
Some Uninvestigated Antecedents of Retailer Exit Intention


Abstract


The article reports a study of the effects on exit intention of retailer revenue and productivity, in a wholesaler-retailer context. The study involved hardware retailers and their primary wholesalers, and some associations were hypothesized to be nonrecursive (bidirec​tion​al). The analysis involved structural equations, and the results included that the retailer's intention to exit the relation​ship with their primary wholesaler was negatively affected by retailer revenue, revenue-per-employee, and the number of competitive stores in the retailer's service area. In addition, the retailer's exit intention was positively affected by return on investment. Finally, the number of competitive stores was positively associated with retailer revenue, and negatively associated with their return on investment. ​These results and their implica​tions are discussed.


In addition to recognizing the existence of long term buyer seller relation​ships in channel relationships (Arndt 1979, Wind 1970) (see Dwyer, Schurr and Oh 1987; and Ford 1980), researchers and practitioners have recognized the benefits of these relation​ships (see Frazier, Spekman, O'Neil 1988; Turnbull and Valla 1986; and Webster 1979). Despite implications that the development and maintenance of long term relation​ships is a recent phenome​non, (see Business Week 1987), these relation​ships have existed for years, especially in retailing: a hardware retailer reported to the authors that they have done business with their primary wholesaler for 76 years.


Yet these relationships are terminated. Except for coverage of the legal aspects of these relation​ship terminations (see "Legal Develop​ments in Marketing," in the Journal of Market​ing), however, there is little empirical knowledge of the termina​tion of these channel relation​ships.


There has been a trickle of articles lately that addresses channel relationship termina​tion (e.g., Ping and Dwyer 1991, and Ping 1993). These articles reported investi​gat​ions of response intentions such as intention to exit a channel relationship. They also investigated antecedents of these response intentions such as overall relationship satisfac​tion, the attrac​tiveness of alternative exchange relation​ships, the perceived magnitude of relationship-specific investments, and switching costs. While the explanatory power of some of these variables was impres​sive, the absence of tradition​al economic variables such as revenue and ​​return on investment is notewor​thy.


That these variables are important in the evaluation of a channel relation​ship is hardly news to practitio​ners. In fact, some channel texts go to consider​able lengths to discuss the use of these variables to evaluate the channel relation​ship (e.g., Stern and El-Ansary 1988; and Stern, El-Ansary and Brown 1989). However, our knowledge of how well these variables are tied to the actual termination of channel relation​ships is limited to anecdotal reports.


The purpose of this study is to expand our understanding of channel relationship termination by focusing on several economic antecedents of exit intention. The research fills a gap in the channel reactions-to-dissatis​faction literature, and extends Ping's (1993) findings by providing a broader understanding of the antecedents of exit intention. It also provides empirical support for the economic view of long term buyer-seller relation​ships proposed in Stern and Reve's (1980) political-economic framework, as a companion to the psycho social view of these relationships (Ping 1993; Dwyer, Schurr and Oh 1987). After briefly summarizing the research on channel relationship termina​tion, the paper proposes that revenue and productivity measures such as return on investment are antecedents of exit intention. The results of a test this proposal ​using a field survey of retailers is reported, and managerial implications are discussed.


We begin with a summary of the research related to channel relationship termination.


Background


The marketing channel literature has addressed channel relation​ship termination in several articles. Dwyer, Schurr and Oh (1987) argued that the process of buyer-seller relationship development consists of awareness, exploration, expansion, commitment, and dissolution phases (see also Ford 1980). In their descrip​tion of the dissolution phase of the relationship, they offered as a framework for the process of termina​ting an inter​firm relationship, Duck's (1982) process of interperson​al rela​tionship dissolu​tion. Duck argued that individu​als progress through four broad stages on the way to personal relationship termination: intrapsy​chic, dyadic, social, and grave dressing stages.


Ping and Dwyer (1991) subsequently proposed that the committed and dissolution phases of buyer-seller relationship formation consist of stag​es. They argued that firms progress through seven stages on the way to channel relation​ship termina​tion: positive or negative affect stages regarding the partner firm; intrapersonal and intracompany stages; then intercompa​ny, public and aftermath stages.


Ping (1993) studied the antecedents of responses to problems in channel relationships, including exit intention. He argued that satisfac​tion, alterna​tive attrac​tive​ness, invest​ments, and switching costs were associat​ed with exit inten​tion. He reported that satisfac​tion and the unattractive​ness of the alterna​tive relation​ship were negatively associated with exit intention, and that investments and switching costs were not associated with exit intention.


The resulting picture of channel relationship termination is cloudy at best. We talked to firms that were contemplating or had recently complet​ed channel relation​ship termina​tions.
 In these conversations we consistently heard that economic variables such as revenue and revenue-per-employee were important. They were either a deciding or justifying factor in switching to a new supplier, or demoting a major supplier and giving more business to a minor supplier.


We propose that economic variables such as revenue, return on investment, and revenue-per-employee also affect exit intention. The balance of the paper describes a field survey that tests this proposi​tion.


Hypotheses


In addition to latent variables such as satisfaction, economic variables such as revenue should be associated with exit intention in a channel relationship. Ping (1993) argued that increases in a firm's overall satisfac​tion should make economic exchanges with its partner firm perceptu​ally more valuable. The firm's revenue should have a similar effect on the relation​ship with its exchange partner. As satisfac​tion and revenue increase, the firm should be disin​clined to exit a relation​ship from which these are derived, because there is much to lose. Thus,


H1: Satisfaction and revenue are negatively associated with exit intention. 


Previous studies lend some support to these asser​tions. Ping (1993) observed that satisfaction was negatively associat​ed with exit intention. In romantic relationships, Rusbult, Zembrodt and Gunn (1982) reported that prior satis​fac​tion was negative​ly associat​ed with exiting. Rusbult, Farrell, Rogers, and Mainous (1988) reported similar findings in the employ​ment relations litera​ture.


