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Abstract

Purpose — The paper aims to identify which factors determine (German) retail banking customers’
intention to adopt a new remuneration system for financial advice. The new system is a pay-per-use
advisory model that supersedes existing commission-based advisory approaches.
Design/methodology/approach — The paper develops and tests a comprehensive conceptual
framework that includes perceived innovation characteristics, relationship quality, and
socio-demographic and psychographic variables to explain adoption intentions of the new
remuneration system. The data come from a survey among clients of a large German retail bank.
Findings — Perceived innovation characteristics (i.e. relative advantage) largely determine the
intention to adopt the fee-based advisory model. Consumer and relationship quality variables do not
directly impact adoption intentions, but have an indirect effect through influencing perceived
innovation characteristics and moderating their relative importance. Relationship quality indicators,
such as satisfaction with the current service and trust in the bank or its employees, do not impact
customers’ intentions to switch to the new remuneration system.

Research limitations/implications — The paper describes a (case) study using data from a large
German retail bank. Future research may investigate the findings’ (international) generalizability
using different datasets and also assess additional drivers of customers’ intentions to adopt a fee-based
advisory model.

Practical implications — The results suggest that banks should always explain the relative
advantage of financial service innovations to their clients, as existing satisfaction and trust levels are
not sufficient to ensure adoption.

Originality/value — This is the first paper examining the adoption of a new remuneration system for
financial advice in the retail banking industry. By assessing a variety of variables the authors increase
understanding of why customers adopt or reject such complex and difficult to evaluate service
innovations.

Keywords Fee-based advice, Financial advice, Innovation adoption, Remuneration scheme,
Retail banking, Financial services, Innovation, Remuneration, Banking, Financial information,
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1. Introduction

Today’s banking industry faces several challenges: increased competition, stricter
regulation, and customers who are increasingly sophisticated, price-conscious, and
discriminating in evaluating banking services (Beckett et al, 2000; Calik and Balta,
2006; Fandos Roig et al., 2006; Goode and Moutinho, 1995; Ozdemir and Trott, 2009).
Alongside this, the financial crisis caused a tremendous loss of customer trust,
especially in Europe (Edelman, 2010). European regulators complain about opaque fee
structures concerning bank products, insufficient consumer protection, and the
inherent conflicts of interest between financial advisors and their clients (Kuneva,
2009). Most of the criticism concerns the traditional commission-based remuneration
model, which is judged to be mostly profit-driven and not always in the best interest of
consumers (Commission of the European Communities, 2009; Federal Ministry of Food
Agriculture and Consumer Protection, 2010; Financial Services Authority, 2010).
Similarly, academics criticize the traditional coupling of product and consultation as
principal-agent problems may cause a “commission-bias” (Maas and Graf, 2008; Van
Dijk et al., 2008). This bias constitutes a threat to investors’ wealth and raises doubts
about the added value of financial advisors (Bergstresser et al, 2009; Van Dijk ef al,
2008). In sum, current market conditions give rise to rethink the existing
commission-based remuneration model to restore consumer trust, which is a
fundamental premise for successfully providing financial services (Beckett et al., 2000
Branca, 2008; Cox, 2007; Tyler and Stanley, 2007).

An often-mentioned alternative to the current commission-based remuneration
scheme is a fee-based remuneration model. This approach separates the advisory
process from downstream product sales. Financial advisors operating in a fee-based
advisory environment are paid exclusively for their time, expenditures, and know-how,
not for the products they sell. Consequently, potential systematically embedded
conflicts of interest in a client-advisor relationship, namely the selling of preferably
high-commission products, is largely diminished (cf. Rauch, 2011). Proponents of a
fee-based advisory approach argue that customers benefit from more
cost-transparency, independent advice, and a better fit between financial products
sold and customers’ actual needs (Habschick and Evers, 2008; Ostarhild, 2010; Rauch,
2011; Reents ef al., 2009). Although this fee-based advisory model is well established in
Anglo-Saxon countries, such as the USA or the UK (Fischer and Nagl, 2010; Rauch,
2011), bank customers in continental Europe are still used to receiving prima facie
financial advice at no charge. A fee-based advisory model thus holds innovative
characteristics, and the current market share of this remuneration concept is still low in
continental Europe. In Germany, for example, less than 1 percent of retail bank
customers currently pay their advisor according to this remuneration system
(Hinterberger, 2010; Lepold, 2011).

The aim of this study is to identify the drivers of German retail bank customers’
intentions to adopt the fee-based advisory model as a new remuneration scheme to pay
for their financial advice. Knowledge of these drivers is of particular interest as
innovation failure rates are generally high and cost-intensive (De Brentani, 1995;
Gourville, 2005). For banks it is crucial to understand which customers are first to
adopt a new service to identify the most rewarding marketing targets (Lassar et al,
2005, p. 177). The current study helps bank managers to identify consumer innovators
that act as catalysts for the successful diffusion of innovations such as the fee-based
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advisory model (Im et al., 2003; Rogers, 2003). As many bank managers acknowledge
the need for business model innovations and have the propensity to make further
investments, especially regarding compensation schemes, this study’s results provide
valuable strategic insights to them (McKinsey Quarterly, 2007).

