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ABSTRACT This study presents and tests a framework that links leader—member 
exchange (LMX) with two different forms of employee-organization exchange: 
organizational social exchange and organizational economic exchange. We 
propose that these two forms of employee exchange with the organization would 
be the main mechanisms through which LMX affects employees' affective 
commitment and intention to leave. We used structural equation modelling to 
analyze the data collected from 239 employees in a foreign-invested enterprise in 
China. Results showed that both organizational social exchange and organizational 
economic exchange acted as full mediators in the relationships between LMX and 
the two outcome variables but in different directions. Theoretical and practical 
implications are discussed. 
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I N T R O D U C T I O N 

Social exchange theory has long been used by organizational researchers to 

explain workplace relationships (e.g., Eisenberger, Hunt ington , Hutchison, & 

Sowa, 1986; Rousseau, 1995; Wayne , Shore, & Liden, 1997). T h e theory 

emphasizes the exchange of tangible and intangible resources a m o n g individuals 

or other social entities such as an organization (Cropanzano, R u p p , Mohler , 

& Schminke, 2001). A common presumption is that, within an organization, 

employees can form distinguishable exchange relationships with different 

parties, including their immediate supervisors and the employing organization 

(Cropanzano & Mitchell, 2005). Mos t of the existing research, however, 

focuses on the resources and benefits that flow between the interacting parties 

in one particular exchange (e.g., Eisenberger et al., 1986; Turnley, Bolino, 

tifffi. 
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Lester, & Bloodgood, 2003). Such an approach overlooks the inter-

dependency among various exchange relationships. Since an employee may 

simultaneously establish exchange relationships with different parties, the extent 

to which one exchange relationship operates could be influenced by the resource 

interchanges in another relationship (Coyle-Shapiro & Conway, 2004). Omitting 

such possible interdependencies may restrict the explanatory scope of social 

exchange theory and our full understanding of the exchange dynamics in the 

work setting. 

The present study examines the linkage between employee-supervisor 

exchange, typically conceptualized as leader-member exchange (LMX), and 

employee-organization exchange. Extant literature has consistently showed that 

LMX enhances employees' affective organizational commitment and reduces their 

intention to leave the organization (Gerstner & Day, 1997; Graen & Uhl-Bien, 

1995). However, from the social exchange perspective, it is unclear why and how 

a subordinate-supervisor exchange leads to employees' reciprocations toward their 

organization, which is not a party involved in LMX. We attempt to explicate this 

theoretical ambiguity by proposing that two employee-organization exchange 

elements (i.e., organizational social exchange and organizational economic 

exchange) act as the intervening mechanisms through which LMX affects employ­

ees' job attitudes. 

One void in current research is the neglect of organizational economic exchange 

as a salient form of the employment relationship (Wong, Wong, Ngo, & Lui, 2005). 

As pointed out by Gakovic and Tetrick (2003), some employees may develop their 

exchange with the organization based on a short-term economic orientation. This 

is particularly so during the globalization era when firms strive to maintain a high 

level of employment flexibility and hire a large number of contract workers. 

Following the argument of Shore, Tetrick, Lynch, and Barksdale (2006) that the 

employee-organization relationship is governed by both social and economic 

exchanges, we explored the different roles of these two types of exchange on 

employees' work outcomes. 

This study aims to contribute to the social exchange literature by examining 

both types of organizational exchange in the workplace. While previous research 

(e.g., Masterson, Lewis, Goldman, & Taylor, 2000; Wayne et al., 1997) adopted a 

multi-foci approach to explore the differential sources and impacts of employee-

supervisor and employee-organization exchanges, we take a step further to link 

these constructs together. We extend the work of Shore et al. (2006) by suggesting 

that organizational social and economic exchanges mediate the relationships 

between LMX and employees' work outcomes. Given the importance of reciproc­

ity in Chinese social relations (Wu et al., 2006), we chose China as the research site 

for our study. We developed a framework and tested several hypotheses with a 

dataset collected from 239 employees working in a foreign-invested enterprise in 

China. 
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THEORETICAL BACKGROUND AND HYPOTHESES 

Social exchange theory identifies two types of exchange: economic and social 

(Blau, 1964). Economic exchange is rather short-term and involves the exchange of 

concrete or economic resources in a quid pro quo fashion. The nature of obligations 

is specified in an explicit contract. In contrast, social exchange tends to be long-

term in nature. It involves the exchange of socio-emotional benefits with open-

ended obligations. The central norm underlying social exchange is reciprocity 

(Gouldner, 1960). Following the norm of reciprocity, people tend to believe that 

each member in the social exchange relationship is obligated to repay any benefits 

received, and the mutual exchange of goods and services could be balanced out in 

the long run. Social exchange theory has been widely applied to study various types 

of exchange relationships, among which employee-organization exchange and 

LMX are the two most extensively studied (Coyle-Shapiro & Shore, 2007; Graen 

&Uhl-Bien, 1995). 

Employee—Organization Exchange 

Studies on employee-organization exchange generally take the view that employ­
ees treat the organization with human-like characteristics (Levinson, 1965) and 
that an individual employee and the organization can enter into a social exchange 
relationship. Simply stated, employees will reciprocate the care and valuable 
treatment they receive from the organization in the form of positive work out­
comes such as job satisfaction (Masterson et al., 2000), affective organizational 
commitment (Settoon, Bennett, & Liden, 1996), work performance (Turnley 
et al., 2003), and organizational citizenship behaviour (Organ, 1990). This stream 
of research has operationalized employee-organization social exchange by differ­
ent variables, including perceived organizational support (POS) (Eisenberger 
et al., 1986), psychological contract (Rousseau, 1995), and affective commitment 
(Cropanzano, Rupp, & Byrne, 2003). We argue that these variables fail to fully 
capture social exchange in its entirety. Conceptually, organizational social 
exchange encompasses the sense of give-and-take, long-term investment, and 
mutual trust between employees and their organization (Shore et al., 2006). POS 
only represents employees' fundamental belief about the organization's care for 
their well-being, while psychological contract focuses on the extent to which the 
employees and the organization have met or violated the promises that both 
parties made and kept (Tekleab, Takeuchi, & Taylor, 2005). Further, affective 
commitment reflects employees' loyalty to the organization subsequent to an 
exchange relationship and should be considered an outcome of organizational 
social exchange (Gakovic & Tetrick, 2003). Blau (1964) contended that the 
meaning of an exchange is determined by an individual's own interpretation. 
Thus, in empirical research, a more parsimonious and generalizable approach is 
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to measure the nature of the exchange relationship directly from the perspective 

of employees (Shore et al., 2004). 

