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Abstract

It has been suggested that the effectiveness ofethgonship marketing (RM) strategy (or the sgnof firm-
customer relationship) may be dependent on thel legaronment in which it is being practised. Thgaper
investigates the role of the legal environmenthe &ssociation of relationship marketing underpiggi(namely
trust, competence, commitment, communication anaflico handling) with ethical values of customemsee
officers (CSO). Data for the research was colletkedugh a survey of customer service officers wfsourcing
SMEs in the Klang Valley, Malaysia. Hierarchical Niple Regression Analysis (HMRA) was used to eatienthe
moderation effect of the legal environment in thil-Bthical value relationship. The findings of theidy are
discussed.
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Introduction

The business process outsourcing (BPO) industiy service based industry that relies upon goodisakhip
marketing strategies to enhance relationships gligmts and clients’ customers. The relationshithwhe client is
based upon contractual principles where the padieslegally bound by the terms of their agreemédihie
agreement implies that the BPO will act with dueecand skill in performing its services towards dlients and its
customers. Failure to act in this manner couldltesat only in financial losses to the client bulbas of goodwiill.
The client is likely to terminate the contract witte BPO and claim compensation for the loss ofitajon. It is
imperative that the customer service officers (OQS#@she BPO act professionally and maintain a gasationship
with the client’s customers.

Studies have indicated that there is a significafdtionship between relationship marketing striaegvhich are
trust, commitment, communication and preemptiveflearhandling and ethical values of customer seswofficers

in the outsourcing services industry. These stutilage concluded that when customer service offiaerthat

industry have high levels of trust, competence, mitment, communication and conflict handling ituks in high

ethical values (Ndubisi, Satkunasingam and Tin@620The purpose of this research is to deternfitieei legal

environment has an impact on the link between icglahip marketing strategies and ethical valuHsis paper
intends to determine if the ethical values of cospservice officers are actually due to the thoédtgal sanctions.
In this paper we try to address the issue of the ob legal sanctions on the impact of relationshiprketing

strategies on the ethical values of CSOs in BPO SME

Literature Review
Compliance theories
There are many theories that attempt to explain pdgple comply with the law. Legal theories posittthe law

and other values will only be adhered to if styi@hforced and backed by legal sanctions. Deteerémeories posit
that a person will comply with the law out of fedrlegal punishment. These theories are usualljiepp relation



to criminal law but have also been linked to otsanctions in civil law (Williams 1993; Schroeder02).
Deterrence theories state that when breaches dathgo unpunished, the position of the law is vezad as the
message sent is that those in the position to emfitre law do not value the law sufficiently toawg it. (Nadler
2005). This may have an impact on social behavibakv-abiding people perceive themselves as haviog n
protection from or recourse to the authorities.yrthen either resign themselves to their positiotryto retaliate.
They also lose faith in the authority of the lavddheir tendency to infringe the law is higher (Ma®005). Hasen
(1996)states that as breaches of the law increase amydoers go unpunished, the general consensus kene
and law loses its moral authority. At some pointptying with the law while everyone else is breachit makes
one a “chump”. He describes this as the "snowkifdict. Legal sanctions will not be a deterrent einthese
circumstances. (Huang & Wu 1994).

There is a general understanding that infringemefitthe law should be punished. The question isthére
punishment ensures compliance? The three justditafor punishment are utilitarian, retributivedashenunciation.
The utilitarian theory of punishment justifies psimnent in the interest of the greater good in tmg Irun. If the
punishment benefits society then the evil donent® merson is justified. It focuses on the consecgeenf breaching
a law. When a breach occurs, the focus is uponmiaixig social welfare to prevent recurrence ofliheach and to
serve as a deterrent to others not to commit achréafocuses on punishment to the extent thataikimizes social
welfare(Becker, 1968; Posner 198%)posits that negative incentives can influenawlay in which human beings
choose to behave and make them calculate thernadtéd before breaching the law. Therefore théadiighe cost,
the more effective the deterrence will(ghrlich 1975) It also posits that people will refrain from breachthe law
because they fear the associated risks (van deg &&wonrad, 1983).