This study extends previous work in bank marketing by combining key findings
from different areas of research, namely relationship marketing and innovation
diffusion research, to develop and test a comprehensive conceptual model of the
determinants of retail banking customers to adopt a fee-based advisory model. The
model simultaneously incorporates perceived innovation characteristics, elements of
relationship quality, as well as a wide range of socio-demographic and psychographic
control variables. By clarifying the relative importance of these different decision
drivers in explaining customer intention to adopt a specific financial service
inovation, this study contributes to the further development of bank marketing
theory. Moreover, by investigating the possible interactions between innovation and
adopter-related characteristics (Arts et al, 2011) we extend recent work that examines
how socio-demographic client characteristics can moderate the impact that product
characteristics have on their financial decision-making (Morrin et al., 2011). In contrast
to prior adoption studies that frequently examine more matured innovations and often
concern new distribution channels such as internet banking, this study examines
customers’ intention to embrace the introduction of a new, market-induced,
remuneration scheme for financial advice. This innovation potentially heralds a
paradigm shift in the financial services industry, is still in its infancy, and has not
received research attention to date. Finally, this study responds to calls from public
media and policy makers to investigate alternative and more customer-based
remuneration models in retail banking.

The remainder of this paper is organized as follows. Section 2 reviews relevant
literature. Section 3 introduces the conceptual framework and hypotheses. Section 4
presents the data and methodology. Section 5 empirically tests the conceptual model.
Section 6 concludes.

2. Literature review
2.1 Financial services industry and the role of advisors
Financial services and in particular bank advisory services possess several unique
characteristics. They are risky and complex, and often difficult to evaluate in terms of
quality and benefits (Beckett et al., 2000; Davies, 1996; Easingwood and Mahajan, 1989;
Maas and Graf, 2008). This exacerbates the introduction of new service offerings.
Lovelock (1983) notes that banking services are directed at people’s intangible assets.
Customers face difficulties in judging the quality of these services as they are
heterogeneous, co-developed with the customer, and the service outcome is not always
clear a priori (Davies, 1996). As such, financial (advisory) services hold many credence
attributes (Nelson, 1970). Credence services involve uncertainty, resulting from a lack
of pre-purchase knowledge and information, and thus imply higher risk. Such services
induce a greater reliance on personal information sources as well as greater
information search (Mitra et al., 1999).

Clients of financial services often view financial advisors as their key source of
information and seek their personal advice to reduce purchase risk (Beckett et al., 2000;
Capon et al., 1996; Lee, 2002). Financial advisors are responsible for customer value



creation by assessing and presenting personalized proposals to customers, reducing
search costs and information asymmetries, and overcoming the sometimes weak
self-control of customers (Crosby et al., 1990; Eisingerich and Bell, 2006; Fandos Roig
et al, 2006; Statman, 1999; Van Dijk ef al, 2008). Nevertheless, considering the
ambiguous nature of financial services and current industry characteristics, it remains
challenging for clients to be certain whether their advisors act fair, independent and in
their best interest, often even after receiving the advice (Davies, 1996). Consequently, as
risk remains an obstacle whenever financial advice is needed, the role of trust is
important.

Trust plays a key role in situations that involve high vulnerability, risk and
interdependence (Ennew and Sekhon, 2007; Maas and Graf, 2008), as it is considered a
prime mechanism for reducing customers’ uncertainty (Tyler and Stanley, 2007).
Generally, trust is acknowledged to have a beneficial influence on customer attitudes,
intentions, and behaviors (Swan et al., 1999). Trust related to financial services is vital
for business success (Howcroft ef al, 2003; Tyler and Stanley, 2007). It influences the
selling of risk-based products (Cox, 2007), and is positively related to the intention to
adopt financial service innovations such as internet banking (Yousafzai et al., 2009).

2.2 Adoption of financial service innovations

Prior studies on the adoption of financial service innovations suggest several factors
that may be relevant for customers’ intention to adopt a new remuneration scheme for
financial advice such as the one studied in this paper. From a customer’s perspective,
innovations need to offer components such as “exceptional utility at an attractive
price” (Kim and Mauborgne, 2000, p. 130), “incremental profit” (Webster, 1969, p. 37) or
generally provide unique benefits and better value than previously available services
(Cooper and de Brentani, 1991; Easingwood and Storey, 1991). From a provider’s
perspective, the new financial product’s uniqueness/superiority or the quality of
service delivery is important for its successful diffusion (Cooper and de Brentani, 1991).
Effective marketing communications, sufficient launch preparation as well as
marketing and financial synergy are essential (Cooper ef al, 1994). Despite the
importance of perceived innovation characteristics and firm-specific factors for the
successful introduction of an innovation, personal characteristics may also influence
adoption behavior (Branca, 2008; Im ef al., 2003; Rogers, 2003). Rogers (2003, p. 22)
classified people according to their degree of innovativeness, meaning “the degree to
which an individual is relatively earlier in adopting new ideas than other members of a
system”. He finds that early adopters possess distinctive socio-economic and
psychographic characteristics in comparison with late adopters.

