophical orientation that guides the vendor’s activities, the vendor’s intelligence 

generation activities, and continual performance assessment. 

 The cultural research stream of the market orientation literature offers insight into 

the philosophical orientation that ought to guide the vendor's activity (Deshpande and 

Webster 1989; Deshpande et. al 1993; Day 1994; Slater and Narver 1995).  That body of 

research construes organizations as social phenomena created by human expression 
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(Morgan 1986), and offers that customer orientation is one dimension of a market-

oriented culture.  According to Deshpande et. al (1993), customer orientation refers to 

"the set of beliefs that puts the customer's interest first, while not excluding those of all 

other stakeholders such as owners, managers, and employees in order to develop a long-

term profitable enterprise" (p.27).  In essence, the culture that is coterminous to the 

boundaries of the organization provides organizational members with clues regarding 

acceptable patterns of behavior.  In commenting upon the role of culture as a governance 

mechanism found within a firm, Scott (1992, p.31) offers that: "pointing to culture as the 

basis of control should come as no surprise, since anthropologists have long believed 

most of the orderliness and patterning found in social life is accounted for by cultural 

systems, but such views have only recently been employed by students of organizations."  

 Depicted as an endogenous, malleable variable, culture becomes "another critical 

lever or key by which strategic managers can influence and direct the course of their 

organizations" (Smircich 1983, p. 346).  As noted in the following account, Motorola’s 

CEO identified that a lack of a market-driven culture was a contributing factor to 

Motorola’s decline in the cellular telephone market from 60 percent share of market to 34 

percent between 1994 and 1998.  

 
"Why did Motorola miss or ignore the signals from its customers and rivals?  
Some argue it was hubris; that the company was blinded by its success in 
creating the cellular phone market.  However, Christopher Galvin, the CEO, also 
attributed the problems to a culture that was engineering and product-driven and 
distracted by internal rivalries ” (Day 1999, p. 9).  
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Though the philosophical orientation prevalent within an organization (i.e., 

culture) may guide organizational members and contribute to the effectiveness of the 

organization (Trice and Beyer 1993; Deshpande et. al 1993; Moorman 1995), culture 

alone can not drive a deeper understanding of customer requirements.  It is advanced that 

the vendor must also complement the philosophical orientation with a systematic 

intelligence generation effort, and should have in place control mechanisms that enable it 

to monitor its operational (i.e., task-related) performance.  Stated differently, the two key 

processes that should facilitate the implementation of the philosophical orientation are 

intelligence generation and performance assessment.   

Regarding intelligence generation, the behavioral research stream of the market 

orientation literature can offer some insight (Kohli and Jaworski 1990; Narver and Slater 

1990; Jaworski and Kohli 1993).  Those writings emphasize the activities that a vendor 

should engage in while interacting with its exchange partner.  As offered by Kohli and 

Jaworski (1990, p. 6), "a market orientation entails 1) one or more departments engaging 

in activities geared toward developing an understanding of customers' current and future 

needs and the factors affecting them, 2) sharing this understanding across departments, 

and 3) the various departments engaging in activities designed to meet select needs.  In 

other words, a market orientation refers to the organizationwide generation, 

dissemination, and responsiveness to market intelligence." 

Customer orientation is one dimension of market orientation within the behavioral 

research stream.  It "involves obtaining information from customers about their needs and 

preferences" (Kohli and Jaworski 1990, p.3).  Both the market orientation literature (e.g., 

Day 1994) and organizational learning literature (Huber 1991; Sinkula 1994) have readily 
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documented the importance of learning about the buyer's current and/or latent 

requirements, and staying abreast of the buyer’s operating environment.  Authors have 

also described the interplay between the exogenous environment, the immediate task 

environment, and the buyer and how those respective entities can alter or be altered by 

each other (Lawrence and Lorsch 1967; Kaldor 1971; Dickson 1992).  As such, the 

vendor must remain apprised of the buyer’s requirements and operating environment. 

 Lastly, the quality literature assists in delineating the final dimension of customer 

focus: performance assessment (Deming 1982, 1986; Juran 1991).  Though the quality 

movement had been underway for over forty years in Japan, it finally gained legitimacy 

in the U.S. in the late 1980's as a result of the creation of the Malcolm Baldridge National 

Quality Award (MBNQA) (Easton 1993).  The MBNQA, which was designed as a means 

of increasing the competitiveness of U.S. firms, precipitated the broad-based acceptance 

and promotion of quality initiatives.  In fact, many of the larger manufacturers fully 

embraced its premise, and pressured their suppliers to prove their quality credentials by 

requiring them compete for the MBNQA competition (Kano 1993).   

