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Abstract. The purpose of this study is to analyze the effect of power asymmetry, commitment and trust to business performance.
In a business relation, the role of power asymmetry, commitment and trust are importance to maintain the quality of a relation-
ship. Business performance is an important factor to decide whether a business relation should be continued or terminated.
We conducted a survey with traditional SME retailers in Indonesia as the respondents, which were obtained through purposive
sampling methods. This study involved 245 SME retailers who have business relation with modern companies as their supplier.
We adopted Morgan and Hunt’s (1994) model of relationship marketing for business to business in order to analyze the relation-
ship among companies in business network. The result shows that power asymmetry, commitment and trust have significant,
positive effects on business performance. The implication of this study is: power asymmetry between modern companies and
SME potentially accelerates their performance, while commitment and trust will provide firm foundation for the companies
involved in the business relation. In overall, power asymmetry has impact for firm with lack of bargaining position in business
relation, thus instead of being exploited, SME retailers can increase their business performance due to partner’s pressure and

demand to their performance.
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Introduction

Relationships between large companies and SMEs become
critical issue among business partnerships in Indonesia.
Such a partnership is a vital element to encourage the
improvement in SME business performance. Meanwhile,
studies of business relation among companies in the field
of marketing management basically employ a relationship
marketing framework (Morgan and Hunt 1994, Gronroos
1994, Viitaharju and Lahdesmaki 2012). In fact, relations-
hip between companies survives as long as both parties gain
benefit from it, certainly by taking into account the costs
required for such a relationship (Ramaseshan et al. 2006).

Maloni and Benton (2000) claim that in a business re-
lation, each party has certain power which brings positive
and negative implications. The positive aspect is that it can

enhance the business performance of both parties to meet
the quality standards set by the business partnership. The
negative aspect is exploitation by one party that has domi-
nant power over the partner.

Briefly, the power in a business relation is often unequal.
This condition is referred to as power asymmetry (Hingley
2005). Nevertheless, the role of power in a business relation
has been examined in several empirical studies. Butaney and
Wortzel (1988) investigated the role of power in relational
association between two parties. It identified the charac-
teristics of the customer market power and manufacturer
market power that influence the demand of members of
the distribution channel and their ability to use certain
power. The role of power in inter-firm business relation,
on several dependent variables, is mediated or moderated by
other variables. Kim (2000) examined several moderating
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variables that link the power asymmetry with the strategy
used by the firm.

Morgan and Hunt (1994) emphasize the importance
of variables of commitment and trust, which are then re-
ferred to as moderating variables for the relationship be-
tween power asymmetry and business performance. Based
on empirical theory and research, the power asymmetry has
animpact on the commitment of each party in a relationship
(Srinivasan and Moorman 2005, Fullerton 2005). The wider
the power asymmetry, which indicates the occurrence of
exploitative relationship, the increasingly lower the com-
mitment of the aggrieved party.

Spekman and Carraway (2006) and Gronroos (1994)
argue that the basic component of business relations is trust.
Moreover, Deutsch in Lau and Lee (2000) suggests trust as
the expectation of the parties in a transaction and the risks
associated with estimation and behaviour towards those
expectations. Lau and Lee (2000) also states that shortly,
trust is an expression of feeling.

The present study investigates the relationship between
power asymmetry, trust and commitment in business re-
lations in the Indonesian retail industry. The theoretical
framework developed by Morgan and Hunt (1994) and
Ramaseshan et al. (2006) was employed. Based on this
theoretical framework, power asymmetry, commitment
and trust are the explanatory variables for the business
performance of SME retailers who have business relations
with large companies. This study uses a survey approach,
by involving 245 SME retailers as respondents.

1. Theoretical frameworks
1.1. Power assymetry and business performance

Power is source of bargaining position of organization
against their partners (Kim 2000, Ramseshan et al. 2006). It
is the capability to influence other (Ramaseshan et al. 2006).
Organizations have diverse sources of power. Ratnasingam
(2000) classifies the power of an organization based on
the sources of power, namely: (1) non-coercive power:
the power of an organization as the result of appreciation,
expertise, recommendations and legitimation, and (2) co-
ercive power: the derivation of an organization’s ability to
impose sanction and penalty on its partner/s. Butaney and
Wortzel (1988) identify the characteristics of the power of
customer or manufacturer is similar to the power of the
distribution channel. Power can be derived from the level
of satisfaction to channel the achievements and relative
resources of distributor channel.