Robinson and Darley (199@ye of the view that legal sanctions are not detésras most people do not know the
details of such sanctions and cannot make a ratanh informed decision to calculate the cost dfimgement.
However Posner is of the view that this is the tEalefit of deterrence as it has predictive povner since people
are uncertain of the actual legal sanction attadbeah act, they are usually reluctant to breaehldélw (Becker
1968; Posner 2003). The conclusion from the atibiin theory is that if the cost of deterrenceois br removed
altogether then people will breach the law as st€them nothing to do sdhis theory has its supporters in Jeremy
Bentham and David Hume (Feinberg & Gross 1980)Has been criticized on the grounds that punishimg o
person to benefit others is morally wrong (Hart3)08

The second justification for punishment is for fheposes of retribution. Duff defines the retrilvatitheory as
insistence on punishment for past wrongdoings (R€&6). The idea behind the retributive theorpafishment is
that the offender is duty-bound to suffer punishtrigcause his or her actions has caused an imieatdrizenefits
and burdens in society as a whole (Fletcher 19F#) dffender is expected to pay a contractual delsiotiety
(Murphy 1973) Retributive theories have been linkedheories about fair distribution and used wilagemedies
where a wrongdoer is expected to repay what has teeeived and restore the position of those whe Isaffered
at his or her hands (Rawls 1955).

The denunciation theory believes that the reasdnintdepunishment is to reaffirm societal valuesislaimed at
those who comply with the law and their reactiorthtose who infringe the law. When people who irgérthe law
are made to pay for their actions, it re-affirms tfalues of those who have complied with the layctiRak 1990)
The denunciation theory is suited to civil acti@sswell as criminal actions. In the area of confriaceaffirms that
people who do not abide by their contracts willnbede to compensate the innocent party. This reafthe social
values that support contract law which emphasiaé pkeople should be bound by their promises. Katwéamts out
that the debates over sanctions often refer tontipact that these sanctions have on the law-abisiagion of the
community and not just the wrongdoer. However ihisarefully hidden behind rhetoric which attemiatgustify

that the reason for certain sanctions is to preeémtrs from breaching the law. Thus according &hadh, legal
sanctions are very often an expression of societigws which are presented as an exercise in makigisocial
welfare to prevent others from breaching the la¢ah@an 1993).

Denunciation theories are also linked to exprestgieeries which believe that sanctions have a bowaning and
are an expression of a community’s views and thenachat are acceptable within that community. Tdle of
punishment is to send a message to the community hew to behave. McAdams believes that sociattsams
play a more important role than legal sanctionzi@®sanctions such as the simple denial of estesmgenerate
norms because individuals seek the esteem andctespethers. (McAdams 1997)He posits that people comply



with the law due to social sanctions and not legaictions. They fear the disapproval of their péetey disobey
the law. This includes fear that their past comreitts will be in jeopardy and they will lose valuedationships
(Williams & Hawkins 1986; Lott Jr. (1992 he proponents of these theories believe that éribeoreasons for
compliance with the law is that people have intkzed the values within the law and regardlessefrble of legal
sanctions, will comply with the law (Tyler 1990; Roson & Darley, 1997). Sunstein (1996) believesia norms
are extremely powerful and can command complianea &hen there are no laws supporting it. Most febpld

the view that the social norms represent the viéth® majority and will align their behaviour acdorgly. Lessig

(1996) holds similar views and states that theeesacial discourses that create social norms whizsteached will

result in social sanctions. One of the precondg&itmthis type of sanction is a general consertsaisa particular
type of behaviour is unacceptable. When therel&la of social sanctions then people are morengltio breach
the law (Grasmick & Green 1980). This is usudllg tase when a law carries a sanction but is wigielgeived to
be unfair (Robinson & Darley) or where breachessareidespread that it becomes the norm and thiereasocial
sanctions attached (Lessig 1996).

