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ABSTRACT
QUICK RESPONSE AND GLOBAL SOURCING:
ORGANIZATIONAL AND PERFORMANCE IMPLICATIONS
FOR U.S. RETAILERS
By

Lisa Phillips Fairbairn

A retailer’s competitive strategy is to a large extent realized through the
deployment of its overall assortment. And while the consumer of "today" and
"tomorrow" wants it all -- price, quality, timely delivery -- quick response (QR) and
global sourcing each provide different facets of the overall assortment. Global sourcing
offers a low-cost alternative to domestic sourcing and QR yields timely domestic
merchandise. These two strategies are among the most visible advances in retail sourcing
practices in recent years. Because of their substantial impact on the retailer’s competitive
position, these practices have changed the way firms view sourcing -- elevating sourcing
t0 a position of strategic importance.

Part T of this dissertation looks at factors that cause and accompany QR
implementation and the implications on retailer performance. A theoretical framework
is developed and several propositions are tested regarding the environment-strategy-
Structure-performance framework as it pertains to QR in the U.S. retailing industry.

Part II examines both the environmental antecedents and the effectiveness of QR
and global sourcing. Based on the well-accepted premise that QR emerged in response
to offshore competition, global sourcing is typically viewed as an alternative strategy.

However, because developing a better understanding of the strategy-performance



relationship is an incremental process, two scenarios and their performance implications
are considered. First, QR and global sourcing will be viewed as strategic alternatives.
Then, the two strategies will be assumed to coexist.

To test the model (and variations of), a retail industry field study of large, diverse
non-food retailers was conducted. A multi-stage methodology was employed.
Hypothesis testing was conducted through regression analysis, structural equations
modelling, and analysis of covariance.

The research proposed and executed in the dissertation contributes to the theory,
method, and application of QR in particular, and also global sourcing. This was
achieved by conceptually and methodologically integrating several core concepts of
strategic management, retailing, and marketing. Conclusions from this research offer a
number of important insights and help to fill a void in both academic research and

managerial application regarding retailer strategy implementation.
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CHAPTER 1
Introduction, Logic, Research Themes and
Expected Contributions
THE U.S. RETAIL INDUSTRY

Over the past five years, retail sales in the U.S. have been growing at an average
annual rate, adjusted for inflation, of approximately 3 percent (U.S. Bureau of the
Census 1995). The Walmarts and the Gaps are exceptions to the rule, but the average
is under 3 percent annually. This problem of relatively stagnant growth is not due to a
lack of stores or shopping opportunities: competitive "sameness" is perhaps the most
encompassing problem throughout the industry. While no retail industry is excluded
from the problem of competitive "sameness" or other problems (e.g., saturation), each
industry is faced with its own unique challenges. The following paragraphs, compiled
from the Chain Store Age Executive (1995) issue on the "State of the Retail Industry",
provide an overview of trends occurring in specific retailing industries (see Pollack
1995). Retailers from each industry discussed below will comprise the sampling frame
for this dissertation.

The apparel specialty store industry, led in sales by The Limited and The Gap,
is experiencing stagnant growth rates. The industry as a whole is currently challenged
by value-conscious consumers and is under siege from department stores, off-pricers and
discount department stores. Expected future developments include continued industry
consolidation and a more favorable long-term outlook due to an anticipated shift in
consumer spending away from larger ticket durables.

The department store industry, lead by Sears and JCPenney, is characterized by
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2

modest growth. Consolidation and smaller stores going out-of-business has left the
industry with fewer, stronger players. Also challenged by off-pricers and discount
department stores, traditional department stores are streamlining operations to eliminate
cost-redundancies and most have converged on moderate price points as their best value
statement. The industry has witnessed an emphasis on private labels to retaliate against
competitive "sameness". Future growth is expected to be modest.

In comparison to the stagnant growth rates experienced by apparel specialty stores
and department stores, the discount department store industry boasts 5 consecutive years
of double-digit growth. Walmart, the industry leader, is experiencing a growth rate three
times as much as its closest competitor in the industry, Kmart. Despite its growth, the
industry is characterized as mature with limited geographic expansion potential and is
threatened by category killers. Given the value-consciousness of consumers, the outlook
for this industry is increasingly bright.

Toys "R" Us and Circuit City Stores are the leaders in the hard line specialty
store industry. Hard line specialty retailers include retailers of office supplies, books,
sporting goods, consumer electronics, furniture and toys. For three consecutive years,
this industry has experienced strong growth. In general, consumer electronics and
sporting goods stores are the best performers and book stores performed poorest. The
industry outlook is for slower, but sustained growth.

