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ABSTRACT
Marketing channel research has relied on a variety of theoretical perspectives to
understand interfirm relationship management and governance processes between a buyer and a
seller, such as a supplier and a distributor. However, conclusions arising from different
theoretical perspectives sometimes can be controversial. For example, both the economic
approach and the sociological approach that conventionally dominate extant marketing channel
research encourage firms to commit to existing relationships. Seeking new partners increases
transaction costs, and therefore can harm incumbent relationship loyalty, leading to potential
exchange hazards. On the other hand, however, network theory and the resource-based view
suggest that exploring new relationships can help firms gain new knowledge and capabilities that
contribute to superior firm performance and competitiveness. Therefore, how marketing channel
firms balance the seemingly contradictory strategies – committing to the incumbent relationship
(i.e. relationship exploitation strategy) while also exploring new relationships (i.e. relationship
exploration strategy) is the central theme of the thesis. By focusing on the distributor firms, the
thesis investigates the issue by two essays. The first essay examines how a distributor’s
relationship exploration strategy and relationship exploitation strategy influence its opportunism.
The research provides different boundary conditions for how to manage relationship exploration
strategy and relationship exploitation strategy, including two types of uncertainties (environment
uncertainty and performance ambiguity), and two types of network factors (network density and
network centrality). One of the interesting findings in the first essay is that while relationship
exploitation reduces opportunism as predicted, relationship exploration exerts no significant
main effect. This finding demonstrates that relationship exploration strategy is not the opposite
of relationship exploitation strategy; rather, it is a conceptually independent construct. The nature
of relationship exploration and its effect on incumbent relationship is the subject of the second
essay. A theoretical framework was thereby developed to examine how a distributor’s
relationship exploration strategy can enhance its own dynamic capabilities, which in turn can
promote the dyadic relationship quality between the distributor and its incumbent supplier. In
sum, relationship exploration is not necessarily destructive. If firms are able to develop their own
dynamic capabilities in forms of absorptive capacity and innovative capability, exploring new
relationships can be a constructive co-development strategy beneficial for sustaining long-term
continuity in the channel dyads.
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Chapter 1: Introduction
A marketing channel refers to a set of interdependent organizations (suppliers,
manufacturers, wholesalers, and retailers) involved in the process of delivering product and
service to end users (Coughlan et al. 2006). Many products and services must go through
multiple marketing channels before reaching the end consumer. Often time a raw material and
component from suppliers are sent to a manufacturer to assemble these components into a
finished product which the manufacturer will sell to wholesalers or retailers and make it
available to consumers. Based on different marketing channel strategies, some products go
through more or less channel members than others. Approximately one-third of worldwide gross
domestic product sales are completed through marketing channels (Hyman 2012). Statistics
show that the number of publications focusing on marketing channels has grown by more than
150% (Watson et al. 2015).
Buyer and seller relationships are important in many company’s operating strategies
(Wilson 1995). Due to the complex passage of a product or service from point of origin to
market, the relationship between buyer and seller is of significant interest. Thus, a successful
buyer-seller relationship will enhance the overall channel effectiveness and efficiency. In
addition, successful channel relationships are known as enhancing a firm's performance (Trada
and Goyal 2017). Also, literature has increasingly acknowledged that channel relationships are
valuable assets and instrumental for long-term competitive advantages (Homburg, Vollmayr, and
Hahn 2014; Yang et al. 2012). Academics have developed reasonable, well-supported models
showing that different variables have an influence on the success or failure of a relationship
(Anderson and Narus 1984, 1990; Anderson, Lodish, and Weitz 1987; Anderson and Weitz 1989;
Hallén, Johanson, and Seyed-Mohamed 1991; Morgan and Hunt 1994).
For many reasons, continuity has drawn attention in marketing channel relationship
studies (Dwyer, Schurr, and Oh 1987). Prior marketing channel research strongly believed in a
marriage analogy for channel relationships (Anderson and Weitz 1989; Dwyer, Schurr, and Oh
1987; Morgan and Hunt 1994). Continuity was endorsed as the cost of retaining a current
customer was deemed more profitable than generating a new customer (Fornell and Wernerfelt
1988; Lilien and Grewal 2012). Firms maintaining long-term relationships can generate higher
1

profitability than those who apply transaction approaches (Kalwani and Narayandas 1995). A
long-term relationship with customers is also associated with greater likelihood of survival in
B2B firms when products require high custom and specific knowledge (Hoetker, Swaminathan,
and Mitchell 2007).
In order to achieve long-term successful buyer- seller relationships, commitment has long
been recognized as a central factor (Anderson and Weitz 1992; Jap and Ganesan 2000; Palmatier
et al. 2006). Relationship commitment represents exchange partners believing in the ongoing
relationship and signifies that maximum efforts will be given to maintain the status (Morgan and
Hunt 1994). Morgan and Hunt (1994) advance this observation because relationship commitment
promotes cooperative behaviors leading to efficiency, productivity, and effectivity outcomes.
Therefore, the majority of prior marketing channel research have focused on maintaining the
continuity of dyadic relationships and dyadic exchanges (Wathne and Heide 2004; Watson et al.
2015). Previous marketing channel research also suggests that distributors committed to
incumbent relationships should not explore new suppliers (and thus commitment to incumbent
relationship and exploring new partners are mutually exclusive disjunctive strategies) (Gundlach,
Achrol, and Mentzer 1995). As a result, previous marketing channel reviews encouraged firms to
commit to a single exchange partner and maintain a high quality dyadic relationship. This
conceptual development generally discouraged firms from exploring alternative business
partners as first, it might harm incumbent relationship (social exchange theory; Anderson and
Weitz 1992; Heide and John 1990; Rokkan, Heide, and Wathne 2003), and second, it will
increase the cost of managing multiple relationships (transaction cost theory; Williamson 1975;
1985).
However, exploring new suppliers could be a necessary and key passage for distributors
in current business for three reasons. First, while maintaining a dyadic relationship is important,
in reality business relationships are rarely limited to a single exchange partner. Nowadays, the
business environment is rapidly changing; advanced technology allows the world to become a
seemingly smaller place (Hamilton and Webster 2015). Globalization brings forth many new
opportunities as well as threats in a market where businesses have to distinguish themselves from
other competitors (Hamilton and Webster 2015). Research shows that firms that are able to
sustain competitive advantages overtime have waned in commerce (Wiggins and Ruefli 2005).
2

Therefore, in order to survive in this fast-changing environment and intense competition, firms
have to enhance their own competitiveness through exploring new partners and external
knowledge alongside maintaining commitment in an incumbent relationship.
Second, purely emphasizing relationship commitment may be harmful to distributors.
While commitment has been the central focus in business marketing contexts, several studies
have speculated that commitment may have a dark side (e.g., Achrol and Gundlach 1999;
Palmatier et al. 2013; Brown, Crosno, and Tong 2019). Grandinetti (2017) suggested the dark
side of close relationships will create a lock-in situation which increases the asymmetric
dependence, and relationship spoilt by one partner increases the likelihood of the other partner
keeping secrets ultimately leading to an increase in information asymmetry. Baker, Dant, and
Weaven (2019) indicate high levels of trust and commitment can lead firms to become myopic
and/or complacent, channel partners may take advantage when a firm becomes vulnerable. In
other words, a single committed business relationship increases the risk of being isolated from
the external business environment and presents difficulty in adapting to the dynamic
environment. Additionally, single commitment in buyer-supplier relations might not foster
growth with multiple customer segments. Relationship diversification allows a distributor to
better understand the external environment by new partner contact.
Third, exploring new suppliers may be a more viable and vital strategy for small
distributors who are often in a relatively disadvantageous position compared to suppliers in the
channel relationships. As most marketing channel research pay attention to how the more
powerful players in the relationship govern the weaker players in the relationship (Bastl, Johnson,
and Choi 2013), few have looked into how weaker players can manage the relationship with
more powerful players. A recent study from Dong, Zeng, and Su (2018) has offered a solution
for dependence-disadvantage parties to balancing the symmetries by embeddedness in business
and government networks that entice partners to commit more in relationship specific investment.
In conventional channel relationships, distributors are often in a position of disadvantage
compared with suppliers as they have less resources and bargaining power. It is more common
that suppliers can have multiple ongoing relationships with different distributors, but distributors
are often constrained to a single source. The power and dependence imbalance between
suppliers and distributors will potentially increase conflicts (Emerson 1962). Therefore, we
3

should not underestimate the importance of relationship diversification, nor ignore the interests
of distributors (Palmatier, 2008) and expect distributors to commit to single business
relationships.
Overall, distributors who are fully committed in dyadic incumbent relationships will
suffer and become more vulnerable in a volatile environment. Distributors who seek new
suppliers can gain more market information and knowledge from the external environment which
enables better coping strategies within the fast-changing environment. Additionally, due to the
possible channel disturbance imposed through an imbalance of power and dependence between
supplier and distributor, the option to explore new suppliers enhances distributors knowledge
base and ultimately will influence the relationship with the incumbent supplier. Therefore, in this
thesis, we define relationship exploitation strategy (EXT) as distributors continuous commitment
to o consolidate relationships with incumbent suppliers; and relationship exploration strategy
(EXP) as distributors investing in new channels for developing relationships with new suppliers.
We borrow the notions of exploitation and exploration from the organizational learning literature
(March 1991) to illustrate the phenomenon – exploiting the current and exploring new
possibilities in the context of channel relationship building. Consistent with the original
terminology, relationship exploration includes things such as search, variation, risk taking,
flexibility, and discovery, but primarily in the context of managing channel relationships. While
it is important to maintain a within-dyad committed relationship with an incumbent supplier, it is
also worthwhile exploring the extra-dyadic relationship with external suppliers. No previous
studies have examined the co-existence of these two relationship strategies.
This thesis will focus on two key issues related to relationship exploration strategy,
defined as the distributor’s efforts to consider, contact, and seek new suppliers for business
opportunities: (1) how to manage relationship exploitation and relationship exploration
simultaneously; (2) the consequence of a distributor’s relationship exploration strategy.
Structurally, this thesis is comprised of two essays on interfirm relationships. The first
essay will investigate how two important marketing channel strategies namely relationship
exploration strategy and relationship exploitation strategy influence distributor opportunism in
marketing channel relationships. Opportunism is defined as “self-interest seeking with guile’’
4

(Williamson 1975, 6). This research investigates how to manage new relationships and existing
relationships by applying different moderators drawn from the uncertainty phenomenon
(performance ambiguity and environmental uncertainty) and social network theories (network
density and network centrality). Our research findings from the first essay suggest that
relationship exploration strategy is not the opposite of relationship exploitation strategy; these
two strategies are conceptually independent constructs. The research finding of the first essay
serves as the basis of further investigation into the consequence of relationship exploration as the
focus of the second essay.
The second essay examines how relationship exploration strategy (EXP) can enhance a
firm’s own dynamic capabilities (e.g., absorptive capacity and innovative capability) in the
channel network, which in turn can promote the dyadic relationship quality between the
distributor and its incumbent supplier. This research finding suggests that relationship
exploration strategy does not necessarily harm incumbent relationships. On the contrary, it
enhances relationship quality with an incumbent partner.

5

Chapter 2: Literature review on marketing channel relationship
This chapter provides a comprehensive critical review of marketing channel research.
The first part focuses on an overview of two dominant perspectives often found in marketing
channel literature (the economic-based and the sociological-based approaches). The second part
of the literature review provides a summary of these two perspectives and identifies the current
research gaps in the marketing channel literature. Identifying the major research gaps in current
marketing channel research attests to the value of the two studies in this thesis.
Marketing channel studies often apply many different theoretical frameworks to
rationalize buyer and seller relationships in order to enhance marketing channel efficiency. There
are two major streams of research domains in the marketing channel literature: the economic
approach and the sociological approach (Stern and Reve 1980; Heide 1994; Watson et al. 2015).
The economic-based approach focuses on economic efficiency or functional optimization (Heide
1994). The economic-based approach is based on neoclassical economics and functional cost
which includes writing, negotiating and enforcing contracts (Williamson 1985). Nonetheless,
some researchers criticize the economic-based approach because it ignores the social aspects of
exchanges and firms are not always purely driven by price mechanism (Hirschman 1982). The
sociological-based approach uses theories of sociology to highlight the human relations and
interaction in managing business relationships (Dwyer, Schurr and Oh 1987). The following will
present an overview of the different theories outlined in the economic-based approach and the
sociological-based approach. The economic approach includes the transaction cost theory,
agency theory, resource-based view and dynamic capability theory. The sociological approach
comprises the social exchange theory, relational norms theory, commitment and trust theory,
power dependence theory and network theory.
2.1 Economic-based approach
The economic-based approach focuses on 4 major perspectives: (1) Transaction cost
theory (Heide and Miner 1992; Bensaou and Anderson,1999; Jap and Anderson 2003), (2)
Agency theory (Ross, Anderson, and Weitz 1997; Heide, Wathne, and Rokkan 2007; Gu, Kim,
Tse and Wang 2010), (3) Resource-based view (Barney 1991; Grant 1991; Penrose 1959;
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Wernerfelt 1984), (4) Dynamic capability theory (Teece et al. 1997; Kozlenkova, Samaha, and
Palmatier 2014)
2.1.1 Transaction cost theory
The early versions of transaction cost theory are found in Coase (1937); Arrow (1969)
and Williamson (1975; 1985). Coase (1937) begins by questioning why a firm exists and he
answers this question by explaining that a firm is established to minimize the transaction cost
based on the price mechanism. Transaction cost is the cost involved in an exchange including the
search costs, bargaining costs, agency cost, monitoring costs, enforcement costs and other costs
that may be incurred in the exchange process (Coase 1937). Arrow (1969, 48) has defined
transaction costs as the “costs of running the economic system”. The transaction cost theory
assumes that a reduction in transaction costs can lead to an increase in a firm’s effectiveness and
efficiency in exchange. Williamson (1975; 1985) added a considerable contribution in extending
transaction cost theory. Highlighted in Williamson’s (1975; 1985) frameworks are two
assumptions of human behavior: the first is that it is bound by rationality and the second is that it
reacts in an opportunistic manner. To be bound by rationality means that people are always
constrained by cognitive capability which limits one’s rationality. Behaving in an opportunistic
manner involves seeking and serving one’s self- interest; hence, a business partner may not be
trustworthy. Williamson (1975, 6) defines opportunism as “self-interest seeking with guile’’.
Opportunism as a concept suggests that a firm goes well beyond self-serving behavior and acts
unethically to achieve individual goals such as profit maximization. Opportunism has since
drawn significant attention from scholars and influenced marketing research in notable ways.
Due to human nature having opportunistic propensity, many researchers have investigated
different governance strategies to reduce opportunism and safeguard specific assets (Bensaou
and Anderson 1999; Stump and Heide 1996; Heide and John 1988; Rokkan, Heide, and Wathne
2003; Jap and Anderson 2003).
The significant issue of safeguarding thus emerged from the extended Williamson theory
of firms fearing their specific investment (idiosyncratic investment) will be exploited when
partners behave opportunistically (Rindfleisch and Heide 1997). Specific investment
(idiosyncratic investment) is an investment that specializes in supporting a particular transaction
7

and cannot easily be redeployed for other purposes (Ganesan 1994). As such, safeguarding
specific investments and reducing partner opportunism are major research fields in transaction
cost theory. Research finds idiosyncratic investment creates exit barriers and provides incentive
for firms to commit to their current relationships (Williamson 1983; 1985). Research also
supports the notion that idiosyncratic investment can enhance credible commitment and
cooperation (Heide and Miner 1992; Bensaou and Anderson 1999), buffer against technological
uncertainty (Bensaou and Anderson 1999), increase performance outcome (Jap and Anderson
2003), help build a close relationship (Bensaou and Anderson 1999) and foster the expectation of
continuity (Anderson and Weitz 1989; 1992; Heide and John 1988; Jap and Anderson 2003). In
this area of research, scholars have attempted to apply specific investment to bond the channel
relationship in order to reduce opportunism.
2.1.2 Agency theory
Agency theory developed concurrently with Coase and Williamson’s transaction cost
theory. The pioneers of agency theory, Jensen and Meckling (1976), argue that conflict of
interest between businesses partners can lead to operation inefficiency. The relationship between
agency and principal is when a principal relies on an agent to undertake some action on behalf of
the principal (Jensen and Meckling 1976; Bergen, Dutta, and Walker 1992). However, when the
principal and agent have different risk preferences or conflicts of interest and goals, it will create
channel relationship inefficiency (Jensen and Meckling 1976; Bergen, Dutta, and Walker 1992),
and without a control mechanism, agents are likely to behave in an opportunistic manner and
shirk their responsibilities (Jensen and Meckling 1976; Bergen, Dutta, and Walker 1992). When
agents hide information and/or actions from their principal, it reduces the exchange efficiency
and increases the agency cost (Bergen, Dutta, and Walker 1992; Jensen and Meckling 1979). The
cost arises because the principal party must secure the shirking, monitoring and reinforcement of
the contract (Jensen and Meckling 1979). Due to the assumption of humans being self-interest
seeking, agency theory suggests different governance structure can prevent agents not acting on
behalf of the principle.
One of the governance structures is applying contract to reinforce the agreement. Bergen,
Dutta and Walker (1992) define two types of agency problems: pre-contractual problems as
8

hidden information before the principal enters the contract with the agent; post-contractual
problems as hidden actions after the principal enters the contract with the agent. These authors
suggest that to overcome pre-contractual problems as hidden information, the principal can apply
three strategies: screening for true potential; acquiring an agent with qualification and allowing
agent self- selection for job. These authors also explain that to prevent post-contractual problems
as hidden action, a principal can enforce a monitoring system and reward agents based on the
behavior and outcome (Bergen, Dutta, and Walker 1992). Incentives are provided as an
agreement to reward, desirable behavior and outcomes; whereas monitoring is the direct
observation of behavior and outcomes (Bergen, Dutta, and Walker 1992). Transaction costs
serve an instrumental role in agency theory due to the assumption that people are driven by the
price mechanism and are self-interest seeking or engage in opportunistic behaviors. Therefore,
agency theory seeks to determine the most efficient governance structure to prevent the agent not
acting on behalf of the principal’s best interest and managing agent hidden information and
hidden action (Eisenhardt 1989; Gu et al. 2010).
Consequently, agency theory has an impact on the marketing channel selection strategy
and governance strategy (Watson et al. 2015). Marketing channel literature often employs
agency theory in explaining the relationship and interest conflict between supplier and distributor
(Ross, Anderson, and Weitz 1997; Heide, Wathne, and Rokkan 2007; Gu et al. 2010). Drawing
on insights from agency theory, Heide, Wathne, and Rokkan (2007) concluded that monitoring
as a control mechanism reduces information asymmetry which helps to prevent exchange partner
opportunism and shirking behavior. The authors propose output monitoring reduce exchange
partner opportunism and behavior monitoring enhance partner opportunism. Furthermore,
marketing channel literature adopted agency theory to investigate commitment asymmetry
between principal and agent relationship, the results indicate that reducing perceived asymmetric
commitment can improve the performance of each dyad member (Ross, Anderson, and Weitz
1997). The research also supports the observation that levels of communication and dependence
can affect the perceived asymmetric commitment (Ross, Anderson, and Weitz 1997). Another
marketing channel study by Gu et al. (2010) examines manufacturer and distributor commitment
based on different program stages (ex ante and ex post). In the ex ante stage, a distributor lacks
sufficient information so his/ her motivation is to avoid losses. In the ex post stage, a distributor
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has better knowledge of benefit outcomes so his/ her motivation is driven to rent-seeking.
Moreover, research points to the specific pattern that as information asymmetry increases the
effectiveness of the relationship reduces (Moorthy 1987; Ross, Anderson, and Weitz 1997).
Therefore, many marketing channel studies have looked into control mechanisms (monitoring
and incentives) to reduce information asymmetry in order to better perform in channel
relationships (Heide, Wathne, and Rokkan 2007; Ross, Anderson and Weitz 1997; Stump and
Heide 1996; Gu, Kim, Tse, and Wang 2010). To conclude, agency theory focuses on applying
different governance strategies to increase the exchange effectiveness by reducing hidden
information and hidden action (Mishra, Heide, and Cort 1998).
2.1.3 Resource-based view
Over the past decade, the incorporation of the resource-based view in marketing research
has increased by more than 500% (Kozlenkova, Samaha, and Palmatier 2014). The prior work of
Penrose (1959) identified that an organization’s resources are important to its success. Porter’s
(1973) dominant paradigm considers external industry- level factors determine a firm’s profit
potential. However, the more concrete idea of the resource-based view was formed in the 1980s,
when researcher Wernerfelt (1984) argued internal firm-level factors which indicate resources
and capabilities really determine firm profit potential. After many refinements of the resourcebased view, there is a remaining inconsistency in the framework and definition (Barney, Ketchen
Wright 2011). The resource-based view describes a firm’s utilization of valuable tangible or
intangible resources to achieve sustainable competitive advantages which lead to long-term
performance (Barney 1991; Grant 1991; Penrose 1959; Wernerfelt 1984). The resource-based
view suggests sustained competitive advantage is derived from valuable, rare, inimitable, and
non-substitutable (VRIO) resources and capabilities that a firm is able to control (Barney 1991).
The VRIO framework includes four conditions (valuable, rare, inimitable, and non-substitutable)
for evaluating whether a firm’s resources have the potential to generate sustainable competitive
advantages. According to Barney and Arikan (2001, 138) resources are “tangible and intangible
assets [that] firms use to conceive of and implement its strategies”. Resources can be viewed as
organization assets which can be drawn upon to accomplish its firm’s strategy. Barney (1991)
defined four main resource categories: physical, financial, human, and organizational. The
logical assumption of the resource-based view is that a firm is able to possess rare and valuable
10