Another issue in current studies is the neglect of organizational economic 

exchange, as mentioned in our introduction. Such oversight is surprising since 

social exchange theory does include both economic and social aspects, and 

employees may simultaneously engage in both forms of exchange with their 

working organization. Shore et al. (2006: 842) conceptualized organizational social 

and economic exchanges as 'employee perceptions of the form of their exchanges 

with the organization' and pointed out that employees develop exchanges with the 

organization for both socio-emotional and economic reasons. Organizational eco­

nomic exchange is distinctive from organizational social exchange, however, in 

that it reflects the basic expectations in employment relationships, such as a fair 

day's pay for a fair day's work. This form of exchange neither requires employees' 

trust and investment in their organization (Gakovic & Tetrick, 2003) nor entails the 

norm of reciprocity and open-ended obligations as required under organizational 

social exchange (Coyle-Shapiro & Shore, 2007). Accordingly, organizational social 

exchange and organizational economic exchange should be seen as two different 

dimensions of employment relationships that have their own impacts on employee 

outcomes (Shore et al., 2006) rather than as the opposite poles of a single con­

tinuum. As an increasing number of firms emphasize employment flexibility to 

cope with today's dynamic environment, organizational economic exchange has 

become more prominent in the workplace than before. Song, Tsui, and Law (2009) 

found these two types of exchange, as perceived by employees, to partially mediate 

the influence of three forms of organizational level control mechanisms such as 

organizational culture, executive leadership style, and employment approaches. 

Their study suggests the possibility that the relationship between an employee and 

his or her supervisor may generate perceptions of organizational social or eco­

nomic exchange. 

Leader—Member Exchange (LMX) 

A well-established construct related to workplace exchange relationships is leader-
member exchange or LMX (Graen & Uhl-Bien, 1995). It concerns the emotional 
and resource-based exchanges in the supervisor-subordinate dyad (Sparrowe & 
Liden, 1997). Supervisors have expectations of their subordinates' role perfor­
mance, and subordinates likewise possess role expectations of their supervisors with 
respect to how they should be treated and rewarded for meeting their supervisors' 
expectations (Wang, Law, Hackett, Wang, & Chen, 2005). There is a reciprocal 
exchange process between the two parties such that the greater the perceived value 
of the tangible and intangible benefits exchanged, the higher the quality of LMX 
(Liden, Sparrowe, & Wayne, 1997; Wayne et al., 1997). Graen and Uhl-Bien 
(1995) pointed out that, due to limited time and social resources, supervisors tend 
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to develop high-quality LMX with some subordinates but not with the others. In 
general, high-quality LMX is characterized by high degrees of mutual trust, 
respect, and obligations between the dyadic members. On the contrary, low-
quality LMX involves only the members' obligatory compliance with formal role 
requirements. LMX is distinctive from organizational social and economic 
exchanges in that the development of LMX is based on an employee's working 
relationship with the supervisor and their mutual role expectations. In brief, high-
quality LMX involves exchanges of psychological benefits between the supervisor 
and the subordinate, whereas, under low-quality LMX, both parties have low 
levels of mutual influence and confine their role expectations to standard job 
descriptions (Yukl & Michel, 2006). 

According to social exchange theory, individuals involved in a high-quality 
exchange relationship with a particular party should develop and direct their 
attitudes and behaviours toward that exchange party (Murphy, Wayne, Liden, & 
Erdogan, 2003). Interestingly, empirical research has indicated that the quality of 
LMX is consistendy related not only to work outcomes pertinent to the LMX 
dyads, but also to organizationally relevant criteria such as organizational com­
mitment and turnover intentions (Gerstner & Day, 1997). It is theoretically impor­
tant to explain why subordinates under high-quality LMX are more committed to 
the organization and willing to stay in it and vice versa. 

We argue that the quality of LMX shapes employees' perceptions of their 
exchange relationships with the organization, which in turn initiate their recipro­
cations toward the organization. Liden, Bauer, and Erdogan (2004) suggested that 
LMX influences new employees' socialization process and their initiation to the 
organization. Interactions between supervisors and subordinates tend to be direct 
and frequent. Through the intense daily interactions, supervisors play a key role in 
providing valuable information to an organization's newcomers and assist them in 
the process of organizational assimilation. They also help the subordinates carry 
out their obligations to the organization (Shore & Tetrick, 1994). For that reason, 
supervisors can be seen as important agents, representing the organization in 
managing employment relationships with employees (Coyle-Shapiro & Shore, 
2007; Wong, Ngo, & Wong, 2003). It is logical to expect that LMX may influence 
employees' evaluation of their employment relationships with the organization. 
For example, they may attribute the supportiveness of their supervisor to the 
organization rather than solely to the supervisor's personal inclinadons (Eisen-
berger, Stinglhamber, Vandenberghe, Sucharski, & Rhoades, 2002). 