The convenience store industry is another strong performer, led by Southland
Corporation (7-Eleven) and Circle K Corporation. Trends behind this industry’s growth
include small grocery stores going out-of-business, consumers increasingly seeking

convenience, and strategic differentiation. Regarding differentiation, convenience stores
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3

are increasingly teaming up with fast-food operators, are preparing their own fresh-
prepared store-brand products and are locating in nontraditional sites. The future outlook
for this industry is very bright due to changing markets and consumers.

To meet the challenges posed by the competitive and dynamic U.S. retailing

environment, many strategies are consi ly being impl d across retailing
industries. Most notably, these strategies include: downsizing, consolidation, cost-cutting
reorganization, internationalization, technological sophistication, retailer-supplier
partnerships, among others. Many retailers today are seeking competitive advantages
through efficiencies (e.g., cost efficiencies, time efficiencies, inventory efficiencies).
Due largely to increasing technological sophistication, most top U.S. retailers believe that
strategic retailer-supplier partnerships are the key source of competitive advantage (Chain
Store Age Executive 1992c). That is, partnerships are a critical means of obtaining
efficiency-driven competitive advantage.

In their annual review of the "State of the Retail Industry”, Chain Store Age

Executive (1995) featured retailer-supplier partnerships as their keynote article (see

Pollack 1995). The article stresses that in retail sourcing, there is a trend toward long-
term relationships or partnerships between retailers and their suppliers and that these
partnerships are both critical and mutually beneficial. In sum, "more and more retailers
are recognizing they can gain better efficiency when they look at the whole supply chain,
without boundaries, from the production line to the checkout line" (Pollack 1995,
p.11A). This trend is extremely interesting and important given its radical departure
from the traditional, adversarial relationship.

Most partnerships fall into two basic categories: those that focus on efficiencies
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4

and those that focus on creating value (Pollack 1995). In use, retailer-supplier

partnerships can be of a domestic or international nature. The seminal article in Harvard
Business Review, "Collaborative Advantage: The Art of Alliances", suggests that
partnerships between companies, whether they are from different parts of the world or
different ends of the supply chain, are extremely important for business survival today
(see Kanter 1994). In the domestic retailing arena, these partnerships may include quick
response (QR), efficient consumer response (ECR), category management, or vendor-
managed inventory (VMI). In the international arena, retailers may develop global
sourcing partnerships. Retailers have two basic options for long-term relationships with
foreign suppliers. First, they may look for local suppliers and help them build an export
capability. Second, buyers may opt to work with foreign firms that are already exporting
(Dominguez and Zinn 1994).

As U.S. retailers strive to compete in the most efficient manner possible, effective
management of the supply function is becoming increasingly important. It is widely
acknowledged by sourcing experts that supply management will play a major role in the
restructuring and restoration of American industry (Leenders and Blenkhorn 1988),
including the retailing industry. One aspect of supply management is finding and
selecting world-class suppliers. However, depending on the nature of the competitive
advantage being sought, "world-class suppliers cannot always be found in the U.S."
(Vickery, Carter and D’Itri 1993, p.38). Two contemporary retail sourcing strategies,
based on partnerships, are quick response (QR) and global sourcing. The former seeks
efficiencies mostly in terms of time and inventory (e.g., Fiorito, May and Straughn 1995;

Phillips and Droge 1995a,b), the latter seeks efficiencies mostly in terms of costs (e.g.,
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5
Kotabe 1989,1992; Liu and McGoldrick 1995).

INTRODUCTION AND OVERVIEW
Quick Response (QR), one form of time-based competition, is revolutionizing the
U.S. retail industry. As in other industries, the catalyst for a time-based movement was

competition from offshore.

"In the late 1980s, approximately 50 percent of the apparel and textiles
purchased in the U.S. were sourced from the Orient. Drowning in a flood of
imports, domestic producers and retailers realized that the future of their
business depended on a healthy domestic business. Seeking competitive
advantage, industry leaders perceived that nationalistic slogans would not be
their salvation. For today’s sophisticated worldly consumer, an appeal to the
emotions and patriotism of the consumer is less likely to succeed than one
based on time, quality, and price. The outcome of the debate over this issue
within the apparel industry group called the Crafted with Pride in the U.S.A.
Council was the formation of the Quick Response (QR) movement. The
thinking of the Council was as follows: "There must be a competitive
advantage based on our proximity to customers. We must be able to seize that
advantage and to satisfy U.S. consumers’ needs more quickly than firms
overseas." In the 1990s, American retailers have found an opportunity to
change the rules of the game by focusing on time with QR. Thus, foreign
competition has compelled U.S. firms to reorient their corporate strategies
toward time (Blackburn 1991, p. 246,7)".