 Two central tenets of the quality movement were customer focus and continuous 

improvement (Howe et. al 1992).  Customer focus emphasized fully understanding the 

customer's requirements, and using that information to guide the design of products 

(Deming 1986).  Continuous improvement entailed monitoring performance 

improvements, and having feedback mechanisms in place to measure improvements upon 

the existing design (e.g., reducing defect rates).  This was accomplished through reducing 

variation on internal processes via statistical process controls (Spencer 1994).  
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 Even though customer focus was one of the key principles of the quality 

movement, the translation of knowledge about customer requirements into improvements 

in product design and delivered performance to the customer was often lacking due to the 

overemphasis on managing internal processes (Kordupleski, Rust, and Zahorik 1992).  As 

such, the quality movement was seriously derided in the press for placing too great an 

emphasis on reducing variation on internal processes at the expense of remaining focused 

on the customer (Smith and Oliver 1992). 

 Though the quality movement eventually fell out favor as a result of being too 

internally focused (i.e., failing to connect internal process improvements with customer 

requirements), the importance of having objective performance measures of task-related 

activities and processes in place is a legacy that still remains (Port et. al 1992; 

Kordupleski et. al 1992).  This was evidenced by the "balanced scorecards" that 

organizations developed in order to continually quantify and assess vendor performance 

along such measures as: % on-time delivery, customer satisfaction, and cycle time 

(Kaplan and Norton 1992).  As such, the case is made that performance assessment is a 

key feedback mechanism that should be in place to guide the vendor’s activities. 

 In sum, customer focus refers to the philosophical orientation which gives 

primacy to the buyer's interests and the two processes that support its implementation 

(i.e., intelligence generation and performance assessment).  It is a cultural, process-

oriented phenomenon that enables the vendor to deeply understand the buyer's 

requirements, and have feedback mechanisms in place to control its performance.  

Evidence of the symbiotic relationship among the three dimensions comprising customer 
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focus, and being executed by the employees of a customer-focused organization is 

reflected in Corning, Inc. CEO Roger Ackerman's account:  

 
"A customer-focused person is someone who meets with the customers regularly to 
understand what they need, someone who measures performance against customer 
requirements and best practices, and really knows how our products and services 
affect the customer's ability to grow and prosper" (Ackerman 1997, p. 10).  

 

THEORETICAL FRAMEWORK AND HYPOTHESES 

 In the ensuing discussion, we develop the theoretical framework in which the 

customer focus construct is embedded.  We begin with an investigation of the 

hypothesized main effect of customer focus upon vendor operational performance, and 

then explore the extent to which the buyer's perception regarding the vendor's past 

performance predicts customer loyalty.  Next, the extent to which performance mediates 

the customer focus – customer loyalty relationship is addressed.  Lastly, the moderating 

influence of the buyer’s switching costs upon the performance-customer loyalty 

relationship is explored (see Figure 1). 

 

 

 

 Customer Focus
(CF)

 Performance
(PERF)

Switching
Costs
(SC)

Figure 1 - Model Summary

 Customer Loyalty
(CL)
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Prior to elaborating upon the hypothesized relationships, several comments are in 

order.  For one, the theoretical model that is presented here is driven by the buyer's (i.e., 

manufacturer's) perceptions.  As such, the constructs are assessed from the buyer side of 

the buyer-seller dyad.  This enables us to truly explore the buyer’s perceptions regarding 

the vendor's degree of customer focus, the buyer’s perception of the vendor’s 

performance, as well as the buyer’s future behavioral intention (i.e., customer loyalty). 

Secondly, the term "vendor performance" will refer to the vendor's operational 

performance along critical outcomes and processes (i.e., what is referred to as "key 

buying criteria" in the supplier selection literature), and not the vendor’s financial 

performance.  Vendor financial performance is not investigated here as it would entail 

securing information from the seller side of the dyad (i.e., supplier).  Lastly, the 

constructs appearing in the model are conceptualized as firm-level representations.  As is 

elaborated upon subsequently, this has implications for the informants to be selected to 

comment upon the supplier interface, and the manner in which the scale items are 

constructed (i.e., “what is your organization's perception about this supplier along the 

following characteristics:”). 
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Hypothesized Main Effects 

  Given that customer focus is depicted as a cultural, process-oriented phenomenon, 

its domain is comprised of the philosophical orientation that gives primacy to the 

buyer's interests, and is supported by intelligence generation and performance 

assessment.  It is a perception that is held by the buyer.  Some organizational theorists 

have advanced that organizational culture influences organizational performance 

(Smircich 1983).  Remaining consistent with that tradition, it is advanced that a vendor's 

degree of customer focus will influence its perception of the vendor’s performance along 

critical organizational processes and outcomes. 

The supplier selection literature is most germane in explicating the domain of 

operational performance. In that body of research, performance has been construed along 

the traditional task items that drive a buyer's decision to select one vendor over another: 

product (quality and assortment), price, availability of the appropriate quantity, timeliness 

of delivery, and customer service (Dickson 1966; Wind 1970; Lehmann and 

O'Shaughnessy 1974, 1982; Wilson 1994; Barry et. al 1996). However, the "key buying 

criteria" offered are neither exhaustive nor systematically presented.  Drawing upon the 

work of Shapiro et. al (1992) and Goodwin and Ball (1999), it is advanced that the 

vendor's operational performance is comprised of outcomes (i.e., product quality) as well 

as the underlying processes from the time the order is initiated through post-sales 

assistance (i.e., (re)ordering, order fulfillment, billing, and post-sales assistance).  These 

outcomes and processes become the "key buying criteria" that drive the manufacturer's 

decision-making. 
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Here, the position is taken that customer focus drives a vendor's task-related 

performance along critical outcomes and processes.  Initial support for this position can 

be provided from our field interviews.  One informant, who has asked that neither he nor 

his company be identified for strategic reasons, provided the following commentary 

about a supplier that his organization views as being customer-focused: 