The Relationship of Leaders-Member Exchange and 
Employee—Organization Exchange 

We contend that the quality of LMX is related to employees' perception of their 
exchange with the organization. As discussed above, LMX starts to develop in the 
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employee's early entry stage when he or she learns about interpersonal relation­

ships and work-related issues from the supervisor (Liden et al., 2004). With mutual 

trust, supervisors are willing to provide additional investments to some subordi­

nates even though they have limited time and resources (Graen & Uhl-Bien, 1995). 

They will sponsor high-LMX subordinates in obtaining salient organizational 

resources through their social network (Sparrowe & Liden, 1997). Such sponsor­

ship and support help the employees obtain more resources and better career 

opportunities from the organization, which then generate their sense of obligation 

to the organization (Liden et al., 2004). Moreover, since employees often view their 

supervisors as organizational agents acting in concert with the interests of the 

organization (Eisenberger et al., 2002), subordinates may interpret the benefits 

they received from the supervisor as originating from the organization. As such, 

employees under high-quality LMX would feel that their organization offers them 

a high level of investment and support, which in turn enhances their perceptions of 

a social exchange relationship with the organization. 

We expect the above relationship will be prominent in a high power-distance 

and relational-oriented society like China. It is common for Chinese employees to 

view their supervisors as the representatives of the organization (Chen, Tsui, & 

Farh, 2002). Wong et al. (2003) found that Chinese employees tend to relate their 

trust in the supervisor to their trust in the organization. Further, Hui, Lee, and 

Rousseau (2004) suggested that Chinese people view the employment relationship 

as based upon 'thinking interpersonally' instead of 'thinking organizationally'. 

With a strong emphasis on personal relationships, they tend to relate to the 

organization through the quality of the work relationship they have built with their 

supervisors. High-quality LMX may enhance the favourability of employees' orga­

nizational experiences and anchor organizational social exchange relationships 

(Aryee & Chen, 2006). Thus, we propose the following hypothesis: 

Hypothesis 1: LMX will relate positively to employee perceptions of organizational social 

exchange. 

Organizational economic exchange is characterized by its short-term orienta­
tion and an emphasis on financial and tangible resources. It reflects an employee's 
basic expectations of the organization, and long-term investment and mutual trust 
are not crucial in this form of employment relationship (Coyle-Shapiro & Shore, 
2007). LMX research suggests that members in low-quality LMX tend to avoid 
obligation toward each other in terms of exchange of favours (Uhl-Bien, Graen, & 
Scandura, 2000). Subordinates work with their supervisors under unidirectional 
downward influence (Graen & Uhl-Bien, 1995). As long as they comply with the 
formal role requirements, they can receive standard benefits from the organization. 
Supervisors tend to invest less in these subordinates, as shown by not going beyond 
basic supervision or providing them with additional resources and support. Under 
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such circumstances, low-LMX subordinates would have less access to both orga­

nizational resources and development opportunities within the organization. They 

may feel ignored and isolated, and, hence, they are likely to develop a lower 

attachment and identification with their organization. Worse still, if they attribute 

their unfavourable treatment to organizational policies and practices, their trust in 

the organization becomes problematic. As suggested by Wong et al. (2005), when 

subordinates are uncertain about the organization's obligations to mem in the long 

run, they tend to focus on short-term and narrowly defined benefits instead. In 

other words, when the quality of LMX is lower, employees are likely to engage in 

economic exchange with the organization, focusing on immediate and tangible 

returns in exchange for their work efforts. 

Along with the country's market transition, research has shown that employees 

in China pay more attention to economic goals and materialistic rewards than 

employees in the United States (Chen, 1995). Miller, Giacobbe-Miller, and Zhang 

(1998) argued that, despite Chinese cultural values emphasizing long-term social 

harmony, economic consideration takes precedence in the short term. This is 

particularly the situation in foreign-invested enterprises, which generally offer high 

wages to attract competent skilled labour (Nee & Cao, 2005). Under the 'labor 

contract system' (Ding & Warner, 2001), both employees and employers in these 

enterprises are required to sign fixed-term contracts that stipulate their rights, 

duties, and benefits at work. Based on the performance of employees, contracts can 

be terminated or renewed on expiration. The employment relationship is transac­

tional in nature, and workers become instrumental and calculative (Wong et al., 

2005). Hence, economic exchange becomes the prominent form of the employee-

organization relationship in these organizations. When LMX is lower, employees 

may perceive that their organization does not value their contributions or care 

about their long-term well-being. These employees are inclined to engage in 

economic exchange with the organization. The following hypothesis is thus put 

forward: 

Hypothesis 2: LMX will relate negatively to employee perceptions of organizational economic 

exchange. 

The Mediating Role of Organizational Exchanges 

Existing studies have consistently shown that LMX shapes employees' attitudes 
toward the organization (Gerstner & Day, 1997; Graen & Uhl-Bien, 1995), within 
which affective commitment and intention to leave are two major work outcomes 
impacting organizational practice (Schyns & Paul, 2005). Affective commitment 
refers to 'an affective or emotional attachment to the organization such that the 
strongly committed individual identifies with, is involved in, and enjoys member­
ship in, the organization' (Allen & Meyer, 1990: 2). Intention to leave indicates an 
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employee's readiness to seek employment elsewhere and is the strongest predictor 

of employee turnover (GrifTeth, Horn, & Gaertner, 2000). Since these two out­

comes represent employees' reciprocation toward the organization, which is not a 

party involved in the supervisor-subordinate exchange (Wayne etal., 1997), the 

mechanisms behind their relationships with LMX have not been fully understood. 

In this study, we argue that organizational social exchange and organizational 

economic exchange are two intervening variables through which LMX affects 

employees' affective commitment and intention to leave. 