3. Conceptual framework

The conceptual framework proposes that customers’ intention to adopt a fee-based
advisory model is a function of relationship quality, perceived innovation
characteristics, and a set of socio-economic and psychographic characteristics (see
Figure 1). This notion is congruent with major findings from diffusion research
(Rogers, 2003; Tornatzky and Klein, 1982). However, prior research largely disregarded
findings from relationship marketing literature. We include relationship quality as
expressed by satisfaction and trust as key antecedents of customers’ intention to adopt
the fee-based advisory model. Satisfaction with the commission-based advisory
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Figure 1.
Conceptual model
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Notes: Al = adoption intention; TST P = trust in bank; TST A = trust in personal adviser;
SAT = satisfaction; RADV = perceived relative advantage; RSK = perceived risk;
LENGTH_ADV = relationship length personal adviser; DI = (domain-specific)
dispositional innovativeness; RSK AV = risk aversion; EXP = investment expertise

approach serves as a standard of evaluation to which people compare the possible
value of the new alternative. Comparing the innovation to the entrenched alternative is
a key issue in adoption processes (Geyskens et al., 1999; Selnes, 1998). Trust, as the
second component of relationship quality, only recently received academic attention in
inovation adoption studies and is a key element for innovative behavior, especially in
the risky context of financial services (Lee ef al., 2007; Mukherjee and Nath, 2003). We
measure trust on two levels:

(1) the provider level; and;
(2) the advisor level.

Further, we include two important innovation characteristics:
(1) perceived relative advantage; and
(2) perceived risk.

Both are well-known and often-used predictors for innovative behavior (cf. Arts et al,
2011; Tornatzky and Klein, 1982). Lastly, a review of the innovation diffusion literature
provided a battery of socio-demographic and psychographic control variables.

3.1 Relationship quality

Past research in relationship marketing tends to treat trust and customer satisfaction
as a combined higher-order construct, namely relationship quality, and links this
construct to behavioral and attitudinal outcomes (cf. Crosby ef al., 1990; De Wulf et al.,



2001). However, although the two constructs seem to be related, empirical evidence
suggests that they should be treated separately (cf. Geyskens et al., 1999; Szymanski
and Henard, 2001) and that satisfaction is an antecedent of trust (Geyskens ef al., 1999).

3.1.1 Customer satisfaction. Customer satisfaction is a key variable for many
behavioral and attitudinal outcomes (cf. Szymanski and Henard, 2001; Y1, 1990) and is
considered to be a central element of evaluation for a variety of marketing-related
activities (Goode and Moutinho, 1995). Relationship literature noticed the crucial role
that customer satisfaction plays for relationship continuity (Patterson ef al, 1997,
Selnes, 1998), especially in a banking context (Dimitriadis, 2010). According to
Anderson et al. (1994, p. 54), “cumulative customer satisfaction is an overall evaluation
based on the total purchase and consumption experience with a good or service over
time”. Satisfaction has a positive impact on purchase intentions (Anderson and
Sullivan, 1993; Cronin and Taylor, 1992; Rajaobelina and Bergeron, 2009),
word-of-mouth and cross-buying (Dimitriadis, 2010), and loyalty (Bloemer et al,
1998; Fandos Roig ef al., 2009). Satisfaction with previous interactions or outcomes
leads to higher levels of trust, respectively to significant improvements of one’s
credibility and perceived benevolence (Johnson and Grayson, 2005).

Although previous literature stresses the positive effects of customer satisfaction on
several behavioral outcomes, innovation-related research provides a somewhat
different viewpoint. Gourville (2005) points out that customers tend to irrationally
undervalue an innovation relative to the entrenched alternative. This biased behavior
originates from loss aversion, reference dependence, and a status quo bias. Additional
support for the negative relationship between customer satisfaction and the intention
to adopt an innovation shows that when customers are satisfied with their current
situation, they might see little reason to change and consequently have a tendency to
resist to an innovation (Ram, 1987; Sheth, 1981). Devlin and Yeung (2003) find that
greater satisfaction with different elements of in-branch financial services discourages
people from using an alternative service offering (i.e. internet banking).

HI. Customers’ satisfaction with the current advisory model is positively related
to (a) the level of trust towards the financial service provider and (b) the level
of trust towards the personal financial advisor.

H2. Customers’ degree of satisfaction with the current advisory service is
negatively related to the intention to adopt a fee-based advisory model.