Cooter (2000however does not completely agree with this viewhadelieves that if people internalize a norm,
they will not change it easily in the face of wigemad breach. He states that people who internalizem make a
moral commitment to abide by the norm and do whay tthink is right even if it the cost of doing Bmreases.
Such people eventually reap high benefits becatilerotrust a morally committed person especialens that
person is willing to pay a higher price to standtbgir commitment. This improves relationships amdhe long
term creates trust between the parties in theioaktiip. Cooter states that if people perceive tiait commitment
to a norm will improve their opportunities of coogeng with others, then they will comply with timerm as the
cost of doing so outweighs the cost of breaching it

Kahan offers an alternative view to the reasons whgple comply with the law. He supports the rdiesacial
sanctions and community morality and states thataksanctions such as methods of shaming whenuedrs
independently or together with legal sanctions sentessage to the community to reaffirm societhlesgKahan,
1996). However, shame is only a deterrent whernrsopes a member of an identifiable group and fitindg his or
her social standing is being threatened. There ipesa threat of exposure to others within that grand the
shamed person must fear shunning by the rest afrthgp. In the absence of these conditions, sseiattions are
ineffective (Garvey, 1998; Litowitz 1997; Massal®97; Massaro, 1991; Reske, 1996; Sanders, 199&mafn,
1998). Braithwaite (1995) studied the impact of ipbment in the corporate sector and discovered izt
corporations placed a high value upon goodwill #meir relationship with their customers and sosahctions
could have a profound impact upon such corporatienthey lose enormous goodwill which is usualfieocted in
their profits. Braithwaite believes that corporagand their employees will refrain from acts whichinge the law
if they are certain that they will be publicly shedanas a result.

It is clear that legal sanctions alone may notdmbout any compliance with the law unless supgadboie moral
sanctions. Even then there are views to the effedtcompliance levels are only high when the lawnternalized
which will only occur if compliance improves oppanities of cooperating with others. Ndubisi, Satksingam and
Ting (2006) have argued that ethical values canabtigieved through non-punishment oriented strategres
relationship building. The next sections discussriiationship marketing strategy and ethics.

Relationship Marketing Underpinnings

The concept of relationship marketing has emergititiwthe field of service marketing and industnmarketing
(Berry 1983; Jackson 1985; Christopher et al. 1989dmmesson 1991). Relationship marketing is tobésta
maintain, and enhance relationships with custoraeis other partners, at a profit, so that the objestof the
parties involved are met (Gronroos 1994). Thisdiieved by a mutual symbiosis and fulfilment obimises
(Ndubisi 2003). Kavali et al. (1999) indicated theglationship marketing is about healthy relatiopsh
characterized by trust, equity, and commitment.eDttholars (e.g. Morgan & Hunt 1994; Crosby et E990;
Ndubisi 2006) have documented the following corruinamely, trust, competence, commitment, cortfiéeidling
and communication or sharing of secrets as keymimd@ngs of relationship marketing.

Moorman et al. (1993) defined trust as “...a williegs to rely on an exchange partner in whom onedrafidence.
A betrayal of this trust (by the supplier or seevirovider) could lead to defection. Other auth@ree defined trust



in terms of opportunistic behaviour (Dwyer et a@8I), shared values (Morgan & Hunt 1994), mutuahlgo
(Wilson 1995), making and keeping promises (Bith®85), uncertainty (Crosby et al. 1990), and astiwith
positive outcomes (Anderson & Narus 1984).

Competence is defined as the buyer's perceptiothef supplier's technological and commercial compete
(Anderson & Weitz 1989). Businesses lose approxipe20 percent of their customers each year, mbsathich

arise from issues relating to incompetent serviekvery (Rakstis 1996). 65 percent of the averagemgany’s
business comes from its present customers (Vawa)l#hd small increases in customer retention k@adead to
dramatic increases in profits (Reichheld, 1996).

Commitment is one of the important variables fodenstanding the strength of a marketing relatignsiioorman
et al. (1992) defined commitment as an enduringelés maintain a valued relationship. This impléekigher level
of obligation to make a relationship succeed anghaie it mutually satisfying and beneficial (Gurudiaet al. 1995;
Morgan and Hunt 1994). Since commitment is highreotag individuals who believe that they receive maakie
from a relationship, highly committed customerd \Wwé more willing to reciprocate effort on behaffeofirm due to
past benefits received (Mowday et al. 1982) antilzigommitted firms will continue to enjoy the bdite of such
reciprocity.