As discussed earlier, LMX is considered the building block of the employee-

organization relationship. When LMX is of high quality, employees are likely to 

perceive social exchange with the organization. Organizational social exchange 

emphasizes the socio-emotional aspect of employment relationships, such as feel­

ings of obligation, give-and-take, and care. A stronger organizational social 

exchange represents the organization's higher level of investment and trust in the 

employment relationship, which will generate employees' stronger feelings of 

obligation to care about their organization (Shore et al., 2006). The obligation to 

exchange caring for caring invokes greater affective commitment to the organiza­

tion (Rhoades & Eisenberger, 2002). Empirical research shows that organizational 

social exchange and employees' affective commitment are positively related 

(Gakovic & Tetrick, 2003; Shore et al., 2006). Furthermore, since organizational 

social exchange implies a long-term and on-going employee-organization relation­

ship, employees tend to be satisfied with the status quo and have less intention to 

leave their employing organization. Based on the above argument, we expect that 

high-quality LMX enhances employees' perception of social exchange with their 

organization, which in turn brings about some positive employee outcomes. 

The mediating role of organizational social exchange is stated in the following 

hypothesis. 

Hypothesis 3: Organizational social exchange will mediate (a) the positive relationship between 

LMX and affective commitment and (b) the negative relationship between LMX and intention 

to leave. 

We further contend that organizational economic exchange acts as another 
mediator in the relationship between LMX and the outcome variables. Yet, its role 
is different from that of organizational social exchange. Organizational economic 
exchange is characterized as a type of contractual or economic affiliation with the 
organization. As pointed out by Shore et al. (2006: 846), individuals with a high 
level of organizational economic exchange tend to maintain an attitude of 'easy 
exit' since they are reluctant to develop a long-term membership in the organiza­
tion. With a focus on their immediate and tangible benefits, these employees are 
less psychologically involved and emotionally attached to their organization. 
Hence, organizational economic exchange is thought to be negatively related to 
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affective commitment and positively related to intention to leave. Empirically, 

Gakovic and Tetrick (2003) found a negative relationship between organizational 

economic exchange and affective commitment in an American sample. We predict 

that low-quality LMX employees will perceive stronger organizational economic 

exchange, which in turn adversely affects their job attitudes. This prediction turns 

into the following hypothesis: 

Hypothesis 4: Organizational economic exchange will mediate (a) the positive relationship 

between LMX and affective commitment and (b) the negative relationship between LAdX and 

intention to leave. 

METHOD 

Sample and Procedure 

We collected the data from a manufacturing plant located in Shenzhen, a southern 
city of China. It is a foreign-invested enterprise engaged in the manufacturing of 
printed circuit boards, wholly owned by a Hong Kong listed company. A survey 
was administered to 256 technical and administrative employees of the company. 
The cover letter attached to each survey described the purpose of the survey and 
assured the respondents of anonymity and the voluntary nature of the study. A 
return envelope was enclosed, and the respondents were asked to seal the return 
envelope after completion of the questionnaires, which were then collected by 
the first author in person. This procedure guaranteed the confidentiality of the 
responses provided. Of the 256 questionnaires distributed, 239 completed ques­
tionnaires were obtained. This represents a response rate of 93.4 percent. Within 
the sample, 53.4 percent were male and 70.3 percent were below the age of 30. 
Fifty percent of the respondents were married and 73.4 percent had a monthly 
income of below RMB 3,000. The average company tenure of the respondents was 
4.45 years (SD = 4.02). Seventy-nine percent of the respondents were technical 
staff. Results of Hests showed no significant differences between the technical and 
administrative staff with respect to the variables under study. 

Measures 

We adopted all the measurement items in the questionnaire from established scales 
developed in the West with sufficient validity and reliability. Two university pro­
fessors in China conducted a back translation where the measurement scales used 
in the present study were translated into Chinese and then translated back into 
English (Brislin, 1970). Except for the demographic variables, all study variables 
were measured on a six-point Likert-type scale (1 = 'strongly disagree' and 
6 = 'strongly agree') to avoid the central tendency bias (choosing the midpoint of 
the scale). 
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Leader-^member exchange (LMX). We measured this construct with the Chinese 

version of the seven-item LMX scale used by Hui et al. (2004), adapted from 

Scandura and Graen (1984). Sample items of the scale include 'My direct super­

visor understands my job problems and needs very well' and 'I would characterize 

my working relationship with my direct supervisor as highly effective'. Cronbach's 

alpha for this scale in the present study was 0.87. 

Organizational social exchange. We used the eight-item scale developed by Shore et al. 

(2006) to measure the respondents' perceptions of socio-emotional exchange with 

the organization. Sample items include 'There is a lot of give and take in my 

relationship with my organization' and 'I try to look out for the best interest of the 

organization because I can rely on my organization to take care of me'. Cronbach's 

alpha was 0.89 for this scale. 

Organizational economic exchange. Shore et al. (2006) also developed this eight-item 

scale to capture the respondents' perceptions of economic exchange with the 

organization. Sample questions include 'My relationship with my organization is 

strictly an economic one - I work and they pay me' and 'The most accurate way 

to describe my work situation is to say that I give a fair day's work for a fair day's 

pay'. This scale's Cronbach's alpha was 0.77. 

Affective commitment. We measured this construct by the eight-item Affective Orga­

nizational Commitment Scale developed by Allen and Meyer (1990). Sample 

questions include 'I enjoy discussing my organization with people outside it' and 'I 

really feel as if this organization's problems are my own'. Cronbach's alpha for this 

scale was 0.84. 

Intention to leave. We used the four-item scale developed by Rosin and Korabik 

(1991) to measure this construct. Sample items include 'I am actively searching for 

another job right now' and 'I have thought about leaving this organization'. 

Cronbach's alpha was 0.90. 

