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Abstract

Both contracts and contractual relationships as concepts have been rarely discussed from scholars’ perfectives in
the Relationship Marketing (RM) branch of learning. Reviewing these concepts in the customer-service sector
adds value because the majority of mobile service firms are losing their current contracted customers at a
significant rate despite practicing different RM activities to retain active ones. Thus, this study introduces the
concept of Contractual Customer Relationship Marketing (C-CRM) for the first time to the RM field of study
and discusses how to employ Contractual Relationship Marketing (C-RM) especially in the use of contractual
bonds to establish, maintain and extend customer-supplier relationships.

This study targets various issues that are interrelated to the use of contracts to maintain and retain valuable
customers in the mobile service sector. To explore these issues, this paper focuses on extending an understanding
of contracts and their use in the contractual customer-supplier relationships. This requires an overview of the
study’s topic in section one, with section two outlining the study’s importance. Section three provides an
overview of the contract meaning and section four explaining the main benefits of using business contracts.
Section five discusses the importance of using contracts for customer retention, then section six considers the
contractual use in renewable situations, section seven reviews the relationship between contract use and
customer switching, section eight explains how to employ contracts in prolonging customer-supplier
relationships, and, finally, the concluding remarks are made in section nine.

Keywords: contract, contractual relationship, customer retention, contract benefits, renewable contracts,
customer longevity, customer switching

1. Introduction

Studying customer-retention behaviour in the contractual and non-contractual mobile purchasing settings is
essential, especially when the goal is to establish long-term customer relationships based on mutual motives
which determine their future exchanges (Furinto et al., 2009; Svahn & Westerlund, 2009; Alshurideh, 2016a).
This long-term customer relationship need was confirmed by Sheth and Parvatiyar (1995) who also identified
that literature investigating behavioural retention motivations related to theories of relationship marketing within
the customer markets was limited, while there was extensive literature on supplier markets. Even in industrial
services, there is not a great deal of literature on the contractual relationship phenomenon and its related
behaviour studies as the majority of previous studies focused on contractual outsourcing issues for some service
operations and services maintenance (Lai et al., 2006; Panesar & Markeset, 2008). However, some transaction
exchanges were seen to be contractual transactions rather than relational ones (Dubois & Gadde, 2000). Thus,
additional research is required to explore contractual and non-contractual customer retention behaviour
especially within the individual level of analysis (Reinartz & Kumar, 2000).

This study adds value to the understanding of contractual relationship marketing (C-RM) among two parties by
exploring issues that have rarely been discussed before, especially within the service contractual setting. In
addition, the study tries to find suitable answers to questions pertaining to relationship marketing, including the
following: What does a contract mean? What are the benefits of contracts? How are contracts used for customer
retention? Why and how are contracts renewable? The role a contract plays in decreasing customer switching?
Lastly, how to employ contract longevity in relationships to extend the mutual customer-supplier relationship?
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2. Study Importance

Numerous published studies have examined the customer-supplier relationship phenomena in-depth and some
have identified significant motives for customer retention and loyalty (Patterson, 2007). However, few studies
have considered why customers prefer to continue purchasing from the same service provider especially in both
the contractual and non-contractual behaviour settings. Moreover, these studies have not provided information
with regard to what suppliers should do, from a behavioural perspective, to maintain their customers by using
contractual bonds. As a result, this study adds further value to the literature by investigating how firms can use
regulatory bonds (for example, contractual bonds) in addition to other bonds (for example, economic or social)
to build and extend formal mutual relationships with existing users (Helm et al., 2006; Sweeney & Webb, 2007;
Alshurideh et al., 2016).

More importantly, research is needed to study how contracts can be used to maintain a contractual relationship
between two parties to achieve the shared purposes and to increase the shared relationship values (Robinson et
al., 1994; Alshurideh, 2016¢). Although a customer-supplier contractual relationship has received less attention
from scholars, an analysis of such contractual relationship literature has revealed that fewer studies have
investigated the use of contracts to maintain firm-employee relationships (Rousseau, 1995; Herriot & Pemberton,
1997).