resources which few other firms have; these resources are costly or difficult to imitate and a
firm’s ability to control these resources helps generate sustainable competitive advantages
(Barney 1991; Kozlenkova, Samaha, and Palmatier 2014). As the resource-based view research
has been widely acknowledged, large numbers of studies have been undertaken to describe,
explain, and predict organizational relationships (Barney, Ketchen Wright 2011). Thus, some
researchers believe resource-based view reached a level of maturity and evolved into resourcebased theory (RBT) (Barney, Ketchen Wright 2011).
There is an extensive growing interest in the resource-based view of marketing channels.
The resource-based view contributes to marketing literature in four different areas: (1) market
domains; (2) market-based resources; (3) exchange level of analysis; and (4) connection of
resource-based view to related theories (Kozlenkova, Samaha, and Palmatier 2014). According
to Kozlenkova, Samaha, and Palmatier (2014) marketing researchers often adopt the resourcebased view across three different areas: marketing strategy, international marketing, and
marketing innovation. This theory is often used to explain how integrating multiple resources can
enhance a firm’s performance (Kozlenkova, Samaha, and Palmatier 2014). Furthermore, in terms
of market-based resources, it is suggested that intangible resources can better enhance
performance than tangible resources based on VRIO performance prediction (Srivastava,
Shervani and Fahey 1998; Barney 1991; Kozlenkova, Samaha, and Palmatier 2014). In contrast,
exchange level analysis often investigates how a firm applies resource-based view (different
skills, processes and policies) to exploit resources in firm level exchange (Peteraf and Barney
2003). Finally, resource-based view can be viewed together with transaction cost theory, agency
theory, and social exchange theory in order to further enhances channel effectiveness (Jap 1999;
Palmatier et al. 2007). Marketing channel researchers have investigated the resource-based view
in marketing channel contexts including: the strategy of adopting valuable new sales channels
(Lee and Grewal 2004), the strategy of acquiring valuable information (Guo and Iyer 2010), the
strategy of exploring unique supply chain service technologies (Richey, Tokman, and Dalela
2010), and the use of policy to categorize captain arrangements (Nijs, Misra, and Hansen 2013).
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2.1.4 Dynamic capability theory
There are a remarkable number of studies which refer to dynamic capabilities, and many
scholars that have published in top-tier management journals have included dynamic capability
in their title and abstract (Barreto 2010). Although, the idea of dynamic capability is appealing,
there is still some confusion within its definition and measurement (Barreto 2010). According to
Peteraf, Stefano and Verona (2013), dynamic capability has two completely different streams:
Teece, Pisano, and Shuen (1997) and Eisenhardt and Martin (2000). The two different streams
are two opposing approaches and their constructs’ core elements are contradictory (Peteraf,
Stefano and Verona 2013). Dynamic capability scholars often cite either Teece, Pisano, and
Shuen (1997) or Eisenhardt and Martin (2000), but not both as they point to separate directions.
According to Peteraf, Stefano and Verona (2013), there are three major differences between
Teece, Pisano and Shuen (1997) or Eisenhardt and Martin (2000): (1) Teece, Pisano and Shuen
(1997) claim dynamic capability is assured in rapidly changing environments whereas Eisenhardt
and Martin (2000) argue dynamic capability is uncertain in such environments; (2) Teece, Pisano
and Shuen (1997) suggest dynamic capability can be a source of sustainable advantage under
certain conditions whereas Eisenhardt and Martin (2000) argue it cannot be a source of
sustainable advantage under any condition because it is not stable; (3) Teece, Pisano and Shuen
(1997) suggest dynamic capability can be a source of competitive advantages whereas Eisenhardt
and Martin (2000) argue it can only provide limited competitive advantage. However, recent
research has tried to integrate the two different approaches to dynamic capability by suggesting
that Eisenhardt and Martin (2000) take a high level view of general cases, but Teece, Pisano and
Shuen (1997) focus on the exceptional cases (Peteraf, Stefano and Verona 2013). Therefore, in
the conclusion of their paper Peteraf, Stefano and Verona (2013) suggest in certain conditions
dynamic capability enables firms to attain a sustainable and competitive advantage. Table 1 lists
the commonly cited definitions of dynamic capability. This thesis will adopt the definition of
Teece, Pisano and Shuen (1997) as it is more relevant to the study. Since relationship exploration
allows firms to receive more information from new partners and external environments, it helps
firms to enhance its abilities such as ability to absorb and innovate.
Dynamic capability (Teece, Pisano and Shuen 1997) is an extension of the resourcebased view (Barreto 2010). The resource-based view proposes that a firm may achieve a
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sustained competitive advantage based on their bundles of resources, and such resources are
valuable, rare, sustainable over time, costly to imitate and without any substitute (VRIO) (Barney
1990; Barreto 2010). However, Teece, Pisano and Shuen (1997) outline dynamic capability as
the ability a firm has to integrate, build and reconfigure internal and external competences which
helps firms to adapt to the fast changing environment and sustain competitive advantage.
Dynamic capabilities are developed to address how a firm can achieve a competitive advantage
in a fast changing and unpredictable environment which the resource-based view cannot
completely explain (Eisenhardt and Martin 2000; Makadok 2001; Teece, Pisano, and Shuen 1997;
Winter 2003). Research suggests when a firm fails to adapt to the environment, the impact on its
performance is negative (Audia, Locke, and Smith 2000). Therefore, Teece, Pisano, and Shuen
(1997) presented the concept of dynamic capability for firms to continuously create, extend,
upgrade, protect, and keep the relevant unique assets. The dynamic capability perspective
suggests that firms in a dynamic or rapidly changing environment should not create a
standardized and “once and for all” routine for the firm operation but continually reconfigure or
revise the capability that have developed (Zahra, Sapienza and Davidsson 2006). Firms should
develop a capability to enable continuously revisions of their resources and integration to their
operation Zahra, Sapienza, and Davidsson (2006). Therefore, dynamic capability is especially
important and applicable in a fast-changing business environment as it refers to the ability of a
firm to modify current resources and to reconfigure existing capability.
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Table 1. Past definitions of Dynamic Capability
Study

Definition

Teece and Pisano (1994, 514)

“The subset of the competencies / capabilities which allow the firm to create new products and processes and respond to
changing market circumstances.”

Teece, Pisano, and Shuen (1997,

“The firm’s ability to integrate, build, and reconfigure internal and external competences to address rapidly changing

516)

environments.”

Eisenhardt and Martin (2000,

“The firm’s processes that use resources—specifically the processes to integrate, reconfigure, gain and release resources—

1107)

to match and even create market change. Dynamic capabilities thus are the organizational and strategic routines by which
firms achieve new resource configurations as markets emerge, collide, split, evolve, and die.”

Teece (2000, 35)

“The ability to sense and then seize opportunities quickly and proficiently.”

Zollo and Winter (2002, 340)

“A dynamic capability is a learned and stable pattern of collective activity through which the organization systematically
generates and modifies its operating routines in pursuit of improved effectiveness.”

Winter (2003, 991)

“Dynamic capabilities as those that operate to extend, modify or create ordinary capabilities.”

Helfat et al. (2007, 1)

“The capacity of an organization to purposefully create, extends, or modifies its resource base.”

Teece (2007, 1319)

“dynamic capabilities can be disaggregated into the capacity (1) to sense and shape opportunities and threats, (2) to seize
opportunities, and (3) to maintain competitiveness through enhancing, combining, protecting, and, when necessary,
reconfiguring the business enterprise’s intangible and tangible assets.”

Barreto (2010, 271)

“A dynamic capability is the firm’s potential to systematically solve problems, formed by its propensity to sense
opportunities and threats, to make timely and market-oriented decisions, and to change its resource base.”

Zahra, Sapienza and Davidsson

“The abilities to reconfigure a firm’s resources and routines in the manner envisioned and deemed appropriate by its

(2006, 918)