The above excerpt from Blackburn’s (1991) book, Time-Based Competition,
suggests that a domestic strategy with quick response is the key differentiator for retailers
(and producers who sell to them) seeking competitive advantage in the 1990s. It also
implies that QR, a time-based strategy, and global sourcing, usually a cost-based
strategy, are strategic alternatives in retail sourcing. Aside from this more "traditional"
view, however, there is evidence in the literature to entertain the notion that these two

strategies coexist quite successfully. In Part I of this dissertation, the main focus is QR
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6

and its implications for management practice, both internally and with major suppliers.
Part II examines both the environmental antecedents of and the effectiveness of QR and

another major strategy in retailing, global sourcing.

COMPETITIVE STRATEGIES IN RETAILING

A retailer’s competitive strategy is to a large extent realized through the

deployment of its overall assortment. And while the consumer of "today" and
"tomorrow" wants it all -- price, quality, and timely delivery -- quick response and
global sourcing each provide different facets of the overall assortment. Global sourcing
offers a low-cost alternative to domestic sourcing and QR yields timely domestic
merchandise. These two strategies are among the most visible advances in retail sourcing
practices in recent years. Because of their substantial impact on the retailer’s competitive
position, these practices have changed the way firms view sourcing activities -- elevating
sourcing to a position of strategic importance.

While it seems logical for companies to desire integrating these two strategies to
gain the benefits from each, these two approaches to strategic purchasing are often
considered to be inherently incompatible -- one suggests movement towards zero-
inventories and one does not. For example, Fawcett and Birou (1992) found that nearly
2/3 of purchasing and material managers studied reported that they believed JIT, a time-
based strategy in manufacturing, and global sourcing to be incompatible. The most basic
conflict is that of buyer-supplier proximity (Fawcett and Birou 1992).

For the purpose of this dissertation, the scope of quick response is limited to

domestic operations and the scope of global sourcing refers only to sourcing from foreign
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7

countries. In other words, the case wherein quick response is practiced in an
international context is excluded from consideration. Similarly, global sourcing does not
include the instances wherein the source of foreign supply produces and distributes

domestically.

Logic of the Thesis: What is Quick Response?

Quick Response (QR) is a time-based strategy in the retailing industry and is
becoming the industry’s standard system for automatic reordering and replenishment.
It incorporates the providers of raw materials (e.g., textile suppliers), the producers of
finished goods (e.g., apparel manufacturers) and the marketers of the finished product
(e.g., department stores) into one system that is driven by market information (Maltz and
Srivastava 1994). It is designed to reduce turnaround time from wholesaler to retailer
(e.g., in apparel). QR in total application involves "on-line electronic communication
of sales data from retailers to merchandise vendors, with the vendors promptly supplying
retailers the merchandise needed to return the inventory in stores to levels previously
determined cooperatively by the retailer and the vendor" (Fiorito, May, and Straughn

1995, p.12). In other words, the ultimate QR system connects supplier, manufacturer,

, retailer and cc by (1) matching product flows to consumption and (2)
associating perfectly to product flows a timely information flow (Germain, Droge and
Daugherty 1994). Therefore, "QR hinges upon moving from push strategies (attempting
to artificially stimulate demand by trying to push inventory down the pipeline), to pull
strategies (where consumer demand is the driver)" (Chain Store Age Executive 1994,

p.18MH). Since its conception nearly ten years ago, this revolutionary movement has




iz} dramatic results. making {
-y gz of US. retaihing ¢
i zpers refer 10 QR as
7o b eppds (McNama

The beref1ts of quick respon
£z Mz & Srvastava 1994
7 ey merchandise tur
T nmised sales, [3) incre
T sabes at the retai] Jeve].

-2 effickency due to mor

30 ik response tpically

"R presented in Tabje

1. Benefis of Quick Respe

\

\ Suppliers
T g 1

. m% & rrOducc-loord
?‘”Wﬁdom Tesources
ﬁ‘ﬂwng mproveq reqy,
Dt s
Qg\"ed Qslomey

11995



8
produced dramatic results, making U.S. manufacturing more competitive and contributing
to the success of U.S. retailing giants like Walmart, Kmart and JCPenney. Some
industry experts refer to QR as the biggest non-price advantage a competitor in the
retailing industry enjoys (McNamara 1993).
The benefits of quick response have been estimated in quantifiable terms (Salmon
1987; in Maltz & Srivastava 1994): [1] lowers safety stock requirements for retailers,
thereby increasing merchandise turnover, [2] fewer out-of-stock situations results in a
reduction in missed sales, [3] increases in sales for manufacturers and suppliers due to
increases in sales at the retail level, [4] allows manufacturers and raw material suppliers
to increase efficiency due to more predictable scheduling. In more general terms,

benefits of quick response typically realized by retailers, suppliers, consumers and the

total system are presented in Table 1-1.