Sustaining the customer-firm relationship, especially in the contractual context, to create relationship continuity
requires many elements, some of which have been illustrated in previous studies such as mutual goals (Wilson,
1995), shared values (Morgan & Hunt, 1994), cooperation (Anderson & Narus, 1990; Chen, 2005), satisfaction
(Ranaweera & Prabhu, 2003; Alshurideh et al., 2012b), trust (Schurr & Ozanne, 1985), commitment (Moorman
et al.,, 1992), structural bonds (Sang-Lin et al., 1993; Wilson, 1995), contractual bonds (Alshurideh, 2016a;
Alshurideh, 2016b; Alshurideh, 2016c), social bonds (Wilson, 1995), comparison level of the alternatives
(Anderson & Narus, 1984; Anderson & Narus, 1990), exit barriers (Dwyer et al., 1987), and switching costs
(Sengupta & Krapfel, 1997; Burnham et al., 2003). In some cases, the mutual relationship requires other factors,
such as interdependence and power (Anderson & Weitz, 1990), non-retrievable investments (Wilson, 1995), and
shared technology (Sang-Lin et al., 1993; Vlosky & Wilson, 1994). However, additional attention is required
when analysing how to use the contractual bonds as a determinant to establish long-term customer-supplier
relationships and maintain customer retention. This is due to the commitment of partners in a mobile contract
which explains why it is essential to renew contacts and keep the business running when each party has delivered
the promised benefits and penalties.

While a customer is looking to have a long-term relationship with one of the mobile suppliers, he or she is
sometimes not sure of the extent to which the supplier will treat him or her properly and fulfil future contract
promises (Ravald & Gronroos, 1996). Therefore, to avoid some of the customer’s psychological, financial or
even social-relationship costs, which are considered important, a customer looks to form a relationship with a
well-known branded supplier. Such a supplier has earned positive publicity and recommendations from other
customers, even if this means paying more for specific types of mobile services (Jarvis & Wilcox, 1977; Jevons
et al., 2002). These elements will help to enhance the supplier’s overall image, which justifies repeat purchase
behaviour.

3. Contract Meaning?

The majority of service organizations deliver their services through long-term contracts, especially the mobile
phone sector. A contract is defined as “a promise or set of promises for the breach of which the law provides a
remedy or for the performance of which the law recognizes a duty” (Muroff et al., 2004, p.459). Based on
Muroff et al’s (2004) definition, two main principles remain important in contract constructions. Firstly, a
contract is a well-written document that encompasses a promise or mutual promises of intentions, which bind the
agreed obligations between the contracting parties. Secondly, the law enforces a contract’s obligations and
promises. The formal construct of a contract defines its actions’ promissory nature, determines its agreed
attributes supported by describing interrelated service quality that distinguish the intent and bind of both
contracted relationship parties (Roehling, 1997; Al-Dmour et al., 2014).

In most cases, a contract is used by service firms as a basic tool in the interaction process which defines the
shape of the relationship and which contains three main elements. Firstly, it defines types and levels of property
right exchanges between the two parties; and, secondly, it includes both implicit and explicit content of exchange
processes which define the type and level of formality and informality of the interaction process. Thirdly, it sets
out the degree of involvement and the communication types as well as methods involved in the interactions
(Janssen & Joha, 2004). Accordingly, there are many issues that should be explained clearly when constructing
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the mobile contract between the parties involved, such as the legal ramifications of contract duration, automatic
termination and renewal conditions.

This study inspects the contractual relationship issue and gives examples from different mobile markets around
the world. Wireless telecommunication services are mainly provided by mobile phone suppliers using two
subscription methods, namely, prepaid and post-paid. For the purposes of this study, the contractual behaviour
situation can be described as one in which a customer signs a contract with one or more of the wireless
telecommunication service providers, which is known as post-paid subscription. The non-contractual behaviour
situation is described as the prepaid situation, where there is no need for a customer to sign a contract with any
of the wireless telecommunication service providers, which is known for some marketers as “Pay-as-you-Go”.