Communication refers to the ability to provide tlpnend trustworthy information. Sheth (1975), ngtithe

distinction between content and style in commuiacaisuggested that the later recognises the impoetaf

ritualistic behaviour patterns in shaping the ouates of buyer/seller interactions. Communicatioralso about
mutual disclosure or sharing of secrets. Derlegal.e1987) remarked that among the behavioursafitged as
important in establishing and maintaining interpeed relationship is mutual disclosure. The autlzwgaied that the
perception that another party is engaging in dgale behaviour toward oneself that is not beingprecated often
is read as a weakness on the other party’s partraydlead to an unhealthy relationship. Moreoves, ftequency
of communication (or contact intensity) is vital.

Dwyer et al. (1987) definecconflict handling as the supplier’s ability to mimize the negative consequences of
manifest and potential conflicts. Conflicts handlireflects the supplier’s ability to avoid potehianflicts, solve
manifest conflicts before they create problemstaedability to discuss openly, solutions when peofd arise. How
conflicts are handled will ensure loyalty, exitwvarice. Rusbult et al. (1988) concluded that theliffood that an
individual will engage in these behaviours depeodsthe degree of prior satisfaction with the relaship, the
magnitude of the person’s investment in the retestidp and an evaluation of the alternatives one Gasflict
handling requires cooperative behaviour from exgeapartners. Cooperative versus competitive behavias
been linked to perceptions of trust and satisfadtionegotiation contexts (Pruiit 1981).

Ethics

According to Svensson and Wood (2003), the conoéptthics is “a complex one that is predicated on a
interchange of views about the individual beliefteyns among the citizens of any culture”. De Ge¢1§89, p. 20)
describes ethics as “a systematic attempt to matkeesof our individual and social moral experiemeesuch a way
as to determine the rules that ought to govern nuceenduct, the values worth pursuing, and the dbararaits
deserving development in life”. While Velasquez989p. 11) defines ethics as “the activity of exaing one’s
moral standards or the moral standards of a so@ety asking how these standards apply to our dwnelswhether
these standards are reasonable or unreasonable”.

Although it has been suggested that it is not pts$o have a universally recognized definitioretfics, there are
various philosophical opinions about those elemdémis$ constitute ethics. Various schools of thougkist that

approach the topic of ethics from different poiotsview (Svensson & Wood, 2003). One philosophjmaispective
is no more acceptable than the others, but eachilwates in its own way to possible understandiofjthe many

nuances of the concept of ethics (Svensson & W2003).

In the field of marketing, practitioners are regdito examine from the ethical viewpoint on howytsbould deal
with consumers, challengers, suppliers, and themgorent due to the social pressures (Takala & Blosi1t996). In
contemporary business life, it is increasingly sseey for marketers to examine their ethical resjtdlities (Norris



and Gifford, 1988). High ethical values in the pipal-agent relationship such as in outsourcingasion would
ensure that the agent represents the principalbyedroviding satisfactory services.

Methodology

Customer service officers of outsourcing SMEs i ittang valley were surveyed. The list of outsaogotustomer
service officers were obtained from a key outsowgdirm in Kuala Lumpur. Participation by respontemwas

voluntary. A total of 180 officers (45%) suppliesable responses used in this study out of the d@mer service
officers approached to participate in the surveym8 of the questionnaire items were adapted frdaor ppurces
and the rest were developed for the present s@dgnmunication, commitment and conflict handlingri;ewere

adapted from Morgan and Hunt (1994). Competencetarsd items were adapted from Ndubisi and Cha®%20
and Churchill and Surprenant (1982) respectivetifids and legal environment items were developedhfe study

as there were no suitable existing items. Factatyais and reliability analyses were conducted doegtain the
validity and internal consistency of the measuiidse Hierarchical Multiple Regression Model was emgpd to

predict the constructs’ relationships. Figure Joteis the schema of the research model.