Table 1-1. Benefits of Quick Response

Retailers

Suppliers

Consumers

Total System

increased sales &
profits

fewer markdowns

lower operating

. expenses

improved customer
service

hij

duce-to-ord:

quality

less resources used
improved return on
assets

i
lower prices
improved variety
fewer stock-outs
(timely response)
satisfaction

efficiency

source: Phillips and Droge (1995a)




(g Prcice

Fioro, May and Straughn (
dizcesina QR partnership be
Ry 2 they communicate
s Merchandise informatio
s, 0 s sent 10 the supplier \
7l rocess of remitting a purc]
smvenory model. Productic
Yy 1 e model's require
=l e shipper and the re
WWMmmm} B
ks compete when floor-
= maam, QR e ¢
m’”mﬂmoriw, Day

448 i
ey g g
%"M"m‘ﬂykldm“;

m""’""“’mumis
m"ﬂmﬁmc‘ demang fom
L™ R for pygieg v



QR in Practice

Fiorito, May and Straughn (1995) describe the typical flow of merchandise, data,
and finances in a QR partnership between a retailer and supplier. Consumers initiate the
QR process as they communicate their needs and wants to the store through their
purchases. Merchandise information (e.g., size, color) is collected through scanning bar-
codes, and is sent to the supplier via electronic data interchange (EDI) rather than the
typical process of remitting a purchase order. These sales data are compared with the
store’s inventory model. Production is ordered for the specific items needed to restore
the inventory to the model’s requirements. Notification of the expected shipping data is
transmitted to the shipper and the retailer. Production orders are transmitted to the plant
where the goods are produced. The merchandise is packed and shipped to the retailer.
The cycle is complete when floor-ready merchandise arrives at the store. In terms of
channel structure, QR requires extensive changes in working relationships between
retailers and vendors (Fiorito, Day, and Straughn 1995).

Kurt Salmon Associates (1993) depicted the dramatic effect of QR on a typical
retailer replenishment cycle by comparing replenishment stages under QR to pre-QR
techniques -- the former yielding a 75 percent typical reduction in lead-time (Figure 1-1).

The tendency by retailers is to implement QR in the basic areas first. Basics are
more profitable, demand forecasting is easier because of year round demand and shorter
pipelines, and QR for basics requires less vendor participation (Chain Store Age

Executive 1991). QR also promises significant benefits for non-basic and fashion

merchandise. Many firms are moving away from the dominant use of pre-distribution

due to the realization that various segments of their business are too unique to be served
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Time
Pre-QR (Days) With QR
Item sold 2 Item sold
Create, approve Create &
& mail purchase 20 transmit order
order via EDI
|
1 Y
Enter PO, pick
& ship order .
Ship via o
consolidator L Ship direct
Receive at DC
14 & cross-dock
Receive at
3 store, restock
shelf
TOTAL 62 TOTAL

Time

(Days)

Figure 1-1. Replenishment Cycle Comparison

source: Kurt Salmon Associates (1993)
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monolithically (deRoulet 1992). In the fashion area, the approach is to place smaller pre-
season orders to closely monitor initial sales and to quickly re-order fast sellers (Chain

Store Age Executive 1991).

OR in Theory

Phillips and Droge (1995a) have developed a model that endeavors to explain the
successive types of cooperative relationships between retailers and manufacturers
necessary for successful quick response implementation. The model (see Figure 1-2)
posits that the three key dimensions of a QR alliance are: [1] relational exchange, a

cooperative arrangement between channel dyads; [2] routinization, of task and real time

information h and [3] minimization of slack resources, mainly time and

inventory. The focus of their model is QR alliances as delimited by resource dependence
(RD) theory. Assuming uncertainty in the environment, RD theory provides a rich
predictive framework for explaining how organizations operate on their supply
environments to make them more stable (Handfield 1993). QR is posited as a means of
reducing uncertainty by both retailers and manufacturers.