Essentially, two parties connected in business relations
have interdependent association. Total interdependence
is the sum of firms’ dependence, while asymmetric inter-
dependence is the difference between a firm’s dependence
on its partners and the partner’s dependence on the firm

(Emerson 1962, Lawler and Bacharach 1987 in Buuren
(2017). Such a difference is also referred to as the more
or less dependent partner’s relative power (Buuren 2017).
Furthermore, symmetrical interdependence occurs when
firm and partner are evenly dependent on each other since
the firm’s dependence on a partner is a source of power for
that partner (Emerson 1962) in Buuren (2017). Total inter-
dependence and asymmetric interdependence are compa-
rable to the total power and asymmetry power derived from
the firms’ dependence (Kumar and A11995 in Buuren 2017).

Furthermore, in the context of the influence strategy
of producers and retailers, Porter (1980) argues that pro-
ducers dominate their influence strategy towards retailers
in the market structure of oligopoly, and have regulated
switching costs and customer products are important parts
of the final product or production process. Meanwhile, the
costumer industry dominates the influence strategies in
business relations when buying numbers of products, and
these products have both low switching costs and transpar-
ent market information.

In the context of business relations between two parties,
there are specific situations when one party has a higher
power, for instance in the partnership between modern
retailer and SME under the relationship of retail-supplier.
In such a situation, there is a possibility that the relations
become more intense and powerful, yet there is an imbal-
ance of power between them. It will be detrimental for the
existing business relations. Eventually, the resulted power
asymmetry will construct the quality of the business re-
lationship among partners that is possibly worsened and
might lead to the firm’s declining performance.

HI1 - Power asymmetry influences the performance of
SME retailers.

1.2. Trust, commitment and effect on business
performance

Trust is defined as the expectation that the other party
will project as expected and treat it fairly and reasonably
(Suvanto 2012). In this case, trust is divided into two as-
pects, namely cognitive and affective aspect. On the co-
gnitive aspect, it refers to the actor’s perceptions that the
expected performance has been performed (Suvanto 2012).
Meanwhile, affective aspects explain the intrinsic values
that are ascribed to actors, and attention as indicated by
interactions (Ryu et al. 2008). In organizational relations,
trust is identified as a component of management relations
that is deemed “weak” due to its possibility to trigger conf-
licts between two parties. As a consequence, there are many
elements that have impact on trust and eventually influence
the performance and relationship between actors from di-
verse organizations (Ryu et al. 2008).

Trust is a vital aspect in organizational networks. These
organizations are likely to maintain a trusting relationship
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among them in various partnerships in order to determine
effective and efficient strategies to achieving success and op-
timizing their performances. Trust is a critical predictor of
behaviour in organizations (Ryu et al. 2008). Intensification
of trust leads to concern for their own relationships and
the emphasis in building and maintaining further relation-
ships to develop the performance and satisfaction of or-
ganizational members (Maloni and Benton 2000). Strong
relationships are built on trust, allowing the involving par-
ties to optimize synergy and respond quickly to resolving
problems among them.

In the present study, trust between retailer and supplier
becomes a necessity to continue a business relation. The
supplier’s trust is a guarantee that the partner is reliable and
both of them have integrity (Rufin and Molina 2015). In this
context, trust is defined as the contributor and facilitator
for every single transaction that requires participation and
cooperation of all parties (Suvanto 2012).

Sahadev (2008) claims that trust between suppliers and
retail companies has been perceived as a significant predic-
tor that influences the supplier’s capacity to integrate supply
chain activities. Meanwhile, Vesna and Brencic (2004) argue
that trust plays an important role in enabling and enhanc-
ing the firm’s innovation, and consequently influencing the
supply chain performance. In fact, the integration of SMEs
into the supply chain is a must. Hence, the suppliers’ trust
should be understood appropriately to build a rigid integra-
tion and optimize their performance.

H2 - Trust on partner influences the performance of SME
retailers.