“The valve supplier was responsive throughout their organization to survey our wants and 
needs for a next generation valve.  They studied our end product and spent effort 
understanding how our customers would benefit by improvements in design...[T]hey 
developed a casting (as opposed to a machining operation) that decreased the number of 
parts from three to one.  This increased the reliability of the part, and decreased our direct 
labor, variable overhead costs, and inventory working capital.  They also reduced the lead 
time and automated the billing process...[W]e now have better aesthetics on a end-user 
viewed part.” 

 

 In the preceding example, the vendor's deep understanding of the buyer’s 

requirements clearly drives the vendor's performance along such "key buying criteria" as: 

product (increased reliability, reduced costs due to fewer parts, improved aesthetics), 

order fulfillment (reduced lead time by over one week), billing process (automated the 

billing process), and post-sales assistance (provided assistance with redesign).  As such, it 

is plausible to advance: 
 
H1: A vendor's degree of customer focus is positively related to the vendor's operational 

performance along critical outcomes and processes. 
 

 In consumer decision-making theory, a rich tradition exists that investigates how a 

consumer’s attitude towards a brand is driven by that brand's performance along some 

salient set of attributes.  That attitude, in turn, drives the consumer’s future behavioral 

intention (Fishbein 1967; Bass and Talarzyk 1972; Bettman 1979).  Similarly, future 

behavioral intentions within the business-to-business context can be hypothesized as 

being predicted from knowledge of the buyer’s perception regarding a vendor's 

operational performance (Lehmann and O'Shaughnessy 1974).  That is, the buyer will 
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select suppliers on the basis of the organizational benefits derived, and remain loyal to 

those vendors whose performance along the “key buying criteria” meets (or perhaps 

exceeds) its requirements.  This is a defensible proposition as empirical support exists for 

the positive relationship between operational performance and customer loyalty within 

the theoretical realm (Wind 1970; Lambert et. al 1997), as does anecdotal evidence in the 

business press (Kaplan and Norton 1992; Hiebeler et. al 1998; Goodwin and Ball 1999). 

 Here, customer loyalty will refer to the degree to which the buyer wants to retain 

the supplier in the future (Biong 1993).  It is operationalized as a two-dimensional 

construct comprised of a temporal dimension and the relative preference for a given 

supplier over alternative sources.  The first dimension relates to time, and is similar to the 

expected continuity construct that has appeared in previous IOR research (Anderson and 

Weitz 1989; Noordewier, John, and Nevin 1990; Heide and John 1990).  According to 

Noordewier et. al (1990, p.84), expected continuity “describes the expectation of future 

exchange between buyers and sellers.”  The second dimension relates to the relative 

preference given to a supplier in relation to others in the buyer’s evoked set.  Given that 

multiple suppliers are available and relied upon for the majority of items that a buyer 

procures (Lewis 1995), as long as the manufacturer states that it intends to purchase at a 

level proportionate to what it gives to other vendors, this facet of loyalty is fulfilled.1,2   

H2: The vendor's operational performance is positively related to customer loyalty. 

                                                           
1  Though a behavioral intention may not reflect the true probability of repurchase, behavioral intention has 
been reported as serving as a good proxy of future behavior (Narayandas 1999). 
2  Some researchers have demonstrated a link between customer satisfaction and customer loyalty 
(Hirschman 1970; Fornell 1992; Biong 1993; Anderson and Sullivan 1993; Anderson et. al  1994).  We, 
however, opt to advance that operational performance drives loyalty as some researchers have reported 
difficulty demonstrating discriminant validity between customer satisfaction and operational performance  
(Kumar et. al 1992).  Moreover, some are contending that satisfaction is a concept that has imprudently 
been borrowed from consumer markets and misapplied to business-to-business research (Gross 1997).  As 
such, a theoretically sound argument exists for deploying performance in place of customer satisfaction. 
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Hypothesized Mediating Effect 

While some authors seem to suggest that operational performance drives customer 

loyalty, and that performance fully mediates the customer focus – customer loyalty 

relationship (Hiebeler et. al 1998), the possibility exists that customer focus can directly 

drive customer loyalty.  The rationale is that even though the vendor’s genuine concern 

for the customer (i.e., philosophical orientation) and deep understanding of the 

customer’s requirements and situation (i.e., intelligence generation and continual 

performance assessment) may not actually affect the vendor’s performance, it may still 

impact the buyer’s perceptions regarding the manner in which the vendor conducts its 

business.  This symbolic intent, though it may not directly impact performance, is still 

capable of driving customer loyalty (Smircich 1983; Trice and Beyer 1993).  As such, the 

following hypotheses can be advanced: 

 
H3: Vendor operational performance mediates the customer focus - customer loyalty relationship. 
 