More specifically, demand uncertainty is a common obstacle for both retailers and
manufacturers. Resource dependence (RD) theory suggests that organizations tend to
implement certain strategic operations or mechanisms in response to uncertainty as a
means of achieving organizational stability (i.e., transaction certainty). Quick response
answers this call. QR is proposed to constitute a three-dimensional response to

uncertainty on the part of both retailers and manufacturers. More specifically, the first
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phase of a QR alliance is relational exchange, or some degree of cooperative
arrangement between the two parties. Routinization, the second phase in QR, results
when a degree of relational exchange already exists and there is standardization of
information exchange and operating tasks. Routinization enables the substitution of task
variability and lack of information for two of the retailer’s most valuable assets, time and
inventory. This results in the third phase in QR; i.e., slack resource minimization. The
model then proposes that the successful implementation of a QR results in future

transaction certainty, or stability, for both retailers and manufacturers.

Parallels between QR and JIT

The similarities and differences between QR and JIT have been noted (e.g.,
Fiorito, Day, and Straughn 1995; Blackburn 1991) and are important to this thesis.
According to Germain, Droge and Daugherty (1994), QR is essentially an industry-
tailored JIT system. The most fundamental similarity among JIT and QR is time. Due
to an inherent lack of literature on quick response outside of the trade journals, there is
a need to base this research on preexisting time-based theory. By far, the most
researched issue of time-based competition is JIT in manufacturing and purchasing. As
will be discussed here and assumed throughout this dissertation, the differences between
these two time-based, supply chain strategies are few.

Differences between JIT and QR are mostly in practice, not theory. Simply, three
major differences can be identified: [1] different locations in the supply chain; [2]
different inputs, and therefore, different outputs; and [3] the different direction of

information flows (Blackburn 1991). While the first two points are obvious, the last
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point is in need of clarification. "Conventional approaches to time reduction in
manufacturing are one-dimensional: The objective is to move product faster through the
pipeline; that is, speed is attained by moving forward faster. However, in the retailing
supply chain (i.e., QR), there is flow in two directions: Product flows forward in value-
added stages and information flows backward from consumers as demand is translated
into replenishment orders. The innovative feature of QR is that actions are taken to
increase the velocity of flows in both directions. The QR campaign involves steps to
move goods forward faster; that is, to shrink cycle times at each stage of manufacture
and the shipment times between stages. However, the unique features were those taken
to improve the responsiveness of the system through improved, faster communication of
consumer preferences back to all members of the chain. In sum, the conceptual
breakthrough made in the QR movement was recognizing that the supply chain is a

system of bidirectional flows" (Blackburn 1991, p.253,4).

Logic of the thesis: What is Global Sourcing?

With the globalization of markets, global sourcing is increasingly becoming a
precondition for an international firm’s success in the 1990s (Monczka and Trent 1991a;
Fagan 1991). Many retailing firms find a better combination between price and quality
from manufacturers in developing countries. In fact, increasing numbers of retail firms
from developed countries have been setting up buying offices in developing countries
(United Nations 1985).

More specifically, the ever-changing business environment necessitates that

corporations maximize the use of organizational buying overseas in order to :[1] maintain
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competitiveness, [2] cut costs, [3] establish a quality product, and [4] maintain a
technological edge (Herbig and O’Hara 1993). While global sourcing has traditionally
been used as a reactive response to global competitive pressures, more recently, global
sourcing is increasingly being used as a proactive strategy to gain competitive advantages
(Cavusgil, Yaprak and Yeoh 1993).

Compared to traditional importing, international sourcing implies that retailers
tend to be more proactive in the acquisition of sources of supply and their own strategies
dominate in the decision-making as to where, when, what, how much and from whom
to buy (Liu and McGoldrick 1995). With traditional importing, retailers often play a
passive role in obtaining merchandise, with suppliers taking the initiative in providing
goods.

Liu and McGoldrick (1995) summarized the benefits and costs that have driven
and constrained the growth of global sourcing (Figure 1-3).

More specifically, there appears to be a consistent perspective of the benefits of
global sourcing. Kotabe (1989,1992) argued that global sourcing is being increasingly
used to acquire and sustain cost competitiveness. Similarly, better/lower price is
typically credited as the most important benefit (Fawcett and Birou 1992; Dowst 1987;
Monczka and Trent 1991a). Min and Galle (1991), however, report that quality is
becoming the most important factor in global sourcing. Other benefits include:
accessibility, enhanced customer service, increases in supply options, and assistance in
developing a global market presence (Fawcett and Birou 1992). Hayes, Wheelwright and

Clark (1988) eloquently summarize that global sourcing’s competitive impact extends

beyond "traditional” cost containment and includes competitive dimensions of quality,
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DRIVING FORCES