Commitment plays an important role in the relations
among firms. It refers to the trust among partners in carry-
ing out a continuous relationship, which is very crucial to
ensure optimum effort in maintaining it. The two commit-
ted parties must believe that the relationship will last very
long (Kwon and Suh 2005). Commitment between trading
partners refers to the willingness of retailers and suppliers to
conduct business in the name of the relationship (Wu et al.
2004). It is a fundamental variable for long-term success
since partners in the supply chain have the willingness to
invest their resources as well as provide short-term benefits
for long-term success. Organizations establish and sustain
long-term relationships if both parties experience mutually
beneficial results obtained from that commitment.

Commitment, whether in inter-organizational, intra-
organizational and interpersonal relationships, requires
stability and sacrifice (Wu et al. 2004). It implies that all
members are willing to make short-term requirements
to maintain long-term and steady relationships. Wu et al.
(2004) suggest commitment as a multifaceted constructand
must be perceived from three aspects, namely:

1. Affective commitment

2. Normative commitment

3. Continuous commitment

In general, affective commitment refers to the sense of
belonging and attachment to the organization, continuous
commitment is related to the costs felt to leave financial and
non-financial matters which are considered to lack alterna-
tives; and normative commitments bind to the obligation
that members feel they remain within an organization and
build particular cultural expectations. According to Wu
etal. (2004) when the presence of normative commitment
among channel members will encourage firms to work to-
gether in order to achieve individual goals and with brands.
Hence, normative commitment can lead to better coordi-
nation in the channel of business relations to its business,
allowing all members to undergo a strong integration. Kwon
and Suh (2005) suggest that “any enduring business transac-
tions among supply chain partners require commitment by
two parties in order to achieve their common supply chain
goals” Commitment between partners in a relation is the
key to attaining the expected outcomes for both compa-
nies, and has a direct and positive influence on performance
(Vesna and Brencic 2004).

Giannakis (2007) suggests that performance is the result
attained in meeting the firm’s internal and external objec-
tives since as a multidimensional concept, it has several
attributes, including growth, continuity, success and com-
petitiveness. Traditionally, variables in firm performance
are linked to industrial structures (Rosli and Sidek 2013).
Non-classical economic theory in the growth of a firm is a
process of achieving a minimum average cost point. In other
words, it is the process of profit optimization. Rosli and
Sidek (2013) affirm that firms have to access, mobilize and
disseminate resources before their growth. Various strate-
gies adopted by a firm will also determine its performance.
The strategy of a firm may be different to others. Essentially,
performance of a firm is concentrated on strategy.

The indicators of firm performance include profitabil-
ity, productivity, growth, satisfaction, market share and
competitiveness. However, the financial element is not the
solely indicator for a firm performance. The combination of
financial and non-financial assessment is required to adjust
to changes in the internal and external circumstances (Rosli
and Sidek 2013). Giannakis (2007) reaffirms the four dimen-
sions of firm performance, namely: internal processes, open
systems, rational goals and human relations, in which each
dimension is measured based on its respective variables.

H3 - Commitment in business relations influences the
performance of SME retailers.

2. Conceptual frameworks

The conceptual framework explicates the effect of power
asymmetry, trust and commitment to the performance of
SME retailers, which shows the relationship among cons-
tructs in the present study. A model is built, consisting of
three independent variables, namely power asymmetry,
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trust and commitment. Firm performance becomes the
dependent variable. The conceptual model is adopted
and modified from those developed by Morgan and Hunt
(1994) and Ramaseshan et al. (2006). In their original mo-
del, Morgan dan Hunt (1994) developed The Commitment-
Trust Theory which assigned commitment and trust as
Key Mediating Variables (KMV) in relationship marketing
concept. The model is part of the conceptual model of re-
lationship marketing that is extensively used to analyze
business relations between firms in a business network. In
this study, we put commitment and trust as independent
variables in our model. We believe that in the context of
SME retailers trust and commitment could play as antece-
dents of business performance. Figure 1 shows conceptual
model of this research.

3. Research methods
3.1. Population and sample

In the present study, the population is traditional SME re-
tailers or traditional traders who have business relations
with large suppliers. The sample is traditional SME retailers
in Solo Raya residency. The consideration is the GRDP of
the wholesale and retail trade sector in Solo Raya has grew
on average approximately 16% and is the second fastest
growing sector after the manufacturing industries. A total
of 245 SME retailers in Solo, Klaten, Karanganyar, Sragen,
Sukoharjo, Boyolali and Wonogiri are involved.