Control variables. As an employee's company tenure and dyad tenure have been 
found to impact LMX and employee-organization exchange (Wayne et al., 1997), 
we controlled these two variables in our analysis. We measured company tenure by 
the number of years the respondent has been with the company and dyad tenure 
by the number of years the respondent was supervised by the present supervisor. 
We also controlled the employee's gender, educational level, and job type. Gender 
was a dummy variable coded 0 if the respondent was male and coded 1 if the 
respondent was female. Educational level was measured by six levels ranging from 
'primary school or below' to 'higher than bachelor degree' with the higher values 
corresponding to higher educational attainment. Job type was a dichotomous 
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variable, coded 0 if the respondent was administrative staff and coded 1 if the 

respondent was technical staff. 

Analyses 

We employed structural equation modelling (SEM) to test the hypotheses, using 
LISREL 8.54. We first estimated the fit of the measurement model using confir­
matory factor analysis (CFA) and then evaluated the fit of the structural models. 
Overall model fit was examined by various fit indices including root mean square 
error of approximation (RMSEA), incremental fit index (IFI), Tucker-Lewis index 
(TLI), and comparative fit index (CFI). The requirements of a reasonable model fit 
are met if RMSEA is below 0.08 (Browne & Cudeck, 1993) and IFI, TLI, and CFI 
are above 0.90 (Bender & Bonett, 1980; Byrne, 1998; Tucker & Lewis, 1973). 

A limitation of SEM is that a large sample size is needed in estimating models 
that carry too many observed indicators. One way to deal with this issue is to 
reduce the number of observed indicators in each construct. Following the proce­
dures suggested by Brooke, Russell, and Price (1988), we reduced the number of 
observed indicators for each construct to three, based on the factor loadings from 
the CFA for each of the constructs. The items with the highest and lowest loadings 
of the construct were averaged to form the first indicator. Items with the next 
highest and lowest loadings were combined next, and so forth until all items were 
assigned to one of the three indicators for each construct. We compared a five-
factor baseline measurement model with several alternative models to ensure 
discriminant validity. 

To test the mediation effect, we examined the four conditions suggested by 
Baron and Kenny (1986). First, the independent variable is significantly related to 
the outcome variable. Second, the independent variable is significandy related to 
the mediator. Third, the mediator is significandy related to the outcome variable. 
Finally, after controlling for the mediator, the direct effect of the independent 
variable on the outcome variable becomes weaker or non-significant. To make sure 
that our mediation hypotheses fulfilled the above conditions, we estimated three 
nested structural models (Kelloway, 1998): (i) a fully mediated model, (ii) a partially 
mediated model derived from the fully mediated model by adding two additional 
direct effect paths from the independent variable (i.e., LMX) to the two outcome 
variables (i.e., affective commitment and intention to leave), and (iii) a non-
mediated model which is the partially mediated model with the paths from the 
mediators to the outcome variables removed. We then evaluated the model fit of 
these three nested models, and we employed %2 difference tests to determine the 
best model. The parameter estimates of the accepted model were then used to test 
the hypotheses. In estimating the above models, we added all the paths from the 
control variables to the study constructs. In addition, we conducted supplemental 
analyses by testing the model fit of two alternative models: a model with the causal 
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orderings between LMX and the two exchange variables reversed and a model 

with the effect of a common method factor statistically controlled. The former can 

strengthen the internal validity of our model while the latter can examine whether 

our results were affected by common method variance in light of the use of all 

self-reported measures. 

RESULTS 

Table 1 has the means, standard deviations, and correlations among all the vari­

ables. As expected, LMX is positively correlated with affective commitment 

(r = 0.57, p<0.01) and negatively correlated with intention to leave (r = —0.31, 

p < 0.01). In addition, organizational social exchange has a negative correlation 

with organizational economic exchange (r = -0.32, p < 0.01). 

The results of the CFAs on the measurement model are in Table 2. As shown, 

among all the measurement models, the five-factor baseline model achieved a good 

model fit in terms of all the fit indices, with f (80)= 178.18, RMSEA = 0.07, 

CFI = 0.98, IFI = 0.98, and TLI = 0.97. The significant %2 change between each 

alternative model and the baseline model indicates that the respondents of this 

study could distinguish the five constructs well. Finally, to further confirm the 

distinctiveness between LMX and organizational social exchange, we also con­

ducted an independent CFA using only the items of these two constructs. In 

comparing the two-factor model with the one-factor model (i.e., loading all items 

of LMX and organizational social exchange together on one factor), a significant 

X2 difference resulted (A%2(1) = 125.83, p < 0.001). In view of the above results, 

we concluded that the distinctiveness of the constructs used in this study was 

supported. 

Table 3 presents the results for the various SEM models. The fit indices of the 

non-mediated model (Model 3) are as follows: %2 (136) = 414.92; RMSEA = 0.10; 

CFI = 0.95; IFI = 0.95; TLI = 0.93. The paths from LMX to the two outcome 

variables (i.e., affective commitment and intention to leave) were found to be 

significant, thus satisfying the first condition of mediation. The fully mediated 

model (Model 1) fit the data better with %2 (134) = 279.40 and RMSEA = 0.07; 

CFI = 0.97; IFI = 0.97; TLI = 0.95. The estimated structural paths from LMX to 

the two mediators (i.e., organizational social exchange and organizational eco­

nomic exchange) and from them to the two outcomes variables were all significant, 

thus fulfilling the second and the third conditions of a mediating effect. In specific, 

LMX was positively related to organizational social exchange ((3 = 0.76, p < 0.01) 

and negatively related to organizational economic exchange (P = —0.36, p < 0.01), 

therefore supporting hypotheses 1 and 2. Compared with the fully mediated 

model, the partially mediated model (Model 2) achieved a similar model fit: %2 

(132) = 276.76; RMSEA = 0.07; CFI = 0.97; IFI = 0.97; TLI = 0.96. The %2 differ­

ence test between Model 1 and Model 2 (A%2(2) = 2.64, n.s.) indicated that adding 

© 2009 Blackwell Publishing Ltd 

https://doi.org/10.1111/j.1740-8784.2009.00149.x Published online by Cambridge University Press

https://doi.org/10.1111/j.1740-8784.2009.00149.x


T
ab

le
 1

. 
M

ea
n

s,
 s

ta
nd

ar
d 

de
vi

at
io

ns
, 

an
d 

co
rr

el
at

io
ns

 a
m

o
n

g 
st

ud
y 

va
ri

ab
le

s 

V
ar

ia
bl

es
 

1.
 