3.1.2 Consequences of trust. Trust is an important component in the development and
sustainability of business relationships (Bejou ef al., 1998; Morgan and Hunt, 1994).
Specifically in case of financial services, which are characterized by a high degree of
human interaction, credence/search qualities, and perceived risk, trust plays an
important role (Branca, 2008; Davies, 1996; Tyler and Stanley, 2007), and is
personalized rather than institutional (Beckett ef al, 2000; Maas and Graf, 2008).
Ozdemir and Trott (2009) identified a lack of trust as a hindering factor for the
adoption of internet banking. Similarly, Grabner-Kriuter and Faullant (2008) illustrate
the influence of internet trust on risk perception and consumer attitudes towards
internet banking. Mukherjee and Nath (2003) found a causal relationship between trust
and commitment and emphasize that future commitment of the customer to online
banking depends on perceived trust. Lee et al (2007) noted that consumers’ trust had a
significant influence on the adoption of mobile banking services.
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H3a. Trust in one’s financial service provider is positively related to the intention to
adopt a fee-based advisory model.

H3b. Trust in one’s personal financial advisor is positively related to the intention
to adopt a fee-based advisory model.

3.2 Perceived innovation characteristics

Prior studies show that perceived innovation characteristics have a significant effect
on adoption intentions and behavior (Arts et al., 2011; Rogers, 2003; Tornatzky and
Klein, 1982). Perceived innovation characteristics are claimed to be better predictors of
innovativeness than personal characteristics (cf. Arts et al, 2011; Lockett and Littler,
1997; Ostlund, 1974). The list of potential predictor variables is compelling (cf.
Tornatzky and Klein, 1982) and their importance differs across studies (Holak and
Lehmann, 1990). A thoughtful, context-specific, and goal-directed selection of relevant
innovation attributes is thus indispensable.

Rogers’ innovation characteristics received widespread academic attention
throughout the last decades in varying fields of research and proved to be of
consistent influence for the rate of adoption of an innovation (Rogers, 2003). According
to a recent meta-analysis, innovation characteristics are able to explain 36 percent of
the observed variance for adoption intention (Arts et al, 2011). Particularly, relative
advantage or “the degree to which an innovation is perceived as being better than the
idea it supersedes” (Rogers, 2003, p. 229) has one of the most consistent relationships to
adoption (Rogers, 2003; Tornatzky and Klein, 1982). Studies related to financial
services (e.g. direct banking, internet banking, mobile banking) support the positive
relationship between relative advantage and adoption intention or behavior (Frambach
et al., 1998; Gounaris and Koritos, 2008; Kolodinsky et al, 2004; Lockett and Littler,
1997; Puschel et al., 2010).

Similarly, perceived risk plays a prominent role in the innovation literature as the
decision to adopt an innovation involves subjective judgments concerning the potential
outcomes and consequences of this decision in an environment of uncertainty (Cox and
Rich, 1964; Taylor, 1974; Webster, 1969). Ostlund (1974, p. 24) defined perceived risk as
the “degree to which risks are perceived as associated with the innovation”. In this
context, higher levels of risk are often associated with (new) services (Flynn and
Goldsmith, 1993; Mitchell and Greatorex, 1993). This counts especially for the
introduction of new financial services due to their intangibility and credence qualities
(Bejou et al., 1998; Davies, 1996; Mitra et al., 1999). Adoption studies in the field of
financial services innovations showed that perceived risk often has a direct negative
effect on consumers’ adoption behavior (Koenig-Lewis et al., 2010; Kolodinsky et al.,
2004; Lockett and Littler, 1997; Ozdemir and Trott, 2009; Riquelme and Rios, 2010).

H4. Perceived relative advantage is positively related to the intention to adopt a
fee-based advisory model.

Hb5.  Perceived risk is negatively related to the intention to adopt a fee-based
advisory model.

3.3 Socio-demographic and psychographic control variables
We include a number of socio-demographic and psychographic control variables.
Concerning socio-demographics, we include gender, age, income, education, and



relationship length (advisor-level). Most of them are widely used in adoption studies
(cf. Gatignon and Robertson, 1985; Im et al., 2003; Im et al., 2007; Prins and Verhoef,
2007; Rogers, 2003; Tellis et al, 2009). Regarding psychographics, dispositional
innovativeness is considered as a personality trait that reflects one’s predisposition to
buy new products and brands rather than to continue with previous choices and
consumption patterns (Steenkamp ef al, 1999). As the adoption of an innovation
generally involves risk (Lockett and Littler, 1997), and innovators are ought to be better
able to cope with risk (Rogers, 2003), we also include risk aversion in our framework.
Additionally, we include investment expertise, as an indicator of bank customers’
knowledge and experience. Customers with more expertise may be better able to strip
down the disadvantages of the present remuneration scheme and thus be more likely to
adopt the fee-based advisory model.

4. Methodology

4.1 Data collection

Customer data were collected via a self-administered online questionnaire sent by
e-mail. A (branch of a) large German retail bank agreed to collaborate in the study and
handled the data collection process. The bank is representative for the most prevalent
chain of retail banks in Germany. In 2010, the particular branch had 4,900 employees
handling over 1,700,000 client accounts. While developing the questionnaire, in-depth
interviews with bank customers, managers, and industry experts ensured a holistic
view of the topic (cf. Branca, 2008). Part of these interviews was a paper-based pretest
to assess face and content validity of the questionnaire and its scale items in particular.
Based on the pretest results, the survey was improved regarding the sequence of the
questions, item wording, and response format.