The sampling method used in this study is purposive
sampling. Certain characteristics are set prior the data
collection. The criteria of the sample are traditional SME
retailer, aged at least 3-year, at least two employees, and
partnership with large firm.

3.2. Operational definition and variable measurement

There are three antecedents and a dependent variable in this
study. The antecedents in this study are: power asymmetry,
commitment and trust. The dependent variable is business
performance. We measured all variables in this study by
using 5 point Likert Scale. Operational definitions of each
variable are as follow:

1. Power is often labelled as the source of the position
given from organization to its partners (Kim 2000,
Ramseshan et al. 2006). It can be derived from the
level of satisfaction to channel achievement and re-
sources relative to channel members.

2. Trust is defined as the expectation that partner will
project as expected and treat it fairly and intellectually
(Lau and Lee, 2000).

3. Commitment refers to an exchange partner believ-
ing thatan ongoing relationship with another is soim-
portant as warrant maximum efforts at maintaining
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Figure 1. Research Conceptual Model (Modified from Mor-
gan and Hunt (1994) and Ramaseshan et al. (2006))

it. It means that the committed parties believe that
the relationship will be long-term (Morgan and Hunt
1994 in Chen et al. 2011).

4. Business Performance (Y) is a description of level of
fulfilled task of business’s aim or target according
to obtained output/conclusion at the end of a busi-
ness period (Ramaseshan et al. 2006).

Table 1 shows result of validity and reliability of research
instrument. In this study, validity testing of the instrument
was conducted using Confirmatory Factor Analysis (CFA).
The results of validity testing indicate that all items in the
questionnaire have factor loading above 0.3 and grouping
based on their constructs. In accordance with CFA analysis,
the instrument of this study is validated to measure the
constructs.

Reliability testing in this study uses Cronbach’s Alpha
model. Table 3 demonstrates the results of reliability testing
of the constructs. Reliability testing indicates that all con-
structs have Cronbach’s alpha coefficient of 0.6, implying
the entire constructs have adequate internal consistency
evidence.

4. Data analysis and discussion
4.1. Characteristic of respondent

Table 2 shows the characteristics of retailers as the respon-
dents in the present study.

The criteria of this firm refer to Law No. 20 of 2008
concerning the criteria for micro, small and medium en-
terprises. Most of the respondents in the present study are
retailers which are classified in the category of small and
micro retailers. 48.17% of our respondents are micro retail-
ers. They are retailers in traditional market, which has 2
employees on average. 37.55% respondents in this study are
small retailer. They have 11 employees on averages. There
are only 14.28% of medium retailers as respondents in this
study. These retailers have 32 employees on average.

All respondents in this study are retailers in Indonesia
traditional market, they sell fast moving goods that in-
cludes food and beverages. These SME retailers have certain
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Table 1. Constructs, mean, Cronbach Alpha, indicator and and factor loading of this study

h
Construct Mean Cronbac Indicator Factor Loadings
Alpha

Power

3.6945 |0.828 1 2 3 4
Asymmetry

Our firm has a strong influence to determine the prices of

, 0.658
our partners products.

Our firm is able to provide advice to partner in order to

improve the product quality 0452

In the case our firm fails in meeting the expectation of our

. . . . 0.788
main partner, we will obtain poor service

In the case our firm rejects the advice of our main partner,

0.810
we will obtain a rigid warning from our partner.

In the case our firm does not carry out the activity expec-
ted by our main partner, we will experience a delay in 0.696
paying invoices.

In the case our firm follows the advice and recommen-
dations of our main business partner, we will gain better 0.547
service.

Our firm will obtain more profits if we complies with the

. . . 0.439
recommendations or expectation of our main partner

Trust 4.0582 |0.607

Our main business partner is trustworthy 0.722

Our main business partner always supports our firm 0.517

Our main business partners is reliable 0.388

The decisions made by our partner always benefit our firm 0.784

Commitment |3.7020 |0.625

Our firm continues to maintain profitable business re-

. . . . 0.627
lation with our main business partner.