C
o

m
p

an
y 

te
nu

re
 (

ye
ar

s)
 

2.
 

D
ya

d 
te

nu
re

 (
ye

ar
s)

 
3.

 
G

en
d

er
 (

fe
m

al
e 

=
 1

) 
4.

 
E

du
ca

ti
on

al
 l

ev
el

 
5.

 J
o

b 
ty

pe
 (

te
ch

ni
ca

l 
=

 1
) 

6.
 

L
ea

d
er

-m
em

b
er

 
ex

ch
an

ge
 

7.
 

O
rg

an
iz

at
io

na
l 

so
ci

al
 e

xc
ha

ng
e 

8.
 

O
rg

an
iz

at
io

na
l 

ec
on

om
ic

 e
xc

ha
ng

e 
9.

 
A

ff
ec

tiv
e 

co
m

m
it

m
en

t 
10

. 
In

te
nt

io
n 

to
 l

ea
ve

 

M
ea

n 

4.
45

 
3.

07
 

0.
47

 

4.
20

 
0.

79
 

4.
10

 
3.

82
 

3.
41

 

4.
05

 
2.

89
 

SD
 

4.
02

 
2.

98
 

0.
50

 
0.

74
 

0.
41

 
0.

98
 

1.
04

 
0.

87
 

0.
99

 
1.

38
 

; 

0.
77

**
 

0.
15

* 
-0

.2
3

*
* 

-0
.0

7 

0.
22

**
 

0.
06

 
0.

17
**

 
0.

14
* 

-0
.0

2 

2 

0.
15

* 
-0

.1
4

* 

-0
.1

2 
0.

14
* 

0.
01

 
0.

15
* 

0.
09

 
-0

.0
5 

3 

-0
.2

2
*

* 
-0

.3
3

*
* 

-0
.0

4 
-0

.0
4 

-0
.0

8 
0.

07
 

-0
.2

0
*

* 

4 

0.
28

**
 

-0
.0

5 
-0

.0
9 

-0
.0

7 
-0

.1
5

* 
0.

16
* 

5 

-0
.0

7 
-0

.1
3 

-0
.0

3 
-0

.1
4

* 

0.
23

**
 

6 

(0
.8

7)
 

0.
66

**
 

-0
.1

8
*

* 
0.

57
**

 
-0

.3
1

*
* 

7 

(0
.8

9)
 

-0
.3

2
*

* 
0.

70
**

 
-0

.4
6

*
* 

8 

(0
.7

7)
 

-0
.4

0
*

* 
0.

48
**

 

9 

(0
.8

4)
 

-0
.5

8
*

* 

10
 

(0
.9

0)
 

SB
 

Q
. 3 o -<
 

n 1 u Crq 3 SB
 

o 3 

N
ot

es
: 

n 
=

 2
39

. 

X
 

n
 

3"
 

* 
p 

<
 0

.0
5;

 *
* 

p 
<

 0
.0

1,
 a

ll 
tw

o-
ta

ile
d 

te
st

s.
 

^ 
C

ro
nb

ac
h'

s 
al

ph
as

 a
re

 d
is

pl
ay

ed
 o

n 
th

e 
di

ag
on

al
 i

n 
pa

re
nt

he
se

s.
 

n 

https://doi.org/10.1111/j.1740-8784.2009.00149.x Published online by Cambridge University Press

https://doi.org/10.1111/j.1740-8784.2009.00149.x


414 R. Loie ta l . 

Tabic 2. Results of confirmatory factor analysis of the measurement models 

Models 

1 -factor Model' 
3-factor Model1 

4-factor Model 1§ 

4-factor Model 211 

4-factor Model 3 t t 

5-factor Model (baseline) 

X2(40 

911.76(90)** 

539.33 (87)** 

367.60 (84)** 

260.80 (84)** 

394.63 (84)** 

178.18(80)** 

A / (MJ) 

733.58 (10)** 

361.15(7)** 

189.42 (4)** 

82.62 (4)** 

216.45(4)** 

-

RMSEA 

0.22 

0.16 

0.13 

0.10 

0.14 

0.07 

CFI 

0.83 

0.90 
0.94 

0.96 

0.93 

0.98 

IFI 

0.83 

0.90 
0.94 

0.96 

0.93 

0.98 

TLI 

0.80 

0.88 

0.92 

0.95 

0.92 
0.97 

Notes: 
** p < 0.01; AY_2 tests are between the baseline model and each alternative model. 
' In the 1-factor Model, all items were loaded on one factor. 
* In the 3-factor Model, items of leader-member exchange, organizational social exchange, and organizational 
economic exchange were loaded on one factor. 
* In the 4-factor Model 1, items of leader-member exchange and organizational social exchange were loaded on 
one factor. 
' In the 4-factor Model 2, items of organizational social exchange and affective commitment were loaded on one 
factor. 
tt In the 4-factor Model 3, items of leader-member exchange and affective commitment were loaded on one 
factor. 
df, degrees of freedom; RMSEA, root mean square error of approximation; CFI, comparative fit index; IFI, 
incremental fit index; TLI, Tucker-Lewis index. 