principal decision-maker(s).”
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As the application of the dynamic capability perspective in channel research is emerging,
this thesis focuses on reviewing the definitions, and measures of the general dynamic capability
literature. As Williamson (1999, 1094) observes, “big ideas often take a long time to take on
definition”. Based on the review above, we understand the importance of dynamic capability in
terms of building a firm’s long term competitive advantage. However, the literature on dynamic
capability is rich but complex and somewhat disconnected (Barreto 2010). There are many
different definitions which point to separate directions and create confusion in the theory
(Barreto 2010). Kraatz and Zajac (2001, 653) stated that “while the concept of dynamic
capabilities is appealing, it is a rather vague and elusive one which has thus far proven largely
resistant to observation and measurement”. Zahra, Sapienza and Davidsson (2006) stated one
major limitation in this theory is that most literature on dynamic capability does not explain the
antecedents such as how a firm develops its dynamic capability. Further, few empirical studies
have measured dynamic capability. The majority of empirical studies only employ the concept of
dynamic capability or measure some elements of dynamic capability (Danneels 2008; Døving
and Gooderhan 2008; Slater, Olson and Hult 2006; Song et al. 2005; Schilke 2014). For example,
Døving and Gooderhan (2008) investigate how heterogeneity of human capital, internal
development routines, and alliances with complementary service providers (representing the
dynamic capability elements routine, system, and process) influence the scope of related
diversification. Slater, Olson and Hult (2006) use strategy formation capability as a dynamic
capability. Their research posits a firm’s strategic orientation as a moderator to investigate the
relationship between strategy formation capability and performance. Schilke (2014) uses alliance
management capability and new product development capability to represent two parts of
dynamic capabilities in order to test their effects on competitive advantage with an external
environment moderator. It shows that dynamic capabilities have a stronger effect on competitive
advantages in a moderately dynamic environment than stable and highly dynamic environments.
In sum, while researchers often measure some parts of the dynamic capability in the field or
archival studies, the exact measure of dynamic capability still remains unclear.
Dynamic capability is an important but vague concept. There is a lack of research that
have investigated dynamic capability in marketing channel settings. Reuter et al. (2010) apply
the dynamic capability approach to explain sustainable global supplier management capabilities
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as a source of competitive advantage. Fawcett et al. (2011) consider supplier chain collaboration
as a dynamic capability in their study. In the second essay of the thesis, we employ relationship
exploration strategy as an antecedent of dynamic capability and relationship quality as a
consequence of dynamic capability to deepen the understanding of dynamic capability in
marketing channel contexts.
Although, there are different definitions of dynamic capability, in this research, we adopt
Teece, Pisano, and Shuen’s (1997, 516) definition “the firm’s ability to integrate, build, and
reconfigure internal and external competences to address rapidly changing environments’’ as it is
most relevant to the research topic. Furthermore, Teece, Pisano, and Shuen’s (1997) paper is the
most widely cited on the topic of dynamic capability (Peteraf, Stefano, and Verona 2013). This
study aims to conceptualize and empirically validate two components of dynamic capability in
supplier-distributor settings which are absorptive capacity and innovative capability. Absorptive
capacity is the firm’s “ability to assimilate and utilize new knowledge from external sources”
(Zhou and Li 2010, 2). As such, absorptive capacity focuses on taking in external knowledge
together with internal knowledge and absorbing it for future use (Wang and Ahmed 2007).
Absorptive capacity explains the “integrate” element of dynamic capability. Zhou and Li (2010)
also support the proposition that absorptive capacity is dynamic capability. Innovative capability
refers to a firm’s ability to combine innovative orientation with innovative behavior and
processes to develop new products and markets (Wang and Ahmed 2004; Geenhuizen et al.
2010). Innovative capability explains the strategy to address the rapidly changing environment.
Wang and Ahmed (2007) provide evidence that innovative capability is part of dynamic
capability. These two components - absorptive capacity and innovative capability are common
across the existing literature on dynamic capability and represent the uniqueness of dynamic
capability (Table 1) (Teece and Pisano 1994; Teece, Pisano, and Shuen 1997; Eisenhardt and
Martin 2000; Teece 2000; Winter 2003; Helfat et al. 2007; Teece 2007). Wang and Ahmed
(2007) submit additional strong theoretical evidence of how these two constructs are the most
important components of dynamic capability. Although conceptually distinct, these two
components are correlated and can be substantiated as unique characteristics of dynamic
capability.
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2.2 Sociological-based approach
The sociological based approach focuses on five major perspectives: (1) Social exchange
theory (Anderson and Weitz 1992; Heide and John 1990; Rokkan, Heide and Wathne 2003); (2)
Relational norms theory (Heide and John1992; Kumar, Heide, and Wathne 2011); (3)
Commitment and trust theory (Morgan and Hunt 1994; Ganesan 1994); (4) Power dependence
and conflict (Gaski 1984; Kumar, Scheer, and Steenkamp 1998; El-Ansary and Stern 1972); (5)
Network theory (Palmatier 2008).
2.2.1 Social exchange theory
Homans (1961), Blau (1964) and Emerson (1962) are the pioneers of social exchange
theory. The notions of social exchange were first recognized by Ouchi (1980) who highlighted
the sociological context and developed the concept of clan. According to Ouchi (1981 83), a clan
is an “intimate association of people engaged in economic activity”. Clan governance is based on
business relationships that emphasize norms, trust, social integration and community practice
(Ouchi 1980). Cook and Emerson (1978) characterize as commitment a central variable to
distinguish social from economic exchange. Dwyer, Schurr, and Oh (1987) made a breakthrough
in studying social exchange theory in marketing channel literature; the authors described buyer
and seller relationships as being similar to marriage as there are benefits and costs involved in a
relational exchange. They highlight the important growth of interpersonal trust, norms, and
commitment.
Granovetter (1985) makes a considerable contribution in criticizing transaction cost
theory and in introducing embeddedness. The author contends that market exchange is undersocialized and hierarchy exchange is over-socialized. The author emphasizes the undersocialized overrated individual pursuit of self-interest, and over-socialized overrated individual
behavioral patterns. The author argues market exchange underestimates human relations, as
people are not always driven by the price mechanism. On the other hand, Granovetter (1985)
also asserts that hierarchy exchange overestimates the efficiency of hierarchical power, as many
actors in an organization including dictators and followers do not have predictable thoughts and
behavior. Therefore, he proposed the embeddedness view as an ongoing network of social
relationships between people can generate trust and discourage malfeasance more effectively
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than price mechanism and authority. Granovetter (1985) believes the embeddedness view of
governance is more significant in managing business relations than the market or hierarchy
governance. Granovetter’s work has been highly influential and the source from which many
marketing channel works draw their interest in social relations and the network view.
Social exchange theory refers to an exchange social behavior that can result in economic
and social outcomes (Lambe,Wittmann, and Spekman 2001). Extensive marketing channel
studies use social exchange theory to explain the relational exchange in the business to business
environment (Lambe, Wittmann, and Spekman 2001; Heide 1994; Heide and John 1992;
Anderson and Weitz 1992). Lambe,Wittmann, and Spekman (2001) suggest an individual will
compare the social and economic outcome with new exchange partners to determine their
dependence on the relationship. Positive social and economic outcomes can increase trust and
commitment in the relationship which enhance the exchange effectiveness (Lambe,Wittmann,
and Spekman 2001). Social exchange theory often involves relational governance which implies
informal social control over an exchange (Heide 1994). Relational exchange relies on
cooperation between the two parties based on trust, commitment and social rapport to create
behavioral expectation such as norms (Heide and John 1992). Social exchange theory encourages
cooperative forms of buyer-supplier interaction more than competitive forms (Heide and John
1990). Therefore, marketing channel research has largely applied social exchange theory in
explaining the interfirm relationship.
2.2.2 Relational norms theory
Relational norms refer to when the exchange partners share the same expectations, such
as expectations of transaction behavior (Jap and Ganesan 2000). The notion of norms and their
relations to governance of business relationships has been increasingly highlighted by
researchers (Heide and John 1992; Kumar, Heide, and Wathne 2011). There are different types
of norms which have somewhat different effects on the relationship such as mutuality, solidarity,
and flexibility (Palmatier, Dant, and Grewal 2007). Macneil (1980) provides evidence that when
relational norms exist, the expectation of mutual interests and goals will enhance the wellbeing
of the relationship. The existence of relational norms has additional economic value in
safeguarding specific investment and increasing the buyers’ control over supplies (Jap and
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Ganesan 2000). Heide and John (1992) explain relational exchange norms as the expectation of
mutuality of interest, a governance strategy to manage behavior and enhance the wellbeing of the
relationship as a whole. Heide and John (1992) explain that under the conditions of relational
norms, buyers invest in transaction-specific assets which can boost their control over suppliers.
Kumar, Heide, and Wathne (2011) indicate that both norms and incentives are related to positive
performance. Rokkan, Heide, and Wathne (2003) study extendedness which is the expectation of
future interaction and norms of solidarity as a willingness to work together. Extendedness can
have a bonding effect between exchange partners which reduces opportunism and helps
safeguard specific investment to achieve joint benefits. In general, norms promote cooperation
and reduce conflict which enhance relationship quality and reduce opportunism (Kumar, Heide,
and Wathne 2011). Relational norms theory governance helps exchange partners to better
respond to environment uncertainty (Kumar, Heide, and Wathne 2011).
2.2.3 Commitment and trust theory
Cook and Emerson (1978) characterize commitment as a central variable to distinguish
social from economic exchange. Relationship commitment is an exchange partner believing in an
ongoing relationship with another and signifies maximum efforts will be exerted to maintain
relations (Morgan and Hunt 1994). Commitment by both parties acts as powerful signals of the
quality relationship which will help develop trust in the relationship, and influence the
development of social norms for future exchange (Gunlach, Achrol, and Mentzer 1995).
Derived from social exchange theory, commitment and trust are two main constructs in
relationship quality (Wang, Gu, and Dong 2013). Commitment to the relationship is defined as
the desire to continue maintaining a valued relationship (Moorman, Zaltman, and Deshpande
1992), and trust can defined as the confidence in an exchange partner’s reliability and integrity
(Morgan and Hunt 1994; Ganesan 1994). Achrol (1991) points out that trust is a key
determination of relationship commitment, and Berry and Parasuraman (1991) maintains that the
foundation to build relationships is based on mutual commitment. Therefore, commitment and
trust are extremely important constructs in relationship marketing and social exchange theory.
Therefore, many marketing channel scholars have studied the mechanism of commitment and
trust theory comprehensively. Morgan and Hunt (1994) also believe that commitment and trust
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theory is a central factor for successful relationship marketing, because it promotes cooperative
behaviors leading to efficiency, productivity, and effectiveness outcomes. Morgan and Hunt
(1994) assert commitment and trust theory can (1) encourage exchange partners to cooperate and
preserve relationship investment; (2) encourage exchange partners to resist attractive short-term
benefits and prevent opportunism by staying with existing partners to achieve long-term benefits;
(3) promote a higher level of security when taking high- risk action because of the beliefs that
their partner will not behave opportunistically.
Marketing channel literature suggests relational norms theory and commitment and trust
theory will enhance relationship quality among exchange partners and produce significant
benefits for the firms involved (Morgan and Hunt 1994; Anderson and Weitz 1992; Geyskens et
al. 1996; Heide and John 1992). Heide and John (1990) also find that joint action leads to
closeness, continuity, ability to safeguard specific assets and adapt to uncertainty. Anderson and
Weitz (1992) state that mutual commitment can enhance channel member mutual profitability by
stabilizing relationships and working together.
To conclude, social exchange theory provides evidence that social relations play a
significant role in strengthening the relationship as well as increasing a firm’s effectiveness and
efficiency in exchange (Anderson and Weitz 1992; Heide and John 1990; Rokkan, Heide and
Wathne 2003). Heide and Stump (1995) confirm that under conditions of uncertainty or invested
specific investment, crafting stronger relationships enhances transactional performance.
Furthermore, in social exchange theory, rapport can reduce opportunism by fostering close ties in
the relationship and achieving mutual goals, beliefs, feelings and understandings (Tickle-Degnen
and Rosenthal 1990; Anderson and Weitz 1992).
2.2.4 Power-dependence and conflict
Conflict arises in any form of relationship (Eisenhardt, Kahwajy, and Bourgeois 1997;
Emiliani 2003). Therefore, it is important to understand how to handle conflict (Jehn and Mannix
2001). Jehn and Mannix (2001) propose two types of conflict, affective (personality) based
conflict or cognitive (idea) based conflict. Another central area of conflict, conflicting goals or
interests, has been comprehensively studied by researchers of conflict (Locke et al. 1994). In
marketing channels, conflicts often arise when one channel member is engaged in behavior that
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is preventing or impeding another member to achieve its goals (Gaski 1984). Power is unevenly
distributed to different channel members and actors in interorganisational systems (Watson et al.
2015). In marketing channels, power is the ability to influence channel partners in their decision
making or behavior (Draganska, Klapper, and Villas-Boas 2010; Gaski 1984; El-Ansary and
Stern 1972). Power is based on dependence, when one channel member provides advantage to its
exchange partner which is hard to replace, this member usually has stronger power in the
relationship (Watson et al. 2015). When one party over-relies on the other party, this may cause
dependence asymmetry and power asymmetry. There is evidence to show balance dependence is
important in maintaining a mutually beneficial relationship and mutual performance (Kumar,
Scheer, and Steenkamp 1998). On the other hand, asymmetrically dependent channel members
are at a greater risk of being the victims of coercive power which often leads to conflict, because
a powerful exchange partner only focuses on his/her own goal achievement and the weaker
exchange partners’ perceived unfairness increases (Samaha, Palmatier, and Dant 2011; Kumar,
Scheer, and Steenkamp 1998). The way an organization uses its power and balance of the
dependence determines the channel structure and performance (Antia, Zheng, and Frazier 2013;
El-Ansary and Stern 1972).
2.2.5 Network theory
Network theory goes beyond the traditional dyadic relationship and considers the
relationship at a network level (Palmatier 2008). Social exchange theory focuses on how the
constructs such as commitment, trust and norms affect performance, whereas network theory
focuses on constructs such as contact density, contact authority and network centrality (Palmatier
2008). Social exchange theory emphasizes relational drivers, but network theory emphasizes
network content and network structure (Palmatier 2008; Granovetter 1985). Channel exchange
often includes multiple relationships and players. Network theory can better reflect the real life
situation and practice in channel relationships (Palmatier 2008; Granovetter 1985; Gulati, Nohria,
and Zaheer 2000; Phelps 2010). Network theory suggests firms in high technology industries
build alliance networks which can help them gain access to new technologies and new products
in the market (Wuyts et al. 2004). Network theory also suggests it can protect firms against
opportunism and maintain flexibility (Wuyts et al. 2004). Heide points out (1994 81) “Individual
relationships are embedded in a context of other relationships that could have governance
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implication”. However, marketing channel research is still mainly constrained specifically to
dyadic exchange and underestimates the importance of the network view. Even so, there is
justification in viewing social exchange theory as gradually being replaced by the network
exchange theory (Cook and Whitmeyer 1992; Bulte and Wuyts 2007). Indeed, marketing
scholars recognize there is a need to take into account the network view to have a complete
understanding of the impact of social networks and the surrounding conditions of the market
environment (Gulati 1995; Gulati, Nohria, and Zaheer 2000; Phelps 2010) but the field study
remains underdeveloped (Watson et al., 2015).
2.3 Summary
There are two dominant perspectives which are frequently used in channel marketing
relationships; the economic-based approach and sociological-based approach. One influential
theory in the economic-based approach is transaction cost theory. The assumption of transaction
cost theory is that, exchange may incur different costs in the process such as search costs,
bargaining costs, agency cost, monitoring costs, enforcement costs (Coase 1937). Transaction
cost theory also assumes certain conditions of human behavior (bounded rationality and
opportunism) which leads to another area in the economic perspective: safeguarding (Williamson
1975; 1985; Rindfleisch and Heide 1997). The foundation of the economic perspective is
influenced by transaction cost theory. Therefore, the economic perspective has been highly
focused on using different governance strategies to minimize transaction costs and enhance
exchange effectiveness (Heide and John 1992). There are three major governance strategies
which are employed in managing inter-firm relationships: arm’s length transaction, vertical
integration and hybrid governance (Lusch and Brown 1996).
Donaldson (1990) criticizes the economic-based approach (transaction cost theory and
agency theory) as restricted in scope because it is based on the assumption that people are
individualistic with a narrowly defined sense of motivation, regressive, self- interest seeking,
ignorant of human interaction and business cooperation. Researchers provide evidence that
relational governance is an effective approach in managing inter-firm relationships (Dwyer,
Schurr and Oh 1987; Heide and John 1990; 1992; Heide 1994; Anderson and Narus 1984; 1990)
which transaction cost theory has thus far been unable to explain (Lambe,Wittmann, and
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Spekman 2001). The sociological-based approach focuses on social relations such as norms, trust
and commitment to strengthen the business relationship and enhance the exchange effectiveness
(Lambe,Wittmann, and Spekman 2001). The sociological-based approach suggests channel
relationships should be based on cooperation and enhances mutual benefits (Heide and John
1990). Therefore, the sociological-based approach encourages cooperative forms of buyersupplier interaction. In contrast, the economic-based approach encourages competitive forms of
buyer-supplier relationships.
These two influential approaches sociological and economic both contend that
strengthening a dyadic relationship is significantly more important than relationship
diversification which greatly impacted later marketing channel studies. Within the economic
approach, transaction cost theory assumes the costs will increase when a firm deals with multiple
exchange partners and manages multiple relationships (Williamson 1975; 1985). Within the
sociological approach, social exchange theory, suggests investing resources to maintain close
relationships with incumbent partners is more efficient than investing to explore new exchange
partners (Anderson and Weitz 1992; Heide and John 1990; Rokkan, Heide, and Wathne 2003).
This also implies exploring multiple relationships might harm the incumbent relationship
(Anderson and Weitz 1992; Heide and John 1990; Rokkan, Heide, and Wathne 2003). However,
other researchers have noticed the importance of enlarging a firm’s network in relationship
building (e.g. Anderson, Håkansson, and Johanson 1994; Levy and Grewal 2000; Möller and
Wilson 1995; Wathne and Heide 2004). The resource based view and network theory suggest
that managing multiple relationships and relationship diversification can enhance information
and knowledge exchange which will facilitate reconfiguration of a firm’s internal and external
resources when coping with the rapidly changing environment, thus help the firm achieve
sustained competitive advantage (Wuyts et al. 2004; Yalcinkaya, Calantone, and Griffth 2007).
In summary, the main streams of marketing channel studies are highly influenced by the two
approaches, sociological and economic approaches. Both suggest that maintaining dyadic
relationships is significantly more valuable than relationship diversification. However,
researchers should not underestimate the importance of the network view in marketing channel
studies. In real life, businesses rarely deal with a single exchange partner, the past literature
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cannot reflect the reality of businesses managing multiple partners. Therefore, this literature
review leads to the four major research gaps in current marketing channel literature.
2.4 Research gaps
After reviewing the dominant theories in marketing channel literature, we have identified
four limitations that conventional research did not sufficiently address: (1) The lack of research
from the perspective of distributors network, (2) The ambiguous role of relationship exploration
strategy, (3) The lack of research on managing both relationship exploration strategy and
relationship exploitation strategies, (4) The limited research on dynamic capability in marketing
channels, (5) The role of downstream distributors in marketing channels
2.4.1 The lack of research from the perspective of distributors network
The marriage analogy for channel relationships was a persistent feature of early
marketing channel research (Anderson and Weitz 1989; Dwyer, Schurr, and Oh 1987). The two
dominant perspectives, the economic and sociological perspectives, have had a strong impact on
reinforcing the majority of channel marketing research towards supporting the dyadic view
(Wathne and Heide 2004). It can be inferred from transaction cost theory, that when dealing with
multiple exchange partners and managing multiple relationships, transaction costs will arise
(Williamson 1975; 1985). Also, social exchange theory assumes investing in diversified
relationships might harm the incumbent relationship and investing resources in closely tied
relationships with incumbent relationships is more efficient than relationship diversification
(Anderson and Weitz 1992; Heide and John 1990; Rokkan, Heide, and Wathne 2003). Therefore,
the logical step forward for many researchers has been to confine their studies to the exploration
of dyadic exchange relationship (Stump and Heide 1996; Heide and John 1988; Jap and
Anderson 2003). In doing so, the importance of network research has been underestimated in the
conventional marketing channel literature. In real life, businesses often need to manage multiple
exchange partners to reduce the risk and dependence on exchange partners. However, previous
marketing channel literature has been unable to sufficiently explain the real life practice. In
addition, as the business environment becomes more competitive or dynamic, it might be even
more necessary for a firm to seek new partners in order to cope with certain flux. This research
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will address the limitations of past marketing channel literature and analyze the effect of
relationship exploration strategy, a strategy that takes the perspective of distributor network.
2.4.2 The ambiguous role of relationship exploration strategy
Both transaction cost theory and social exchange theory generally discourage firms from
managing multiple relationships and exploring new channel partners. However, the resource
based view and network theory suggest channel diversification allows firms to access
information and knowledge which enables it to achieve sustained competitive advantage and
cope with this fast changing environments (Wuyts et al. 2004; Yalcinkaya, Calantone, and
Griffth 2007). This questionable inconsistency in the role of relationship exploration strategy has
not been given sufficient attention in the previous literature. We consider the need for
relationship exploration strategy as indeed a desirable or appropriate business practice which
warrants further study.
Despite the overwhelming concentration on dyadic exchange relationship, the benefits of
network view and relationship exploration strategy are under-researched in established studies.
Network theory suggests firms operating in high technology industries that build alliance
networks can gain access to new technologies and new products in the market (Wuyts et al.
2004). Network theory also points to exploration of other channels as a means to help protect a
firm against opportunism and maintain its flexibility (Bulte and Wuyts 2007). According to
Watson et al. (2015), channel selection strategies are an effective method of VRIO resource
management. Moreover, Barney and Clark (2007) indicate channel selection can provide
advantages to a firm and expand its business into new markets by exploiting existing resources
or enabling the firm to develop new resources that have greater future potential value. Unique
channel structure or capabilities can provide a firm with a better position to distinguish itself
from other competitors (Petina, Pelton, and Hasty 2009). Cui (2013) demonstrates that successful
alliance formations not only depend on resource sharing but also the dissimilarity across the
portfolios of alliance firms. To conclude, conventional marketing channel proponents discourage
relationship exploration strategy while the resource-based view and network theory encourage
relationship exploration strategy. This dichotomy represents a gap in fundamental marketing
channel knowledge which requires in-depth understanding and scrutiny.
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2.4.3 The lack of research on managing both relationship exploration strategy and
relationship exploitation strategy
Pervious marketing channel researches strongly believe in marriage analogy for channel
relationship (Anderson and Weitz, 1989; Dwyer, Schurr, and Oh, 1987; Morgan and Hunt 1994).
Therefore, the majority of pervious marketing channel studies focused on maintaining continuity
of dyadic relationship (Wathne and Heide, 2004; Watson et al., 2015). While maintaining a
dyadic relationship is important, researchers increasingly investigate network perspectives in
marketing channel (Wathne and Heide, 2004; Wang, Gu and Dong, 2013), as in reality business
relationships are rarely limited to a single exchange partner. Pervious literature focuses on the
dyadic relationship for theoretical development but overlook the importance of relationship
diversification. Previous marketing channel research believes that distributors committed to
incumbent relationship with suppliers will not explore new suppliers (Gundlach, Achrol, and
Mentzer 1995). However, nowadays, when facing the fast changing environment, in order to
sustain the competitive advantage, exploring new partners is important. Also, Grandinetti (2017)
suggest the dark side of close relationships will result in a lock-in situation which increases the
information asymmetry, one party will become vulnerable. Therefore, while maintaining a
dyadic relationship is important, it is also worth investigating the consequence of relationship
exploration.
2.4.4 The lack of research on dynamic capability in marketing channels
Dynamic capability is a firm’s ability to use tangible or intangible resources to modify
other resources which creates a unique value for the firm. This concept is significant in a fast changing environment for the firm to sustain a competitive advantage. However, with a lack of
research that investigates dynamic capability in marketing channels, precise knowledge of the
antecedents and consequences of dynamic capability has thus far to be elusive in marketing
channel settings. Also, in dynamic capability contexts few researches explain the antecedents of
dynamic capability such as how a firm develops its dynamic capability (Zahra, Sapienza, and
Davidsson 2006). A few marketing channel researchers have used dynamic capability to explain
their phenomenon (Corsten and Kumar 2005; Dyer and Hatch 2006) but research that focuses on
dynamic capability is still limited.
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2.4.5 The role of downstream distributors in marketing channels
Another limitation is the fact that most marketing channel studies focus on how the more
powerful players in the relationship govern the weaker players in the relationship (Bastl, Johnson,
and Choi 2013). Agency theory has been instrumental in influencing previous marketing channel
researchers of this imbalance. Agency theory suggests principal and agent have a conflict of
interest, so the principal should use different governance strategies to govern the downstream
agency (Jensen and Meckling 1976; Bergen, Dutta, and Walker 1992).
In conventional channel relationships, distributors are often in a position of disadvantage
compared with suppliers as they have less resources and bargaining power. Based on power
dependence theory, dependence creates power imbalances which will lead to conflict (Emerson
1962). Therefore, there is a need to further investigate how distributors in a disadvantaged
position can overcome the rapidly changing environment to survive in the market.
Research which identifies how downstream distributors can collaborate with the upstream
suppliers is limited (Ganesan et al. 2009; Mukhopadhyay, Yao, and Yue 2008; Vinhas and Heide
2014). Ganesan et al. (2009) concentrates on the distributor perspective in viewing how
leveraging upstream and downstream supply chain relationships can create performance
outcomes (brands, reputation, revenues, innovation, and long-term prospects). Three major
aspects in the managing supply chain are highlighted: global sourcing practices, multichannel
routes to market, and relationship-based innovation. Another article which takes the distributor
perspective in viewing supply chains is Mukhopadhyay, Yao, and Yue (2008). This article
indicates that an increase in the hi-tech industry, in addition to selling through the traditional
supply channel via wholesalers and retailers, also allows a direct channel to reach customers
through the internet. Mukhopadhyay, Yao, and Yue (2008) imply retailers may add value to
products (aftersales service) to stay competitive in the market but manufacturers may have
incomplete information about retailer costs of adding value and this points to information
asymmetry based on retailer’s perspective. This research indicates retailers are willing to share
information with manufacturers when the retailer cost of adding value is lower than a threshold
value. Dual distribution is the deployment of two channels (direct sales and manufactures’ reps)
in a single geographical area (Dutta et al. 1995). Vinhas and Heide (2014) also examine dual
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distribution from the distributor’s perspective to determine whether promoting opportunism has a
direct and negative consequence. Although their article examines the effect of dual distribution
on distributors, the recommendations given are very passive such as encouraging manufacturing
to reduce competition. In light of the limited research into how downstream distributors are in
disadvantaged positions to overcome external challenges, the current study will contribute to
how distributors can actively respond to such challenges by enhancing their own capabilities.
2.5 Research objectives
There are four objectives in this thesis. First, this thesis aims to elucidate the role of
relationship exploration strategy. In particular, previous research has shown relationship
exploration (EXP) and relationship exploitation (EXT) are mutually exclusive disjunctive
strategies. Previous marketing channel research suggests that distributors who are committed to
incumbent relationships do not explore new suppliers (Gundlach, Achrol, and Mentzer 1995).
However, this research aims to distinguish between two different types of relationship strategies:
relationship exploration strategy and relationship exploitation strategy.
Second, this thesis aims to provide insight on how EXT and EXP influence distributor’s
opportunism, and how the effects are contingent upon different internal and external
environments. This research proposes that different forms of uncertainties (performance
ambiguity and demand uncertainty) and network factors (network centrality and network density)
moderate the relationships between EXP and EXT and opportunism. This research finding will
help firms to better manage incumbent partner relationships and new partner relationships.
Third, this thesis seeks to examine the consequence of EXP. In particular, this research
employs relationship exploration strategy as an antecedent of dynamic capability and
relationship quality as a consequence of dynamic capability. This research shows relationship
exploration strategy allows a firm to acquire useful information and knowledge from other new
suppliers which enhance its own dynamic capability and will then be beneficial for its incumbent
suppliers as well as enhance the dyadic relationship quality.
In the following chapters, the first essay (Chapter 3) accounts for the first two objectives,
and the second essay (Chapter 4) resolves the third objective. Finally, this thesis aims to
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contribute to marketing channel research from the dyadic view toward the network view. As
mentioned above, early marketing channel research supported a marriage analogy (Anderson and
Weitz, 1989; Dwyer, Schurr, and Oh 1987; Morgan and Hunt 1994) and continuity in the
business marketing context (Dwyer Schurr, and Oh 1987). However, it is also important to
consider other relationships in the business market in order for firms to cope with the fastchanging environment.
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Chapter 3: Essay 1 Exploration vs. Exploitation: Managing distributor’s interchannel and
intrachannel behavior
3.0 Introduction
Channel managers must evaluate incumbent business partners and seek new partners.
Although channel management literature emphasizes the importance of strong relationships with
incumbent partners as pillars of relationship marketing, it gives scant attention to relationship
exploration strategies that focus on distributors’ attempts to diversify and cultivate new suppliers.
Two theoretical perspectives, the economic approach and the sociological approach, have
dominated extant marketing channel research. Both approaches encourage firms to invest in
efforts to maintain dyadic relationships with incumbent partners (Wathne and Heide 2004;
Watson, Worm, Palmatier, and Ganesan 2015); that is, they discourage relationship exploration.
However, recent studies have questioned this emphasis on existing dyadic relationships by
referring to network theory (Granovetter 1985; Palmatier 2008; Phelps 2010). According to
network theory, firms better situated in their networks gain better access to new technologies and
products (Wuyts et al. 2004) and obtain new resources and knowledge that contribute to superior
firm performance and competitiveness. Therefore, in increasingly volatile market environments,
distributors may be rewarded by leveraging their network resources (e.g., new suppliers) in
addition to maintaining their incumbent suppliers. Accordingly, our study examines the impact
of both relationship strategies on opportunism in channel relationship management.
From a contingency perspective, the effects of the two relationship strategies depend on
various characteristics of internal and external environments (Rindfleisch and Heide 1997).
Demand uncertainty is the extent to which customer demand varies; it is hard to predict.
Performance ambiguity describes relationship performance assessments related to the behavioral
uncertainty of exchange partners. The network-level characteristics of network density and
network centrality of distributors’ peer networks also have an impact on the effects of
relationship strategies. Moderating tests of these key contextual variables enable a more nuanced
understanding of the topic.
Essay 1 aims to make two major contributions. First, this study intends to contribute to
marketing channel research by advancing early marketing channel research from the steadfast
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belief in the marriage analogy to the current significance of the network view. Previous
marketing channel research suggests that distributors that are committed to incumbent
relationships do not explore new suppliers (and thus relationship exploitation and relationship
exploration are mutually exclusive disjunctive strategies) (Gundlach, Achrol, and Mentzer 1995).
As mentioned above, there is a dark side of such close relationships as when firms are in fully
committed relationships a lock-in situation may result which increase asymmetric dependence
and information asymmetry, one party will become vulnerable. Therefore, while maintaining
dyadic relationships is important, it is also worth investigating how to manage both relationship
exploitation and relationship exploration. This research aims to distinguish between two different
types of relationship strategies in managing marketing channel, relationship exploration strategy
and relationship exploitation strategy.
Second, this study will contribute to predicting business partner opportunism which can
help firms to apply different strategies to manage incumbent relationships. This research
explores different forms of uncertainties (performance ambiguity and demand uncertainty) and
network factors (network centrality and network density) as moderators in the relationships
between two relationship strategies (i.e., relationship exploration strategy and relationship
exploitation strategy) and a distributor’s opportunism. Specifically, under the condition of
performance ambiguity, distributors will be more likely to act opportunistically in both
relationship exploration strategy and relationship exploitation strategy. Under the condition of
demand uncertainty, distributors will be less likely to act opportunistically in both relationship
exploration strategy and relationship exploitation strategy. Under the condition of network
density, distributors will be more likely to act opportunistically in both relationship exploration
strategy and relationship exploitation strategy. Under the condition of network centrality,
distributors will be less likely to act opportunistically in both relationship exploration strategy
and relationship exploitation strategy. This research provides valuable insight for supplier firms
to understand different conditions that can predict distributor opportunism.
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3.1 Conceptual framework and hypotheses