However, the interviews mentioned earlier suggested that revenue was affected by the decision to exit the current exchange relationship. The firms generally reported that their intention to exit an existing relationship and secure or increase business with an alternative was accompanied by or resulted in improved revenue. It seems plausible that as firms become more concerned about their relationship with a major exchange partner ​they become more concerned about their business. The interview informants reported activities aimed at increasing revenue ranging from increased promotion to adding new merchandise lines. Hence,


H2: Exit intention positively affects revenue.


In the interviews we also noticed that better managed firms seemed to be over represented. Many of these firms focused on efficiency in their business, and appeared to be very aware of productivity measures such as revenue-per-employee and return on investment. For this reason, we propose that productivity is negatively associated with exit intention, and that less productive firms should be more inclined to exit an exchange relationship when there are problems. In particular, produc​tivity measures such as return on investment and revenue-per-employee should be negatively associated with exit intention. Formally,


H3: Return on investment negatively affects exit inten​tion,

and


H4: Revenue-per-employee is negatively associ​at​ed with exit intention.


However, exit intention should in turn be associated with return on investment. Intending to change exchange partners should increase the subject firm's investments in non-revenue producing areas of the business, and reduce return on invest​ment. The interview informants reported non-revenue producing activities ranging from attending trade shows to meet prospective wholesalers, to hiring a marketing research firm to do competitive research. Specifically, exit intention should increase the firm's search, evaluation and negotiat​ing costs, and return on investment should decrease as a result. Hence,


H5: Exit intention negative​ly affects return on investment.


In retailing, the number of competitors in a retailer's market area is plausibly related to the retailer's revenues and return on investment. In mature retailing categories, as the number of competitors increases in the subject retailer's service area, an established firm's revenue and return on investment should decrease. It could be argued that competition weeds out the poor performers, and in effect only the strong survive. Thus, for established retailers


H6: The number of competitors negatively affects retailer revenue and return on investment.


How long the retailing firm has been in business, and the number of years the firm has done business with their primary wholesaler should also affect exit intention. Retailers that have been in business for many years should be more knowledgeable of the alternative wholesalers (Ping 1993), and experienced in dealing with their wholesaler (Dwyer, Schurr and Oh 1987). Because these may be sources of countervailing power (Dwyer 1980), these retailers should be less dependent on the wholesaler (Emerson 1962).
 This in turn should make them more willing to change wholesalers. Hence,


H7: The number of years the retailer has been in business is positively associated with their exit intention.


On the other hand, the length of time the retailer and the wholesaler have done business together should make future business together likely. In long-lived exchange relationships, relationship specific investments have increased, commitment has grown, and there is a pressure to adjust rather than dissolve an exchange relationship (Dwyer, Schurr and Oh 1987). Thus,


H8: The number of years the retailer has done business with their primary wholesaler is negatively associated with exit intention.


The balance of this article presents the results of a test of these hypotheses.


Method


We conducted a field survey of hardware retailers concerning their relation​ship with their primary wholesaler: their top full line wholesal​er. The results were used to estimate the Figure 1 structural equation model ​using EQS.

Measures


The measurement of the study variables used a combination of balanced five point Likert items, forced choice, and open-ended scales. For example satisfaction, the firm's global evaluation of relationship fulfillment (Dwyer and Oh, 1987), was measured using a modifi​ca​tion of the Dwyer and Oh satisfaction scale inspired by Gaski and Nevin (1985). The domain of channel member satisfaction includes all the character​istics of the exchange relationship that the firm deems "reward​ing, profit​able, or instrumen​tal" (Rukert and Churchill, 1984), or costly, unfair or frus​trating (Ping 1993). The items in the satisfac​tion measure assessed the retailer's overall satisfac​tion with the wholesaler, fairness in the exchange relationship, and the degree to which the wholesaler was a good company with which to do business (see Table 1).


Exit intention, the intention to physically leave the exchange relationship, was operationalized as the propensi​ty to terminate the primary wholesaler relationship (Ping 1993). This conceptual​ization taps the degree of inclina​tion to discontinue the rela​tion​ship with the primary wholesaler. The items in the exit intention measure concerned thinking of exiting the relationship, looking for a replacement primary wholesaler, ​consid​er​ing a replace​ment primary wholesaler, and resolving to end the relationship with the primary wholesaler.


The economic variables, the retailer's annual revenue, the number of years the retailer has done business with the primary wholesaler, the number of years the retailer has been in business, the number of competitive stores in the retailer's service area, and a variable used to compute the retailer's revenue-per-employee, the retailer's number employees, were measured using open‑ended questions. These measures asked for last year's revenue, the number of years the retailer has done business with the primary wholesaler, the number of years the retailer has been in business, the number of competitive stores in the retailer's service area, and the retailer's number of employees. Revenue-per-employee was computed by dividing the retailer's revenue by the number of employ​ees, and return on investment was measured using a forced choice scale (see Table 1).

Sample


The study sampled hardware retailers. The key informant within these sampling units was the store operator or executive. We randomly drew samples of these informants from the subscription list for a hardware retailing industry publication that appeared to be representative of U.S. hardware retailers in all 50 states.


The survey questionnaire was mailed to 100 pretest retailers and 600 final test retailers, and a follow-up post card mailing in the final test produced one hundred eighty-five usable responses.


An analysis of the postmarks and demographics of the respond​ing retailers suggested that the set of responses was generally representa​tive of the population of U.S. hardware retailers. Table 2 shows the sample profile.