The actual sample was randomly selected from the bank’s client database and
included a total number of 5,000 customers. In total, 429 completed questionnaires were
returned, representing a response rate of 8.6 percent. We compared early and late
respondents to test for non-response bias, but find no significant differences in the
variables of interest, which makes it unlikely that selection bias affects our results
(Armstrong and Overton, 1977). As relationship quality is a key aspect of this study,
we include in our final sample only the 245 bank customers who had a relationship
with a personal bank advisor at the time of the survey.

4.2 Sample characteristics

The respondents are predominantly male (78 percent) with a mean age of 54 years
(SD = 12.08). Around 78 percent of respondents has a net monthly income of more
than €2,500. The sample is relatively highly educated with around one third of the
respondents holding a university degree (32 percent) and half a university-entrance
diploma (49 percent). The majority (65 percent) had a relationship with their current
bank advisor of up to five years, whereas only a minority knows their personal advisor
longer than 12 years (16 percent).

4.3 Measures

All measurement scales were based upon existing scales, modified to fit the context of
bank services (see Table I). In conjunction with perceived innovation characteristics,
we measured perceived risk via three items from Cox and Cox (2001). As no German
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Table L.
Measures

Item label

Constructs

Authors

Relationship quality
Trust (institutional level): Bank X ...

TST_P1
TST_P2
TST_P3
TST_P4

... 1s a reliable counterparty

... can be relied upon to keep its promises
... 18 trustworthy

... 1s overall and honest counterparty

Trust (advisor level): my bank advisor ...

TST_A1l
TST_A2
TST_A3
TST_A4

... 18 trustworthy

... can be relied upon to keep his/her promises
... puts customers interests before his/her own
... 1s always honest when dealing with me

Satisfaction (sub-dimensions)

SAT_1
SAT_2
SAT_3
SAT 4
SAT_5
SAT_6

SAT_7

Professional competence of your financial advisor

Situation

Distinctness and clarity concerning dues and fees of
the recommended products

Overall performance/rate of return of the
recommended financial products

Cost/performance ratio of the recommended
products

Range and quality of in-house products and products
from affiliated companies

Range and comprehensibility of the information
provided and communicated through the bank advisor

Innovation characteristics
Perceived relative advantage

RADV_1

RADV_2

RADV_3

RADV_4

RADV_5

RADV_6*

RADV_7

RADV_8*

A fee-based advisory model increases the
distinctness and clarity concerning dues and fees of
recommended products

A fee-based advisory model advances the cost/
performance ratio of recommended products

By making use of a fee-based advisory model, I save
the commissions previously paid by the bank, and
consequently make a better overall performance (rate
of return) with my investments

A fee-based advisory model leads to better product
selection — product recommendations are more
objective and customer-oriented

A fee-based advisory model allows bank advisors to
recommend in-house products as well as products
from third parties, dependent on clients’ needs

A fee-based advisory model is an additional source of
revenue for banks — for clients hardly anything would
change except for additional costs interms of extra fees
A fee-based advisory model allows the advisory
process to become more customized

Services

Tax et al. (1998)

Based on Crosby et al. (1990)

Crosby et al. (1990)

Deduced form a
conceptualization used by
Evans et al. (2000)

Combined results from mass
media (newspapers,
magazines, online databases)
and qualitative research

(continued)




Item label Constructs

A fee-based

Authors

Perceived risk

RSK_1 Getting fee-based advice is risky
RSK_2 Fee-based advice can lead to bad results
RSK_3 Fee-based advice has uncertain outcomes

Personal characteristics (psychographies)
Domain-specific dispositional innovativeness

DI_1 When I get confronted with new financial products
or services, I'm reluctant to give them a try

DI 2 If I am satisfied with financial products or services, I
rarely switch from them just to try something new

DI_3 I rarely buy new financial products or services before
other people do

DI 4 I do not lie to buy new financial products or services

before other people do
Risk aversion

RSK_AV1 I would rather be safe than sorry
RSK_AV2 I want to be sure before I purchase anything
RSK_AV3 I avoid risky things

Investment expertise
Exp_1 Knowledge of financial products and services
Exp_1 Experience with financial products and services

Intention to adopt (dependent variable)

Al How important would it be for you to have the
opportunity to make use of a fee-based advisory
service at your current bank X?

advisory model
Cox and Cox (2001)

Socio-demographics, psychographics, and relationships (control of variables)

Gender Male (= 1), female (= 2)
Age What is your age?
Income What is your current net household income per
month? (1 =< €500, 2 = €201 — €1, 000, ...
9 = €4,001 — €4,500, 10 => €4, 500)
Education Please indicate your highest educational level
(1 = elementary school, 4 = some university degree)
Length_ ADV  How long have you known your current bank

advisor at bank X? (1 =0 — 2 years,2=3 -5
years, ... 5 => 12 years)