H3a: Vendor operational performance is only a partial mediator of the customer focus - customer 

loyalty relationship. 
 
 

Hypothesized Moderating Effect 

According to Slater and Narver (1994), a pure moderator effect implies that the 

moderator modifies the form of the relationship (i.e., slope of the regression line as 

represented by the coefficient) between the predictor variable and the criterion variable.  

Here, it is posited that as switching costs increase, performance becomes a stronger 

predictor of customer loyalty.  Switching costs, which are the one time costs facing the 

customer when switching from one vendor's products to another's (Porter 1980; Weiss 

and Anderson 1992; Ping 1993), arise from the transaction specific investments (TSIs) 
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that have been made either by the manufacturer or the vendor to the IOR (Williamson 

1975; 1985).  These TSIs represent the sunk costs that are nonrecoverable in the case of 

termination (Dwyer, Schurr, and Oh 1987).  Since manufacturers are involved in an array 

of relationships in which the financial ramifications associated with terminating an 

existing relationship and switching to an alternative supplier range from minimal to 

significant, it can be advanced that the greater the investment in specific assets made by 

either party to the IOR, the more significant the exit barrier faced by the manufacturer 

(Heide and John 1988; Heide and Weiss 1995).   

 The domain of switching costs is operationalized as the financial difficulty that 

the buyer will encounter if it is to terminate the current relationship and set up a new IOR 

for a given item.  This is a function of the money that has to be expended by the buyer to 

end the current relationship and secure the alternative (Ping 1993).  This can include the 

capital that is needed to acquire new fixtures and/or software that are supplier and/or 

product specific.  In addition, setting up the new IOR and terminating the existing one 

may also require a financial outlay.  

 
H4: Performance should have a greater impact on customer loyalty when buyers face higher 

switching costs. 
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METHODOLOGY 

Context and Sample 

Since the necessary data was not available from secondary sources (annual 

reports, published articles, etc.), a cross-sectional survey was administered within a 

business-to-business context to empirically investigate the hypothesized main, mediating, 

and moderating effects.  Given our interest in electronic components, we selected 

electronics manufacturers that source a wide variety of items ranging from custom 

products to commodities. 3  This limited sampling frame provided not only sufficient 

variety in purchasing relationships, but also a context in which grounded measures could 

be developed (Heide and John 1990). 

                                                           
3  A close examination of all firms appearing in SIC Major Group 36 (Electronic and other Electrical 
Equipment and Components, except computer equipment) reveals that it is necessary to be more fine-
grained in selecting the four-digit SIC codes that are to be canvassed.  The reason is that some firms found 
in this classification are original equipment manufacturers (OEMs) that simply produce a limited line of 
commodity-type items that serve as inputs for the other firms in SIC Major Group 36.  For instance, 
manufacturers found within SIC code 3643 (Current-Carrying Wiring Devices) only produce wiring 
devices that are to be used by firms such as Allen-Bradley (SIC 3625) in producing relays and industrial 
controls.  OEMs found in SIC code 3643 are less likely to require a plethora of inputs from their own 
external suppliers, and in turn, are less likely to be involved in IORs that can provide variance on the key 
constructs contained within the model. The research setting is, therefore, comprised of a total of seven SIC 
codes.  Six emanate from Major Group 36: 3625 (Relays and Industrial Controls), 3632 (Household 
Refrigerators and Freezers), 3633 (Household Laundry Equipment), 3634 (Electric Housewares and Fans), 
3651 (Household Audio and Video Equipment), and 3663 (Radio and TV Communications Equipment).  
Manufacturers of Electronic Computers will also be included in the study (SIC code 3571).  The reason that 
SIC code 3571 is included in our study is that discussions about the computer industry are often embedded 
within discourses pertaining to the electronics industry and vice-versa.  The Computer Industry Almanac 
contends that: "the [computer industry's] biggest overlap is with the electronics industry which provides 
most of the components to build computers.  The electronics industry also uses computers in many of its 
systems such as factory automation, measurement, and test equipment" (Petska-Juliussen and Juliussen 
1996, p.19).  As such, the seven aforementioned SIC codes comprise the research setting. 
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The literature suggests that purchasing managers can best serve as the key 

informants regarding manufacturer-supplier relations within the electronics industry 

(Isaacson 1994; Pearson, Ellram, and Carter 1996; Stannack 1998).  Our field interviews 

with procurement representatives from such organizations as Allen-Bradley, 

Commonwealth Edison, Lucent Technologies, Motorola, Research Products, and 

Rockwell Automation verified that their capacity within the buying center enables them 

to directly assess vendor quality, cost, and delivery.  

Response Rate 

A mailing list comprised of a sample of 707 electronics manufacturers, along with 

contact information for a specific purchasing agent at each site, was purchased from a 

commercial list broker.  Following Dillman (1978), a three-wave contacting scheme was 

used in contacting each firm.  Initially, a prescreening telephone call was made to each 

purchasing representative.   Following the attainment of a verbal commitment from the 

informant, a cover letter, survey, and a prepaid, self-addressed postage paid envelope was 

sent.  One week later, a post card was mailed to each informant.  It served as a thank you 

note to those who had already completed the survey, and a reminder to those who had not 

complied up to that point in time. 