Results

Reliability


The pretest responses were used to assess the psychometric properties of the satisfaction and exit intention measures. The measures appeared to be unidi​mensional, inter​nal​ly and externally consis​tent (see Gerbing and Anderson, 1984), and had coeffi​cient alpha's of .8 or above. The psychometric properties of the measures were reexamined using the final test responses and item-to-total correla​tions, coeffi​cient alpha calcula​tions, ordered similar​ity coeffi​cients (Hunter, 1973), multiple group analy​sis (Anderson, Gerbing and Hunter, 1987), and single factor analysis (Jöreskog, 1993, pp. 297, 313). The measures were unidi​mensional, and inter​nal​ly and externally consis​tent. In addition, they had latent variable reliabilities of .95, and an average variance extracted of .76 or above (Fornell and Larker, 1981) (see Table 3).

Validity


The satisfaction and exit intention measures appeared to be content valid, and the Table 4 intercorre​lations of the study variables were below .65, which suggests discriminant validity.


They also appeared to be construct valid. The study variables were significantly and plausibly correlated with at least one other study variable (see Table 4), except return on investment (ROI), which was not correlated with any study variable. In particular, satisfaction was negatively correlated with exit intention as hypothesized. The number of years the retailer had done business with the wholesaler was positively correlated with the number of years the retailer had been open. The number of years the retailer had been open was positively correlated with the number of competitive stores, and revenue was positively correlated with revenue-per-employee. However, revenue was positively correlated with the number of competitive stores rather than negative as hypothe​sized.


The lack of at least the hypothesized correlation between ROI and exit intention was due to the non-recursive relationship between these two variables in the sample. In addition, the unexpected correlation between revenue and the number of competitive stores is explainable, and will be discussed later. 

Structural Model Estimation


The Figure 1 relationships between exit intention, and revenue and return on investment were unbiased (see the Appendix for a discussion of the potential for biased coeffi​cient estimates in nonrecursive associa​tions). In addition, the Figure 1 nonrecursive structural equation model was identified (see the Appendix for an identification proof).


The measure​ment and structural models corresponding to Figure 1 appeared to fit the data, based on the Compara​tive Fit Index (Bentler 1990) and the Adjusted Goodness of Fit Index (see Tables 4 and 5).
 Table 5 shows maximum likelihood structural parameter estimates, and maximum likelihood-"Robust" standard error and chi-squared estimates,
 along with two stage least squares structural parameter estimates for reference.

Hypotheses Tests


The hypothesized associations received mixed support (see Table 5). Revenue and ROI affected exit intention, as hypothesized, and exit intention was associated with the satisfaction, also as hypothesized. In addition, revenue was associat​ed with the number of competitive stores, as hypothesized, but ROI was positively associated with the number of competitive stores. Revenue-per-employee was negatively associated with exit intention indirectly via a significant path connecting it and revenue. Among the associations not observed were the H2 and H5 revenue- and ROI-to-exit intention associations. In addition, the H7 and H8 associations with exit intention for years in business, and years with the wholesaler were not significant.


Discussion


In summary, the study found five associations with exit intention. Revenue had a negative effect on exit intention, as hypothe​sized. However, ROI had a positive effect on exit intention, rather than the hypothesized negative effect. Revenue-per-employee was negatively associated with exit intention through a path involving a significant association between revenue-per-employee and revenue, and the significant association between revenue and exit intention. Similarly, the number of competitive stores had a surprising negative association with exit intention. However, the ​number of years the retailers did business with their wholesalers, and the years the retailers were in business were not related to their exit intention. Finally, retailer satisfac​tion was negatively associated with their exit intention, as hypothesized. This last result is consistent with prior channel research (Ping 1993).


The positive association between exit intention and ROI was interesting. Based on the interviews, we expected ROI to be negatively associated with exit intention. However, the study results suggest that higher ROI retailers also had higher exit intentions. One explanation for this positive association would be that higher ROI retailers are somehow less dependent on their primary wholesaler. This should make such retailers more inclined to exit their primary wholesaler relationship when there are relationship problems. These retailers might invest little in relationship specific assets (Williamson 1975) to attain high ROI, and this in turn could make them more able to switch primary wholesalers. These retailers could be located in less competitive markets (the correlation between ROI and number of competitors was negative) where their own efforts to stimulate selective demand may be sufficient, and the primary wholesaler is nothing more than a source of goods. While it is risky to generalize from a single study, this suggests that wholesal​ers may want to devote extra attention to these retailers when there are relationship problems, because these retailers were more inclined to exit in this study.


Turning to the indirect effect between revenue-per-employee and exit intention, the non-significant direct effect between these two variables was unexpect​ed. We anticipated that productivity of any type would be positive​ly associated with exit intention. While ROI, a type of produc​tivity, was positively associated with exit intention, the direct effect of revenue-per-employee on exit intention was non significant. However, the indirect effect on exit intention of revenue-per-employee, through the path from revenue-per-employee to revenue, was negative and significant, because each of these paths was significant.
 This suggests that as revenue-per-employee increases, exit intention declines, and the high revenue-per-employee retailers in this study had lower exit intentions toward their wholesaler. In addition, revenue-per-employee was uncorrelated with ROI (see Table 4). This suggests that high ROI and high revenue-per-employee were different productivity strategies in this context, and the two strategies may have been independently pursued.


The significant associations between competitive stores and revenue, and between competitive stores and ROI were also interesting. We anticipat​ed that increased competition would depress retailer revenues and ROI. In this study, the number of competitive stores was associated with decreased ROI and increased retailer revenues. One explanation for the latter association would be that more competitive stores may have increased the level of promotion in the local market. This in turn may have increased primary demand in that market. If this were the case, increased promotion could have lead to increased revenue for all the retailers. However, it could also have been the case that in ​markets with many competitors, only the larger hardware retailers survived.