Notes: All items, unless otherwise indicated, were measured using a five-point Likert scale
(1 = strongly disagree/very dissatisfied/very unimportant/not knowledgeable at all/very
inexperienced to 5 = strongly agree/very satisfied/very important/very knowledgeable/very much

experienced). Asterisks indicate reverse-coded items

111
Steenkamp and Gielens
(2003)
Donthu and Gilliland (1996)
Bell et al. (2005)
New item
Table 1.

bank implements a fee-based advisory approach yet, innovation experience among
bank customers is limited. Consequently, our eight-item scale to measure relative
advantage is a reflective, multidimensional construct based on a content analysis from
mass media publications (newspapers, magazines, etc.) and discussions with bank
managers/industry experts regarding the nature and advantages of a fee-based
advisory model. This approach is similar to that followed by Frambach et al. (1998) and
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is consistent with the notion that the conceptualization of perceived relative advantage
is highly innovation specific (Rogers, 2003).

Relationship quality was measured using three different scales. Advisor trust
measured the trust in the salesperson using four items from Crosby ef al. (1990). Bank
trust is a four-item scale based upon a combination of the work of Crosby et al (1990)
and Tax et al (1998). Seven items from Evans et al (2000) measured satisfaction with
the current advisory service. This measure includes various dimensions of the
advisory service (e.g. advisor competency, cost-performance ratio of the recommended
products).

The socio-demographic and psychographic characteristics are measured following
prior research. Dispositional innovativeness is measured using four items by
Steenkamp and Gielens (2003). These items were made domain-specific, as
domain-specific innovativeness ought to tap “a deeper construct of innovativeness
more specific to an area of interest” (Citrin ef al., 2000, p. 296). The scale to measure risk
aversion is based upon the work by Donthu and Gilliland (1996) and measures “the
degree to which a person expresses a [general] desire to avoid taking risks” (Bruner
et al, 2005, p. 491). Investment expertise relates to customers’ knowledge and
experience with financial products and services and was adopted from Bell et al. (2005).
The socio-demographics (gender, age, income, education, relationship length with
advisor) were measured as depicted in Table .

Lastly, to measure adoption intention, we used a single-item scale asking
respondents how important it is for them to have the opportunity to receive fee-based
advice through their current bank institution in the future. Here, importance served as
a proxy for adoption intention. Although structural equation modeling (SEM) and
scale-related literature generally favor the use of multi-item measures (Netemeyer ef al.,
2003), the use of single-item measures is not unusual in established SEM research
(Baumgartner and Homburg, 1996) and is also theoretically well grounded in the social
sciences (cf. Martenson, 2008).

4.4 Scale reliability and validity

We employed confirmatory factor analysis and several statistical procedures to test the
scales’ reliability and validity. After dropping some items because of low loadings or
high cross-correlations, we derived an acceptable measurement model using maximum
likelihood estimation (chi-square fit index divided by degrees of freedom
(x?/df) =1.68, goodness of fit index (GFI)= 0.84, comparative fit index
(CFI) = 0.94, incremental fit index (IFI) = 0.94, Tucker-Lewis index (TLI) = 0.92,
root mean squared error of approximation (RMSEA) = 0.053). We deleted three items
from the “relative advantage® construct, one item from the “trust advisor” construct,
and two items from the “satisfaction” construct.

We found evidence for convergent validity and unidimensionality because all items
load significantly on their posited underlying construct and insignificantly on all other
constructs. Furthermore, except for dispositional innovativeness, every construct’s
average variance extracted (AVE) exceeded the established benchmark of 0.50 (Fornell
and Larcker, 1981).

To establish discriminant validity, we note that the intercorrelations between the
latent constructs (= two standard errors) did not include unity (Anderson and Gerbing,
1988) and none of the correlation coefficients among the latent constructs exceeded the



cut-off point of 0.85 (Kline, 2005). Moreover, the AVE of each latent construct was
greater than its squared correlations with other constructs (Fornell and Larcker, 1981).
See Table II for details.

All scales were reliable (see Table III) as Cronbach’s « ranged from 0.73 to 0.94,
exceeding the recommended threshold of 0.70 (Nunnally, 1978). The scales’ composite
reliabilities (CR) provide further support, as all constructs exceed the 0.6 threshold (cf.
Bagozzi and Y1, 1988). Finally, multicollinearity diagnostic tests in a set of regression
analyses reveal no serious concerns, as the maximum variable inflation factor is 2.17
(Kline, 2005).

5. Results

5.1 Structural model

Figure 2 shows the structural analysis results. The hypothesized model fits the data
reasonable well (y?/df =1.71, GFI=0.83, CFI=0.93, IFI=0.93, TLI=0.92,
RMSEA = 0.054 (LO/HI 90 = 0.05 — 0.06)) and explains a considerable amount of
variance in adoption intention.