Figure 1: The Schema of the Research Model
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Results

The demographic information of the respondents dase gender is male (42%) and female (58%). Thalrac
composition of the respondents is as follows: Malé35%), Chinese (23%), Indians (35%) and othechkidling
(Eurasians) make up the remaining 7%. In termsdotational qualification, those with degree andt gwaduate
qualifications are 30%, high school or diploma (4#d secondary school or less (23%). Most of gspandents
(77%) fall within the 18-28 age brackets (populdmpwn as the generation Y), followed by 29-42 ggmip (22%)
and then 43-60 years (1%). Income-wise, all thpardents fall within a monthly income of RM 10,000.

Factor Analysis

The results of the factor analysis are shown ind albelow. We accepted factor loadings of 0.50 @malve — this
level is considered practically significant (Hatra 1998). The results of the factor analysis shibat 23 items
loaded well on seven dimensions namely, trust, @emze, commitment, communication, preemptive ainfl
handling, ethical value and legal environment wital variance of 68 percent. Reliability estimat€sonbach’s
Alpha) for the construct’'s dimensions suggest & liiggree of reliability as the results exceed Hir(et al. 1998)
lower limit of acceptability, except for the comnicetion items which has a slightly problematic scal

Table 1: Factor and Reliability Analyses

Key Dimensions and Items Loadings Reliability
Estimates

F1 0.79




CSOs should be concerned with the privacy of tletarners’ transactions. 0.69
CSOs should ensure that their promises to custoaneneliable under all
circumstances. 0.78
CSOs should act consistently to provide qualityiser
CSOs should fulfill their obligations to customergder all circumstances. 0.64
CSOs should maintain customers’ confidence undeirabmstances. 0.64
(Eigenvalue = 7.01; Variance = 30.47%)
0.52
F2 0.79
CSOs should constantly be in touch with marketdseathat affect their 0.71
customers.
CSOs should use best practices processes to supgtomers. 0.70
CSOs should constantly gather feedback on how podue current 0.79
business solutions.
CSOs should obtain information about new produgetigpment in their | 0.74
customers’ business.
(Eigenvalue = 2.28; Variance = 9.93%)
F3 0.80
CSOs should provide personalized services to cust®mhenever 0.75
necessary.
CSOs should be flexible when serving their custemer 0.89
CSOs should be flexible when their customers’ nebasge. 0.82
(Eigenvalue = 1.66; Variance = 7.21%)
F4 0.50
CSOs should provide their customers with accurdterination. 0.50
CSOs should keep customers informed about thesstétineir 0.50
transactions.
CSOs should openly discuss solutions when prob&eiss. 0.75
(Eigenvalue = 1.55; Variance = 6.75%)
F5 0.65
CSOs should avoid potential conflict with their tmmers.
CSOs should identify potential areas of conflial a@solve them before | 0.75
problems arise. 0.60
(Eigenvalue = 1.38; Variance = 6.01%)
F6 0.80
CSOs should remain trustworthy although the custonsy not seemto | 0.63
be very reliable.
CSOs should ensure that they remain competent as faossible 0.80
although the customer does not disclose sufficgigotmation.
CSOs should remain fully committed to customeriserand the 0.72
relationship with customer although the customerisfully committed.
(Eigenvalue = 1.01; Variance = 4.37%)
F7 0.70
It is permissible for a CSO to breach the contifatte CSO is sure that | 0.89
the customer will be reluctant to take legal action
A CSO need not provide any service which is ngutgited in the contract 0.52
with the client.
It is foolish for a CSO not to breach the contiiother CSOs are 0.86
breaching it and customers are reluctant to tad@ kction.
(Eigenvalue = 1.00; Variance = 3.96%)

Total Variance = 68.70% MKO = 0.840

Notes: F1 — Trust +CZompetence
F4 — Communication F5 edmmptive Conflict Handling
F7 — Legal Environment

—FBommitment
F6 — Ethical Vadue




Relationship Test Using Hierarchical Regression Moel
Hierarchical Regression analysis was used in ggtin associations. The moderation effects of gerae the
control for confounding effects were carried outdwing the style of Jaccard et al. (1990). Thriee-multiple
regression was employed as follows:

(a) Stage 1 introduces the independent dimensiosiatibnship marketing underpinnings) into the
regression model.