PUSH

PULL

FACILITATORS

domestic prices
cost pressures
few suppliers
lack of product
innovation

competitive prices

improving quality

greater diversity

consistency of
supply

global retailing
buying alliances
single market
better transport/
communications

L

|

]

‘ GLOBAL SOURCING

POSSIBLE IMPACTS

policy
strategy
organization

competitive product mix
differentiation strategy

profit and performance
pressure on domestic suppliers
presence in foreign markets

logistics

LCONSTRAINTS COSTS
transit time export taxes
exchange rate exchange costs
quality control global transport
paperwork insurance
language tariffs
inspection obsolescence
contracts brokerage
politics rejects
trade barriers letters of credit
nationalism damage in transit

Figure 1-3. Global Sourcing: Costs and Benefits

source: Liu and McGoldrick (1995)
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dependability, flexibility and innovation as well.

Reasons for sourcing globally are many. Liu and McGoldrick (1995) identified
four major driving forces: cost reduction; competitive products from overseas;
availability, and the internationalization of retailing. Regarding cost reduction, the trends
of retailer concentration and increasing competition, means little opportunity for retailers
to raise prices in an effort to increase profits. Many are pursuing an alternative strategy
of reducing supplier costs with global sourcing. Regarding overseas competition,
developing countries have become, and are becoming increasingly competitive in the area
of manufactured products. Retailers are finding that many items with higher quality or
a combination of low price and quality can be found in developing countries (Fagan
1991; Monczka and Trent 1991b). Some retailers opt to source globally to enhance the
reliability of their supply, to supplement their domestic sources, or to meet increased
demand (Liu and McGoldrick 1995). In many cases, certain products can only be found
overseas.

The five most important constraints of global sourcing include: [1] transportation
delays; [2] foreign exchange rate fluctuations; [3] travel costs; [4] quality assurance
uncertainties; and [5] language (Min and Galle 1991). International sourcing can also
entail ’softer’ obstacles: an inadequate understanding of international business and
purchasing practices; human and organizational resistance to change; domestic market
nationalism; an insufficient working knowledge of international sources, language and

cultural differences (Monczka and Trent 1991b).
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Domestic Sourcing

Compared to global sourcing, the benefits of domestic sourcing (e.g., QR) include
the shorter lead and transit times, the ability to monitor closely the total production
process and the lower costs in terms of management time and communications. In

general, a retailer may accept higher prices in exchange for the lower risk and cost

usually associated with domestic sourcing.

The Global Sourcing Process

Because of the diversity of approaches and contexts available for international
sourcing, a model of the sourcing process can offer only a simple abstraction (Figure 1-

4).

Many firms have adopted a policy of sourcing from multiple countries. For
example, Nike sources it shoes from South Korea, Taiwan, Thailand and Hong Kong.
For different target markets, a firm may source the same product from different
countries. An empirical study of international apparel sourcing has found that Italy
dominates the designer label field, while Hong Kong is the leading choice for retailers’
own labels (Harris and Heppel 1991).

Selection of suppliers is one of the retailer’s most important decisions in
international sourcing. The principle of purchasing used by both industrial and retail
buyers is "making the goods available at the right price at the right time" (Webster
1984). Retailers must also decide whether to source a product from a single supplier or
from multiple suppliers. Considering the two options, the firms needs to balance the

trade-off between operating costs and risks, particularly in the international context.
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Single sourcing has the benefit of cost reduction, but bears the risk of ’putting all the
eggs in one basket’.

Once a supplier is selected, purchasing strategy is developed concerning the
volume, frequency, target price, time of delivery and trade channels. A number of
alternative trade channels to organize the transaction exist--an international trading firm,
overseas buying office, internal buyers and/or buying group. Many retailers prefer

overseas buying offices because direct contact with suppliers can reduce the possibility

of misund ding or poor cc ication between the two parties. The choice of
trade channels also depends on the expected volume and frequency of purchase. The
retailer also negotiates prices and terms with the foreign supplier. In addition, the
management of the retailer-supplier relationship is fundamental. A healthy and
harmonious long-term business relationship is beneficial to both retailers and their

suppliers.

DISSERTATION JUSTIFICATION

A Call for Research

While research in the area of JIT, as applied to purchasing and facturing,
has been ongoing for 15 some years (Hage 1980), research on QR is in its infancy.
This oversight is curious, as the desire to eradicate "waste" and ensure a rapid
throughput of goods should be greatest at the retail level, where finished goods represent
the highest value stocks in the whole system (Delbridge and Oliver 1991, p.20).