Wireless communication services are controlled by law, which is defined by specific rules that control such
interaction. A large part of any contract presents and defines a code of conduct that encompasses many rules and
conditions; these define and control the future interactions between customer and suppliers for a specific period
of time and can be renewed for additional periods of time. Two elements need to be explained regarding the
contract from a behavioural perspective. Firstly, the contractual data which covers many elements that ensure
that interactions and it is circumstances between both relationship parties run efficiently without any violations
(Alshurideh, 2010 cited Wei & Chiu, 2002). Secondly, the contractual relationship requirements, which are
described clearly and classified by Panesar (2008, cited in Thompson et al., 1998) into four main elements,
namely, (a) the relationship between the involved parties, (b) the responsibilities of each party, (c) the sharing
risk of events and actions in a contract, and (d) the reimbursements structure. These elements usually act together
to define and shape the contractual relationship between any two parties. Some questions may arise and one of
them would be what the benefits are of using contracts in organizing the relationship between customers and
suppliers?

4. Contract Benefits

In changeable and uncertain business environments, written contracts offer many benefits for both customers and
suppliers. These benefits include determining and protecting benefits in the long-term, giving adequate
protection for both parties and motivate them to do their duties adequately, minimizing and managing perceived
risks, managing the internal and external contracting process with a variety of business bodies and customers,
and delivering the multi-functional tools between the relationship parties (Levine, 2003; Gutiérrez et al., 2004;
Koford & Miller, 2006; Alshurideh et al., 2015; Alshurideh, 2016a). Moreover, a contract is useful in many other
business issues, such as determining the future demand for a variety of products and services, organizing
business relationships between different partners, especially when a network of relationships is needed to serve
customers properly (for example, inventory and outsourcing systems), as well as investigating consumer
behaviour, reactions and future trends in many services, especially for new offerings (Taylor, 1980; Tekleab et al.,
2005). In addition, written contracts make it possible for both parties to initiate, maintain and eventually
terminate their mutual relationship without dispute. By having the conditions and terms recorded in a written
document, it is possible for both parties to respond to any possible changes in business conditions, allowing them
to cancel, renew or upgrade their commitments. In the presence of varying circumstances, a contract can help in
controlling both parties’ decisions and facilitating business continuation (Goldberg, 1976).

5. Contracts and Customer Retention

For customer retention, the contract is the primary tool used to organize simple and complex consumer-supplier
relationship exchanges to the degree that both parties are committed to contract obligations, benefits and
penalties over the contract period (Gutiérrez et al., 2004). Contracts commit both parties to the relationship by
managing many interactive behavioural and non-behavioural related dimensions such as dependence, power,
cooperation, conflict, trust, commitment, switching barriers, switching costs, exchange content, transaction costs,
mutual bonds, customization and uncertainty reduction. According to Sharma et al. (2006) as well as Kim and
Frazier (1997), five commitment dimensions relating to mutual contracts have been determined, including
locked-in, behavioural, obligation, affective and value-based. The main contract issues that need more
explanation with respect to commitment in the long-term are affective commitment, mutual bonds and locked-in.
For Mavondo and Rodrigo (2001), affective commitment is determined by affective and/or normative
attachments that define the strength and level of consumer intent to remain in a relationship with a supplier.
Affective commitment shapes the degree to which a relationship is maintained in the long-term. Also, consumers
must define what attachments and bonds need to be secured by law via a contract document in order for them to
enter a long-term contractual relationship and commit to it (De Ruyter et al., 2001). Some authors have also
described these bonds as relationship attachments. Nummela (2003) explained that the magnitude of the
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attachment is defined by the degree to which a customer is committed to a relationship and wishes to renew
his/her contractual exchange process.

6. Contract’s Renewable Issue

Some service contracts like mobile phone contracts can be renewed legally and repeatedly based on previous
agreements with no changes or additional charges, although they frequently contain written statements that
clearly define the contract’s renewal and termination conditions (Goldberg & Erickson, 1987). However, in most
cases, contracted partners go through a negotiation process before relationship renewal or termination occurs.
When contract negotiations take place, factors that affected the negotiation process for the first contract are
different from those that affect the decision to renew a contract. In the case of the latter, firms and customers are
more likely to be concerned with the value to be gained and penalties incurred whereas, with regard to the former,
consumers are concerned with all aspects of the contract, namely, benefit terms, costs and conditions (Ganesh et
al., 2000).