A total of 466 surveys were mailed.  One hundred thirteen surveys were returned, a 

final response rate of 24.2%.  We investigated whether non-response bias was an issue by 

comparing the responses provided by the “early responders” and those provided by “late 

responders” (Armstrong and Overton 1977).  No significant differences were found on 

informant characteristics or in the characteristics of the relationship with the referent 

supplier.  As such, we concluded that non-response bias may not be a serious problem. 
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Measure Development and Validation   

After reviewing the extant literature, field-based interviews were carried out to 

gain greater insight into domain of the focal variables contained within our theoretical 

model.  On the basis of these exploratory investigations, the conceptual definitions were 

finalized and multi-item scales were created in accordance with psychometric scale 

development procedures (Churchill 1979; Peter 1981).  After administering a preliminary 

draft of the survey to our field contacts, further refinements were made.  A pretest was 

then conducted as a means of final scale purification.  Below appears a brief description 

of the measures that were employed in this study.   

 

Customer Focus (CF).  The 18-item customer focus scale is designed to measure the 

buyer’s (i.e., manufacturer’s) attitude toward a given supplier.  It is a multi-dimensional 

reflexive scale that captures the buyer’s perception regarding the degree to which the 

buyer feels that a given supplier is customer-focused.  Principal component analysis 

(PCA) yielded a three factor solution, thereby providing preliminary validation for our a 

priori conceptualization.  More importantly, the factor analysis exercise revealed that the 

theoretical number of factors adequately fit the data, and that the items load cleanly onto 

the predicted factors. 

It is advanced that a symbiotic relationship exists among the philosophical 

orientation and the two underlying processes (i.e., intelligence generation and 

performance assessment) that comprise the customer focus construct.  The rationale is as 

follows.  In order to convey that it is giving primacy to the buyer's interests, the vendor 

must continually generate information about the buyer’s requirements and operating 

environment.  In addition, it must continually assess whether its performance is in fact 
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consistent with the buyer's requirements.  By attending to these three normative facets, 

the vendor should be able to convey to the buyer that it is customer-focused.  Evidence 

that the three dimensions complement and support each other is provided by the 

sufficient amount of correlation found among the three factors (see Table 1). 

 

TABLE 1 -- Component (Factor) Correlation Matrices for the Multi-Dimensional Customer Focus Scale 
 
Customer Focus 
Component 1 2 3

1 1  

2 0.43 1 
 

3 0.56 0.60 1

 

Performance (PERF).  This scale measures the task-related outcomes (i.e., product 

quality) and the underlying processes that shape the buyer's experience with the vendor 

from the time that the item is ordered through post-sales assistance (i.e., (re) ordering, 

order fulfillment, billing, and post-sales assistance).  This formative scale is comprised of 

11 “key buying criteria,” and is designed to capture the manufacturer’s perception of the 

vendor’s operational performance. 

Assessing coefficient alpha is not applicable as the performance scale is not based 

on the domain sampling model.  Rather, the performance scale is based on the formative 

scale, which exists "when a latent variable is defined as a linear sum of a set of 

measurements" (Bagozzi 1994, p.332).  On the basis of the extensive field interviews, we 

concluded that the scale exhibited content (face) validity. 
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Customer Loyalty (CL).  The loyalty scale is designed to measure the buyer's future 

behavioral intention with respect to a given vendor.  It is construed as a two-dimensional 

construct comprised of a temporal dimension (i.e., expected continuity) and the relative 

preference for the given supplier over alternative sources (i.e., relative preference).  

Consistent with our a priori conceptualization, PCA verified a two-factor solution.  More 

importantly, factor analysis reaffirmed the two factor solution, and revealed that the items 

loaded onto their respective dimensions extremely well. 

 

Switching Costs (SC).  This unidimensional, reflexive scale is designed to measure the 

costs facing the buyer when switching from one vendor’s products to another’s.  In 

particular, the items capture the financial difficulty that the buyer would experience if it 

were to replace the current supplier.  Both PCA and factor analysis reaffirmed our a priori 

conceptualization. 

 

Measure Validation 

Peter (1981, p.133) contends that “construct validity is a necessary condition for 

theory development and testing.”  As such, we sought evidence of convergent, 

discriminant, and nomological validity for the aforementioned scales.  Regarding the 

former, the multi-item reflexive scales were correlated with single-item global measures 

of the same construct.  The 18-item customer focus scale was found to be highly 

correlated with the single-item global measure of customer focus (Pearson correlation 

coefficient =.75, which is significant at the .01 level), as was the switching cost scale 

with its single-item global measure (Pearson correlation coefficient =.74, which is 

significant at the .01 level).  Maximum liklihood factor analysis was used to assess 
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discriminant validity (Hair et. al 1998).  The results revealed that all items for the 

reflexive scales loaded cleanly onto the factors as conceptualized a priori, and the chi-

square statistic was significant.  Lastly, nomological validity is supported by the 

significant bivariate correlations between the independent variable and the key dependent 

variables contained in the model (see Table 2).  