It is very hard for our firm to have another business par-

. s . 0.470
tner in addition to our main partner

Our firm maintains business relationships with business
partners whose operational costs are affordable for our 0.489
firm

Only small number of preference for our firm to establish
profitable business cooperation except with our main 0.677
business partner

Business

3.9945 |0.788
Performance

The level of sales of our firm has increased since our par-

_ . . 0.741
tnership with recent main supplier

Our firm continues to grow since our partnership with

. . 0.732
recent main supplier

The profit of our firm continues to increase since our

partnership with recent main supplier 0708

The market share of our firm has continued to increase

. L . . 0.733
since our partnership with recent main supplier
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Table 2. Distribution of respondents based on firm criteria

No Criteria N Percentage
1. Medium retailer 35 14.28
2. Small retailer 92 37.55
3. Micro retailer 118 48.17
Total 245 100

competitiveness, they are loyal customers. In our survey we
found that 70% of respondents have loyal customer with age
of relationship more than 5 years.

4.2. Hypothesis testing

In this study we developed an estimation model based on
Morgan and Hunt (1994) and Ramaseshan et al. (2006).
Equation 1 is the estimation model of this study:

Business Performance = o + §; Commitment +

By Trust + B; Power Asymmetry + ¢; .

In this study, hypotheses are tested in the multiple
regression models. Table 3 shows the result of regression
analysis.

Table 3 shows the result of hypotheses testing by using
multiple regression. The hypothesis testing with multiple re-
gression analysis shows p-value is significant or greater than
the level of significance of 0.05, for the beta coeflicient of the
commitment construct, trust construct and power asym-
metry construct. Based on the analysis, it can be claimed
that the constructs of commitment, trust and power asym-
metry have a significant positive effect on the performance
of SME retailers. The coefficient of determination number is
0.328, which is low goodness of fit, but it is acceptable since
the aim of the present study is not the development of an
estimation model, but a hypothesis testing.

5. Discussion

In this study, trust is a vital aspect that sustains the conti-
nuity of business relations between suppliers and SME re-
tailers. It has the biggest beta coeflicient compare to other
antecedents in the model. Trust will maintain a trusting
relationship between partners in various collaborations
to determine strategies efficiently and effectively to achie-
ve success in firm performance. Intensified trust leads to
concern for a relationships and the emphasis in developing
and maintaining further relationships to influence organi-
zational performance and satisfaction of members (Maloni
and Benton 2000). Strong relations built on the basis of trust
might lead an organization to optimize synergy and res-
pond any issues quickly to alter and solve problems between
organizations so as to create a competitive advantage. Ejdys
(2018) also found that trust has important role in organi-
zations. Building trust is a process, there are several factors

Table 3. The Result of Hypothesis Testing (source: Primary
data processing 2018)

Variable Coeficient 8 T Sig.
Constant 4.083
Commitment 0.176 2.563 0.011
Trust 0.380 5.256 0.000
Power Asymmetry 0.120 3.512 0.001
F Stat 39.291 Sig. F 0.000
R*=0.328

that could affect trust, one of them is institutional trust
(Ejdys 2018). In this study, we find that traditional retailers
have bigger trust to suppliers based on their institution, for
example, several suppliers from national or multinational
manufacturer considered trustworthy.

In this study, commitment also plays an important
role in the relationship between suppliers and SME retail-
ers. Commitment refers to an exchange partner believ-
ing that an ongoing relationship with another is so impor-
tant as to warrant maximum efforts at maintaining it. It
means that the involving parties must believe that the rela-
tionship will be along term one (Kwon and Suh 2005, Rufin
and Molina 2015). Suppliers and SME retailers develop and
sustain stable long-term to gain mutually beneficial part-
nership from that commitment. It means that both parties
should commit in fulfilling their obligations of keep their
partners achieve excellent business performance. In this
study the average periods of stable business relationship is
more than 3 years. Kwon and Suh (2005) suggest that any en-
during business transactions among supply chain partners
require commitment by two parties in order to achieve their
common supply chain goals. In a business relationship, both
partners must be committed since it is the key to achiev-
ing the desired results for both companies as well as it has
a direct and positive impact on performance (Rosli and
Sidek 2013). In this context, commitment is categorized
as continuance commitment based on the calculation of
benefits obtained from a business relationship. However,
in our estimation trust has bigger beta coeflicient compare
to commitment.