Similarly, with the globalization of business and markets, one dimension of the

internationalization of retail operations that has been largely overlooked is sourcing.
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Most empirical research on international sourcing has largely concentrated on U.S.
manufacturing firms or European and Japanese multinationals in the U.S. (Kotabe and
Murray 1990; Kotabe and Omura 1989; Monczka and Trent 1991a, 1991b; Davidson
1982). Although it is evident that many international retailers actively engage in global
sourcing operations, both conceptual and empirical work on international retail sourcing

has been very limited (Liu and McGoldrick 1995).

MAJOR RESEARCH THEMES/EXPECTED THEORETICAL CONTRIBUTIONS

Part I - Quick R A d and C:

Part I of this dissertation looks at factors that cause and accompany quick response in the
retailing industry and their implications on retailer performance. A theoretical
framework is developed and several propositions are tested regarding the environment-
strategy-structure-performance relationship as it pertains to quick response (QR) in the

U.S. retailing industry.

The three general research questions to be addressed in Part I are presented in Table 1-2

and then briefly outlined. Each question will be thoroughly addressed in Chapter 3.
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Table 1-2. Research Questions - Part I

m

Research Question 1 | What, if any, changes in management
practice (i.e., organizational structure) and
channel relationships (i.e., relationship
structure) occur as the extent of
involvement with QR increases?

Research Question 2 | What, if any, changes in the extent of
involvement with QR strategy and structure
(i.e., organizational and relationship) occur
as the extent of environmental uncertainty
increases?

Research Question 3 | What, if any, implications does extent of
QR strategy implementation, environment
uncertainty, and structure (i.e., both
organizational and relationship) have on
retailer performance?

What, if any, changes in management practice (i.e., organizational structure) and
channel relationships (i.e., relationship structure) occur as the extent of
involvement with QR increases?

The first theme is that QR strategy has a large influence on both organizational
and relationship structure. This is consistent with the dominant theme in strategic
management that structure follows strategy. Chandler (1962) observed that major
changes in organizational strategy were followed by changes in structural form.

Since that time, the proposition that "structure follows strategy" became widely

accepted.

Selection of the organizational structure variables was guided by literature
reviews that have consistently identified integration, formalization, and

decentralization as major interrelated dimensions of organizational structure. It
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will be argued that the implementation of quick response results in increased
integration, formalization, and decentralization of operations. This relationship
has been confirmed in a variety of contexts, including JIT exchange and cost vs.

differentiation.

Relational norms (the higher-order construct comprised of flexibility, information
exchange, solidarity) was chosen to represent the relationship or boundary-
spanning structure.  This selection was guided by literature on channel
relationships (i.e., behavioral-orientation) and the relevance of the construct to

QR partnerships. It will be argued that the impl ion of quick

results in an increase in flexibility, information exchange and solidarity between
the retailer and its suppliers. This relationship has also been confirmed in a

variety of contexts.

What, if any, changes in the extent of involvement with QR strategy and structure

i.e.. organizational and relationship) occur as the extent of environmental
uncertainty increases?

Models of the relationships between strategy and structure often include
uncertainty as antecedent to strategy, structure or both. In this dissertation,
environmental uncertainty is posited to directly affect QR strategy implementation
and structure (both organizational and relationship). Each of these arguments are

well-supported in the literature.
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This first contention is consistent with the traditional contingency literature that
suggests environment can and should influence strategy. The argument has long
been made that changes in ways of conducting business are unlikely to be
considered in placid environments. The current status of the retail environment
is far from placid. Literature suggests that radical strategic initiatives become
more likely overall as environmental uncertainty increases. It will be argued that
as environment uncertainty increases, the extent of QR implementation also

increases.

Environment uncertainty has also been found to have important implications for
the structures of organizations. Regarding organizational structure, several
studies have found that uncertainty in the environment creates the need for more
organic structures, typically characterized as more integrated, specialized,
formalized and decentralized than bureaucratic ones. Therefore, it will be argued

that as uncertainty increases, organizational structures become more organic.

A more recent trend in the literature is the establishment of the existence of a
relationship between environment uncertainty and relationship structure. In
general, relational norms (i.e., information exchange, solidarity, flexibility) buffer
uncertainty by serving as a general protective device against deviant behavior.
Therefore, the argument will be made that exchange relationships that typically
emerge in the face of uncertainty will tend to be more relational (vs. discrete) in

orientation.
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What, if any. implications does extent of QR strategy implementation
environment uncertainty, and structure (i.e., both organizational and relationship)
have on retailer performance?