 
TABLE 2 -- Bivariate Correlations among the Measures in the Theoretical Model 

 CF PERF CL SC 
CF      -  
PERF .649**      - 
CL .582** .720**      - 
SC .143 .066 .244**      - 
 

** =  Correlation is significant at the 0.01 level (2-tailed).  
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RESULTS 

 Following our stated hypotheses, we empirically tested the main, mediating, and 

moderating effects contained in the theoretical model.  Ordinary least squares analysis 

was deployed to investigate the main effects contained in the model (i.e., H1: CF�PERF 

and H2: PERF�CL).  The guidelines offered by Barron and Kenney (1986) were 

followed to assess the extent to which performance mediates the customer focus-

customer loyalty relationship (i.e., H3 and H3a).  Finally, Hierarchical Regression 

Analysis (HRA) was used to explore the moderating influence (i.e., H4). 

 
Main Effects Hypotheses Tests 

A linear regression model of the form y = B0+B1X+e can be used to summarize 

the pattern between Customer Focus (CF) and Performance (PERF).  As can be 

ascertained from Table 3, the positive beta coefficient for customer focus, .328, indicates 

a positive relationship between a vendor’s performance (PERF) and its degree of 

customer focus (CF).  More importantly, the t-ratio, 8.94, exhibits that the beta 

coefficient for customer focus is highly significant.  Due to the low p-value associated 

with the t-ratio (p=.00), the null hypothesis can be rejected.  As such, it is advanced that 

the significant and positive beta coefficient for customer focus provides support for H1.   

 A linear regression model of the form y = B0+B1X+e can also be used to 

summarize the patterns between Performance (PERF) and Customer Loyalty (CL).  The 

null hypothesis for testing H2 in the regression model is: Ho: B1=0: PERF is not 

significantly related to CL.  As can be ascertained from Table 5, the positive beta 

coefficient for PERF, .893, indicates a positive relationship between CL and PERF.  

More importantly, the t-ratio, 10.88, exhibits that the beta coefficient for PERF is highly 
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significant.  Due to the low p-value associated with the t-ratio (p=.00), the null hypothesis 

can once again be rejected.  As such, it is advanced that the significant and positive beta 

coefficient for performance provides support for H2.   

In sum, the models for the two main effects appear to be adequate.  This claim can 

be substantiated by the fact that the coefficient of determination for the fitted model for 

the CF-PERF relationship, R2 = 0.421, indicates that the model explains 42.1% of the 

variation in PERF.  Similarly, the coefficient of determination for the fitted model for the 

PERF-CL relationship, R2 = 0.518, indicates that the model explains 51.8% of the 

variation in CL.  It is, therefore, advanced that the respective fitted models provide a 

reasonable fit to the available data. 

 
TABLE 3 – Results of Ordinary Least Squares Regression Analysis for the Main Effects 

Main Effect Intercept  Beta Std. Error t-ratio p-value   r2    

CF-->PERF 20.300 0.328 0.037 8.94 0.00 0.421 
   

PERF-->CL -3.607 0.893 0.082 10.88 0.00 0.518 
 
* Probabilities of p < .001 are reported as .00 
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Mediating Effects Hypothesis Test 

 In addition to exploring the simple main effects presented above, the mediating 

role of vendor operational performance (PERF) is explored upon the Customer Focus 

(CF) – Customer Loyalty (CL) relationship.  Prior to undertaking that analysis, however, 

it is necessary to standardize the two independent variables in the model (i.e., establish a 

mean of 0, yet variance remains unchanged).  The rationale is that since CF is assumed to 

predict PERF, these two variables should be highly correlated.  The presence of such a 

correlation results in multicollinearity as the effects of the independent variable and 

mediator on the dependent variable are estimated.  When multicollinearity is present, 

standardizing the independent variables in the model makes the terms more interpretable 

(Aiken and West 1993). 

 The guidelines offered by Barron and Kenney (1986) are followed in assessing 

whether vendor performance (PERF) fully or partially mediates the CF-CL relationship 

(i.e., H3 and H3a).  Those authors proclaim that three different conditions must hold to 

claim a mediating effect: 1) CF must affect PERF; 2) CF must influence CL, and 3) 

PERF must affect CL when CL is regressed on both CF and PERF.  As can be 

ascertained from Table 4, the aforementioned conditions are met as the respective 

coefficients are significant and in the predicted direction.   
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TABLE 4 - Regressing Customer Loyalty (CL) on Performance (PERF) and Customer Focus (CF) 

  Beta Std. Error t-ratio p-value     r2    

EQ. 1: PERF = B0+B1CF Constant  -0.082 0.540 -0.15 0.88 0.421 
 CF 0.328 0.037 8.94 0.00 
  
  

EQ. 2: CL = C0+C1CF Constant  31.381 0.714 43.98 0.00 0.339 
 CF 0.362 0.048 7.55 0.00 
  