Figure 1. The conceptual model

3.1.1 Channel governance and opportunism
As a key concept in marketing channel research, opportunism has been the focus of
immense research efforts over the past decades. Two primary theoretical lenses emerge
regarding the ways to reduce opportunism. From the economic point of view, scholars have
identified different governance strategies in order to manage interfirm opportunistic behavior,
including the use of monitoring (Heide, Wathne, and Rokkan 2007; Kashyap, Antia, and Frazier
2012), contracting (Joskow 1987; Wuyts and Geyskens 2005), rewarding (John 1984),
ownership (Brown et al. 2000), vertical control (John 1984 ), specific investment (Brown, Dev,
and Lee 2000; Rokkan, Heide, and Wathne 2003; Jap and Anderson 2003), and goal congruence
(Anderson 1988; Jap and Anderson 2003).
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The other perspective in managing opportunism is rooted in social exchange theory,
which refers to an exchange social behavior that can result in economic and social outcomes
(Lambe,Wittmann and Spekman 2001). Social exchange theory often involves relational
governance which implies informal social control over an exchange (Heide 1994). From the
social exchange theory perspective, scholars have identified different governance strategies in
order to manage interfirm opportunistic behavior, including enhanced cooperation, trust (Mogan
and Hunt 1994), commitment (Gundlach, Achrol, and Mentzer 1995; Mogan and Hunt 1994;
Ganesan et. al. 2010), norms (Gundlach, Achrol, and Mentzer 1995; Brown, Dev, and Lee 2000;
Rokkan, Heide, and Wathne 2003), social rapport (Jap et. al. 2013), and relationship
extendedness (Rokkan, Heide, and Wathne 2003).
3.1.2 Exploration and exploitation influence opportunism
In marketing channel literature, Barney and Clark (2007) demonstrate that channel
selection can provide a firm with advantages in exploring new markets and new resources; firms
can expand into new markets, exploit current existing resources or develop new resources.
Unique channel structures or capabilities can be competitive advantages, in that they provide
superior delivery and offering which potentially exclude competitors from the market (Petina,
Pelton and Hasty 2009). According to March (1991, 73) “since long-run intelligence depends on
sustaining a reasonable level of exploration, these tendencies to increase exploitation and reduce
exploration make adaptive processes potentially self-destructive". March (1991) suggests that
when a firm exploits existing processes without exploring new processes, it will eventually be
eliminated by the market. Teece, Pisano, and Shuen (1997) emphasize that businesses need to
adapt to fast changing environments and renew all or part of their managerial competences as
well as create radically new competences. Exploration and exploitation are fundamental when
adapting to changes in this competitive business environments (Ozsomer and Genutiirk 2003).
Other research also supports a firm’s need to exploit existing resources while developing new
ones (March 1991; Ozsomer and Genutiirk 2003; Rothaermel and Deeds 2004). It is important to
build up connections, networks and relationships with key consumers and suppliers (Snehota and
Hakansson 1995). Therefore, firms must consider both exploration and exploitation strategies in
marketing channel decisions.
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Fundamentally, exploration and exploitation are found in organization learning.
According to March (1991, 71), “exploration includes things captured by terms such as search,
variation, risk taking, experimentation, play, flexibility, discovery, innovation. Exploitation
includes such things as refinement, choice, production, efficiency, selection, implementation,
execution”. There is a major difference between organization learning and marketing channel
exploration and exploitation. Organization learning exploration and exploitation are about
expanding existing knowledge and seeking new alternative knowledge. Channel exploration and
exploitation strategies are about relationship maintaining dyadic relationship and diversifying to
new relationship. On the other hand, there are some similar features between organization
learning and relationship exploration and exploitation strategies. First, both exploration and
exploitation are competing for scarce resources. Second, March (1991) proposed it is important
to consider both exploration and exploitation. In this thesis, we also propose the management of
both relationship exploration and exploitation strategies is equally crucial.
March (1991, 73) believes “what is good in the long run is not always good in the short
run”. This thesis interprets the suggestion as having implications on the management of both
exploration and exploitation as a strategy. Based on the previous insights, we define relationship
exploitation strategy (EXT) as distributors continuous commitment to consolidate relationships
with incumbent suppliers; and relationship exploration strategy (EXP) as distributors investing in
new channels for developing relationships with new suppliers. The view of exploration and
exploitation not only applies to organization learning but also to marketing channel literature.
Prior marketing channel researchers have claimed that relationship diversification will harm the
incumbent or dyadic relationship. However, it is essential for firms to invest and develop
relationship with new suppliers in order to survive in the fast changing business environment.
Therefore, this research will contribute to business practice by shedding light on how to manage
both relationship exploitation and relationship exploration strategies in the condition of two
forms of network factors (network centrality and network density) and two forms of uncertainties
(performance ambiguity and demand uncertainty).
The economic approach, transaction cost theory, proposes a concept of opportunism
which firmly holds seeking and serving one’s self- interest makes an untrustworthy business
partner. Williamson (1975, 6) defines opportunism as “self-interest seeking with guile”. Firms
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with high opportunism behave unethically to achieve individual goals such as profit
maximization. The concept of opportunism has deeply influenced the marketing channel research
development. Due to the human tendency to be self-interest seeking, researchers have
investigated different governance strategies to reduce opportunism (Bensaou and Anderson 1999;
Stump and Heide 1996; Heide and John 1988; Rokkan, Heide, and Wathne 2003; Jap and
Anderson 2003). Two different governance strategies are often applied in managing
opportunism. First, the economic-based approach applies specific investment (idiosyncratic
investment) to reduce partner opportunistic behavior (Rindfleisch and Heide 1997). Second, the
sociological-based approach often applies relationship norms, trust, and commitment to
encourage cooperation and reduce opportunistic behavior (Mogan and Hunt 1994).
This study argues that relationship exploitation strategy encourages distributor
opportunism while relationship exploration strategy discourages it for four reasons. First,
relationship exploration and relationship exploitation strategies involve competing for scarce
resources. When a distributor is preoccupied with exploring new new suppliers it will engage
less resource to maintain relationships with incumbent suppliers. In turn, incumbent suppliers
will be less satisfied. This will damage the relationship between distributor and incumbent
supplier which leads to opportunistic behavior. However, if firms continuously invest and
allocate resources to signal credibility and bond the relationship, it will stabilize the incumbent
relationship (Gundlach, Achrol, and Mentzer 1995) which enhances relationship quality.
Therefore, investing resources in relationship exploitation strategy will enhance the incumbent
supplier relationship quality and reduce opportunism. On the other hand, investing resources in
relationship exploration strategies will reduce the focus on maintaining the incumbent dyadic
relationship which will intensify opportunism (Figure 1).
Second, the sociological-based approach emphasizes the importance of interpersonal trust,
norms, and commitment (Heide and John 1992) which emphasizes that relationship
diversification will potentially harm the incumbent relationship. Therefore, based on the
sociological-based approach, a relationship exploitation strategy will enhance the incumbent
dyadic relationship by investing in growth, commitment, and trust. On the other hand,
relationship exploration strategy reduces the distributor commitment to the supplier which will
damage incumbent relationships and enhance opportunism.
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Third, when a distributor receives more crucial information and contract terms, a
distributor will have more bargaining power in the relationship. According to agency theory,
information asymmetry will enhance firm opportunism (Heide, Wathne, and Rokkan 2007).
Since a distributor uses this information as bargaining power to maximize returns, this action
potentially harms the incumbent relationship. In addition, high information asymmetry will
undermine relationship effectiveness (Moorthy 1987; Ross, Anderson, and Weitz 1997) which
might lead to opportunism.
Fourth, in real life business practice, distributors who explore new suppliers (EXP) will
discover more information and contract terms in the market. When distributors find out more
attractive offers from new suppliers, it is more likely that distributors act opportunistically to
maximize financial returns from new suppliers. On the other hand, when distributors commit to
maintaining dyadic relationships (EXT), distributors will be less likely behave opportunistically
faced with attractive offers. Accordingly, we propose:
H1: Relationship exploitation strategy has a negative effect on opportunism.
H2: Relationship exploration strategy has a positive effect on opportunism.
3.1.3 Moderating effect of uncertainties
In marketing channel environment, uncertainty is a key variable that affects channel
conflict, coordination, power balance, and integration (Achrol and Stern 1988). Marketing
channel researchers pay high attention to uncertainties in order to be more precise when
predicting different channel relationship outcomes. Rindfleisch and Heide (1997) show
marketing channel researchers have studied different uncertainties in different conceptual and
empirical studies.
This research investigates both internal and external uncertainties, which are suppliers’
performance ambiguity and demand uncertainty. Performance ambiguity is a type of behavioral
uncertainty which arises as firms have difficulty monitoring performance of exchange partners
(Williamson 1985). Demand uncertainty is a type of environment uncertainty referring to
consumer preferences and expectations that are difficult to predict (Sheng, Zhou, and Li 2011;
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Grewal and Tansuhaj 2001). Of these two types of uncertainties, performance ambiguity refers to
an internal type of uncertainty and demand uncertainty refers to an external type of uncertainty.
These two types of uncertainties moderate the main effect and lead to two contrasting results in
predicting the outcome opportunism. This research proposes these two uncertainties
(performance ambiguity and demand uncertainty) will influence the relationship between EXT
and EXP and opportunism.
3.1.3.1 Performance ambiguity
Performance ambiguity refers to a lack of objective information and objective criteria to
evaluate one’s true performance (Schmidt and DeShon 2010). When the performance is
ambiguous distributor’s performance on the task is unclear and difficult to evaluate (Stump and
Heide 1996). Performance ambiguity makes it difficult for incumbent suppliers to detect
potentially opportunistic behavior of distributors. Performance ambiguity corresponds to
governance problems in channel relationships and weakens the effectiveness of relationship
strategies. Specifically, when performance ambiguity is high, given the difficulty in monitoring,
the mechanism used to curtail opportunism through relationship exploitation does not work as
effectively as it does when performance ambiguity is low. When an incumbent supplier has
difficulty in monitoring a distributor, the distributor will be more likely to act opportunistically
(Wang, Gu, and Dong 2013) because the risk of being caught by acting opportunistically is low.
Therefore, performance ambiguity will weaken the negative effect of relationship exploitation on
opportunism. In a similar vein, distributors who adapt to relationship exploration strategies are
further motivated to act opportunistically when performance ambiguity is high thereby
strengthening the positive effect of relationship exploration on opportunism. Therefore, we
propose:
H3a: Performance ambiguity weakens the negative effect of relationship
exploitation strategy on opportunism.
H3b: Performance ambiguity strengthens the positive effect of relationship
exploration strategy on opportunism.
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3.1.3.2 Demand uncertainty
Demand uncertainty refers to the notion that consumer preferences and expectations are
unstable and difficult to predict (Sheng, Zhou, and Li 2011; Grewal and Tansuhaj 2001). In high
demand uncertainty markets, consumers’ preferences are unstable and change quickly (Sheng,
Zhou, and Li 2011). It is difficult for the firm to identify the consumers’ changing needs and
satisfy the consumers. A high uncertainty can translate into high economic risk. Thus, in order to
stabilize this situation, distributors will be more likely to bond with their incumbent suppliers
and maintain continuity (Paulraj and Chen 2007) than risk being opportunistic. Because the
customer preference is uncertain, distributors might have difficulty in search for new suppliers
with higher quality than incumbent suppliers as the measure of good supplier is unclear.
When demand uncertainty is high, the distributor that focuses on relationship exploration
is less likely to act opportunistically because the risks and cost associated with moving from
incumbent supplier to new suppliers is high. Even when distributors have to explore new
suppliers and opportunities; the tendency is to maintain incumbent supplier relationships in order
to hedge against unexpected changes in the environment. Thus, demand uncertainty weakens the
positive effect relationship exploration strategy and opportunism. Similarly, a distributor who
adapts to relationship exploitation will also be less likely to act opportunistically due to an
increase in the risk association and costs arising from the demand uncertainty. When the demand
is uncertain, distributors will be more motivated to further invest in maintaining the incumbent
supplier’s relationship. Therefore, demand uncertainty strengthens the negative effect of
relationship exploitation strategy and opportunism. Formally, we propose:
H4a: Demand uncertainty strengthens the negative effect of relationship
exploitation strategy on opportunism.
H4b: Demand uncertainty weakens the positive effect of relationship exploration
strategy on opportunism.
3.1.4 Moderating effect of network factors
Early marketing channel research believed channel relationships should be similar to a
marriage relationship (Anderson and Weitz 1989; Dwyer, Schurr, and Oh 1987; Morgan and
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Hunt 1994). Therefore, mainstream channel research has been focused on maintaining the
continuity of dyadic relationships (Wathne and Heide 2004; Watson et al. 2015). However,
nowadays, firms face increasing challenges and the market is changing rapidly. In order to
survive these new challenges, some scholars note the importance of expanding a firm’s
relationship into the network view (e.g. Anderson, Håkansson, and Johanson 1994; Levy and
Grewal 2000; Möller and Wilson 1995; Wathne and Heide 2004; Watson et al. 2015). Also,
network theory can better reflect real life situations and channel relationships in the business
field (Palmatier 2008; Granovetter 1985; Gulati, Nohria, and Zaheer 2000; Phelps 2010). In this
research, we consider two important network factors in order to more precisely predict the
relationship between EXT and EXP and opportunism.
3.1.4.1 Network density
Network density refers to the degree of interconnectedness with various firms in the
network (Coleman 1988; 1990). In situations of high network density, all distributors are
connected so the variety of high quality information can be transferred (Lee 2007; Uzzi 1997).
Strong interconnected networks can allow agents to join actions against the principal (Fombrun
1986). In such cases, principals are less likely to take enforcement actions because they fear
antagonistic agent collective actions (Antia and Frazier 2001). In the marketing channel context,
network density enhances the positive effects of relationship exploration on opportunism and
reduces the negative effects of relationship exploitation. A high network density allows a variety
of information to be spared quickly in the distribution network including different supplier’s
terms and offers. This allows distributors to lower the cost of searching for new suppliers and
improve the effectiveness and efficiency in exploration. Also, a high network density can
provide a strong protection for distributors to conceal their opportunistic behaviors from the
principal thereby reducing the distributors' risks of being caught. When network density is high,
the effectiveness of relationship exploitation strategy in minimizing opportunism will be reduced.
Similarly, when network density is high, the effectiveness of exploration increases which
strengthens opportunism. Accordingly, we propose:
H5a: Network density weakens the negative effect of relationship exploitation
strategy on opportunism.
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H5b: Network density strengthens the positive effect of relationship exploration
strategy on opportunism.
3.1.4.2 Network centrality
Network centrality refers to the closeness and affinity that a firm has in relation to other
firms (Freeman 1979; Houston et al. 2004; Swaminathan and Moorman 2009). Network
centrality also refers to the number of firms which are directly connected to the distributors.
Network centrality gives the firm an opportunity to gain more benefit and in depth information
and knowledge in the network (Swaminathan and Moorman 2009). First, central actors tend to
select better partners, as they have more knowledge about the network (Gulati 1998, 1999;
Podolny and Stuart 1995; Powell, Koput, and Smith-Doerr 1996). As a result, firms that are in
central network positions with better partners are more satisfied in the relationship and more
likely to invest in maintaining relationships with incumbent partners. Even if the firm wants to
seek a new supplier in the market, firms might have difficulty in finding better partners than the
incumbent partners.
Second, with the advantage of receiving more knowledge and information in the network,
firms that are in central network positions shows more social capital (Burt 2000) or status
(Podolny 1993) in the network. Therefore, firms that are in the central network positioning have
higher power and influence in the network. When distributors are in a central network position, it
is difficult to behave opportunistically without others noticing. Thus, the high risk position is
easily detected by others and reputations can be ruined.
Third, although central position distributors may be treated more favorably, when
distributors violate critical obligation, the punishment will be harsher compared with others
(Antia and Frazier 2001). According to Benson (1975), central position agents who violate a
critical obligation principal would send a strong signal to other agents about the importance of
fulfilling the critical obligation. Therefore, central position distributors who act opportunistically
will be punished more harshly compared with others.
Firms that are in a high network centrality have a higher social capital (Burt 2000) or
status (Podolny 1993) in the network. They also run a high risk in being detected of behaving
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opportunistically. If the firm is suspected by others of opportunism, this might damage its
reputation. Also, the punishment for central position distributor will be more significant (Antia
and Frazier 2001). In addition, centrally positioned distributors often have better performance
exchange partners in the network and are less likely to find better performance partners than the
incumbent ones. Therefore, based on the reasons above, when a distributor is in a highly central
network position, a better incumbent partner will motivate the distributor to keep close ties
which strengthen the negative effect of relationship exploitation and opportunism. On the other
hand, distributors in high network central positions are associated with the high risks and costs of
being opportunistic, which will weaken the positive effect of relationship exploration and
opportunism.
H6a: Network centrality strengthens the negative effect of relationship exploitation
strategy on opportunism
H6b: Network centrality weakens the positive effect of relationship exploration
strategy on opportunism.
3.2 Methodology
3.2.1 Sample and data collection
The sampling frame is drawn from a directory database of Chinese suppliers published by
China International Business Investigation. We selected different industries in China as our
empirical setting which includes electronic firms, cosmetic firms, sportswear firms, stationery
firms, clothing firms, food and beverage firms. The specific industries were chosen because
distributors in these industries are mostly small and medium-sized firms, influenced by dynamic
market conditions. Relationship strategies such as whether firms should maintain current
collaboration with existing suppliers or look for new suppliers to diversify product portfolios are
strategically important to them. Thus, we believe our theoretical variables manifest themselves in
these settings, allowing us to test the hypotheses.
First, we conducted in-depth interviews with 10 senior managers. These interviews
revealed the marketing channel situation in China in order to revise the questionnaire so that it
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mirrored real life practice. Second, we developed an English version questionnaire and translated
it into Chinese using back translate by two independent translators to ensure validity. Third, we
conducted a pretest of 40 managers from 20 firms, with 2 managers in each firm. After the
managers finished all the survey items, we received feedback on the questionnaire design and
wording. Fourth, after the pretest, we refined the questionnaire.
For the formal survey, we selected a random sample of 900 distribution firms who have
multiple suppliers relationships from the directory database. We conducted the survey based on
the following steps:
(1) A letter was sent to the 900 firms introducing the study and informing them that a
research assistant would call within a week to ask for their participation.
(2) The research assistant called the 900 firms to solicit their cooperation for a
questionnaire survey based on-site interview. The potential respondents were informed of the
confidentiality of their responses and the academic purpose of the project. They were motivated
to join the survey by promising a summary report and a gift or coupon for their participation.
(3) On-site interviews were conducted for companies who agree to participate. Trained
interviewers scheduled the appointment, present survey questionnaire, and collect the completed
surveys. In the interviews, we asked the representative of each distributor to identify the
distributor's largest supplier and answer questions about that supplier and their own operations.
We successfully obtained 328 usable questionnaires with a response rate of 36%. The
majority of participating firms (91.8%) were small or medium in size, with 100 or fewer
employees. The sample frame included distributor firms from Shanghai, Beijing, Guangzhou,
and Shenzhen. To ensure the validity and quality, we gathered information related to the duration
that respondents worked for in the industry and company, their position, and the level of
familiarity. The respondents were knowledgeable informants, with an average working
experience of 7.63 years in the industry and 5.66 years in their current company. They held the
titles of chief executive officer or general manager, senior marketing manager or director, senior
procurement manager, or other senior-level manager titles. These ensured respondents are
knowledgeable to provide information for our study. A comparison between the responding and
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non-responding firms using multivariate analysis of variance indicated no significant differences
in terms of key firm characteristics including firm age, number of employees, and firm
ownership, which suggested that nonresponse bias was not a concern.
3.2.2 Measurement
The majorities of the measures are adopted from existing scales and modified to our
research context. However, relationship exploration strategy and relationship exploitation
strategy do not have existing scales, which we developed based on related work. The
measurement items Cronbach’s alpha (α), composite reliability (CR), and average variance
extracted (AVE) values appear in appendix A. The measurement items all used seven-point
response scales.
Opportunism refers to “self-interest seeking with guile” (Williamson 1975, 6) and we
adapted the measure from previous research sourcing Heide, Wathne, and Rokkan (2007). The
measure assesses the extent a distributor engages in opportunistic behaviors while in a
relationship with an incumbent supplier.
Relationship exploitation strategy (EXT) is defined as a distributor being committed to
maintaining the dyadic relationship with incumbent suppliers. We adapted the measure from
Anderson and Weitz (1992) to describe the extent to which a distributor invested in existing
relationship with an incumbent supplier.
Relationship exploration strategy (EXP) is defined as a distributor investing effort to
consider, contact, and seek new suppliers for business opportunities. This measure asked
distributors the strategy in exploring different channel opportunities with other potential
suppliers. The existing measures of relationship exploration strategy are not available. We
developed this measure based on related works (e.g. Voss and Voss 2013), and insights from the
in-depth interviews and pre-study.
Demand uncertainty refers to the fact that consumer preferences and expectations are
unstable and difficult to predict (Sheng, Zhou, and Li 2011). This measure asked distributors to