Combining the two paths between the number of competitive stores and exit intention (the competitive stores-revenue-exit intention path and the competi​tive stores-ROI-exit intention path) produced an indirect negative effect on exit intention. This indirect effect of the number of competi​tive stores on exit intention was significant, because each component of these paths was significant.
 This suggests that the association between the number of competitive stores and exit intention was negative, and as the number of competitive stores increased, exit intention declined. One explanation for this result could be that competitive markets in this context were populated by established retailers (years in business was positively correlated with competitive stores). This, plus the attrac​tiveness of the market to the wholesaler, could have made it more likely that problems between the retailer and the wholesaler would be resolved to the retailer's satisfaction.


Turning to the negative association between the number of competi​tive stores and ROI, as the number of competitive stores increased, retailer financial efficiency in terms of ROI declined. Because revenue also increased with the number of competitive stores, this suggests that competition decreased at least one type of efficiency, contrary to economic theory. However, in this context customer proximity to the smaller retailers, customer price insensi​tivi​ty for smaller and emergency purchases, and retailers willing to accept lower ROI's may have combined to reduce opportunity costs for "convenience minded" consumers, and thereby increased another type of efficiency. This suggests smaller hardware stores may attract purchases related to small repairs and projects, emergency repairs, and special orders. The larger stores such as HQ and Builders Square may attract purchases for major projects and shopping goods such as lawn mowers and wooden decks. The smaller stores may in effect be operating as hardware "convenience stores."


Both the length of time the retailer had been in business and the length of time the retailer and the wholesaler had done business with each other were unrelated to exit intention. We expected newer retailers and longer term wholesaler relation​ships to be negative​ly associated with exit intention. ​These results suggest that retailer experi​ence was no predictor of exit intention, and a long-lived wholesaler relation​ship may or may not protect the relationship ​when there are relation​ship problems. While these results may be due to the correlations between the years variables and other exogenous variables such as the number of competitive stores, we suspect there may be many attractive primary wholesalers in this context. Experienced and novice hardware retailers may be equally aware of them. This in turn may mean that exit and therefore exit intention is perceived as possible: there are attractive alternatives (Ping 1993). For wholesalers, this may mean that retailer inexpe​rience and relation​ship longevity cannot be assumed to work in the wholesaler's favor when there are relationship problems-- they had little to do with retailer exit intention in this study.


Turning to the lack of exit intention effects on revenue and ROI, these results suggest that for retailers that intended to exit, doing so was not generally related to their revenue and ROI. In other words, the activities, mental and physical, which attended exit intention did not necessarily reduce retailer revenues or make their business less efficient. For a retailer bent on exiting a wholesaler relationship, this suggests long term gains from exiting may not necessarily come at a cost to the retailer's revenue and ROI in the short term.


Several significant measurement model correlations were also interesting. The large positive correlation between the length of time the retailer had been in business and the length of time the retailer and the wholesaler had done business with each other (φ = .46) suggests that in this context the retailers did not switch wholesalers often.


The positive correlation between the length of time the retailer had been in business and the number of competitive stores in the retailer's service area (φ = .15) suggests that the experienced retailer was slightly more likely to be found in the more competi​tive markets.


Finally, the positive correlation between revenue-per-employee and revenue (φ = .61) suggests that the larger retailers were more productive in terms of labor productivity in this context. Curiously the correlation between revenue and ROI was not significant, suggesting that these larger retailers did not necessarily enjoy higher ROI's.


A comment on the estimation techniques used in the study may be of interest. The two stage least squares regression estimates for Figure 1 were similar in direction and size to the structural equation estimates (see Table 5). However, the significance estimates for the nonrecursive effects were attenuated, and as a result, two stage least squares estimation missed the significant revenue-exit intention and ROI-exit intention effects (see Table 5). This suggests that while coefficient estimates from regression involving reliable latent variables such as satisfaction and exit intention are generally trustworthy (see Aiken and West 1991), significance estimates for non recursive effects may not be. For this reason, structural equation analysis may be preferred to two stage least squares in estimating non recursive effects for latent variables.


Much work remains to be done in this area. The study was designed to investigate plausible economic antecedents of exit intention, and it was limited by the lack of inclusion of other known antecedents such as alternative attractiveness, investments, or switching costs (Ping 1993). Because of exogenous variable intercorrelations, it is possible that a model of exit intention that includes these known or other unknown antecedent variables would produce non significant effects for one or more of the significant effects observed in the present study.


In addition, exit intention may or may not be related to actual exiting behavior. Ping's (1993) results suggest that there is at least one alternative to exit intention, neglect. Ping (1993) characterizes neglect as emotional, rather than physical withdrawal from the exchange relationship. Because neglect was strongly positively correlated with exit intention (.70) in that study, it is possible that some of the present study retailers could neglect their wholesaler relation​ship rather than physically exit it.


Future research should attempt to determine the antecedents of actually exiting an exchange relationship. Because exit intention certainly precedes actual exiting, determining the antecedents of exit intention is an important first step. However, the existence of a neglect option observed by Ping (1993) suggests that not all who intend to exit may actually do so. Ping found no association between exit intention and relationship investments or switching costs. Perhaps these variables affect actual exiting rather than exit intention.


Summary


These significant exit intention associations suggest there may be additional factors that bear on exit intention beyond those observed in Ping (1993). While the negative satisfaction-exit intention association was observed by Ping (1993) and the present study, the present results suggest that increased retailer exit intention was also associat​ed with higher retailer ROI, and reduced ​retailer revenues, revenue-per-employee, and number of competitive stores. Retailers in this study with higher ROI, and lower revenue, satisfaction, competitive stores, and revenue-per-employee had higher exit intentions regarding their primary wholesaler relation​ship. These results suggest that a wholesaler's efforts to maintain retailer satisfac​tion, revenue, and revenue-per-employee may help attenuate retailer exit intention. In addition, higher ROI retailers, and retailers with few competitive stores in their service area may merit special attention from wholesalers when there are relationship problems: for these retailers in the study, as their ROI increased, or the number of competitive stores in their service area was lower, their exit intention increased.