  

EQ. 3: CL = D0+D1CF+D2PERF Constant  31.236 0.588 53.14 0.00 0.747 
 CF 0.163 0.053 3.10 0.00 
 PERF 0.684 0.104 6.59 0.00 

 

* Probabilities of p < .001 are reported as .00 

 

In addition to meeting those three conditions, the influence of CF on CL must be 

less in equation 3 than in equation 2 in order to establish mediation.  Perfect mediation 

holds if CF is reduced to having no effect in equation 3.  In this study, the CF coefficient 

decreases 55% (from .362 in equation 2 to .163 in equation 3) when PERF is entered into 

the model.  According to Barron and Kenny (1986, p. 1176), “a significant reduction 

demonstrates that a given mediator is indeed potent, albeit not both a necessary and a 

sufficient condition for an effect to occur.”  Following these authors, the interpretation is 

that PERF partially mediates the CF-CL relationship as there is a “significant reduction” 

in the CF coefficient from equation 2 to equation 3.  As such, evidence exists to support 

the contention that the buyer’s perception of the vendor’s degree of Customer Focus can 

either directly drive Customer Loyalty, or it can drive the buyer’s perception of 

Performance, which in turn, affects Customer Loyalty.  As such, support exists for H3a. 
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Moderating Effects Hypothesis Test 

According to Hair et. al (1998), the impact of moderators can be assessed via 

hierarchical regression analysis (HRA).  In HRA, the independent and moderator 

variables are entered into the regression and simultaneously regressed on the dependent 

variable with the goal of improving the fit of the regression model (Cohen and Cohen 

1983).  If the interaction term in the linear regression model of the form y= B0+B1X1+ 

B2X2+ B3X1X2+e is significant, then it can be advanced that a moderating influence is 

present.  As can be ascertained from Table 5, the null hypothesis (Ho: B3=0) is not 

rejected as the interaction term PERF*SC = -.021 (t-value = -1.22, p= .22) is not 

statistically significant.  Therefore, support does not exist for H4.4 

 Several reasons can be offered as to why this may be the case.  For one, switching 

costs may not be an important factor within the electronics industry.  Perhaps a setting in 

which more significant capital outlays are required would be more adequate.  These could 

include manufacturers of: heavy construction equipment, aircraft engines, and office 

automation systems (Jackson 1985).  Another possibility is that the scale developed here 

did not adequately tap into the true domain of switching costs.  Though the SC scale 

exhibited good reliability and construct validity, it only captured the monetary dimension 

of switching costs.  Other researchers (Ping 1993; Heide and Weiss 1995) have also 

explored the amount of time and managerial effort that must be expended in switching 

suppliers.  As such, future research on switching costs should examine the cumulative 

impact of money, time, and managerial effort required. 

 

                                                           
4  It should be noted that the independent variables and the moderating variable were mean centered to 
enhance interpretability (i.e., mean = 0, yet variance remains unchanged). 
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TABLE 5 -- Test for Moderating Influence of Switching Costs 

Dependent Variable: CL Beta Std. Error t-ratio p-value 
 (Constant) 31.218 0.583 53.55 0.00
 PERF 0.885 0.078 11.32 0.00
 SC 0.416 0.138 3.02 0.00
 PERF*SC -0.021 0.018 -1.22 0.22

 
 

DISCUSSION 
Theoretical Contribution 

The model advanced in this manuscript builds upon the conceptual scaffolding 

suggested by the marketing concept.  In particular, it investigates the customer orientation 

pillar of the marketing concept and its consequences.  The findings reported earlier 

provide support for the advancement of the customer focus construct as the present day 

operationalization of customer orientation.  As such, the ensuing discussion addresses the 

academic contributions made by this research, and is framed in light of the writings on 

the marketing concept. 

For one, the extant literature is equivocal with regards to explicating the domain 

of the customer focus construct.  This is evidenced in the varied conceptualizations that 

have appeared in the more than 200 articles written on customer focus over the past three 

years.  Standard psychometric scale validation procedures reaffirmed the construct 

validity of depicting customer focus as a cultural, process-oriented phenomena that is 

comprised of three separate, yet inter-related dimensions.  Explicated as such, our 

conceptualization weaves together the behavioral and cultural streams of the market 

orientation literature.  This is a major contribution as Slater and Narver (1995) recently 

lamented that whether customer orientation/focus refers to a specific set of organizational 

behaviors (i.e., generation, dissemination, and response to market intelligence) or to a 

specific set of organizational values “has not been clearly resolved” (p.67).   
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Secondly, existing research that seeks to assess a vendor's degree of customer 

focus has relied upon self-reports that are made by the seller (Kohli and Jaworski 1990, 

1993; Narver and Slater 1990, 1994).  Our investigation from the buyer side of the 

supplier-manufacturer dyad thereby assists in overcoming the well-known biases of self-

reports in assessing customer focus/market orientation (Day 1999). 

Another theoretical contribution relates to the consequences of customer focus.  