43

rate the market stability such as consumer preferences in the market to see if it changed rapidly.
The measurement items are drawn from Sheng, Zhou, and Li (2011).
Performance ambiguity refers to a lack of objective information and objective criteria to
evaluate one’s true performance (Schmidt and DeShon 2010). This scale asked distributors to
evaluate the difficulty for suppliers in know their true performance. The measurement items are
drawn from Heide, Dutta, and Bergen (1998) and Stump and Heide (1996).
Network density refers to the degree of interconnectedness with various firms in the
network (Coleman 1988, 1990). This construct asked distributors to measure how well the
distributors’ networks were connected. The measurement items are drawn from Antia and
Frazier (2001).
Network centrality refers to the firm closeness and affinity that a firm has when
positioned and connected with other firms (Freeman 1979; Houston et al. 2004; Swaminathan
and Moorman 2009). This scale asked distributors to rate how central its position is in the
distributor network. The measurement items are drawn from Antia and Frazier (2001).
Finally, this study included several control variables in the analysis to account for the
effects of extraneous variables. We included the number of suppliers, firm age, dependence
asymmetry, and different industries. In particular, we used three dummy variables to control for
differences in the industries in which the buyer operated: stationery, electronic, and beverage
firms, with others (e.g., cosmetic, sportswear, and clothing firms) as the baseline. This study
used three parallel items adapted from Heide and John's (1988) to measure both distributor
dependence and supplier dependence. Then following the previous literature (Kumar, Sheer, and
Steenkamp 1995), the measure of dependence asymmetry is the absolute value of the difference
between supplier and distributor dependence.
3.2.3 Construct validity
To examine the validity of the measures we followed a two-step approach (Murray,
Kotabe, and Zhou 2005). For the first step, we did an exploratory factor analysis for each set of
constructs using a principle component method with varimax rotation. Afterwards, we dropped
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some items with low factor loading or high cross-loading to ensure the satisfactory fit. Another
exploratory factor analysis was performed on the remaining constructs (relationship exploitation
strategy, relationship exploration strategy, opportunism, network centrality, network density,
demand uncertainty, performance ambiguity, distributor dependence, and supplier dependence).
In the analysis, all items were significantly and cleanly loaded on their respective factors without
significant cross-loading. For the second step, a confirmatory factor analysis was performing
using the AMOS 22 software, on the proposed constructs with maximum likelihood estimation.
The model provides a satisfactory fit (focal model: χ2=946.38, df=459, p<0.01,
incremental fit index [IFI]= .936, confirmatory fit index[CFI]=.935, and root mean square error
of approximation[RMSEA]= .057). Convergent validity was assessed using the factor loading,
composite reliability and AVE of each construct (Anderson and Gerbing 1988; Fornell and
Larcker 1981). Discriminant validity was examined by the squared correlations between any two
constructs (Table 2). The figure was less than the AVE of the respective constructs which
indicates sufficient discriminant validity (Fornell and Lacker 1981). The standardized factor
loading of all items are significant and loaded on their respective construct. The composite
reliabilities (CR) exceeded the usual .60 benchmark (Bagozzi and Yi 1998). The AVEs were
above the recommended threshold of 0.50 (Anderson and Gerbing 1988; Fornell and Larcker
1981). Overall, the results indicated the measure possessed satisfactory reliability and validity.
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Table 2. Descriptive statistics and correlations (n=328)
Variable
1. Relationship exploration
strategy

1
1.00

2

2. Relationship exploitation
strategy

.339**

1.00

3. Opportunism

.203**

-.112*

1.00

4. Network centrality

.276**

.264**

.240**

1.00

5. Network density

.401**

.186**

.393**

.504**

1.00

6. Performance ambiguity

.166**

-.086

.460**

.261**

.353**

1.00

7. Demand uncertainty

.319**

.333**

.115*

.115*

.118*

.006

1.00

8. Dependence asymmetry

-.011

.030

-.137*

-.222**

-.028

-.025

-.069

1.00

9. Number of suppliers

072

.125*

-.190**

.071

-.088

-.185**

.127*

-.064

1.00

10. Firm age

.105

.227**

-.024

.126*

.050

-.145**

.186**

-.096

.257**

1.00

11. Marker variable

.053

.056

.013

.061

.047

-.064

.088

.048

.066

.531**

1.00

12. Industry 1 (stationery firms)

.119*

.115*

-.014

-.011

.106

-.038

.013

.000

-.077

.138*

.072

1.00

13. Industry 2 (electronic firms)

-.030

.070

.031

.502

-.038

.017

.066

.008

-.043

-.092

-171**

-.480**

1.00

14. Industry 3 (beverage firms)

-.033

-.140*

.058

.011

-.026

.052

-.040

.011

.199**

-.085

-.024

-.324**

-.359**

1.00

M

5.018

5.358

3.507

4.881

4.753

4.044

5.297

1.118

27.96

11.652

5.66

.302

.348

.195

.897

1.392

1.078

1.122

1.202

1.072

1.028

90.152

5.034

3.307

.460

.477

.397

SD
1.112
*** p <0.01, ** p <0.05, * p <0.1
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7

8

9

10

11

12

13

14

3.2.4 Common method variance
As we collected the data from distributors’ self-report measures, we recognized the
potential problem for common method bias. Thus, we took multiples steps to minimize the
effects. First, in terms of the design of the survey instrument, in the studies the majority
scales are well-established subjective scales that have been shown in previous studies to have
reasonable reliability and validity (Atuahene-Gima and Murray 2007). Second, we followed
the “self-generated validity” suggested by Feldman and Lychn (1988) in carefully placing the
survey questions, extensively pretesting with the subject population, and using the terms and
phrases that the subject population normally use. A pretest of 40 managers from 20 firms, 2
managers in each firm was used for the sample data to ensure the reliability for all measures.
Third, the survey questions never appeared in the hypothesized order (antecedents →
mediating variables → consequences). We also included the manager experience in the firm
as a marker variable. A marker variable is a variable that is not theoretically related to at least
one other variable (Lindell and Whitney 2001). Both statistical tests indicated that there was
little chance of common method bias. Fifth, the correlation matrix provided evidence that the
variables were not highly correlated (highest correlation is r =.531) (Table 2), whereas
evidence of common method bias should have extremely high correlations (r > .90) (Pavlou,
Liang, and Xue 2007). Finally, as there are many moderators and interaction effects in the
model, it is less likely that the common method bias is a serious concern because the common
method variance deflates regression estimates of interaction effects and makes them even
more difficult to detect in regression models (Siemsen, Roth, and Oliveira 2010).
3.3 Analyses and results
In this research, we ran moderated regression model to test our hypotheses. To
minimize the potential threat of multicollinearity and clarify the interaction effect, each scale
used was mean-centered to construct the interaction terms (Aiken, West, and Reno 1991).
The regression coefficients were calculated using version 24 of the SPSS software package.
The regression analysis results showed that all VIFs were below 2.5 which suggest
multicollinearity is not a serious concern. Stage 1 (control variables model), we examined the
effect by adding control variables. Stage 2 (main effect and moderating variables model), we
added independent variables (relationship exploitation strategy and relationship exploration
strategy) and moderating variables (performance ambiguity, demand uncertainty, network
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centrality, and network density) to show the effect on dependent variables. Stage 3, we added
eight interaction effects.
3.3.1 Relationship exploitation strategy (EXT) and relationship exploration strategy
(EXP)
H1 and H2 proposed relationship exploitation strategy reduce opportunism, whereas
relationship exploration strategy increases opportunism. As show in Table 3, the results
reveal relationship exploitation strategy significantly reduces opportunism (β= -.235, p <.01).
However, the relationship exploration strategy and opportunism is not significant (p > .10);
thus, H2 is not supported. This result, consistent across all models in Table 3, suggests that a
distributor’s explorative strategy of new suppliers does not lead to its opportunism toward the
incumbent supplier.
3.3.2 Moderating effects of uncertainties
H3 proposes the moderating role of performance ambiguity on the effects of the two
relationship strategies on opportunism. The results revealed a non-significant result between
relationship exploitation and performance ambiguity (p >.10, see Table 3, Model 3), H3a is
not supported. The interaction between relationship exploration and performance ambiguity
is marginally significant (β =.086, p < .10) in support of H3b. Figure 2, Panel A, indicates a
marginally significant and positive effect of relationship exploration on opportunism
whenever a distributor’s performance ambiguity is high (b = .192, p < .10) but an
insignificant effect when that factor is low (b = -.014, p >.10).
H4 examines the moderating effect of demand uncertainty. The interaction between
relationship exploitation and demand uncertainty is marginally significant and negatively
affects opportunism (β = -.088, p < .10), H4a is partly supported. Figure 2, Panel B, indicates
that exploitation has a stronger negative effect when demand uncertainty is high (b = -.329, p
< .05) but an insignificant effect when that factor is low (b = -.141, p >.10).
The interaction between relationship exploration and demand uncertainty is a
significant and negative effect on opportunism (β = -.098, p < .05) in support of H4b. Figure
2, Panel C, suggests a marginally significant and positive effect of relationship exploration on
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opportunism at low levels of demand uncertainty (b =.194, p <.10) but shows an insignificant
effect at high levels (b = -.016, p >.10).
3.3.3 Moderating effects of network factors
In H5, this study considered the positive moderating effects of network density in the
relationships between channel relationship strategies and opportunism. The results in Model 3,
Table 3, reveal a significant and positive interaction between relationship exploitation and
network density (β = .172, p < .05) in support of H5a. Figure 2, Panel D, reveals that
relationship exploitation has a negative effect on opportunism when network density is low (b
= -.428, p = .00), but an insignificant effect when it is high (b = -.042, p >.10). The
interaction between relationship exploration and network density was insignificant (p > .10).
Therefore, H5b was not supported.
In H6, we suggested that network centrality negatively moderates the relationship
between the two relationship strategies and opportunism. We found a significant, negative
interaction between relationship exploitation and network centrality (β = -.127, p < .05) in
support of H6a. Figure 2, Panel E, shows a negative effect of relationship exploitation on
opportunism whenever the network centrality of a distributor is high (b = -.372, p < .05), but
an insignificant effect whenever it is low (b = -.098, p >.10). This interaction of network
centrality and relationship exploration, however, was not significant (p > .10) providing no
support for H6b.
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Table 3. Standardized regression estimates (t-value)
Variables
Model 1

Opportunism
Model 2

Model 3

.021
(.326)

.003
(.055)

-.027
(-.493)

-.142**
(-2.630)
-.230***
(-3.988)
.025
(.376)
.082
(1.053)
.126
(1.582)
.176**
(2.373)

-.102**
(-2.139)
-.145**
(-2.868)
.057
(.975)
.054
(.803)
.106
(1.551)
.116*
(1.832)

-.137**
(-2.892)
-.119**
(-2.405)
.067
(1.159)
.026
(.396)
.065
(.967)
.085
(1.362)

Relationship exploitation strategy(EXT)

H1:

Relationship exploration strategy (EXP)

H2:

-.192***
(-3.584)
.078
(1.442)
.310***
(6.035)
.118**
(2.332)
.025
(.441)
.245***
(4.183)

-.235***
(-4.161)
.089
(1.469)
.279***
(5.283)
.132**
(2.596)
.037
(.620)
.209***
(3.582)

.345
.197***
2.248

.032
(.649)
.086*
(1.760)
-.088*
(-1.791)
-.098**
(-1.988)
.172**
(2.852)
.042
(.667)
-.127**
(-2.207)
.067
(1.255)
.398
.053**
2.312

Marker Variable
Control Variables
Dependence asymmetry
Number of suppliers
Firm age
Industry 1 (stationery firms)
Industry 2 (electronic firms)
Industry 3 (beverage firms)
Direct Effects

Performance ambiguity
Demand uncertainty
Network centrality
Network density
Interaction Effects
EXT* Performance ambiguity

H3a:

EXP* Performance ambiguity

H3b:

EXT* Demand uncertainty

H4a:

EXP* Demand uncertainty

H4b:

EXT* Network density

H5a:

EXP* Network density

H5b:

EXT* Network centrality

H6a:

EXP* Network centrality

H6b:

