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Abstract

This article proposes and tests a structural equation model of perceived service value                        
of professional business services. Grounded on literature review, the paper develops                    
a conceptual framework, depicting the sequence of effects shaping client’s perceptions                      
of value. The research examines the proposed role of service provider’s trustworthiness                 
as a key contributor to perceived value. The obtained results confirm the hypothesised 
relationships among the constructs in the model and offer support for some of the proposed 
mediation effects. The paper contributes an additional insight into the relatively under-
researched field of marketing professional services to business buyers.
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Background and significance of research

Professional business services (PBS) are a distinct group of complex, continuous and costly 
services that are outsourced to specialised service suppliers. Management consultants, 
advertising and marketing research agencies, auditing, legal and IT firms are examples of 
such businesses. PBS suppliers use their sophisticated analytical skills, advanced professional 
knowledge and business expertise to provide highly customised solutions to each client’s
unique business problems. The services provided by professional business suppliers are of 
critical importance to clients (Thakor and Kumar, 2000), and usually have implications for the 
performance of  their core business. That is why delivering quality outcomes is vital with 
these services. PBS are also credence services (Darby and Karni,1973), as they are technically
and/or conceptually complex, which makes it difficult for a client to evaluate their quality not 
only before, but even after purchase and use of the service (Thakor et al, 2000). This creates 
buyer quality uncertainty and related purchase risk (Hill and Johnson, 2003). Due to the
service importance, high cost and high risks involved, the choice of PBS providers is typically 
a high involvement decision (West, 1997) in organisations. To minimise the perceived risk
inherent in such decisions, clients engage in search for information on the service provider’s
skills and competence prior to outsourcing the service. This enables clients to assess the 
supplier’s suitability for the job and to gauge the potential value of its service. Since 
perceived service value is the dependent variable in this research it is discussed in more detail 
next.

Conceptual Framework

Customer value, or utility, is of high importance to businesses, as it underpins market 
exchange, which is at the heart of the marketing discipline. Ravald and Gronroos (1996, p. 
23) maintain that supplier’s proposition has to be able to create net-value for buyers. That is,
customer value is produced when customer-perceived benefits of obtaining and using a 
product outweigh the perceived cost the buyer incurs in obtaining it. Thus, buyer-perceived 
future value of PBS is defined for this research as the client’s pre-purchase assessment of the
potential net utility the service supplier appears able to provide.

Many studies highlight the importance of trust in B2B exchanges and the centrality of 
supplier’s perceived trustworthiness in PBS (Fitzsimmons et al, 1998; Day and Barksdale, 
2003). Sirdeshmukh, Singh and Sabol (2002) provide empirical evidence that trust in the 
seller increases buyer’s perceived value. Similarly, this study posits that in a pre-relationship 
context (as in this research) supplier’s trustworthiness, a trust antecedent (Mayer et al, 1995)
will be an important driver of perceived PBS value. Hence, the first hypothesis is proposed
H1: The PBS supplier’s perceived trustworthiness increases perceived value of its services.

Prior research indicates that most commonly perceptions of an entity’s trustworthiness are 
influenced by three entity’s attributes: ability, integrity, and benevolence (e.g. Myer et al,
1995). Ability, or expertise has also been shown to be a sought-after attribute of a PBS 
supplier (Fitzsimmons et al, 1994; Day and Barksdale, 2003). On these grounds the next 



ANZMAC 2010 Page  3 of 8

       
Figure 1. Research Model

                    

hypothesis is formulated: H2 PB Supplier’s perceived expertise increases supplier’s perceived 
trustworthiness.
Fairness is also closely associated with trust (Morgan et al, 1994). That is, an exchange 
partner, who is seen as fair, is considered more trustworthy. LaBahn (1996) examined the 
effect of a correlate of fairness, fair price, on client’s trust in the context of PBS and found 
empirical evidence that fair compensation increases client’s trust in the service supplier.              
Compensation fairness is defined for this study as the degree to which the client perceives 
supplier’s price as equitable, given client’s perceptions of supplier’s underlying costs. On the 
basis of above-mentioned evidence it is proposed that, H3: The perceived PBS supplier’s 
compensation fairness is positively associated with supplier’s perceived trustworthiness.

Perceived value (PV) of PBS has been shown to increase with service provider’s 
methodology, problem recognition, global network [of associations] and relationship [skills]
(Patterson and Spreng, 1998);  supplier’s technical quality (i.e. reliability, technical expertise, 
specialised expertise, creativity) and functional quality (integrity, responsiveness, 
professionalism) Lapierre (1997). It appears that many of these supplier characteristics 
underpin supplier’s expertise, or ability to perform the job. Hence, the next hypothesis,      
H4: PB Supplier’s perceived expertise increases supplier’s perceived service value (PSV) .

Previous research has proven that fairness in an exchange and its correlate, price fairness 
increase perceived value (Xia, Monroe and Cox, 2004). Following this lead, a hypothesis 
about the causal link between this construct and the dependent variable is proposed as 
follows: H5: Perceived compensation fairness is positively associated with the perceived 
service value. 