Here, it is demonstrated that customer focus (CF) can drive customer loyalty directly, or 

it can drive vendor task-related performance (PERF), which in turn, influences customer 

loyalty (CL).  The market orientation literature is virtually silent with regards to customer 

loyalty as it suggests that a vendor’s degree of customer focus is directly related to the 

vendor’s financial performance (Jaworski and Kohli 1993; Deshpande et. al 1993; Slater 

and Narver 1994; Baker and Sinkula 1999).  Our research, therefore, integrates customer 

loyalty into the nomological network of the marketing concept, and traces the precise 

linkages between customer focus and customer loyalty. 

 Lastly, this study makes a contribution to the writings on competitive advantage.  

Clearly, much of that work has treated outcomes and processes in isolation.  For instance, 

product quality (Zeithaml 1988), service quality (Parasuraman et. al 1994), and 

organizational learning (Dickson 1992) have been advanced individually as being the 

basis for a competitive advantage.  The holistic depiction of performance along the “key 

buying criteria” illustrates that all factors from the time that the relationship is initiated 

through product usage through post-sales assistance can combine to shape the buyer's 

experience, and in turn, form the basis for a competitive advantage. 

 
 



 32

Managerial Implications  

Day (1994, p. 37) has lamented that research on the marketing concept "has been 

more an article of faith than a practical basis for managing a business."  This research 

attempts to address some of this ambiguity, and should have implications for both sides 

of the dyad.  For manufacturers, the systematic explication of the “key buying criteria” 

that shape the buyer’s assessment of a vendor’s performance should enable the buyer to 

develop a baseline for acceptable supplier performance.  For instance, if the buyer finds 

that one vendor that it relies upon for a given component has an order cycle time of 46 

days (i.e., lead time required between ordering and delivery) and another supplier that it 

relies upon for the same item has an order cycle time of 6 days, the buyer can provide 

feedback to the underperforming supplier so that non-value adding time and costs can be 

eliminated.  Similar to the “balanced scorecard” (Kaplan and Norton 1992), the buyer can 

use the performance scale offered in this research to create a composite performance 

measure that assesses an “acceptable level of supplier performance” threshold that all 

vendors must supercede within and across various product categories.  As such, the scale 

could be used as a device to screen and rank its supplier portfolio. 

For the seller side of the dyad, this research is useful to suppliers as it enables 

them to more lucidly understand the buyer experience from the buyer’s vantage point 

(Fournier, Dobscha, and Mick 1998).  As such, it provides the supplier with a tool that 

can assist it in tailoring its solution along the buyer’s desired level of performance with 

respect to the “key buying criteria.”  Understanding the buyer’s requirements and then 

delivering the appropriate solution should thereby prevent overprovision (Anderson and 

Narus 1995).  In addition, this research should also assist the supplier in identifying the 
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strategic platform that can lead to a competitive advantage.  In well-developed industries 

in which the technology has reached the maturity stage of the product life cycle, the 

tangible products may have become less differentiated.  In those instances, the process 

elements of vendor operational performance (e.g., (re) ordering, order fulfillment, billing, 

and post-sales support) may be the true source of competitive advantage, thereby driving 

the buyer’s assessment of a vendor’s performance, and in turn, loyalty (Shapiro et. al 

1992).  As such, the vendor can benchmark against the other suppliers along these key 

outcomes and processes that are visible to the buyer in order to formulate its value 

proposition to secure a competitive advantage.  A final practical implication of this 

research is that customer focus can directly produce customer loyalty.  As was evidenced 

with the quality movement, though the presence of TQM principles and processes did not 

necessarily lead to improvements in vendor performance, the vendor’s symbolic intent 

was evidence in itself to motivate the buyer to further foster the IOR (Easton 1993; 

Spencer 1994).   
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Limitations and Future Research 

 As with any research endeavor, the limitations associated with the particular 

approach taken must be addressed.  For one, this study is cross-sectional in nature.  As 

such, the information is captured at only one point in time.  Future research can 

investigate the evolution of a vendor’s degree of customer focus and its consequences via 

a longitudinal study.  Secondly, data for testing our theory of customer focus was 

collected from only one side of the dyad.  Collecting data from both buyers and sellers 

would have been desirable as it would have revealed the extent to which perceptions are 

shared, and the extent to which they are discrepant.  However, given that past studies 

have explored customer orientation (i.e., customer focus) as self-reports made by the 

organization, this research is a necessary initial step in exploring a seller’s degree of 

customer focus from the perspective of a buyer (i.e., the manufacturer).  Collecting 

information from both sides of the dyad is, however, a logical next step in future studies.  

Third of all, this study is examined in a very homogeneous context.  In particular, the 

sampling frame is comprised of only seven SIC codes within the electronics industry.  

Therefore, the findings may not be generalizable to other settings.  The choice of a 

limited context, however, was a conscious a priori decision as the goal of this research is 

to build and test a theory of customer focus and its consequences.  Though external 

validity may have been jeopardized, the limited context improved the ability to control 

for extraneous sources of error that may have been introduced by the idiosyncrasies 

found across different industries. 
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