5.2 Hypotheses testing

Regarding relationship quality, neither bank trust (H1a: B = 0.07, p = 0.39), advisor
trust (H1b: B = —0.03, p = 0.72), nor satisfaction (H2: B8 = —0.10, p = 0.38) have a
significant direct impact on the intention to adopt to a fee-based advisory service
offering. We find support for H3a and H3b, which predict a positive impact of
satisfaction on financial service provider trust (H3a: 8 = 0.71, p < 0.001) and personal
financial advisor trust (H3b: 8 = 0.68, p < 0.001). As anticipated by H4, perceived
relative advantage has a positive effect on the intention to adopt a fee-based advisory
model (H4: B = 0.66, p < 0.001). We do not find direct support that perceived risk
impacts adoption intention (H5: B = 0.05, p = 0.37). Additional analyses, however,
reveal that the insignificant effect of perceived risk is due to the strong impact of
perceived relative advantage. When tested in isolation, perceived risk negatively
impacts the intention to adopt as hypothesized in our conceptual model (8 = —0.17,
p =0.01). None of the control variables have a significant direct impact on the
intention to adopt a fee-based advisory model.

5.3 Mediating and moderating effects

The prior results showed that the socio-demographic and psychographic control
variables had little direct impact on customers’ adoption intentions. We performed
additional tests to investigate whether these variables had an indirect effect (mediation
tests) or impacted the strength of other relationships (moderation tests). Previous
research (Branca, 2008; Hoffmann and Broekhuizen, 2010) demonstrated that
socio-demographic (gender, education) and psychographics variables (dispositional
innovativeness) may indirectly impact adoption timing or use of financial innovations
by influencing perceived innovation characteristics. We investigate the significance of
indirect effects using Sobel tests (Sobel, 1982), and check whether the effects are fully
mediated. The Sobel tests indicate that gender and education indirectly impact
adoption intentions through relative advantage (p < 0.05). Mediation tests (Baron and
Kenny, 1986) reveal that relative advantage fully mediates the effects of gender and
education. Perceived risk does not act as a mediator.
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Figure 2.
Structural model results
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Notes: Reported coefficients = standardized regression weights (B); *** = p <0.001
(two tailed); n.s. = not significant

Additionally, we perform a moderation analysis (Baron and Kenny, 1986) to test the
moderating impact of the socio-demographic and psychographic characteristics. A y 2
difference test tested the difference in the strength of the relationships based on
two-group confirmatory factor analysis. For each socio-demographic or psychographic
characteristic, a median split divided the sample into two groups (e.g. young/old bank
customers). The difference in y ? with one degree of freedom was used as an indicator
for the significance of moderation. The fixation of one structural parameter to be equal
across two groups leads to a worsening in fit. A significant increase in x? indicates
moderation (Byrne, 2010).

Prior to testing the structural invariance, that is whether the structural weights are
dissimilar across groups, it is necessary to establish measurement invariance. This
means that the items measure the same thing to the same degree across groups
(cf. Byrne, 2010; Vandenberg and Lance, 2000). For all constructs, except education and
dispositional innovativeness, we established full metric invariance. For education it
was necessary to free up one item, for dispositional innovativeness two items, to
establish partial metric invariance.

According to the previous proceedings, we found several moderation effects. The
relationship between satisfaction and bank trust was stronger for respondents with
higher dispositional innovativeness (p < 0.05), more expertise (p < 0.05), and who are
older (p < 0.10). The relationship between satisfaction and advisor trust was stronger
for respondents who scored higher on dispositional innovativeness (p < 0.05).
Satisfaction was a stronger predictor of fee-based adoption intentions for those with
higher dispositional innovativeness (p < 0.05). Finally, the relationship between
relative advantage and fee-based adoption intentions was stronger for higher-educated
and female respondents (p < 0.05). The findings support the notion that people with a



higher educational level are potentially better able to strip down the potential pros and
cons of an innovation, and intend to follow their subjective evaluation in their decision
adoption process. Furthermore, recent literature shows that better educated people are
generally more eager to adopt new financial services (Hoffmann and Broekhuizen,
2010). The moderating role of gender illustrates that gender is important to better
understand factors relevant in the innovation adoption process (cf. Riquelme and Rios,
2010).

6. Discussion and conclusion

6.1 Discussion

This paper examines retail bank customers’ intention to adopt a fee-based advisory
model. Results from a sample of German bank clients increase our understanding of
the complex relationship between perceived innovation attributes, socio-demographic
and psychographic characteristics, relationship quality indicators, and bank
customers’ adoption intentions.