This is because the process of contract renewal has many additional elements that need to be taken into
consideration, such as reliability, consistency of service, goods provided, variations in service quality during the
contracted period, consumer uncertainty and how to reduce it, substitute mobile offer availability and contract
duration. Thus, contract renewal is affected by many factors such as contract price (cost), renewal negotiation
process, and contract-related issues such as duration, terms and conditions. Price is essential in the contractual
relationship because it determines many elements such as future service usage, level of benefits, and the contract
period. For example, in the mobile phone sector, organizations that provide technical elements which require
broadband-related services will force mobile operators to set different price levels for these services based on
future use (Jonason, 2002).

In addition, renewing contracts provides many benefits for both parties. The primary benefits are price (saving
on costs), enhanced quality of products and services, increased mutual cooperation, time and effort saved by not
having to search for other alternatives, accumulated previous experiences for both parties, and establishing trust
and commitment between contractual partners (Hart et al., 1997; Bolton et al., 2006; Anton et al., 2007,
Alshurideh et al., 2012b; Obeidat et al., 2012; Alshurideh, 2014b; Alshurideh et al., 2015; Alshurideh et al.,
2017). As service delivery and consumption experience are essential factors for the customer to consider when
deciding whether to renew or cancel the contract; these factors are crucial for the supplier’s survival (Bolton et
al., 2006). The renewal process can also be used as a tool to enhance services provided in different areas such as
avoiding repeated mistakes, appraising the contracted product type and brand, reviewing the level and quality of
all services continuously which in turn aids in developing long-term business exchange activities (Dalen et al.,
2006; Al-dweeri et al., 2017). Lascelles and Dale (1989, in Bradley, et al., 2006a) identified some indirect
benefits of contract renewal, for example, some customers use their purchasing muscle to force their suppliers to
adopt certain quality management techniques and practices as a contractual condition of business.

7. Contracts and Customer Switching

The primary relational goal for any organization is having the long-term continuity of exchange between itself
and its customers. Therefore, the “customer retention” trend has emerged to increase organizations’ profits and
minimize both costs and customer switching in the long-term. This view is confirmed by Farquhar (2003) who
explained that to be able to build long-term relationships with customers and retain customers, institutions must
first be able to retain existing customers and minimize their switching behaviour. Firms, in general, execute
many actions to bond customers and they apply them in different ways. For the purposes of this study, a formal
signed contract between a customer and a mobile supplier is considered one of the bonds that suppliers use to
lock-in customers, and it is a tool that they also use to maintain their relationships with the customers. For
example, Hammarkvist et al. (1982) analysed the dyadic mutual relationship and defined many bonds in their
analysis including social, economic, legal and administrative bonds.

Other bonds have been defined by researchers including interpersonal relationship (Lewis, 2000), joint new
product development (Comer & Zirger, 1997), and level of investment in the supplier-customer relationship
(Monczka & Carter, 1988). Additionally, Liang and Wang (2007) defined four additional types of attachments
that minimize customer switching, namely, physical, emotional, psychological and economic attachments that
enhance the interaction between two parties and foster contracts renewal. Psychological attachment (sometimes
known as informational attachment) is essential since it empowers interactive behaviour between both parties in
the relationship (Houghton & Yoho, 2005; Alshurideh, 2014b). Part of the psychological attachment is emotional
in that a subscriber expresses a level of confidence in and attraction to a specific operator or network. Some
studies have developed the “psychological contract” concept as a bridge that maintains customer-supplier
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relationships (Schein, 1980). A psychological contract is characterized by Rousseau (1995, p.679) as “an
individual’s belief in mutual obligations between that person and another party such as an employer”, which
defines the level of one party’s judgments of another party’s obligations and responsibilities in the mutual
relationship. Also, feedback and criticism, which function as positive informational reinforcement, increase the
level of contractual psychological attachment, which, in turn, increase the probability of establishing a long-term
relationship and increasing customer retention (Verlander & Evans, 2007).