To summarise, this research aims to test the proposition that when credence services, such as 
PBS, are marketed to clients, three causal relationships are activated: first, perceived PBS 
perceived expertise and perceived compensation fairness directly increase buyer’s perceptions 
of  future service value (H4-H5); second, perceptions of supplier’s trustworthiness positively 
impact service value (H2-H3); third, perceived trustworthiness increases perceptions of the 
future service value directly (H1). 
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It follows from the above three propositions that as expertise and fair compensation increase 
trustworthiness, they also increase service value indirectly through the effect of perceived 
trustworthiness on PSV. That is, perceived trustworthiness partially mediates the effect of 
expertise and compensation fairness on perceived service value. Additional support for 
proposing such a mediating role for trustworthiness is found in the extensive relationship 
marketing (RM) literature. Multiple RM studies have shown that trust act as a mediator 
between various relationships antecedents (e.g. seller’s expertise, communication, relationship 
investment, similarity) and some typical RM outcomes such as relationship continuity, 
customer loyalty, and partners cooperation (Palmatier, Dant, Grewal and Evans, 2006). Since 
these outcome variables are positive correlates of value, it can be proposed that:               

H6: Trustworthiness will partially mediate the effect of expertise on perceived service value;
H7: Trustworthiness will partially mediate the effect of fair compensation on perceived 
service value.

Research Design, Data Collection and Data Analysis

Structural equation modeling was employed to test the model. More specifically partial least 
squares (PLS) path modeling was utilised, because of its suitability for studies like this one, 
aiming to predict the dependent variable. To estimate the model SmartPLS 2.0 (Ringle, 
Wende and Will, 2005) was used. The model consists of reflective constructs only, and these 
were measured by multi-item scales, validated by previous research studies in marketing. For 
example, the Trustworthiness and Expertise measures by Newel and Goldsmith (2001), were
used to measure Perceive Trustworthiness and Perceived Expertise in the model.

To test the proposed model of perceived value, advertising services were chosen as an 
example of PBS (Gummesson, 1978), and data were collected from marketing directors of 
medium and large Australian companies, by mailing out a self-administered, pretested survey.
A database of Australian advertisers from all states of the country, compiled by the author 
from various sources, was used as a sampling frame. Hundred and sixteen valid responses
were obtained this way, resulting in a net response rate of 27%. The sample size is relatively 
small which provides further justification for selecting PLS as a model estimation technique, 
as PLS is very well suited to handle smaller sample sizes (Chin, 1998). Since all data were 
collected by the same data collection instrument, a test for common method bias (CMB), 
using the Herman’s one - factor test (Podsakoff, MacKenzie, Lee and Podsakoff, 2003) was 
performed. The unrotated solution resulting from a principal component analysis of the data 
indicated there was no single factor emerging, neither did one general factor account for more 
than 50% of the variance. This provides assurance that CMB is not likely. The absence of 
non-response bias (Armstrong and Overton, 1977) was also established using t-tests to 
compare early and late respondents on a range of variables.

The data analysis was conducted in line with the recommended in the PLS path modeling 
literature (Chin,1998; Tenenhaus, Esposito Vinzi, Chatelin and Lauro, 2005) two-step 
validation procedure: validate first the measurement model, then the structural model.
Construct reliability was tested by checking unidimensionality of measures first (Gerbing and 
Anderson, 1988), using Principal Component Analysis (PCA). The first eigenvalue for each 
construct (from PCA analyses) was greater than one, while the second was smaller than one, 
thus uni-dimensionality was supported (Tenenhaus et al, 2005). The high Cronbach’s alfa 
coefficients (all exceeding 0.86) provided additional evidence for unidimensionality.
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Convergent validity was assessed against the three Fornell and Larcker’s (1981) criteria.       
In this study all item factor loadings exceeded 0.7 and were significant (as per the 500-sample 
bootstrap estimate). The scales’ composite reliability surpassed 0.9. Finally, average variance 
extracted (AVE) exceeded 0.5; it was 0.71 for Expertise, and the others three constructs’ 
scored over 0.80.

Next, discriminant validity was assessed using the Fornell and Larcker (1981) criterion. The 
AVE of each latent variable (LV) was higher than the squared correlations of this construct 
with any other construct in the model. Also, the square root of each LV’s AVE was compared 
with the correlations of this LV with all the other constructs, and these were lower than the 
square root of AVE by a sizeable margin, providing further evidence of discriminant validity. 
Finally, the cross-loadings of the measured variables were examined, which showed that all 
the indicators measuring one LV had by far higher loadings on this LV, than on the LVs they 
are not supposed to measure. The above tests provide sufficient evidence for the outer model 
validity, thus it was accepted.