The exit intention associations with revenue, ROI, revenue-per-employee, and ​competitive stores had coefficients of -.25, .35, -.15, and -.11, respectively. However, the associations between satisfac​tion and exit intention ​were larger-- -.62 or more (see Table 4). This suggests that satisfac​tion was the most important antecedent of exit intention in this study. Revenue, ROI, revenue-per-employee, and competitive stores were about half or less as influential on exit intention ​by comparison. For wholesalers, this in turn suggests retailer satisfaction with the wholesaler is an important antecedent of exit intention, and, while not unimpor​tant, retailer revenue, ROI, revenue-per-employee, and competitive stores may be relatively ​less impor​tant.
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Table 1


SCALE ITEMS


═════════════════════════════════════════════════════════════════════════════

SATisfaction: (Strongly Agree  Agree  Neutral  Disagree  Strongly Disagree)

1. All in all, my primary wholesaler is very fair with me.

2. Overall, my primary wholesaler is a good company to do business with.

3. In general am pretty satisfied with my relationship with my primary whole​saler.

4. Overall, my primary wholesaler treats me very fairly.

5. All in all, my relationship with my primary wholesaler is very satisfac​tory.

EXIT intention:  (Strongly Agree  Agree  Neutral  Disagree  Strongly Disagree)

1. Occasionally I will think about ending the business relationship with my primary wholesaler.

2. I am looking for a replacement wholesaler.

3. I am not likely to continue the business relationship with my primary wholesal​er.

4. I will probably consider a replacement primary wholesaler in the near future.

5. I am looking at replacement wholesalers.

6. I will probably stop doing business with my primary wholesaler in the near future.

YRS with the current primary wholesaler:

How many years have you done business with your primary wholesaler? _________

Number of years business has been OPEN:

How many years has your store been open? ________

Number of employees:

The number of employees at your store? _____

REVenue:

Your last year's sales? _____

Number of COMPETitors:

The number of competitive stores in your service area? _____

Return On Investment:

Last year's return on investment was (circle one):

a. negative

b. 0-4 percent

c. 5-9 percent

d. 10-14 percent

e. 15-19 percent

f. 20-24 percent

g. 25-29 percent

h. 30-34 percent

i. 35-49 percent

j. 50 percent or more

Revenue/EMP = REV/(Number of Employees)


Table 2


PROFILE OF THE SAMPLE


══════════════════════════════════════════════════


First Title Mentioned         Frequency

Owner, partner

 98



President



 57


General Manager
  5


Chief Financial Officer
  4


Other


 15


Not reported

  6


Total


185

Reported Last

Year's Sales
Frequency
>$10MM

      4

 $3-9.99MM
      7

 $1.2-2.99MM

        24

 $0.6-1.199MM                      28

 $0.25-0.599MM                     35

 $0.1-0.299MM                      33

 $.01-.099MM                       20

 $<.01MM

               0

 Unreported                        34  

 Total                            185

Years With

Primary Wholesaler
Frequency
   1-2                            14

   3-5                            44

   6-10                           42

  11-20                           50

  21-30                           17

  31+                             17  

  Unreported                       1

  Total                          185


Table 3


FINAL TEST SATISFACTION AND EXIT STATISTICS


══════════════════════════════════════════════════

Construct         Parametera       Fit Statistics       
Satisfaction      Items                 5

                  df                    5

                  Chi-Squared           3.5

                  p-value               .61

                  GFI                   .98

                  AGFI                  .96

                  RMS Residual          .005

                  Alpha                 .95

Exit Intention    Items                 6

                  df                    9

                  Chi-Squared           21.5

                  p-value               .01

                  GFI                   .95

                  AGFI                  .90

                  RMS Residual          .016

                  Alpha                 .95

───────────────────────

a Items = Number of items in the scale.

  df = LISREL Chi-squared statistic degrees of freedom.

  Chi-Squared = LISREL Chi-squared statistic value.

  p-value = Attained significance of the LISREL chi-squared statistic.

  GFI = LISREL goodness of fit index.

  AGFI = LISREL adjusted goodness of fit index.  

  RMS Residual = LISREL root mean squared residual.

  Alpha = Coefficient (Cronbach) alpha value.


Table 4


MEASUREMENT MODEL RESULTS


══════════════════════════════════════════════════════════════════════════════

Latent Variable Covariancesa (φ's):
            SAT    EXIT     YRS     OPEN      REV     COMPET     ROI   R/EMP

  SAT       .59    -.63*     .14      .14       .02      .09     .03    -.05

  EXIT     ‑.48     .95     -.14     -.06      -.05     -.13    -.08     .01

  YRS      1.55   -1.99   185.81      .46*      .07      .06     .05     .11 

  OPEN     3.02   -1.86   175.67   757.19       .09      .15*    .02     .05

  REV       .33    -.90    18.89    45.03    301.63      .30*   -.07     .61*

  COMPET    .87   -1.50     9.86    48.70     60.98   134.68    -.10    -.00

  ROI       .05    ‑.17     1.48     1.26     -2.66    -2.61    4.46     .05

  R/EMP    -.17     .05     6.27     5.54     41.36     -.12     .44   15.14

Parameter Estimates:
λs1
.86
θεs1
.17
λe1
.85
θεe1
.54

λs2
.91
θεs2
.11
λe2
.91
θεe2
.15

λs3
.96
θεs3
.13
λe3
.83
θεe3
.22

λs4
.95
θεs4
.12
λe4
1.00
θεe4
.09

λs5
1.00
θεs5
.08
λe5
.96
θεe5
.23






λe6
.88
θεe6
.19

Fit Indices:
Chi-Squared Degrees of Freedom        =  97

Chi-Squared Statistic Value           = 91.98

p-Value of Chi-Squared Value          = .625

Goodness of Fit Index (GFI)           =  .96

Adjusted Goodness of Fit Index (AGFI) =  .94

RMS Residual                          = .127

Comparative Fit Index (CFI)