R2
R2 Change
Highest VIF

.076
.076**
2.210

*** p <0.01, ** p <0.05, * p <0.1
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Figure 2. Significant interaction effects
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3.4 Discussion and conclusion
3.4.1 Theoretical contributions
Drawing on the network theory and the channel governance literature, this research
aims to investigate how two important marketing channel strategies, relationship exploration
strategy (EXP) and relationship exploitation (EXT) may influence opportunistic behaviors in
marketing channel relationships and their boundary conditions. The findings largely
confirmed our hypotheses. Also, the result provided some surprising and interesting findings.
As hypothesized, the result confirms relationship exploitation strategy reduces but a
relationship exploration strategy shows no significant result on opportunism behaviors. In
addition, our result shows (correlation coefficient, Table 3) that the two strategies are
positively correlated (r = .339, p < .01). This finding demonstrates that relationship
exploration strategy is not the opposite of relationship exploitation strategy; rather, it is a
conceptually independent construct. In this study, empirical evidence is provided for a more
balanced view of relationship strategies management.
The results suggest seeking new exchange partners may not necessarily mean disloyal
and destructive but rather it can be neutral and even beneficial to the incumbent relationship
in some given situations. Therefore, future research needs to investigate how relationship
exploration strategy influences the incumbent relationship. Our study 2 provides empirical
evidence to show the complex relationship between relationship exploration strategy and
incumbent relationships.
In this research, the result provides different boundary conditions. First, under the
condition of high performance ambiguity, distributor’s performance on the task is unclear and
difficult to evaluate which will aggravate distributor opportunism in both relationship
exploration strategy and relationship exploitation strategy. Under the condition of a high
performance ambiguity environment, distributors can act opportunistically and a low risk
may be detected by suppliers. However, the result does not provide evidence that
performance ambiguity will influence the effect of relationship exploitation strategy on
opportunism. One of the explanations is when a distributor is committed to the relationship
(EXT) the likelihood of acting opportunistically is less even in a situation of performance
ambiguity based on relational norms of solidarity. Also, in a situation of performance
ambiguity, new suppliers will be more conscious in selecting new partners. The risk of
distributors having difficulty in finding new suppliers will reduce the opportunistic intensity.
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Although distributor performance is difficult to evaluate, the risk involved in finding an
alternative partner and relational norms of solidarity will be negatively associated with
opportunism. These two forces do offset each other, resulting in non-significant moderating
effects.
Second, under conditions of high demand uncertainty, consumer preferences and
expectations are unstable and difficult to predict which will alleviate distributor opportunism
in both relationship exploration strategy and relationship exploitation strategy. When the
market is unpredictable and consumer preferences are changing rapidly, it is challenging for
distributors to move out from existing dyadic relationships to identify and select suitable new
suppliers. Also, under this condition, suppliers can allow distributors to reasonably diversify
relationships to receive more up-to-date market knowledge. Therefore, the high demand
uncertainty condition will alleviate distributor opportunism in both exploration strategy and
relationship exploitation strategy.
Third, in high network density situations in which distributors are connected with
various distributors, the principal is less likely to punish the distributors as suppliers in fear of
a backlash (Antia and Frazier 2001) which will aggravate distributor opportunism in both
relationship exploration strategy and relationship exploitation strategy. Also, highly dense
networks allow distributors to access diverse information such as supplier terms and offers,
thereby facilitating the search for alternative potential suppliers. However, our study does not
provide conclusive evidence that network density will influence the relationship between
relationship exploration strategy and opportunism. One of the explanations for this is when
distributors are in a dense network and seek new partners, suppliers might fear that
distributors will act opportunistically due to information asymmetry so it increases the control
mechanism including monitoring. If distributors act opportunistically even with strong peer
support, incumbent suppliers apply control mechanisms and distributor market panic can
ensue. Therefore, these two forces do offset each other, resulting in non-significant
moderating effects.
Fourth, network centrality refers to the central position of a firm and the number of
firms it is directly connected to. A distributor in a network central position is able to select
better partners as it has more knowledge about the network (Podolny and Stuart 1995; Powell,
Koput, and Smith-Doerr 1996). As a result, the distributor may enjoy better performance
partners and become more satisfied with the existing dyadic relationships which, under both
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strategies of relationship exploration and relationship exploitation, should limit opportunistic
behavior. However, our study does not provide evidence that network centrality will
influence the effect of relationship exploration strategy on opportunism. One of the
explanations is that a network central distributor has higher power in relationships, even
though the firm enjoys a better performance partner it still wants to seek alternative superior
partners in the network to maximum its gains and believe there will be a better partner in the
market. These two forces do offset each other, resulting in non-significant moderating effects.
3.4.2 Managerial implication
Our finding provides important implications for how to manage two different
strategies in managing incumbent relationships: relationship exploration strategy and
relationship exploitation strategy. Also, this research shows the influence of boundary
conditions on environment uncertainties and network conditions. Specifically, performance
ambiguity and network density of a distributor positively moderated the relationship between
both relationship exploration strategy and relationship exploitation strategies. On the other
hand, demand uncertainty and network centrality of the distributor negatively moderated the
relationship between both relationship exploration and relationship exploitation strategies.
Therefore, this research provides valuable insight for supplier firms to detect their partners’
distributor opportunism.
In order for managers to better manage exchange partner opportunistic behavior,
when a supplier firm senses that distributor performance is difficult to evaluate or distributors
are closely connected in the network, suppliers should apply different control mechanisms
including monitoring and incentive to reduce opportunism (Heide, Wathne, and Rokkan 2007;
Ross, Anderson, and Weitz 1997; Stump and Heide 1996; Gu et al. 2010). On the other hand,
when distributors are in a market where consumer preferences are difficult to predict or when
distributors are in the central position in the network, suppliers can reduce their control
mechanisms on distributors. This behavior on the one hand can reduce the cost of monitoring,
whilst on the other hand giving distributors some degree of freedom to explore external
knowledge which will help distributors to enhance competitiveness and, at the end, yield
benefit. Overall, our findings reveal how to manage the two relationship strategies
(relationship exploration strategy and relationship exploitation strategy) effectively with the
different boundary conditions. For example, when distributors are in a loosely connected
distributor network, the distributors are unlikely to act opportunistically toward incumbent
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supplier. By understand this tendency, supplier can better manage their relationship in
mutually beneficial ways. Under this condition, suppliers should allow distributor reasonably
diversify its relationships and enhance its own competitiveness in which suppliers can benefit
from working with a more proactive distributor.
In summary, this research provides insight for supplier firms trying to predict
distributor firms’ opportunistic intensity. As mentioned earlier, in a rapidly changing business
environment, distributors are forced to diversify their relationships in order to stay
competitive in the business environment. Based on this research finding, suppliers can decide
what types of conditions allow distributors to reasonably diversify relationships and what
types of conditions would limit distributor relationship diversification. Also, as suppliers are
able to predict distributors’ opportunistic behavior, various reinforcement strategies can be
applied to minimize the intensity of opportunism such as monitoring (Heide, Wathne, and
Rokkan 2007) and safeguarding (Williamson 1983; 1985).
3.5 Limitations and future research
There are several limitations in this that offer opportunities for further research.
Insights provided in this study offer managers options to effectively manage relationship
exploration strategy and relationship exploitation strategy. However, although we developed
our theoretical model for all distributor and supplier relationships, our empirical sample was
limited to distributors in China. We have no empirical evidence that our results apply to other
national contexts. Therefore, this may limit the generalizability of our finding. Future
research could apply the model to different contexts. Moreover, although we made efforts to
control all potential threats in the data collection, other methods would be also recommended
to complement our finding, such as behavioral experimentation and longitudinal studies.
Future research could employ multiple data sources, such as a dyadic survey (i.e. obtaining
the opportunism measure from suppliers) to overcome this concern. If resources allow,
studies could undertake a longitudinal design to provide insights into the long-term impacts
of the two channel relationship strategies. Future research can also examine the impact of a
distributor’s relationship strategies on its performance. In addition, in this model we consider
four important boundary conditions; future researches can consider other moderating roles in
order to effectively minimize opportunism such as relational norm, solidarity and goal
congruence. Researchers could also explore more complex interactions. Future research can
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investigate the interaction between exploration and exploitation in order to provide more
insights, such as whether relationship ambidexterity can increase a distributor's value.
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Chapter 4: Essay 2 How relationship exploration affects the incumbent relationship
4.0 Introduction
Based on the assumption of transaction cost theory, the logical development from
conventional marketing channel literature is dealing with multiple exchange partners and
managing multiple relationships will increase transaction costs. In addition, social exchange
theory recommends using resources in closely tied incumbent relationship partners and not
diversifying relationships with new partners (Anderson and Weitz 1992; Heide and John
1990; Rokkan, Heide, and Wathne 2003). Therefore, the direction of past research has been
to minimize transaction costs by reducing partnerships and strengthening dyadic relationships.
However, nowadays, the business environment is rapidly changing, technological advances
and transport make the world a smaller place (Hamilton and Webster 2015). Globalization
allows many new opportunities and consequently threats come into the market, forcing
businesses to distinguish themselves from other competitors (Hamilton and Webster 2015).
Research suggests firms that are able to sustain competitive advantages have decreased
overtime (Wiggins and Ruefli 2005). Conventional marketing channels upstream (suppliers)
normally have more power over the downstream (distributors); suppliers can sell products to
multiple distributors and this has been a common method of distributing goods (Anderson
and Weitz 1989). Nonetheless, as competition becomes more intensive, marketing channel
literature has ignored the position of small firms and distributors. They also need to establish
a competitive advantage in order to survive in this market. This literature review has shown
the dearth of studies centered on the downstream distributor perspective in managing
upstream supplier relationships (Mukhopadhyay, Yao, and Yue 2008; Ganesan et al. 2009).
The market has become much more competitive as suppliers are able to sell through
direct channels such as the internet. In the past, distributors had certain advantages as
suppliers had many difficulties and barriers in establishing direct relationships with end
consumers (Hillebrand and Biemans 2008). However, advances in technology and ecommerce allow upstream suppliers to easily target their indirect consumers. Distributors
who asymmetrically dependent on suppliers are at a great risk because suppliers will use
coercive power which often leads to conflict as exchange power is only directed towards its
own goal achievement by increasing perceived unfairness (Samaha, Palmatier, and Dant 2011;
Kumar, Scheer, and Steenkamp 1998). Originally, the relationship between a supplier and a
distributor was cooperative, but now with the new scenario of advanced technology and e57

commence, the relationship has become competitive in nature. The power and dependence
imbalance between suppliers and distributors will increase potential for conflict. In general,
suppliers have more resources and bragging power compared with distributors and currently,
the internet even allows suppliers to sell their products directly. This development puts
distributors in an extremely disadvantageous position. Therefore, there is a need for
distributors to develop capabilities and competitive advantages to offset the imbalanced
situation and survive in the market.
Despite the assumption that a distributor’s relationship explorative behavior can
damage the distributor’s relationship with its incumbent supplier, previous study has yet to
establish the causal relationship. Therefore, our critical research question is: does a
distributor’s relationship exploration strategy necessarily damage the dyadic relationship with
its supplier? In view of the lack of extensive knowledge about the downstream distributor’s
perspective, this research will fill the research gap of how distributors can use relationship
exploration to increase their own competitiveness, while enhancing the incumbent dyadic
relationship with suppliers. In this research, we will address how downstream distributors
who have less resources and capabilities compared with upstream suppliers are still able to
develop or maintain competitive advantages. This research proposes that by applying
relationship exploration, distributors in a disadvantaged position can develop dynamic
capability to cope with the fast changing environment and survive in the market. In fact, this
research puts forward the proposition that relationship exploration might not only benefit
distributors but also enable a better relationship quality and joint competitiveness with
incumbent partners.
In this research we propose that relationship exploration can lead to important
strategic dynamic capabilities. Relationship diversity can provide information and resources
to the organization in order to help protect against environmental uncertainty (Siciliano 1996).
Therefore, relationship exploration (seeking new exchange partners and channel relationship
diversity) will increase the power of distributors and survival rate in the market. In this
research, distributors who establish relationship exploration can secure diverse channel
relationships which enable them to receive more information about the market and customers.
The advantage of a diverse flow of information is that it can affect innovation (Cohen and
Levinthal 1990) and enable broader perspectives and syntheses (Dewar and Dutton 1986)
which are essential for adaptation to fast changing environments. Both the resource-based
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view and network theory suggest firms that manage multiple relationships and maintain
relationship diversification can enhance information and knowledge flow which will help
firms to renew existing assets and capability, cope with this fast changing environment and
achieve sustained competitive advantage (Wuyts et al. 2004; Yalcinkaya, Calantone, and
Griffth 2007). Another merit of relationship exploration is that it can reduce asymmetrical
dependence between suppliers and distributers. As distributors are often in a weaker position
compared with suppliers, distributors that explore other channels can strengthen their
competitiveness and in turn minimize problems arising from power asymmetry.
To summarize, relationship exploration can allow distributors the opportunity to
enhance dynamic capabilities (e.g., absorptive capacity, innovation capability) and adapt to
external changes. As we consider the buyer and seller relationship to be a cooperative form,
when a distributor’s dynamic capabilities grow, better sales performance for suppliers will
follow thereby improving relationship quality between the distributor and the supplier. To
better understand how the framework works under market environments, we examine the
boundary condition, in which market uncertainty moderates the relationships between the
distributor’s absorptive capacity and innovation capability, and the dyadic relationship
quality.
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4.1 Conceptual framework

Figure 3. The conceptual model

4.1.1 Relationship exploration strategy and dynamic capability
Consistent with the previous Chapter, we define relationship exploration strategy as
distributors’ allocation of resources to consider, contact, and seek potential suppliers for
business opportunities. Two theories suggest that a distributor’s relationship exploration
strategy can be highly relevant to its capability building: (1) resource-based view and (2)
network theory. Resource-based view highlighted the importance of learning from internal
and external factors to achieve sustained competitive advantage (Alvarez and Busenitz 2001;
Peteraf 1993; Teece 1982; Wernerfelt 1984; March 1991). In particular, it is suggested that
organizations require learning from different sources to obtain new information or
understanding (Huber 1991). Such learning often requires social interaction with other
organizations (Tsai 2002). Knowledge sharing with other organizations can enhance overall
organizational capabilities through collective learning and synergistic benefits (Tsai, 2002).
The network theory additionally advises that maintaining external networks helps
firms to acquire information and knowledge (Ganesan et al. 2009; Gao, Xie, and Zhou 2014);
such knowledge and information lay a solid foundation for the firm to enhance its
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competitive capabilities (McEvily and Zaheer 1999; McEvily and Marcus 2005; Zaheer and
Bell 2005). Network resources develop through a set of relations between firms and it can
lead to the discovery of new opportunities (Gulati 1999); develop sustainable competitive
advantages (Gulati et al. 2000); enhance firm performance (Baum, Calabrese, and Silverman
2000; Goerzen and Beamish 2005; Rodan and Galunic 2004). Empirical evidence shows
network resources provide knowledge transfer among organizations and opportunities for
mutual learning and cooperation which helps firms to develop their capability.
Therefore, based on the resource-based view and network theory, relationship
exploration strategy (seeking for new partners and diversifying the relationship) can allow
firms to better acquire useful information and knowledge from the market which enhance
their abilities to have a better market sense and develop flexible strategies to respond to the
day to day challenges. According to the definition “dynamic capabilities are resources that
can be used to modify other resources and create value” (Kozlenkova, Samaha, and Palmatier
2014, 5), relationship exploration strategy will help a firm to modify the current channel
resource (knowledge and information) and to respond to daily demand. The corollary is that
relationship exploration strategy should lead to a rise in a firm’s dynamic capabilities (Figure
3). Referring back to the literature review section on dynamic capability, this study examines
two components of dynamic capability which are absorptive capacity and innovative
capability. This study aims to conceptualize and empirically validate two components of
dynamic capability in order to test the relationship between relationship exploration strategy,
dynamic capability and relationship quality.
4.1.2 Dynamic capability and dyadic relationship quality
There are three arguments to support how distributors’ dynamic capability can
enhance the dyadic relationship between suppliers and distributors: (1) power dependence
theory; (2) relationship learning theory and (3) joint competitiveness.
First, as mentioned, small and medium size distributors are often in a disadvantaged
position compared with suppliers as they have less resources and bargaining power. Previous
studies have observed that power dependence theory suggest power imbalance in channel
relationships will increase the risk of coercive power which often leads to conflict (Samaha,
Palmatier, and Dant 2011; Kumar, Scheer, and Steenkamp 1998). It is well established that
dynamic capability enables firms to apply new strategies to cope with fast changing
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environments but the fact that dynamic capabilities are difficult to duplicate by competing
firms helps firms to achieve sustainable competitive advantage (Barney 1991; Conner and
Prahalad 1996; Nelson 1991; Wernerfelt 1984, 1995). This sustainable competitive advantage
makes it difficult for suppliers to replace distributors which would balance the power
asymmetry. A balance of dependence is crucial in maintaining mutually beneficial
relationships and mutually desirable performances (Kumar, Scheer, and Steenkamp 1998).
Therefore, we believe this balance of power and dependence can enhance the dyadic
relationship between distributors and suppliers.
Second, learning is a significant aspect in developing dynamic capability (Eisenhardt
and Martin 2000). Teece (2007) also suggested establishing dynamic capabilities require
firms to collaborate with others. In a rapidly changing environment, learning offers a firm
incentive and motivation to cooperate and enhance their capabilities (Selnes and Sallis 2003).
Organizational learning necessitates interaction among channel members (Lukas, Hult, and
Ferrell 1996), and according to relationship learning theory, effective learning promotes
willingness among both parties to cooperate in joint learning activities (Selnes and Sallis
2003). As distributors’ relationship exploration strategy enhances the dynamic capabilities
through an increase in their external environment information and knowledge, this will
improve the suppliers’ willingness and motivation to join learning with distributors. As a
result, the increase in cooperation and joint learning will increase distributor and supplier
relationship quality.
Third, distributors’ dynamic capabilities enable them to create, deploy and protect the
intangible assets that will sustain superior long- term business performance (Teece 2007).
The micro foundations of dynamic capabilities are that a firm has distinct skills, processes,
procedures, organizational structures, decision rules and discipline (Teece 2007). These are
enterprise level sensing, seizing and reconfiguring capabilities which are difficult to develop
and deploy (Teece 2007). In traditional channel relationships, suppliers rely on distributors
to sell their products. When distributors can better cope with the changing environment and
satisfy consumers’ needs, it will create value for suppliers. Moreover, suppliers will find it
difficult to replace current distributors. Therefore, suppliers will highly value their
relationships with distributors. According to Ulaga and Eggert (2006), the higher net value
expected or received from the relationship, the stronger the motivation to sustain the
relationship. Distributors’ dynamic capabilities will allow distributors to better cope with the
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fast changing environment and satisfy customer needs when other firms cannot compete. This
will create a strong incentive to bond the relationship to achieve joint competitiveness which
will increase the relationship quality.
4.2 Research hypothesis
Although previous research believes seeking new partners may harm incumbent
dyadic relationships (Anderson and Weitz 1992; Heide and John 1990; Rokkan, Heide, and
Wathne 2003), there is no substantiated evidence for such causality. In this study, we believe
that dynamic capability is the missing linkage between distributors’ relationship exploration
strategies and dyadic relationships between distributor and incumbent supplier. We argue that
dynamic capability is an important form of mediation between relationship exploration
strategy and the dyadic relationship quality. In other words, relationship exploration strategy
can help a distributor to develop its own dynamic capability, which in turn motivates its
incumbent supplier to maintain high quality relationship with the capable distributor.
4.2.1 Relationship exploration strategy and absorptive capacity
Relationship exploration allows firm to seek for new exchange partners in which this
channel strategy helps firm renewal its existing assets and capability by engaging in learning
from others. Absorptive capacity is the learning based ability to assimilate and utilize the
information and knowledge from the external environment for internal use (Zhou and Li 2010;
Cohen and Levinthal 1990; Lenox and King 2004; Tsai 2001).
Several studies suggest external networks can provide important information and
knowledge (Gao, Xie, and Zhou 2014; Ganesan et al. 2009). However, firms not only need to
access new knowledge, but require a higher learning capacity to successfully apply or
replicate this knowledge (Tsai 2001). Hurber (1991) outlines one learning organization
characteristic as the motivation to connect with others. Tsai (2001) offers evidence that
networking provides the appropriate kind of flexible learning structure. According to Ma,
Yao, and Xi (2009) networks rich in structural holes provide firms with structural flexibility
and facilitate access to new information and knowledge which enable firms to respond and
react to turbulent and radically changing environments. Burt (1992) argues that cohesive
networks provide firms with better ability to cope with the fast changing environment. The
ability to evaluate and utilize outside knowledge depends on the level of prior related
knowledge (Cohen and Levinthal 1990).
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Assuming a sufficient level of knowledge across different people, one’s access to
diverse and different knowledge can create linkage between knowledge which helps to
enhance absorptive capacity (Cohen and Levinthal 1990). Relationship exploration strategy
allows a firm to acquire diverse information and knowledge which help firms to make use of
the connection between knowledge. Furthermore, new information and knowledge transfer
will activate a firm’s assimilation and utilization of that information and knowledge.
Therefore, we propose relationship exploration strategy not only enhances a firm’s
acquisition of new knowledge but also enhances a firm’s learning ability which is absorptive
capacity.
H1: A distributor’s relationship exploration strategy increases its absorptive
capacity
4.2.2 Absorptive capacity and dyadic relationship quality
Absorptive capacity is the learning based ability need to assimilate and utilize the
information and knowledge from the external environment for internal use (Zhou and Li 2010;
Cohen and Levinthal 1990; Lenox and King 2004; Tsai 2001). Zahra and George (2002)
submit that absorptive capacity allows firms to assimilate and utilize new knowledge and
react at the right time by effectively spotting the external trends, hence saving costs in
reconfiguring their resource position and operational routines which ultimately enhances
sustained competitive advantages. The following three reasons suggest absorptive capacity
leads to stronger dyadic relationship quality. First, based on the power dependence theory,
power imbalance in channel relationships may induce the partner to further deploy coercive
power and create conflicts in the relationship (Samaha, Palmatier, and Dant 2011; Kumar,
Scheer, and Steenkamp 1998). Our research focuses on small and medium size distributors
who are normally in a disadvantage position in the channel relationship. If distributors
develop their own absorptive capacity and achieve sustained competitive advantages (Zahra
and George 2002), it will balance the power asymmetry and enhance the relationship quality.
Second, in rapidly changing environments, distributor with a strong absorptive capacity
creates an incentive for supplier cooperate in joint learning activities, the increase of joint
learning lead to a well performed relationship (Selnes and Sallis 2003). Third, distributors’
absorptive capacity can make a distributor to become an effective partner. This will create a
strong incentive for a supplier to bond closer relationships, and together, they can achieve
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joint competitiveness. Based on the above argument, we propose distributor’s absorptive
capacity can enhance the relationship quality between distributor and its incumbent supplier.
In conjunction with the argument and pervious hypothesis, we predict absorptive
capacity mediates the relationship between relationship exploration strategy and relationship
quality. A distributor’s relationship exploration allows the distributor to better acquire useful
information and knowledge from the market (Gao, Xie, and Zhou 2014; Ganesan et al. 2009),
hence it enables the distributor to respond and react to turbulent and radical business markets.
Particularly, a distributor’s relationship exploration strategy allows a firm to make use of the
connection between knowledge and enhance a distributor’s own absorptive capacity. A
distributor with a strong absorptive capacity is an effective partner to collaborate with, thus
more likely to enhance the dyadic relationship quality. In other words, a distributor’s
relationship exploration enables the distributor to develop strong relationship quality with its
incumbent supplier through absorptive capacity.
H2a: A distributor’s absorptive capacity enhances the relationship quality with
its incumbent supplier.
H2b: A distributor’s absorptive capacity mediates the relationships between
relationship exploration and relationship quality between the distributor and its
incumbent supplier.
4.2.3 Relationship exploration strategy and innovative capability
Innovative capability is obtained when a firm acquires the ability to use innovative
products and processes to attain more competitive advantages in order to survive and succeed
(Wang and Ahmed 2004). Knowledge transfer among organizations provides opportunities
for mutual learning and cooperation which creates new knowledge and contributes to
organizations’ innovation (Kogut and Zander 1992; Tsai and Ghoshal 1998). Several studies
suggest a diverse flow of information can affect innovation (Cohen and Levinthal 1990;
Ganesan 2009), because it can trigger novel associations (Cohen and Levinthal 1990) and
stimulate broader perspectives as well as encourage syntheses (Dewar and Dutton 1986).
Therefore, innovation needs novel information and non-redundant knowledge to trigger
productivity and process innovation. Gao, Xie, and Zhou (2014) also identify external
networks as a source of innovation for firms. Several studies provide evidence that the
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characteristics of relational ties influences the knowledge content obtain from knowledge
providers (Ganesan, Malter, and Rindfleisch 2005; Rindfleisch and Moorman 2001; Ganesan
et al. 2009).
The diversity of relational ties can enhance the radical and incremental innovation of
products and process because diverse suppliers’ partners can enhance the information and
knowledge acquired from different parties (Gansan et al. 2009; Gao, Xie, and Zhou 2014). As
such, it is reasonable that relationship exploration strategy can lead to exchange and transfer
of novel information and non-redundant knowledge, which will enhance innovative
capability.
H3: A distributor’s relationship exploration strategy increases its innovative
capability.
4.2.4 Innovative capability and dyadic relationship quality
It is well established that a firm’s innovation can lead to better response to the
changing environment and enhanced competitive advantage and superior performance by
developing new capabilities (Hurley and Hult 1998). In this study we argue innovative
capability can enhance relationship quality of the channel dyad for three reasons. First, power
dependence theory suggests that power imbalance will increase relationships conflict between
the channel dyad (Samaha, Palmatier, and Dant 2011; Kumar, Scheer, and Steenkamp 1998).
Distributors that are small in sizes normally are in a disadvantageous position. Thus, if
distributors are able to develop its own innovative capability (Hurley and Hult 1998; Akman
and Yilmaz 2008), it will produce superior performance and balance the power asymmetry,
enhancing the relationship quality. Second, in the fast-changing environment, distributors
with strong innovative capability creates a motivation for their suppliers to cooperate in joint
learning activities, which can lead to a well performed relationship (Selnes and Sallis 2003).
Third, innovative capability allows distributors to self-renew within the organization (Lawson
and Samson 2001) and create barriers for other firms to imitate (Cavusgil, Calantone, and
Zhao 2003). This builds the firm a sustainable competitive advantage and its partners don’t
want to give up this relationship. Based on the arguments above, we propose distributor’s
innovative capability can enhance the relationship quality between distributor and its
incumbent supplier.
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Taken together the argument above and pervious hypothesis, we predict innovative
capability mediates the relationship between relationship exploration strategy and
relationship quality. A distributor’s relationship exploration allows the distributor to receive
more new information from new suppliers which trigger novel associations (Cohen and
Levinthal 1990) and stimulate broader perspectives (Dewar and Dutton 1986); beneficial for
the distributor. The distributor thus becomes an attractive and capable partner to its
incumbent supplier. In other words, a distributor’s relationship exploration enables the
distributor to develop strong relationship quality with its incumbent supplier through
innovative capability.
H4a: A distributor’s innovative capability enhances the relationship quality with
its incumbent supplier.
H4b: A distributor’s innovative capability mediates the relationships between
relationship exploration and relationship quality between the distributor and its
incumbent supplier.
4.2.5 Moderating roles of market uncertainty
Market uncertainty refers to the inability a firm has to forecast accurately the sales
volume and customers’ style preference in the downstream market (Wathne and Heide 2004).
In a stable market, when consumer preferences remain unchanged, distributors are able to
predict future customers’ preferences. In an uncertain environment, understanding and
responding to changes is more difficult for managers, it can be challenging and require
adaptation (Carson, Madhok, and Wu 2006).
Such uncertainty implies managers are absence of sufficient information about the
industry structure and its changes, which inhibit organization decision (Galbraith, 1974).
Therefore, firms must increase information processing capability in uncertain environment
(Galbraith, 1974). Firms with a high absorptive capacity have the ability to assimilate and
utilize information and knowledge from an external source for internal use (Zhou and Li 2010;
Cohen and Levinthal 1990; Lenox and King 2004; Tsai 2001). Firms possessing an ability to
absorb external knowledge and information for internal use are likely to have a better
understanding of new technology and able to generate new ideas (Tsai 2001), hence marking
a critical role for firm survival especially vis-à-vis customer demand volatility.
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Uncertain environment can also stimulate capable distributors to stay closer with their
supplier in order to secure resources (Sheng, Zhou and Li 2011; Peng 2003) and mutually
avoid unnecessary risks (Skarmeas, Katsikeas and Schlegelmilch 2002). On one hand, to
maintain continuity with a high absorptive capacity distributor is perceived as more pressing
for a supplier. On the other hand, distributors equipped with high absorptive capacity whose
skill in navigating problems renders incentive to find or work with new partners ranking
lower than the benefits accrued from incumbent relationships with suppliers. Therefore, we
propose
H5a: Market uncertainty strengthens the positive effects of absorptive capacity
and the relationship quality between the distributor and its incumbent supplier.
New partners can bring new knowledge and information to enhance potential for
innovation. Distributors may become myopic or complacent when dependent on incumbent
partners (Baker, Dant, and Weaven 2019; Brown, Crosno, and Tong 2019). Gu, Hung, and
Tse (2008) suggest that inefficient business lacking in clarity can emerge in such cases as
new information and knowledge flow are limited when compared to the innovative capability
of working with new partners. Therefore, the firm focusing on innovation and under a high
uncertain environment can rely not only on the incumbent partner, but also new relationships
that potentially bring new technology and know-how into the firm.
Moreover, innovative firms highly investing in R&D which is risky as inputs do not
automatically lead to successful product and superior finance performance (Sheng, Zhou and
Li 2011; Tellis, Prabhu, and Chandy 2009). For suppliers, investing in a relationship with an
innovative distributor is risky in an uncertain environment, and does not guarantee in
financial return. This reduces the incentive for the supplier to maintain the relationship its
focal distributor.
H5b: Market uncertainty weakens the positive effects of innovative capability
and the relationship quality between the distributor and its incumbent supplier.
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Table 4. Descriptive statistics and correlations (n=124)
Variables