Service firms use many programs to increase customer lock-in, such as discounts on virtual network, family
wireless communication packages, as well as evening and weekend discounts (Yanamandram & White, 2006).
Loyalty programs are also used. According to Colloquy (2000, cited in Lacey & Sneath, 2006), about 75% of
consumers in the U.S. have participated in at least one loyalty program. Warranties are also considered a good
lock-in tool that prevents customers from switching. Warranties provide limited services, such as maintenance
contracts, to ensure customers are committed to their suppliers. Morgan and Hunt (1994, p.23) describe being
committed as “believing that an ongoing relationship with another is so important as to warrant maximum efforts
at maintaining it”. Thus, “locking-in” mobile subscribers for long periods is one of the contract dimensions that
determine consumer commitment and retention (Lee et al., 2001).

8. Contract Longevity and Customer Retention

Mutual relationship classification has been perceived differently within relationship literature, ranging from
discrete transactions, through repeated purchase transactions, to long-term relationships, and full partners (Goffin,
2006; Mohr & Nevin, 1990; Webster, 1992; Alshurideh, 2010a,b). Mainly, scholars have also classified
relationship types based on specific factors such as transactions, closeness and longevity (Barnes, 1997; Bove &
Johnson, 2001). Some scholars have relied heavily on employing different relationship time dimensions and
have used different related concepts such as relationship longevity or duration (Bolton, 1998; Reinartz & Kumar,
2003; Fink et al., 2008). However, for Goffin (2006), it is useful to employ time dimensions in relationship
classification, but, in most cases, classifying relationships as long- or short-term based on time dimensions is
insufficient and useless while a long-term relationship may consist of just a single, small transaction such as the
placing of an order and its delivery.

In the mobile phone industry, contract longevity is distributed between two categories, namely, prepaid
telecommunication subscription services or post-paid telecommunication subscription services, which are
distributed mainly between 6, 12, 18, and 24-month contracts. According to Tingay (2009), who analysed data on
contract length, around 91% of respondents expressed a preference for contracts lasting 12 months; as this gave
them the chance to switch or remain with their current provider, depending on whether they could gain more
benefits from a new contract with another service provider or via contract renewal. One of the additional
attributes of the mobile phone sector is that it is easy for a mobile user to transfer from non-contractual
subscription to contractual subscription at any time and from contractual subscription to non-contractual
subscription when his or her contract period finishes.

In addition, a consumer should be able to choose from among a variety of mobile communication contracting
options and negotiate renewal issues when his or her contract is about to finish. The second purchase (contract
renewal) seems to be easier than the initial purchase (first contract), due to consumers accumulating information,
knowledge and experience through direct interactions with the products and services that suppliers offer after
their first point of product/service contact. Moreover, in the mobile phone sector, the main customer retention
issue of concern to suppliers is the “churn rate”. The churn rate in this area is concerned with planning and
analysing marketing activities towards accurate predictions of customer retention and turnover for future
perspectives (Fader & Hardie, 2006). Bowes (2008) found that the loss rate within the British mobile telecom
sector had increased from 33.4% in 2005 to 38.6% in 2007. Thus, mobile service organizations can work on
facilitating the process of making customers transfer from non-contractual status to the contractual ones or even
easily upgrading their contracts from low period contracts (for example one month contract) to longer ones (for
example six months contract). This can be done easily by highlighting and marketing properly the consequences
and accumulated benefits that a customer will gain or highlighting the amount of punishments that a customer
will surely redeem after upgrading the service contracts especially in the long-term (Alshurideh, 2010a; Al Kurdi,
2016).

9. Conclusion

After discussing what a contract means supported by summarizing the benefits of using such contracts, the
mobile contract is seen as a regulatory tool used by service firms to establish and maintain long-term
relationships with customers to protect their rights within agreed terms and conditions. In addition, the contract
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is considered a good tool for maintaining an existing customer-supplier relationship when it is adjusted or
renewed for another period of time. This is important as Dalen et al. (2006) estimated that about 50% of
contracts are renewed. Thus, suppliers have to give a brief description of the main elements of the contracts and
the relative importance of such contract features (Alshurideh, 2016c) because each contract has different terms
and conditions defining the basics of mobile phone use as well as the service procedures. Also, contracts have
various terms and conditions that regulate the relationship between the subscribers and operators regarding the
process of upgrading, renewing and terminating the services. The essential part of a contract is its regulation
items, which Baldwin and Cave (1999) describe as relating to activities that restrict behaviour and/or prevent the
occurrence of certain undesirable actions.
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