Bentler (1990)                        = 1.00

Average Variance Extracted:
                 Variables 
                  SAT  EXI 
Average Vari-

 ance Extracted   .80  .76

Latent Variable Reliabilities:
                    Variables 
                     SAT  EXI 
Latent Vari-

 able Reliabilities  .95  .95

────────────────────────────

* t-value greater than 2.

a Covariances on and below the diagonal, correlations above.


Table 5


ESTIMATION RESULTS


══════════════════════════════════════════════════════════════════════════════

Structural Equation Analysis Estimates:
  Figure 1 EXI-REV Structural Model    Figure 1 EXI-ROI Structural Model 
  Parameter       Estimate  t-valuea    Parameter       Estimate  t-valuea

λ's
b
λ's
b

ε's
b
ε's
b

φ 's
b
φ's
b

ζEXI
.59
ζEXI
.71


ζREV
160.75
ζROI
4.37


ψEXI,REV
2.67
ψEXI,ROI
2.67


γEXI,SAT
-.62
-6.05
γEXI,SAT
-.65
-6.05


γEXI,YRS
-.08
-1.24
γEXI,YRS
-.08
-1.23


γEXI,OPEN
.06
1.18
γEXI,OPEN
.06
1.15


γEXI,R/EMP
.13
1.38
γEXI,R/EMP
-.01
-.51


βEXI,REV
-.25
-2.28
βEXI,ROI
.35
4.76


βREV,EXI
-.04
-.55
βROI,EXI
-.07
-.76


γREV,COMPET
.29
2.05
γROI,COMPET
-.13
-2.15


γREV,R/EMPL
.61
 3.38


Fit Statisticsa

Chi-Squared               83           Chi-Squared               87


Degrees of Freedom        90           Degrees of Freedom        91


Chi-Squared p-Value     .733           Chi-Squared p-Value     .577


RMS Residual            .238           RMS Residual            .163


GFI                      .94           GFI                      .93


AGFI                     .91           AGFI                     .90


CFI                     1.00           CFI                     1.00


EXI Squared Mult. Corr.  .38           EXI Squared Mult. Corr.  .25


REV Squared Mult. Corr.  .46           REV Squared Mult. Corr.  .02

Two Stage Least Squares Regressionc:
 Figure 1 EXI-SLS Structural Model    Figure 1 EXI-ROI Structural Model  
Dependent  Independent                Dependent  Independent              

Variable   Variable     β     p       Variable   Variable     β     p    
 EXIT        SAT      -.59   .00       EXIT        SAT      -.62   .00    

             YRS      -.10   .13                   YRS      -.12   .20    

            OPEN       .07   .31                  OPEN       .05   .53    

            R/EMP      .14   .31                  R/EMP     -.04   .61    

           REVENUE    -.14   .23                   ROI       .65   .35    

 REVENUE    EXIT      -.04   .63       ROI        EXIT      -.06   .59    

            COMPET     .29   .00                  COMPET    -.11   .12    

            R/EMP      .61   .00

───────────────────────

a ML estimate with EQS ROBUST option (Satorra and Bentler 1988) (see Bentler 1989, p.217 et seq.; and Hu, Bentler and Kano 1992).

b See Table 4


Figure 1


MODEL OF THE PROPOSED RELATIONSHIPS

                   εs1 εs2 εs3 εs4 εs5
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Appendix


The next section summarizes the use of the control variables to obtain unbiased and identified estimates for the Figure 1 structural equation models. The subsequent section presents the identifica​tion proofs for Figure 1.


Nonrecursive Bias


In structural equation modeling it is assumed that the exogenous variables and the structural disturbance terms are uncorrelated. Violations of this assumption produce biased structural coefficient estimates (Goldberger 1964, see Berry 1984). Recursive models are easily specified to accommodate this assumption. However in nonrecursive models this assumption requires some specification effort. For example, in the upper Figure 1 structural equation model, specifying the relation​ship between EXIT and REVENUE as shown in Figure A violates the un​cor​relatedness assumption: ζE is correlated with REVENUE through the EXIT-to-REVENUE association, and ζR is correlated with EXIT through the REVENUE-to-EXIT association. For this reason antecedents of EXIT, REVENUE, and ROI were added as control variables to the Figure 1 structural equation model to change the status of EXIT, REVENUE, and ROI to that of endogenous variables.




Figure A
                EXIT      ζE
               REVENUE    ζR

These antecedents should be of theoretical interest and they should be specified so they are not associated with both EXIT and REVENUE, for example. If these antecedent control variables are specified with paths to both EXIT and REVENUE, the resulting structural equation model may be underidentified. Underidentified structural models do not produce unique parameter estimates (see Berry 1984).


However, if these control variables are specified with no path to a variable with which they are associated, the structural equation model may not fit the data. For these reasons we chose control variables of theoretical interest that would not be associated with both target variables. Relation​ship satisfac​tion, how long the retailer has been in busi​ness (open), and the number of years the retailer has done business with their primary wholesaler should not be associated with revenue or ROI. The subject retailer's revenue-per-employee should also not be associated with ROI, but it should be positively correlated with revenue. Similarly the number of competitors should not be associated with EXIT.