Table 3. Results of structural equation modelling for alternative models 

Models X2 (41) AX? (&<W RMSEA CFI IFI TIJ 

Model 1: Fully mediated model 279.40(134)** 0.07 0.97 0.97 0.95 

(baseline model) 
Model 2: Partially mediated model 
Model 3: Non-mediated model 
Model 4: Reverse causal model 
Model 5: Common method 

factor model 

Notes: 
**p<0.01. 
f Since Model 4 and Model 5 were not nested with the baseline model, Ax2 tests were conducted between the 
baseline model and Model 2 and Model 3 only. 
df, degrees of freedom; RMSEA, root mean square error of approximation; CFI, comparative fit index; 
IFI, incremental fit index; TLI, Tucker-Lewis index. 

the two direct paths from LMX to affective commitment and intention to leave did 

not significandy improve the overall model fit. As depicted in Figure 1, all the path 

coefficients estimated in Model 1 were significant and in the predicted direction. 

We further found that organizational social exchange was positively related to 

affective commitment (P = 0.70, p<0.01) and negatively related to intention to 

276.76(132)** 
414.92(136)** 

446.45(136)** 
267.34(134)** 

2.64 (2)f 

135.52 (2)**f 

0.07 

0.10 
0.10 
0.06 

0.97 

0.95 
0.94 
0.97 

0.97 

0.95 
0.94 
0.97 

0.96 

0.93 
0.92 
0.96 
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Figure 1. LISREL results for the fully mediated model 

/nreaniMifinnTN 0 .70" ( AITeclive A 
A social I \ commitment J 

0 - 7 6 ^ ^ \ exchange / v \ •* 

^ - " ~~~<i -0.32**N. / 
( Leader-member ^\ > / \ ^ 
V exchange J _n -\-\*y ^ \ 

\____L--^-o.36'» ^ ^-u..>.v \ 
^ ~ \ ^ ^ f Organizational 

^*{ economic 
\ exchange 

Notes: Standardized path coefficients were reported. 
**p<0.01. 
The five control variables have not been included in the figure to avoid complication in our 
presentation. The paths from the five control variables to the study constructs were non-significant 
except the ones from company tenure to organizational economic exchange (P = 0.28, p < 0.05), from 
gender to organizational economic exchange ((3 = -0.20, p < 0.05), from educational level to affective 
commitment (P = -0.11, p < 0.05), and from job type to intention to leave (P = 0.13, p < 0.05). 

leave (P = —0.32, p < 0.01); and organizational economic exchange was positively 
related to intention to leave ((3 = 0.51, p < 0.01) and negatively related to affective 
commitment ((3 = —0.33, p < 0.01). The LISREL program also estimated the indi­
rect effects of some variables in the model based on the standard Sobel test. The 
result showed that the indirect effects of LMX on affective commitment ((3 = 0.68, 
p < 0.01) and intention to leave ((3 = —0.64, p < 0.01) were both significant. 

Considering the above results together, these findings supported the hypoth­
esized full mediating effect. Specifically, organizational social exchange and orga­
nizational economic exchange fully mediated the relationships between LMX and 
the two outcome variables and provided support for hypotheses 3 and 4. The 
squared multiple correlations reported by LISREL provide the information on the 
explained variance of each construct under study. The fully mediated model 
explained 76 and 50 percent of the variance in affective commitment and intention 
to leave, respectively. It also explained 57 percent of the variance in organizational 
social exchange and 19 percent of the variance in organizational economic 
exchange. 

In addition, we estimated the model fit of an alternative fully mediated model 
(Model 4) in which the causal orderings from LMX to organizational social 
exchange and organizational economic exchange were reversed. As Model 4 and 
Model 1 are not nested (Kelloway, 1998), comparing the %2 difference between the 
two models is not feasible. Yet, the unsatisfactory model fit of Model 4 (%2 

(136) = 446.45; RMSEA = 0.10; CFI = 0.94; IFI = 0.94; TLI = 0.92) further rein­
forced our hypothesized causal relationships shown in Figure 1. 

Because this study used self-reported measures, there is a risk that common 
method variance may inflate the magnitude of the relationships under study 
(Podsakoff, MacKenzie, Lee, & Podsakoff, 2003). We performed an additional 
analysis by statistically controlling the effect of a common method factor and then 
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re-estimated the coefficients in the fully mediated model. Since loading all the items 

of the exogenous variables and die endogenous variables on one common method 

factor would result in a model that cannot be identified in the LISREL program, 

we employed a two-step approach in our analysis. In the first step, we conducted 

a CFA for all the study variables as well as the five control variables and a common 

method factor. The purpose of this step is to obtain a covariance matrix which has 

partialled out the common method variance in order to test the structural models. 

The control variables were included such that a covariance matrix with all vari­

ables can be obtained for running the full model in the next step. All items of 

the study variables (except the five control variables) were specified to load on the 

common method factor. That is, the control variables were not linked with the 

common method factor in the analysis. In the next step, we used the covariance 

matrix resulting from the first step to run the fully mediated model again. The 

new model, Model 5, achieved a similar model fit with our hypothesized model 

fa2 (134) = 267.34; RMSEA = 0.06; CFI = 0.97; IFI = 0.97; TLI = 0.96), and the 

overall pattern of our proposed relationships was not affected. This suggests that 

our results are not under serious threat of common method bias. 

DISCUSSION 

Although employees form multiple exchange relationships with various parties 
within the organization, current literature seldom examines the interdependency 
among various kinds of exchange. The primary objective of this study is to fill this 
void by investigating the linkage between LMX and employee-organization 
exchange and how such a linkage impacts employees' affective commitment and 
intention to leave. We developed four hypotheses and tested them with data 
collected from employees working in a foreign-invested enterprise in China. Our 
analysis generated some new findings. 