(b) In stage 2, the moderator (legal environmert3 wmtroduced.

(c) In stage 3 the interaction term (i.e. the puidof the independent and moderation variables) was
introduced.

Generically, the regression has the following eigumat

Y= by + biXy )

Y= b0+ b1X1 + b2X2 + E (2)
Y= lop + byXy + boXp + beXyXo + E 3

WhereY represents Ethical values

bo represents the constant

b, represents the strength of RM underpinnings

X1 represents the RM underpinnings

b, represents the strength of the moderator

X, represents the moderator

bs represents the strength of the interaction terms

XX,  represents the interaction terms

E is the error term

Table 2: The Moderation Effects of Legal Environmen

Step 1 Step 2 Step 3
Variables B Sig. B Sig. B Sig.

Trust .154 .022 .153 .043 .164 .468
Competence 119 .09¢6 118 .099 .662 .0Q
Commitment 147 .029 .143 .035 .143 428
Communication .169 .034 .165 .03P .519 .02
Pre-emptive Conflict Handling .254 .00 .259 .001 305. .204
Legal Environment (LE) .035 .565 496 .001
Trust*LE 133 .843
Competence*LE -.589 .013
Commitment*LE -.016 .960
Communication*LE -.150 .089
Conflict Handling*LE -.095 .854
Rz Changes .399 .001 .057
Significant F Change .000 .565 .005

The results in step 1 of Table 2 show that ther@ sggnificant direct relationship (at 5 percemgngicance level)
between trust, commitment, communication and préimponflict handling and ethical values of cus&sraervice
officers. However, there is no significance relasbip between competence and ethical values.

In step 3, we observe the role of the interactesms. From the results in this column, it can bectuded that legal
environment does not moderate the impact of thetiogiship marketing underpinnings namely, trustnegtment,



communication and conflict handling on ethical wsuThis means the impact of the four factors bicet values

of customer service officers does not depend omllegquirements. Thus, the more CSOs see the rmed f
trustworthiness, commitment, communication and leinhandling, the higher their ethical values; athgse
relationships is independent of the legal envirommia which they operate. It can therefore be cadetl that
internal motivation rather than legal requiremesta driving force for high ethical values in aat@nal marketing
environment.

There is no direct significant relationship betwemmpetence and ethical values. However, thererisgative
moderation effect of legal requirements in thigtiehship. This means that when there is stricallegquirement,
even incompetent customer service officers willdx@hmore ethically. Although the competence level80s do
not directly improve ethical values, in a normalnmn-strict legal environment, both competent armbimpetent
CSOs will behave ethically when the legal requiretie strict.

Conclusions

The following conclusions can be drawn from thigdgt First, trust, commitment, communication anaftict
handling have a significant impact on ethical valoé customer service officers of outsourcing SNtEMalaysia.
Second, the impact of these relationship markatimigrpinnings on ethical values is not moderatethbgresence
or absence of sanctions. CSOs who value trust, é¢onemt, communication and conflict-handling are entikely
to behave ethically even when the legal environngenbt strict. The drive for ethical behaviourstleése CSOs is
internally motivated. The CSOs portray trustworéss, commitment, communication and conflict hamgdiwen
when there are no legal or social sanctions atththeheir behaviour. This may be due to the fhat they have
calculated the costs and found that it is more fi@akto them to remain committed to relationshimarketing
strategies. Third, competence is not a significkivier of ethical values. Lastly, strict legal réggunents, will lead
incompetent customer service officers to behaveenathically. These findings add significant valaahe present
knowledge in the area as there is no known liteeattn the moderation effect of the legal environirianthe
relationship between the relationship marketingeupihnings and ethical values of customer servitieeos of
outsourcing SMEs in Malaysia and elsewhere.
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