With regard to perceived innovation characteristics, perceived relative advantage
proved to be of utmost importance in explaining adoption intentions. This result
concurs with findings from other studies in the field of innovation research (Arts ef al,
2011; Rogers, 2003; Tornatzky and Klein, 1982). However, in contrast to other studies
dealing with the adoption of bank-related innovations (Koenig-Lewis et al, 2010;
Lockett and Littler, 1997; Zhao et al., 2008), perceived risk had neither a direct nor a
mediational impact on adoption intentions. A possible explanation is provided by
Holak and Lehmann (1990, p. 67), who argue that a minor relevance of perceived risk
might be due to the nature of the dependent variable, measuring intentions rather than
actual choice and therefore “people may suppress negative impacts until a decision is
made”. Alternatively, a lack of existing knowledge or experience regarding the
modalities and work flows of a fee-based advisory model might contribute to the minor
role of perceived risk with regard to adoption intentions. In this context, Littler and
Melanthiou (2006, p. 441) noted that consumers, due to a lack of information and
experience, are often not in the position to adequately assess the risk of an innovation
and are therefore faced with uncertainty leading to an “inability to know”. Finally, the
relatively high income and education of the respondents may underlie this finding.

The consistent, insignificant, direct impact of socio-demographic characteristics
such as income or education on adoption intentions in this study is striking. On the one
hand, this might be a consequence of the fact that most respondents were relatively
highly educated and more than 78 percent had a net monthly income of over €2,500. On
the other hand, some researchers already stated that compared to perceived innovation
characteristics, personal characteristics are weak predictors of adoption behavior (Arts
et al., 2011; Ostlund, 1974). The results from our mediation and moderation analyses
contribute to our understanding of the interplay between perceptional, attitudinal, and
personal characteristics. Perceived relative advantage acts as a full mediator for the
effect of certain socio-demographics on adoption intention. These findings extend
recent literature arguing that “the role of innovation attributes is important, both per se
and for the impact of the demographic characteristics they are mediating” (Branca,
2008, p. 253). This study’s findings reinforce earlier research that showed the
mediating role of innovation attributes in linking customers’ innovativeness to their
adoption behavior (Hoffmann and Broekhuizen, 2010). The results suggest that,
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besides simple analyses of direct effects, more complex mediation and moderation
analyses are necessary to correctly assess the importance of socio-demographic
variables and to help refute their “alleged minor role” in predicting adoption behavior
(cf. Branca, 2008, p. 239).

Lastly, relationship quality did not have a substantial impact on the intention to
adopt a fee-based advisory model. Although financial services research often attests a
strong connection between relationship quality and purchase intentions (Rajaobelina
and Bergeron, 2009), this does not seem to hold for the specific adoption intentions of a
new remuneration scheme for financial advice. Cooper and de Brentani (1991, p. 86)
offer an explanation, noting that “[t]he new service must stand or fall on its own” and
an “ongoing relationship[s] with the customer|s] appear|s] to have no impact on the
success of the new product [service]”.

6.2 Managerial implications

This paper has several managerial implications. First, the strong relationship between
perceived relative advantage and adoption intentions reveals that bank managers who
consider introducing a fee-based advisory approach are well advised to concentrate
marketing activities towards the promotion of the advantages of this advisory model
over existing remuneration schemes. In particular, the absence of any potential conflict
of interest may be seen as such an improvement. Second, to foster long-term loyalty
amongst bank customers who decide to use the fee-based advisory approach, it
remains indispensable for marketers and advisors to provide “tangible cues”,
illustrating the continuous value of their advisory service. As noted by Davies (1996,
p. 70), “[reJassurance needs to be developed before, during and after purchase”, while
“making the service tangible” is key. Third, the results of this study showed that
customers’ relational status quo, measured by their satisfaction with and trust in their
bank and advisor, does not hinder or foster intention to adopt the fee-based advisory
model. From a strategic perspective, this result implies that customers do not
necessarily view a fee-based advisory model as conflicting the commission-based
advisory model they are used to.

6.3 Limutations and future research opportunities

As with all empirical research, this study has limitations, which require
acknowledgement, but simultaneously provide avenues for future research. First,
our results come from a sample of German retail banking clients, and might not
generalize to clients of discount banks or other countries. Testing our framework in
other European countries, where a fee-based advisory approach is also a central theme
(e.2. The Netherlands) is desirable. Second, as German retail banks currently do not
offer fee-based remuneration schemes, we could only study adoption intentions.
Follow-up research is advised to examine the drivers of actual adoption, as prior
literature noted differences regarding the predictive power of certain variables in this
regard (Arts et al.,, 2011). Third, future research might include extra predictor variables.
For example, the degree of knowledge in terms of the awareness of commissions
currently paid to the financial service provider seems relevant for the decision to adopt
a fee-based advisory model (Estelami, 2005). Perceived compatibility might also be
important (Rogers, 2003). Adopters of a fee-based advisory approach pay upfront fees
to receive advice. Bank customers might consider this remuneration concept to be



inconsistent to their past experience and hence struggle to adopt (cf. Holak and
Lehmann, 1990). Fourth, we examined customer intention to adopt a fee-based
advisory model if their current bank would offer that through advisors acting as tied
agents of this bank. Although the nature of fee-based advice and the competition that
retail banks experience from untied advisors help to assure that the advice from both
types of advisors is comparable, our data does not allow us to draw conclusions on
whether customers might still expect untied financial advisors to act differently from
tied advisors. Future research could examine how such varying expectations might
impact retail bank customers’ intention to adopt a fee-based advisory model.
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