First of all, the distinctiveness of the key constructs in our study, namely, 
LMX, organizational social exchange, and organizational economic exchange, 
were confirmed by the results of the CFA. SEM has shown that LMX was 
differentially associated with organizational social exchange and organizational 
economic exchange. These findings hint that employee-organization exchange is 
related to the quality of the exchange relationship between the subordinates and 
their supervisors. Since supervisors act as the 'linking pin' connecting employees 
with the organization (Sparrowe & Liden, 2005), high-quality LMX can re­
inforce employees' perceptions of organizational support and investment in 
them. In addition, a long-term, trusting relationship between the employees and 
the organization can also be established through the socio-emotional exchange 
inherent in LMX. For these reasons, we found a positive relationship between 
LMX and organizational social exchange. On the other hand, when LMX is of 
low quality such that both parties confine their mutual role expectations to 
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formal job requirements, employees tend to perceive organizational economic 
exchange with their employing organization. In sum, our empirical results high­
light that employees develop different exchange relationships with the organiza­
tion based on the quality of LMX. 

Despite the above significant results, the effect size of organizational economic 
exchange explained by LMX is much smaller than that of organizational social 
exchange. There is a need to further explore other predictors of organizational 
economic exchange. Previous studies found that Chinese employees with low 
perceived job security would develop a low level of trust and commitment to their 
organization (Bartol, Liu, Zeng, & Wu, 2009; Wong, Ngo, & Wong, 2002). Future 
research may investigate whether employees' perception of job security influences 
their social and economic exchanges with the organization. Moreover, since intra-
organizational exchange relationships do not exist in isolation (Coyle-Shapiro & 
Conway, 2004), more research should be conducted to examine the possible 
interdependency among other types of exchanges such as team—member exchange 
(Seers, 1989) and co-worker exchange (Sherony & Green, 2002). 

Although LMX literature has accumulated evidence that the quality of rela­
tionships developed between subordinates and their supervisors is predictive of 
employees'job attitudes (Gerstner & Day, 1997), the underlying mechanisms have 
not been explored. Our study revealed that organizational social and economic 
exchanges serve as full mediators between LMX and affective commitment and 
intention to leave, as they trigger employees' attitudinal reciprocation toward the 
organization. These findings enhance our understanding of the psychological pro­
cesses behind the relationship of LMX and work attitudes of employees. 

Shore et al. (2006) predicted that employees with high economic exchange 
would display a high level of withdrawal, yet they did not find empirical support in 
their study. The present study provides some evidence for their prediction. We 
found that organizational social exchange and organizational economic exchange 
are related to affective commitment and intention to leave in different ways. 
Organizational social exchange has a stronger relationship with affective commit­
ment than with intention to leave, while organizational economic exchange relates 
more strongly to intention to leave than to affective commitment. A possible 
explanation lies in the unique features of organizational social exchange (i.e., 
mutual trust and open-ended obligations), which are more relevant to employees' 
affective or emotional attachment to their organization, whereas organizational 
economic exchange is more instrumental and short-term oriented, and, thus, it has 
a greater impact on individuals' detachment from the organization. 

Limitations 

This study has a number of limitations. First, the cross-sectional design means 
that the causal relationships among the variables should be interpreted with 
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caution. Second, all variables in this study were self-reported by the respondents. 

We have attempted to deal with this issue by controlling for the effect of a 

common method factor, but the possibility of inflated relationships among these 

perceptual measures due to common method variance cannot be ruled out com­

pletely. Third, our data were collected in one foreign-invested enterprise located 

in Southern China. The single sample design not only restricts the comparison of 

the exchange relationships in different forms of Chinese enterprises (e.g., state-

owned enterprises and private firms), but also limits the generalizability of our 

findings. As firm types have been found to affect organizational culture (Tsui, 

Wang, & Xin, 2006), it is possible that employees working in different types of 

enterprises may perceive the exchanges with their organizations differentiy. 

Fourth, we have not direcdy measured the variables underlying the linkage 

between LMX and employee-organization exchanges, such as the level of 

resources exchanged in LMX, and employees' view of supervisors as organiza­

tional agents and their identification with them. 

Practical Implications 

On a practical level, our study demonstrates that the quality of LMX is crucial for 
the development of employee-organization exchange. Given that organizational 
social exchange is associated with some positive outcomes, it is desirable to estab­
lish high-quality LMX and, hence, to bring about a strong perception of social 
exchange among employees. In contemporary China, people are sensitive to their 
social roles and their reciprocal exchange with others (Chen et al., 2002). The 
relationally oriented nature of the Chinese culture makes LMX an important type 
of exchange relationship in the workplace (Aryee & Chen, 2006; Hui, Law, & 
Chen, 1999). In view of the above, organizations operating in China should train 
supervisors to cultivate long-term, trusting relationships with their subordinates. By 
doing so, strong social exchange relationships can form between employees and 
their organization. 

Furthermore, our findings illustrate the differential impacts of organizational 
social and economic exchanges on affective commitment and intention to leave. 
Previous research noted that some Chinese firms are operating under a narrow 
employment relationship solely relying on materialistic rewards (Tsui, Wang, & 
Zhang, 2002). As such, employees place greater emphasis on their economic 
exchange relationships with their employers (Chen, 1995; Miller et al., 1998). 
Human resource management practices focusing mainly on economic rewards are 
likely to strengthen employees' perceptions of organizational economic exchange, 
which could adversely affect their attitudes toward the organization. To avoid this 
situation, organizations operating in China should carefully design their human 
resource management practices in such a way that promotes organizational social 
exchange. 
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CONCLUSION 

Our study makes a unique contribution to the social exchange literature by linking 

LMX with employee-organization exchange. We showed that both organizational 

social and economic exchanges act as intervening mechanisms through which 

LMX afTects employees' affective commitment and intention to stay with the 

organization. In an era when Chinese organizations are undergoing rapid changes 

and in a labour market where valued talents are in short supply and great demand, 

organizations that succeed in developing perceptions of social exchange by foster­

ing high-quality exchange relationships between subordinates and their supervisors 

would have a competitive advantage. We hope this study sheds some insight on the 

much-needed research examining different exchange relationships in the Chinese 

workplace. 
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