1

2

3

4

5

6

1.Relationship exploration

1.00

2.Absorptive capacity

.400**

1.00

3. Innovative capability

.351**

.493**

1.00

4. Relationship quality

.209*

.451**

.392**

1.00

5. Market uncertainty

.271**

.038

.097

.094

1.00

6. Dependence

.312**

.145

.095

.038

.027

1.00

*

7

8

9

10

11

7. Distributor heterogeneity

.374**

.214

.069

-.091

.158

.463**

1.00

8. Number of suppliers

.237**

.202*

.135

.148

-.033

.030

.045

9. Number of customers

-.052

.084

.024

.219*

-.199*

.129

-.177* .192

1.00

10. Ownership

.241**

.209*

.074

.208*

-.004

.110

-.015

.039

1.00

11. Location dummy

.155

.171

.100

-.009

.013

.126

.271** .188*

-.106

-.172

1.00

M

5.414

5.442

4.706

5.368

4.257

4.114

4.669

84.00

2008.9

.436

.718

SD

1.095

.968

1.300

1.202

1.144

1.359

1.221

150.164

4656.106

.498

.452

*** p <0.01, ** p <0.05, * p <0.1
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1.00

.021

4.3 Methodology
4.3.1 Sample and data collection
The data of the second essay was collected with the help of China Electronics Distributor
Alliances (CEDA). CEDA is a non-profit organization that serves the needs of franchised
electronics component distributors with operations in Greater China. Due to reasons of
confidentiality, the complete list of membership and their contact information was not revealed.
The distribution of the survey questionnaire was accomplished by CEDA and forwarded to the
senior executives of their chosen members such as presidents, chairmen, managing directors,
general managers, chief executive officers, chief marketing officers, vice presidents of marketing,
and marketing directors. They then further circulated the survey questionnaires internally to their
SBU managers. With the support of CEDA, we successfully obtained 124 usable questionnaires.
The participating firms mostly are small and medium-sized firms. The majority of the sample
firms were operating in Shenzhen 71.3%. To ensure the validity and quality check, we also
gathered the respondents’ working experience in the industry and company as well as their
position. All the informants performed with high level of knowledge, with an average of 5.17 on
a Likert scale of 1 to 7.
A questionnaire was designed based on the measurement below. Back-translation was
used to ensure validity. To secure the reliability of the measure, a pretest was conducted, in
which respondents answered the entire set of questions and provided feedback on the
questionnaire design and wording. The questionnaire was finalized based on the feedback from
the pretest. The study was conducted in two stages: first, in-depth interviews and pilot studies,
second, the main survey. First, an in-depth interview and pilot study with 10 senior managers in
the firm was conducted. Respondents answered all questionnaire items and provided comments
on the questionnaire. We modified and finalized the questionnaire based on their feedback. This
helped to (1) validate and improve conceptual framework, (2) refine the survey instruments, and
(3) obtain greater understanding of the industry.
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4.3.2 Measurement
The majority of measurements were adopted from previous studies except relationship
exploration strategy measurement. However, relationship exploration strategy does not have
existing scales, so we developed the measure based on related work. The measurement items
Cronbach’s alpha (α), composite reliability (CR), and average variance extracted (AVE) values
appear in appendix B. The measurement items all used seven-point response scales.
Relationship exploration strategy (EXP) is defined as a distributor investing effort to
consider, contact, and seek new suppliers for business opportunities. To measure this,
distributors were asked about their strategy in exploring different channel opportunities with
other potential suppliers. Consistent with Study 1, the measure was developed based on related
study (e.g. Voss and Voss 2013), and insights from the in-depth interviews and pre-study.
Absorptive capacity refers to the learning based ability to assimilate and utilize the
information and knowledge from the external environment for internal use (Zhou and Li 2010;
Cohen and Levinthal 1990; Lenox and King 2004; Tsai 2001). This measure asked a distributor
to rate his/her ability to recognize, assimilate and apply the new information. The constructs
were formed by 3 dimensions: recognize, assimilate and apply, with each dimensions represented
by two items. Due to the reliability and low factor loading two items were dropped out of the six
items. The scale of absorptive capacity is adopted from Jansen, Bosch, and Volberda (2005), and
Fang and Zou (2010).
Innovative capability refers to when a firm acquires the ability to use innovative products
and processes to attain more competitive advantages in order to survive and succeed (Wang and
Ahmed 2004). This measure asked a distributor to rate his/her ability to innovate in the market.
The scale of innovative capability was adopted from Robert and Hult (1998) and Subramaniam
and Youndt (2005)
Relationship quality measures the relationships between distributor and its incumbent
supplier. Both parties’ effort to cooperate and their long-term relationship expectation were used
as measures of relationship quality. The scale of relationship quality was adopted from Siguaw,
Simpson, and Baker (1998) and Kumar, Scheer, and Steenkamp (1995).
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Market uncertainty refers to a firm’s inability to forecast accurately the sales volume and
customers’ style preference in the downstream market (Wathne and Heide 2004). The extent to
which customers’ product demands and preferences changed as well as the difficulty in
predicting these changes were gauged to measure market uncertainty. The measurement items
were adapted from Wathne and Heide (2004).
Finally, we included several control variables in the analysis to account for the effects of
extraneous variables. Specifically, we included numbers of customers, numbers of suppliers,
dependence, distributor heterogeneity, ownership, and dummy location (Shenzhen=1, others=0).
Distributor heterogeneity describes the differences among available distributors (Dutta, Heide,
and Bergen 1999). The scale was adapted from Dutta, Heide,and Bergen (1999). Distributor
dependence refers to the distributor ability to replace its incumbent supplier. The scale was
adapted from Heide (1994). To control the number of current working relationships with
incumbent suppliers and customers, we measure the number of customers and number of
suppliers. Ownership refers to the firm’s private ownership or ownership through others.
4.2.3 Construct validity
We followed a two-step approach to examine the validity of the measures (Murray,
Kotabe, and Zhou 2005). First, we did an exploratory factor analysis for each set of constructs
using a principle component method with varimax rotation. Afterwards, some items with low
factor loading or high cross-loading were dropped to ensure the satisfactory fit. The remaining
items were significantly and cleanly loaded on their respective factors without significant crossloading. Second, we did a confirmatory factor analysis on the proposed constructs with
maximum likelihood estimation, conducted using the AMOS 22.0 software suite.
The measurement model provides a satisfactory fit (focal model: χ2=351.856, p<0.01,
df=230, incremental fit index [IFI]= .923, confirmatory fit index [CFI]=.920; and root mean
square error of approximation[RMSEA]= .066). The standardized factor loading of all items
were significant and loaded on their respective construct. The standardized factor loadings of the
measurement items were statistically significant (p < .05), the AVEs were above the
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recommended threshold of 0.50 (Anderson and Gerbing 1988; Fornell and Larcker 1981).
Overall, the results indicated the measure possessed satisfactory reliability and validity.
4.2.4 Common method variance
As we collected the data from distributor self-report measures, we took several steps to
minimize the potential for common method bias. First, the design of survey instrument used
well-established subjective scale that has been shown in previous studies to have reasonable
reliability and validity (Atuahene-Gima and Murray 2007). Second, we followed Feldman and
Lychn’s (1988) “self-generated validity”, an extensive pretest with the subject population was
completed to verify the terms and phrases used by the subject population. Third, the survey
questions never appeared in the hypothesized order. Fourth, we applied Harman’s single factor
test (MacKenzie and Podsakoff 2012) and marker variable (Lindell and Whitney 2001) to assess
the potential for common method bias in the data. Therefore, common method bias was unlikely
to be a concern. Fourth, the correlation matrix provided evidence that the variables were not
highly correlated (highest correlation is r =.493) (Table 4), whereas evidence of common method
bias should have extremely high correlations (r>.90) (Pavlou, Liang, and Xue 2007).
4.4 Analysis and results
This study assessed the mediation effects between relationship exploration strategy, and
two forms of dynamic capability (absorptive capacity and innovative capability) and relationship
quality. We used AMOS 22 software to conduct the structural model. It provided a satisfactory
fit (focal model: χ2=467.908, df=310, p<0.01; incremental fit index [IFI]= .900; confirmatory fit
index [CFI]=.896; and root mean square error of approximation [RMSEA]= .064).
H1 predicted a positive relationship between relationship exploration and absorptive
capacity. As shown in Table 5, the results indicate relationship exploration is significantly
related to absorptive capacity (β=.392, p < .01). H2a predicted a positive relationship between
absorptive capacity and relationship quality. The results indicate absorptive capacity is
significantly related to relationship quality (β=.268, p <.05). H3 predicted a positive relationship
between relationship exploration and innovative capability. The results indicate relationship
exploration is significantly related to innovative capability (β=.460, p < .01). H4a predicted a
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positive relationship between innovative capability and relationship quality. The results indicate
innovative capability is significantly related to relationship quality (β=.341, p < .05).
The bootstrapping procedures (Preacher and Hayes 2004) were performed in AMOS 22
in order to test the mediating effects (H2b and H4b). Bootstrapping techniques using AMOS 22
generated 2000 samples to fit to the implied model constructs, estimating direct and indirect
effects (IE) of the relationships within confidence interval (CI) of 95%. More specifically, we
examined the indirect effects of relationship exploration on relationship quality via the
absorptive capacity and innovative capability (Indirect effect=.307; CI Lower = .142; CI Upper=.668;
p = 0.00).
While applying the bootstrapping method, the indirect effect of two mediators (absorptive
capacity and innovative capability) cannot be calculated. Thus, we used the product coefficient
approach (Bollen 1987) to estimate each mediator's indirect effect, and we conduct the Sobel’s
test (1982) to evaluate its level of significance. We followed the procedure of Genc, Dayan, and
Genc (2019) to estimate a specific indirect effect. The results show that relationship exploration
mediated through absorptive capacity and innovative capability to relationship quality. In support
of H2b, absorptive capacity mediates the relationship exploration and relationship quality
between distributor and supplier, the Sobel tests confirm the mediation effect (Indirect
effect= .184, z = 2.059, p =.039). On other hand, in support of H4b, innovative capability
mediates the relationship exploration and relationship quality between distributor and supplier,
Sobel tests confirm the mediation role of innovative capability (Indirect effect= .123, z = 2.314,
p =.021).
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Table 5. Standardized structural equation modeling estimates

Standardized S.E.
Estimate
Hypothesized paths
H1: Relationship exploration strategy → Absorptive capacity

.392***

.078

H2: Absorptive capacity→ Relationship quality

.268**

.178

H3: Relationship exploration strategy → Innovative capability

.460***

.134

H4: Innovative capability→ Relationship quality

.341**

.120

Relationship exploration→ Relationship quality

.025

.171

Market uncertainty → Relationship exploration

.182*

.113

Distributor heterogeneity → Relationship exploration

-.262*

.172

Dependence→ Relationship exploration

.077

.127

Number of suppliers→ Relationship exploration

.057

.001

Number of customers→ Relationship exploration

.141

.000

Ownership → Relationship exploration

.161*

.217

Location dummy→ Relationship exploration

-.024

.238

Other paths

Overall model: χ2=467.908, df=310, p<0.01; IFI= .900; CFI=.896; RMSEA= .064
*** p <0.01, ** p <0.05, * p <0.1
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In order to test our hypothesis H5a and H5b, we ran moderated regression models. We
mean-centered each scale used to construct the interaction terms, in order to minimize the
potential threat of multicollinearity and clarify the interaction effect (Aiken, West, and
Reno1991). The regression coefficients were calculated using version 24 of the SPSS software
package. The regression analysis results show that all VIFs were below 2.5 which suggest
multicollinearity is not a serious concern. For stage 1 (control variables model), we examined the
effect by adding control variables. For stage 2 (main effects and moderating variable model), we
added main effect (absorptive capacity and innovative capability) and moderating variable
(market uncertainty) to show the effect on dependent variable. For stage 3, we added two
interaction effects (Table 6).
H5a proposed market uncertainty strengthens the positive effects of adsorptive capacity
on relationship quality. As shown in Table 6, the results reveal the interaction between
absorptive capacity and market uncertainty is significant and positively affects relationship
quality (β = .256, p < .05). H5b proposed market uncertainty weakens the positive effects of
innovative capability and the relationship quality. As shown in Table 6, the results reveal the
interaction between innovative capability and market uncertainty is marginally significant and
negatively affects relationship quality (β = -.195, p < .10).
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Table 6. Standardized regression estimates (t-value)
Variables