Identification Proof


Turning to the identification of the Figure 1 structural equation models, the identification of the measurement and structural parameters is established by showing that these parameters are uniquely determined by the elements of the observed variables' covariance matrix. Bollen (1990) suggested a sufficient two step procedure to establish the identification of a structural equation model. In step 1, the identification of the measurement model is established, and in step 2 the identification of the structural model is demonstrated.


For the step 1 measurement model, the loading and error parameters of the single indicator latent variables are fixed at 1 and zero respectively. The variance of a single indicator latent variable X is therefore determined by the variance of the observed single indicator x. In symbols,

        V(x) = V(λxX+εx) = V(1X+0) = φXX ,

where V(x) is the variance of the observed variable x; λx and εx are the loading and error of x; and φXX is the variance of the latent variable X. As a result the single indicator latent variable loadings, errors, and variances are identified.


The loadings, errors, and variances for SAT and EXI are determined similarly. For the indicators s1 and s2 of SAT, the covariance of s1 and s2 is given by 


σ12 = C(s1,s2) = C(λs1SAT+εs1,λs2SAT+εs2) = λs1λs2V(SAT) ,

where σ12 is the covariance of s1 and s2, C(a,b) is the covariance of a and b, λs1, λs2, εs1, and εs2 are the loadings and errors of s1 and s2, SAT is the latent variable satisfaction, and V(SAT) is the variance of SAT.


Similarly, the covariance of s1 and s5 is determined by


σ15 = λs1λs5V(SAT) = λs1V(SAT) ,

since λs5 is fixed at 1 (see Table 4). Thus λs1 = σ15/V(SAT) , and σ12 = [σ15/V(SAT)]λs2V(SAT) = σ15λs2 . Thus


λs2 = σ12/σ15 .

Similarly λs3 = σ13/σ15 , and λs4 = σ14/σ15 .


Because σ25 = λs2λs5V(SAT) = λs2V(SAT) , and λs2 was determined above, the variance of SAT is given by


V(SAT) = φSAT,SAT = σ25/λs2 = σ25/[σ12/σ15] = σ25σ15/σ12 ,

where φSAT,SAT is the variance of SAT. As a result


λs1 = σ15/φSAT,SAT = σ15/[σ25σ15/σ12] = σ15σ12/σ25σ15 = σ12/σ25 .

Thus the loadings and the variance of SAT are identified.


For the errors of the indicators of SAT, since σ11 = V(λs1SAT+εs1) = λs12φSAT,SAT+V(εs1) ,


V(εs1) = θεs1 = σ11 - λs12φSAT,SAT ,

where θεs1 is the variance of εs1 . The remaining errors, θεs2, θεs3, θεs4, and θεs5, are determined similarly.


The loadings, errors and variance of EXIT are determined similarly.


For the single indicator latent variable intercorrelations with SAT,


σx,s5 = C(x,λs5SAT+εs5) = λs52C(x,SAT) = C(x,SAT) = φX,SAT ,

where φX,SAT  is the correlation of x with SAT, and x Є {YRS,OPN,R/E,REV,CMP, ROI}.

 
The correlation between SAT and EXI is determined by


σs5,e4 = C(λs5SAT+εs5,λe4EXI+εe4) = λs52λe42φSAT,EXI = φSAT,EXI  ,

since λs5 = λe4 = 1 (see Table 4).


Therefore the Figure 1 measurement parameters are identified.


For the step 2 structural model parameters, we will show the identification of the upper half of the Figure 1 structural equation model. The lower half is determined similarly. The structural model parameters of the upper half of the Figure 1 structural equation model are given in matrix notation by

where γ and β are the structural coefficients, and ζ is a disturbance term.


Using this equation for the determina​tion of EXI, the covariance of SAT and EXI is given by

        φSAT,EXI = C(SAT,EXI)

              = C(SAT,γEXI,REVREV+βEXI,SATSAT+βEXI,OPNOPN+βEXI,YRSYRS+βEXI,R/ER/E+0CMP+ζEXI)

              = γEXI,REVφSAT,REV+βEXI,SATφSAT,SAT+βEXI,OPNφSAT,OPN
                +βEXI,YRSφSAT,YRS+βEXI,R/EφSAT,R/E .

The covariance of OPN, YRS, R/E and CMP with EXI can be written similarly and the result is five equations in five unknowns, the five structural coefficients for EXI (γEXI,REV, βEXI,SAT, βEXI,OPN, βEXI,YRS, and βEXI,R/E). Because this system of equations is solvable for the five structural coefficients, the structural coeffi​cients for EXI are identified.


For the structural coefficients of REV

        φEXI,REV = C(EXI,REV)

              = C(EXI,γREV,EXIEXI+βREV,CMPCMP+ζREV)

              = γREV,EXIφEXI,EXI+βREV,CMPφEXI,CMP .

The covariance of CMP and R/E with REV is similar and produces a system of three equations in three unknowns, the three structural coefficients for REV (γREV,EXI, βREV,CMP, and βREV,R/E). Thus the structural coefficients for REV are identified.