The structural model was assessed by first, examining the coefficients of determination, R²
for each endogenous variable. In the model R² for the DV, Perceived Value, is 0.606, i.e. the 
antecedents explain together more than 60% of the variance in the DV. This result is very 
close to 0.67, which Chin (1998) terms a“significant” R². The R² of supplier’s Perceived 
Trustworthiness is 0.360, which according to Chin (1998) is moderate. It is, however accepted 
as adequate, because if an endogenous variable is predicted by only one or two LVs, then 
moderate R² are acceptable (Henseler, Ringle and Sinkovicz, 2009). In this model Trust-
worthiness has only two predictors: Expertise and Fair Compensation. In brief, judging by the 
R², the model appears capable to predict the dependent variables. Additionally, the Goodness-
of-Fit index for the model was calculated (Tenenhaus et al, 2005). This index is 0.624, a value 
considered good. Using blindifolding procedure the predictive relevance Q² was also 
calculated by means of cross-validated (cv)- communality and cv-redundancy (i.e. Stone-
Geisser’s Q²) for the DVs. Both indexes turned out to be positive (Chin, 1998), thus
confirming the model’s predictive power. 

Next, the standardised paths coefficients were examined. All beta coefficients were positive, 
in line with the hypotheses, which provides “a partial empirical validation of the theoretically 
assumed relationships between latent variables” (Hanseler et al, 2009, p.304). Further, all path 
coefficients exceeded 0.200 (Chin,1998) and were statistically significant (p < 0.05,2-tail
test).

Table 1: Results from testing the research hypotheses

No Hypothesis Beta 
Coefficient

T- Value p- value,
two-tail ed test

Conclusion

H1 Trustworthiness –> Perceived Value 0.220 2.013 p < 0.05 Supported
H2 Expertise - > Trustworthiness 0.269 2.467 p < 0.02 Supported

H3 Fair Compensation - >Trustworthiness 0.428 3.965 p < 0.001 Supported
H4 Expertise - > Perceived Value 0.283 3.821 p < 0.001 Supported

H5 Fair Compensation - >Perceived Value 0.445 5.244 p < 0.001 Supported

The highest in magnitude β-coefficient is for Fair Compensation-PV, i.e. 0.445, thus contri-
buting 51% in PV’s R², while Expertise accounts for 27%, and Trustworthiness – for 22% in
R² (Tenenhaus et al, 2005). These results support hypotheses H1-H5, hence they are accepted.
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The two mediating hypotheses were tested using the causal step approach by Baron and Kenny 
(1986). As a result of conducting respective regression tests, using PLS, all four conditions 
for mediation (partial in this study) (Baron and Kenny,1986) were present for both expertise-
trustworthiness - PV and fair compensation-trustworthiness –PV. However, upon calculation 
of Sobel test statistic (Sobel,1982) to assess if the two indirect effects are signify-cant, the 
Sobel test statistic (z) for the former was less than the required score of 1.96 to prove 
significance (i.e. z =1.71, p = 0.08, 2-tailed test);  z for the latter was only marginally below 
this level (z = 1.84, p = 0.06, 2-tailed test), and thus was considered significant. As a result,
H6, that trustworthiness partially mediates the effect of expertise to PSV was rejected, and
H7, that trustworthiness partially mediates the effect of fair compensation to PSV, was 
accepted.

Discussion of Research Results, Implications and Limitations 

The results provide empirical evidence that perceived expertise, compensation fairness and 
supplier’s trustworthiness are strong, statistically significant predictors of PBS’s value, as 
perceived by buyers before the purchase. This finding extends B2B services marketing 
knowledge on determinants of perceived value, in the specific pre-purchase context. As 
mentioned before research in this field of marketing is relatively scarce. The results also 
corroborate previous research findings that trustworthiness increases service value
(Sirdeshmukh et al, 2002). Thus the present study is consistent with prior research in
marketing. 

This research also found empirical evidence that trustworthiness partially mediates the impact 
of fair compensation on PSV. This means that some of the influence of fair compensation on 
value is transmitted indirectly through the effect of trustworthiness on perceived value. This 
finding highlights the importance that perceived trustworthiness plays in marketing credence 
services. PBS suppliers should always bear in mind that credence services’ quality is 
imperfectly observable before and even after purchase and hence very hard for buyers to
evaluate before the service is outsourced and used. Therefore the role of other factors become 
important in building perceived value and winning a new client. The research provides 
empirical evidence that supplier’s perceived trustworthiness has the effect of building more 
perceived service value and hence enhances buyer’s confidence in the service provider.
Implications for managers centre around the need to focus on ways in which their firm’s 
perceived trustworthiness can be improved. An insight as to what factors increase perceived 
trustworthiness is also provided by the study. It found that supplier’s expertise and perceived 
compensation fairness are positively related antecedents to perceived supplier’s trust-
worthiness and have a combined direct effect of 78 % in the variance of this construct. Given 
this finding, it follows that PBS managers should place strong emphasis on demonstrating and
communicating their expertise to their perspective clients in such a way as to maximise the 
impression of being highly competent. Parallel to this, they should also research perspective 
client’s reasoning of what according to these clients constitutes fair compensation and should 
use this intelligence to improve the ways in which they structure and communicate their 
remuneration.

The research has some limitations, for example it has only examined one particular type of 
PBS. More research on other services from the same group would be beneficial in 
corroborating and expanding these findings. 
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