Relationship Quality
Model 1
Model 2
Model 3

Control Variables
Dependence

.023
(.227)
-.084
(-.803)
.104
(1.140)
.177*
(1.883)
.203**
(2.257)
.045
(.471)

Distributor heterogeneity
Number of suppliers
Number of customers
Ownership
Location dummy

Direct Effects
Absorptive capacity
Innovation capability
Market uncertainty

.012
(.131)
-.169*
(-1.779)
.032
(.388)
.166*
(1.968)
.109
(1.341)
-.015
(-.176)

-.024
(-.268)
-.180*
(-1.912)
.030
(.368)
.168**
(1.988)
.105
(1.304)
-.033
(-.390)

.336***
(3.549)
.211**
(2.359)
.122
(1.533)

.399***
(4.032)
.236***
(2.621)
.093
(1.164)

Interaction Effects
Absorptive capacity* Market uncertainty

.256**
(2.263)
-.195*
(-1.799)

Innovation capability * Market uncertainty
R2
R2 Change
Highest VIF

.105
1.447

*** p <0.01, ** p <0.05, * p <0.1
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.325
.221***
1.523

.356
.030*
2.219

4.5 Discussion and conclusion
4.5.1 Theoretical contributions
The theoretical conflict about relationship exploration strategy between transaction
cost theory and social exchange theory on the one hand and resource-based view and network
theory on the other has led to a trend in underestimating the role of relationship exploration
strategy and overrating its disadvantages. Therefore, in this essay, we investigate the
importance of relationship exploration strategy and take in the perspectives of distributor
network. Specifically, the essay makes three major contributions. First, the study resolves the
ambiguous role of relationship exploration strategy. The ambiguity stems from the
conventional wisdom in the previous channel literature, which generally discourages firms
from managing multiple relationships and exploring new channel partners. Indeed, it is
unclear whether relationship exploration strategy is a positive or negative strategy in
managing channel relationships. Building on the resource-based view and network theory, the
study develops a framework that explains why distributor relationship exploration strategy
might not necessarily constitute a bad business practice but rather can benefit the dyadic
relationship with the incumbent supplier.
Second, the study elucidates the process of how a distributor’s relationship
exploration strategy influences the relationship quality between the distributor and its
incumbent supplier. This research argues relationship exploration strategy allows distributors
to acquire useful information and knowledge from the market which helps them to have a
better market sense and develop flexible strategies to respond to the day to day challenges.
Conventional marketing channel suppliers rely on distributors to sell their products. Thus,
capable distributors will be able to better serve the market needs which would lead to joint
competiveness and enhance the dyadic relationship quality with suppliers. Therefore, the
study results validate two dynamic capabilities - absorptive capacity and innovative
capability – in mediating the relationship between relationship exploration strategy and the
dyadic relationship quality.
Third, the study provides a boundary condition of market uncertainty in moderating
the relationship between dynamic capabilities and dyadic relationship quality. This research
suggests market uncertainty will strengthen the positive effects of absorptive capacity and the
relationship quality; but weaken the positive effects of innovative capability and the
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relationship quality. Therefore, market uncertainty can be a double-edged sword in varying
the effectiveness of a distributor’s dynamic capability.
Last but not least, this research aims to provide a strategy for downstream distributors
to manage the relationship with upstream suppliers. Another limitation in marketing channel
research is that much research has focused on how more powerful players in a relationship
can govern the weaker players in the relationship (Bastl, Johnson, and Choi 2013). This
research offers a strategic relationship exploration strategy for downstream distributors to
survive in a dynamic environment and better manage the relationship with upstream suppliers.
4.5.2 Managerial implication
The dominant marketing channel literature perspective is insufficient to address the
real practice in the business world. The majority of marketing channel studies discourages
relationship exploration strategy behavior and relationship diversity. Nevertheless, in real life
business practice, firms are rarely in a dyadic relationship and often have multiple players
involved. In this fast changing business environment, the number of firms that are able to
sustain long-term competitive advantages has decreased over time (Wiggins and Ruefli 2005).
Siciliano (1996) implies that diversity can provide information and resources to the
organization to help protect against environmental uncertainty. This research provides
empirical evidence that distributor relationship exploration strategy through dynamic
capability can enhance relationship quality. Therefore, managers in distributor firms should
focus on developing dynamic capability in the forms of absorptive capacity and innovative
capability through relationship exploration strategy. This will help to enhance relationship
quality with incumbent suppliers. This act not only benefits its own development but also
enhances the relationship which is a win-win situation. This research also provides
managerial implications for supplier firm managers that relationship exploration strategy does
not necessarily mean disloyal behavior and can be an act that helps both parties to stay
competitive in this fast changing environment.
Also, managers can pay attention to the market environment changes, when customer
demand is difficult to predict, distributors with a strong absorptive capacity will further
increase the dyadic relationship quality; however, distributors with a strong innovative
capability will weaken the dyadic relationship quality with incumbent suppliers.
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This research represents a conceptual breakthrough. It will make four important
contributions to marketing channel literature and business relationship management
implications: (1) Adding further knowledge to marketing channel research concerning the
network view, (2) Resolving the ambiguity of relationship exploration strategy, (3)
Deepening the understanding of the antecedents and consequences of dynamic capability in
marketing channel contexts, and (4) Providing a strategy for downstream distributors to
manage the relationship with upstream suppliers. To establish the position of relationship
exploration strategy, this research examines dynamic capability as a form of mediation
between relationship exploration strategy and relationship quality. To conclude, this research
will make an academic contribution to marketing channel literature as well as provide
empirical significance to managing business relationships in the field. Most importantly this
research unveils a new insightful perspective in marketing channel relationships.
4.6 Limitations and future study
The limitations in this study offer opportunities for further research. First, there can be
a reversed causality between relationship exploration and dynamic capability. That is, a firm
with higher dynamic capability is more likely to use relationship exploration strategy. Future
study can take a longitudinal perspective to resolve this endogeneity issue. Second, measures
coming from the same source pose the potential of common method bias. Further research
could employ multiple data sources such as a dyadic survey to completely overcome this
problem. Third, future study could include different moderators (e.g. relationship
embeddedness of the focal distributor). This can provide more insight of under what
conditions firm can better develop dynamic capability. Fourth, we only examine the proposed
relationships in the context of distributors in China. In order to enhance the generalizability
of our findings, researchers could apply the model to different contexts. Finally, as this study
included a restricted number of 124 samples, a larger sample size is recommended for future
research.
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Chapter 5: Conclusion
According to research, approximately one-third of worldwide gross domestic product
sales must be processed through marketing channels (Hyman, 2012). Thus, channel
relationships have garnered significant attention from marketing scholars since buyer and
seller relationships will highly influence the overall channel effectiveness and efficiency.
Successful channel relationships are extremely critical for firms to enhance performance
(Trada and Goyal 2017). Also, channel relationships are valuable assets and important for
long-term competitive advantages (Homburg, Vollmayr, and Hahn 2014; Yang et al. 2012).
Prior focus stemming from the two influential theories social exchange theory and
transaction cost theory centered on maintaining a dyadic relationship. As social exchange
theory has assumed relationship exploration will harm incumbent relationships; and
transaction cost theory has emphasized the extra investment needed in managing multiple
relationships, relationship diversification was not supported as a viable strategy. Proponents
of both social exchange theory and transaction cost theory generally discourage relationship
exploration. However, more scholars notice the importance of building networks in the
business environment. This view – contentious to former theories - is supported by the
resource-based view and social network theory. In reality, firms rarely have single business
relationships in this competitive business environment. Thus, this thesis has endeavored to
reconsider the value of relationship exploration. Particular attention has been accorded to the
lack of opportunities to grow or develop when bound to incumbent relationships (Baker, Dant,
and Weaven 2019; Brown, Crosno, and Tong 2019). Insights gleaned in conducting the
current research were intended to (1) offer a view of managing both relationship exploration
and relationship exploitation strategies; (2) clarify the ambiguous role of relationship
exploration and its effect on incumbent relationship.
In this thesis, management of both relationship exploration and relationship
exploitation strategies, particularly in different boundary conditions, has been the primary
interest of study 1. Although, previous marketing channel research overlooked the
importance of relationship exploration and largely focused on relationship exploitation in
relationship management, a shift in perspective was merited. In order to better manage both
strategies, this study has provided and examined different boundary conditions; performance
ambiguity aggravates the opportunism that arises from relationship exploration strategy,
whereas demand uncertainty alleviates the effects on both relationship exploration and
81

exploitations strategies. One of the interesting findings in the study has been that relationship
exploitation can have an impact on buyer-seller relations by reducing opportunism whereas
relationship exploration exerts no significant main effect. Furthermore, the results of the
correlation coefficient table show that the two strategies are positively correlated. This
finding has proven that relationship exploration strategy is not the opposite of relationship
exploitation strategy; rather, it is a conceptually independent construct. Additional
observations materialized relating to business networks through deployment of the two
strategies. The distributor’s network density aggravates the effect arising from relationship
exploitation strategy, and network centrality alleviates the effect on relationship exploitation
strategy. In this sense, the current research has contributed to both theoretical and practical
fields. In conjunction with realigning the root subject of marketing channel scholarship, this
research has marked a move forward in academic research to the network view. Advanced
scrutiny into the nature of relationship exploration and its influence on the dyadic relationship
quality between incumbent supplier and distributor has been presented here in study 2.
Previous marketing channel research has suggested that distributors who are
committed to incumbent relationships do not explore new suppliers (Gundlach, Achrol, and
Mentzer 1995). Thus far, these two relationship strategies (relationship exploration and
relationship exploitation) were considered as mutually exclusive disjunctive strategies.
However, our research finding from study 1 has demonstrated both clear differences and
correlations between these constructs. The central aim of the follow-up study, study 2 was to
delineate any ambiguity found in the role of relationship exploration, in particular how
relationship exploration influences the incumbent relationship. The findings of study 2 have
suggested that if distributors are able to leverage relationship exploration to develop their
own dynamic capability in forms of absorptive capacity and innovative capability, the
relationship quality between distributor and incumbent supplier can be enhanced
consequently. Relationship exploration can enhance information and knowledge flow which
will help firms to renew existing assets and capability. When firms are able to develop
dynamic capabilities incumbent suppliers have more motivation to cooperate and the
unsurpassable characteristics of the quality of relations with distributors should create better
bonds, improved business, renewable or sustainable wealth. The research conducted in study
2 has thereby contributed to both theoretical and managerial knowledge. This research has
uncovered a new insightful perspective in marketing channel relationships by providing
empirical evidence that relationship exploration does not necessarily harm the incumbent
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relationship; rather it can promote dyadic relationship through the development of dynamic
capability.
In summary, Study 1 has offered different boundary conditions for firms to better
manage both relationship exploration and relationship exploitation strategies simultaneously.
Study 2 has further shown relationship exploration can actually enhance distributor and
incumbent relationship quality through the development of dynamic capability. From a
theoretical perspective, as previous marketing channel researchers appraised the marriage
analogy as a steadfast rule for successful business with the majority of channel research
focusing on the dyadic relationship, this thesis has taken the perspective of the network view.
From a managerial perspective, in order to stay competitive in the business environment for
both suppliers and distributors, suppliers should be more flexible in managing distributor
relationship exploration and exploitation under different conditions (Study 1). For example,
when distributor performance is difficult to evaluate, suppliers should limit and control
distributor relationship exploration. On the other hand, when the market demand is uncertain,
suppliers can reduce control mechanisms and give distributors some freedom to explore as
under both relationship exploitation and exploration, distributors are less likely to act
opportunistically. However, when distributors are closely connected in distributor networks,
these distributors are more likely to act opportunistically toward incumbent suppliers even if
they do explore new suppliers, control mechanisms, such as monitoring or incentives are
suggested. When a distributor is in a central position in the network, distributors committed
to relationship exploitation will be less likely to act opportunistically as its behaviors are
monitored by its peers. By understanding different conditions, suppliers can better manage
their relationships with distributors in mutually beneficial ways.
In study 2, we investigated in detail how distributors’ relationship exploration
strategies can influence the dyadic relationship with incumbent suppliers. The study 2
findings have shown that distributors who use relationship exploration strategy should put
effort towards enhancing dynamic capabilities in the form of absorptive capacity and
innovative capability. As distributors are able to develop dynamic capabilities through
relationship exploration, the dyadic relationship quality with supplier should in principle
grow in appreciation. In sum, relationship exploration strategy is not necessarily harmful
with regards to the dyadic relationship between incumbent supplier and distributor. Suppliers
can be more flexible in managing distributor relationship exploration and exploitation under
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different conditions. Distributors can make an effort to develop dynamic capabilities in
relationship exploration. Only then can distributors enhance its own competitiveness, and
suppliers can also benefit from working with stronger distributors.
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Appendix A: Measurement items and validity assessment (Essay 1)
Multi-item construct measures

SFL

Relationship exploitation strategy (CR = .903; AVE = .650; HSV = .175)
Refers to investing in existing channels to consolidate relationships with incumbent
suppliers. Over the past year, how did the company invest in the largest incumbent
supplier?
1. We allocate our people and resources to better serve this supplier.
2. We dedicate whatever people and resources it takes to improve sales
performance of this supplier’s products.
3. We make all efforts to better entertain the requests by this supplier.
4. We give our best efforts to carry more of this supplier’s products to ensure a
stable supply.
5. It is important for us to maximize the utility of this supplier’s assets (e.g.,
superior products, brand strength) for our long-term profitability.

.827
.801
.813
.812
.802

Relationship exploration strategy (CR = .908; AVE = .666; HSV = .174)
Refers to investing in new channels for developing relationships with new
suppliers. Over the past year, how did the company invest in new channel
opportunities?
1. We are continually on the lookout for relationship building with various
potential suppliers.
2. We continually collect information about possible suppliers in our industry by
informal means (e.g., lunch with industry friends, talks with trade partners).
3. We always consider potential new suppliers to secure better product lines,
delivery conditions, or prices even when we are happy with the current suppliers.
4. We continually adjust our resources to build up relationships with diverse
potential suppliers.
5. It is important for us to expand our supplier network to explore new future
opportunities.

.760
.821
.856
.860
.814

Performance ambiguity (CR = .870; AVE = .627; HSV = .264)
1. It would be difficult for our supplier to know if we comply to the contract
completely.
2. It would be difficult for our supplier to know if we carry competitors’ products.
3. It would be difficult for our supplier to evaluate if we completely abide by the
contract.
4. It would take great resources for our supplier to monitor our behavior.

.780
.830
.829
.767

Demand uncertainty (CR = .713; AVE = .554; HSV = .198)
1. Customers’ product demands and preferences change quite a bit over time
2. Our customers tend to look for new products all the time

.847
.816

Network density (CR = .918; AVE = .790; HSV = .300)
1. In this distribution network, distributors share close ties among each other.
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.802

2. In this distribution network, distributors share frequent communications with
each other.
3. In this distribution network, distributors frequently discuss common problems.
Network centrality (CR = .893; AVE = .677; HSV = .406)
1. In the distribution network, our company is a crucial cog in the network.
2. Our company has extensive links with other distributors in the network.
3. Our company is very active in the distribution network.
4. Our company is very central to our system.

.841
.824

.784
.855
.805
.774

Opportunism (CR = .918; AVE = .737; HSV = .264)
1. On occasion, we lie about certain things in order to protect our interests.
2. We sometimes promise to do things without actually doing them later.
3. We will try to take advantage of “holes” in our contract to further our own
interests.
4. We sometimes use unexpected events to extract concessions from the supplier.

.779
.874
.881
.856

Distributor dependence (CR = .910; AVE = .772; HSV = .406)
1. We do not have other suppliers who could provide us with comparable product
lines.
2. Our total costs of switching to an alternative supplier would be prohibitive.
3. It would be difficult for our firm to replace the sales and profits generated from
this supplier.

.829
.903
.858

Supplier dependence (CR = .878; AVE = .707; HSV = .124)
1. In our trade area, no other distributors could provide the supplier with
comparable distribution.
2. In our trade area, the supplier would incur substantial costs in replacing our firm
with another distributor.
3. It would be difficult for the supplier to replace the sales and profits our firm
generates.
Overall model: χ2 = 946.380, df = 459, CFI = .935, IFI = .936, RMSEA = .057
Notes: SFL = standardized factor loading; CR = composite reliability; AVE = average
variance extracted; HSV = highest shared variance with other constructs.
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.823
.821
.789

Appendix B: Measurement items and validity assessment (Essay 2)
Multi-item construct measures

SFL

Relationship exploration strategy (CR = .845; AVE =.577; HSV =.196)
Refers to investing in new channels for developing relationships with new
suppliers. Over the past year, how did the company invest in new channel
opportunities?
1. We are continually on the lookout for relationship building with various
potential suppliers.
2. We always consider potential new suppliers to secure better product lines,
delivery conditions, or prices even when we are happy with the current suppliers.
3. We continually adjust our resources to build up relationships with diverse
potential suppliers.
4. It is important for us to expand our supplier network to explore new future
opportunities.

.781
.815
.773
.759

Innovation capability (CR =.779; AVE =.638; HSV =.346)
1. Our company often the first in the market to launch new product and service.

.850

2. Our company do not consider innovation as too risky and resisted.

.773

Absorptive capacity (CR =.853; AVE =.601; HSV =.356)
1. Our unit has frequent interactions with corporate headquarters to acquire new .791
knowledge.
2. New opportunities to serve our clients are quickly understood.
.800
3. We quickly analyze and interpret changing market demands.
.786
4. We constantly consider how to better exploit knowledge.

.742

Relationship quality (CR =.887; AVE =.567; HSV =.314)
1. Both sides are concerned about the other's profitability.

.798

2. One party will not take advantage of a strong bargaining position.
3. Both sides are willing to make cooperative changes.

.763
.809

4. No matter who is at fault, problems are joint responsibilities.
5. We expect our relationship with the supplier to continue for a long time.
6. The renewal of our relationship with the supplier is virtually automatic.

.713
.794
.757

Market uncertainty (CR =.815; AVE =.597; HSV =.079)
1. Downstream customers’ demands are uncertain.
2. Downstream customers’ preferences changes rapidly.
3. The sales forecasts are difficult to predict.
Distributor heterogeneity (CR =.901; AVE =.819; HSV =.356)
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.806
.866
.835

1. The available distributors differed in terms of the level of presales services
offered to customers.
2. The available distributors differed in terms of the level of postsales services
offered to customers.

.842
.759

Dependence (CR = .825; AVE =.616; HSV =.122)
1. There are many competitive suppliers for these components
2. Our production system can be easily adapted to using components from a new
supplier.
3. Dealing with a new supplier would only require a limited redesign and
development effort on your part.
Overall model: χ2 =351.856, df =230, CFI =.920, IFI =.923, RMSEA =.066
Notes: SFL = standardized factor loading; CR = composite reliability; AVE = average
variance extracted; HSV = highest shared variance with other constructs.

110

.690
.851
.882
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