Commitment and trust in business relations are mani-
fested in the form of agreements between suppliers and
SME retailers. Such agreements are only in the form of in-
voice or purchase order. It is merely in the form of invoice,
while the return agreement is verbal agreement. There is no
written contract between suppliers and retailers that regu-
lates technical business agreements. Meanwhile, the trust
between suppliers and SME retailers usually occurs due to
an emotional bond between the sales person and the retail
owner (kiosk owners in traditional markets). This emotional
bond often represents when retail owners invite sales per-
son — who represents supplier from large companies — at
their private ceremonies.
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In this study, power asymmetry between large compa-
nies and SME retailers is mostly depicted in the influence
strategy with non-coercive power. The real form of this
strategy is to provide rewards to SME retailers in order to
improve their performance, for instance discount for sales
with a large number of units, product returns with more
specific agreements and gifts for the highest selling retail.
Morgan and Hunt (1994) claim that the use of non-coercive
power of reward is more effective in motivating and improv-
ing the performance of partner businesses and the supplier
at the same time. Ryciuk (2017) identifies asymmetrical
relationship in business relationship could reduce inter or-
ganizational trust. Asymmetrical relationship in this study
has similar concept with power asymmetry. It is a result
of poor bargaining position of one side in a business rela-
tionship. In this study, many micro retailers in Indonesia’s
traditional market suffer poor bargaining position against
their supplier from modern distributor. This condition ap-
pear in price agreement which often determined by mod-
ern distributor and the retailer should follow this policy.
Modern distributor has power to determine price since they
hold product supply chains and SME retailers just a small
part of the chains.

Suppliers from large firms are basically more dominant
and powerful than the SME retailers. Nevertheless, the esti-
mation model in this study is inadequate to identify which
party has more dominant power. Based on observations,
the suppliers of large firms have the lofty power so that they
are able to use the influence strategy towards SME retail-
ers. This influence strategy is conducted to determine sale
targets, minimum prices, product return and rewards for
SME retailers that can meet particular standards.

Power asymmetry between suppliers of large firms and
SME retailers are optimally utilized by suppliers to improve
their performance. Such an improvement occurs because
traditional SME retailers also experience a better business
performance due to their efforts to meet the target in order
to gain rewards from suppliers.

Conclusions: influence strategy and
construct development

A study about the pattern of business relations between
suppliers from large firms and traditional SME retailers
has been conducted. It concludes several points as follows:

Power asymmetry has a positive influence on business
performance. It is a source of influence strategy for firms
with dominant power in a business relation. It serves as a
tool for determining the quality of business relation. In the
present study, large firms or suppliers use the influence strat-
egy sourced from power to improve their business perfor-
mance as well as traditional SME retailers as their partner.

Commitment has a positive influence on business
performance. Commitment between suppliers from large

firms and SME retailers is a business strategy is important to
maintain the quality of long-term business relations. In this
study, commitment is a continuance, namely commitment
by taking into account the benefits of a business relationship.
It is demonstrated by the focus on the long-term interests
of partners in determining firm policy.

Trust in business partners has a positive influence on
business performance. It is a vital basis for a long-term
business relationship. In this study, trust is realized by the
presence of flexible business agreements between suppliers
of large firms and traditional SME retailers. It includes the
absence of compelling bond in business relations between
suppliers from large firms and SME retailers. It is manifested
in the form of invoice/purchase order and verbal agreement,
yet such relation can be a long-term business relation.

This study contributes to literature in the field of market-
ing or business to business marketing (B2B), particularly
in the issue of business relations or business networking
between firms. The present study strengthens the findings
of the relationship marketing model from Morgan and Hunt
(1994) about the role of power in a business relationship.
The findings also show that power asymmetry has a positive
influence on improving business performance of all parties
involved in a business relation. Commitment and trust have
an important role as an independent variable that explains
the business performance of parties in a business relation. It
reinforces Ramaseshan et al. (2006), who suggest the role of
trust and commitment in business relations between shop-
ping centers and vendors.

Nevertheless, the present study has a weakness. It does
not employ the Maloni and Benton’s concept of power
(2000) which divides power into coercive power and non-
coercive power. Consequently, the more effective type of
power for the influence strategy is not identified. It is ex-
pected that further research will develop a research model
by dividing power into coercive and non-coercive powers.

It is expected that further studies will develop an influ-
ence strategy that turns out to be significant for firms to
optimize the outcomes of the business relations. The form
of influence strategy can be the exploration of the source
of firm power, which can be an important practical input
for both large companies and SMEs involved in a business
relation.
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