For the structural disturbance terms

        φEXI,EXI = V(EXI)

              = V(γEXI,REVREV+βEXI,SATSAT+βEXI,OPNOPN+βEXI,YRSYRS+βEXI,R/ER/E+ζEXI)

              = γEXI,REV2φREV,REV+βEXI,SAT2φSAT,SAT+βEXI,OPN2φOPN,OPN
                +βEXI,YRS2φYRS,YRS+βEXI,R/E2φR/E,R/E+v(ζEXI)

                +2[γEXI,REVβEXI,SATφREV,SAT+γEXI,REVβEXI,OPNφREV,OPN+γEXI,REVβEXI,YRSφREV,YRS
                +γEXI,REVβEXI,R/EφREV,R/E+βEXI,SATβEXI,OPNφSAT,OPN+βEXI,SATβEXI,YRSφSAT,YRS
                +βEXI,SATβEXI,R/EφSAT,R/E+βEXI,OPNβEXI,YRSφOPN,YRS+βEXI,OPNβEXI,R/EφOPN,R/E
                +βEXI,YRSβEXI,R/EφYRS,R/E]

              = A + V(ζEXI) + B ,

where

    A = γEXI,REV2φREV,REV+βEXI,SAT2φSAT,SAT+βEXI,OPN2φOPN,OPN+βEXI,YRS2φYRS,YRS+βEXI,R/E2φR/E,R/E
and

    B = 2[γEXI,REVβEXI,SATφREV,SAT+γEXI,REVβEXI,OPNφREV,OPN+γEXI,REVβEXI,YRSφREV,YRS+γEXI,REVβEXI,R/EφREV,R/E
           +βEXI,SATβEXI,OPNφSAT,OPN+βEXI,SATβEXI,YRSφSAT,YRS+βEXI,SATβEXI,R/EφSAT,R/E
           +βEXI,OPNβEXI,YRSφOPN,YRS+βEXI,OPNβEXI,R/EφOPN,R/E+βEXI,YRSβEXI,R/EφYRS,R/E] .

Thus V(ζEXI) = φexi,EXI - A - B . The variance of ζREV is determined similarly.


For the covariance of ζEXI and ζREV,

        φEXI,REV = C(EXI,REV)

              = C(γEXI,REVREV+βEXI,SATSAT+βEXI,OPNOPN+βEXI,YRSYRS+βEXI,R/ER/E+ζEXI,

                   γREV,EXIEXI+βREV,CMPCMP+ζREV)

              = γEXI,REVγREV,EXIφREV,EXI+γREV,EXIβEXI,SATφREV,CMP+βEXI,SATγREV,EXIφSAT,EXI
                 +βEXI,SATβREV,CMPφSAT,CMP+βEXI,OPNγREV,EXIφOPN,EXI+βEXI,OPNβREV,CMPφOPN,CMP
                 +βEXI,YRSγYRS,EXIφYRS,EXI+βEXI,YRSβREV,CMPφYRS,CMP+βEXI,R/EγREV,EXIφR/E,EXI
                 +βEXI,R/EγREV,EXIφR/E,CMP+C(ζEXI,ζREV)

              = D + C(ζEXI,ζREV) ,

where

            D = γEXI,REVγREV,EXIφREV,EXI+γREV,EXIβEXI,SATφREV,CMP+βEXI,SATγREV,EXIφSAT,EXI
                 +βEXI,SATβREV,CMPφSAT,CMP+βEXI,OPNγREV,EXIφOPN,EXI+βEXI,OPNβREV,CMPφOPN,CMP
                 +βEXI,YRSγYRS,EXIφYRS,EXI+βEXI,YRSβREV,CMPφYRS,CMP+βEXI,R/EγREV,EXIφR/E,EXI
                 +βEXI,R/EγREV,EXIφR/E,CMP .

Thus C(ζEXI,ζREV) = φEXI,REV - D , and the upper half of Figure 1 is identified.


The measurement and structural parameters of the lower half of Figure 1 are determined similarly, and are identified.

	� The six companies interviewed represented a convenient sample in a geographically localized area. They had estimated gross revenues of three million to eighty million dollars, and represented distributors and retailers in diverse markets such as tires, hardware, and electrical supplies. We contacted at least one key informant in each company who was responsible for one or more "up-channel" or "down-channel" relation�ships, and was directly involved in the target relationship termination. These informants had various titles including president, owner, and general manager.


	� A reviewer suggested that established retailers may have more power in dealing with wholesalers compared to relatively new retailers.


	� A path between revenue-per-employee and exit intention was added to Figure 1 to obtain admissible structural coefficient estimates between exit intention and revenue. Little is known about the sensitivity of non recursive latent variable models to structural model misspecification, but in the present analysis the non recursive coefficient estimates were biased by omitting a path that was significant in the measurement model. 


	� While maximum likelihood estimates of measure�ment and structural parameters are robust to depar�tures from normality in the data (Anderson and Amemiya 1985, 1986; Boomsma 1983; Browne 1987; Harlow 1985; Sharma, Durvasula and Dillon 1989; Tanaka 1984), maximum likelihood standard errors and chi-squared statistics are believed to be sensitive to depar�tures from normality (see Bollen 1990 p. 406; Jöreskog and Sörbom 1989). Because, as is frequent�ly the case, the study variables were not particu�larly normally distribut�ed, Table 4 shows maximum likelihood "Robust" estimates of the standard error and chi-squared statis�tic (Satorra and Bentler 1988; see Bentler 1989, p.217 et seq.; and Hu, Bentler and Kano 1992). This Robust chi-squared estimate was also used to calculate the Comparative Fit Index shown in Table 4.


	� The Table 5 regression estimates were produced using summed indicators for satisfaction and exit intention, and two stage least squares (see Goldberger 1964 or Berry 1984 for details). The two stage least squares coefficient estimates were then used to verify the reasonableness of the EQS coefficient estimates.


	� The indirect effect on exit intention of revenue-per-employee through revenue is determined by the coefficients on the path from revenue-per-employee to exit intention (see Bollen 1990). The effect is the product of the path coefficients for the path connecting revenue-per-employee, revenue, and exit intention (=.61*(-.25) = -.15).


	� The indirect effect on exit intention of competitive stores through revenue and ROI is determined by the combination of the paths from competitive stores to exit intention. The effect is the path coefficient for the path connecting competitive stores, revenue, and exit intention, plus the path coefficient for the path connecting competitive stores, ROI, and exit intention (=.29*[-.25] +[-.13]*.35 = -.11).