The traditional stance in the literature is that strategy influences performance.
QR strategy implementation is expected to enhance retailer performance for
several reasons, including: fewer markdowns, lower operating expenses, higher
turns, increased selling space and improved customer service. Thus, it will be
argued that as QR strategy implementation increases, performance can be

expected to increase as well.

The environment has been found to influence organizational performance in a
variety of contexts. Specific to this dissertation, in any environment characterized
by uncertainty, if no adaptation mechanism is cultivated, the costs of making
changes in response to unanticipated events will eventually undermine the returns
an organization derives. For this reason, the argument will be made that as

environment uncertainty increases, retailer performance decreases.

The influence of organizational structure on performance has been demonstrated
in the literature. Specific to this dissertation, several studies have found
organizational performance to be significantly linked to organic structures.
Retailer performance, it will be argued, increases as organizations become more

integrated, formalized and decentralized in their structure.
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Regarding the influence of relationship structure on performance, retailers with
long-term relationships can achieve competitive advantage by receiving
merchandise in short-supply, information on new and best-selling products and
competitive activity, best allowable prices, and advertising and markdown
allowances.  Relational norms, in turn, are considered to be important
mechanisms for regulating long-term relational exchanges. In this case, retailer
performance will be argued to increase as the norms of informational exchange,

flexibility and solidarity increase.

These general themes will be formally discussed in Chapter 3 of this dissertation and

tested in Chapter 5.

Part I - QR and Global Sourcing: Drivers and Performance Implications

Part 1T of this dissertation examines both the environmental antecedents of and the
effectiveness of QR and another major strategy in retailing, global sourcing. Based on
the well-accepted premise that QR emerged in response to offshore competition, global
sourcing is typically viewed as an alternative strategy. The former offers the retailer a
low-cost alternative to domestic sourcing and the latter yields a strategy based on the
cutting-edge concept of information replacing inventory in the supply chain. Three

research themes are associated with Part II of this research (see Table 1-3).
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Table 1-3. Research Questions - Part II

Research Question 4 | What environmental factors, if any, are
catalysts of QR and/or global sourcing
implementation?

Research Question 5 | Comparing QR and global sourcing as
strategic alternatives, which strategy has the
largest influence on performance?

Research Question 6 | Will retailers implementing both QR and
global sourcing outperform retailers
implementing only one strategy?

[4]  What environmental factors. if any, are catalysts of quick response and/or global
sourcing implementation?

The intent of this research theme is simply to gain a better understanding of these
two strategies by examining the effects of a variety of facets in the retailer’s

environment on strategy implementation. Factors identified in the literature as
potential external drivers of QR and/or global sourcing implementation include,
but are not limited to: environment uncertainty, competition (domestic and
foreign), and the internationalization of retailing. ~ Factors in the retailer’s
internal organizational environment include, but are not limited to: degree of
retailer internationalization, retailer power, technological sophistication, corporate

goals, innovativeness, and marketing orientation.

Performance implications of the two strategies are now discussed. Because developing

a better understanding of the strategy-performance relationship in service industry
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environments is an "incremental process" (Cappel, Wright, Wyld and Miller 1994,
p-211), two scenarios and their performance implications are considered. First, quick
response and global sourcing will be viewed as strategic alternatives. Second, the two

strategies will be assumed to coexist.

Comparing quick response and global sourcing as strategic alternatives, which
strategy has the largest influence on performance?

Given the traditional notion, that QR and global sourcing are strategic
alternatives, it will be argued that the performance of retailers competing with a
QR strategy will exceed the performance of retailers competing on the basis of
a global sourcing strategy. Literature based on Porter’s generic strategies
provides support for this performance contention. In Porter’s terminology, QR
is characteristic of a differentiation strategy and global sourcing is characteristic

of a cost-leadership strategy.

Will retailers implementing both quick response and global sourcing strategies
outperform retailers implementing only one strategy?

Extending the more traditional notion that QR strategy and global sourcing are
strategic alternatives, there is some recent evidence to suggest that the two
strategies may coexist much to the benefit of the retailer. Several recent studies
suggest that competing with a combination of strategic approaches may be
associated with higher profitability and larger market shares. It will be argued

that the performance of retailers simultaneously implementing both QR and global
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sourcing strategies will be greater than retailers implementing only one of these

strategies.

These general themes will be formally discussed in Chapter 3 of this dissertation.

| The formal hypotheses developed in Chapter 3 will be tested by a retail industry field

survey of large, diverse non-food retailers. Specific retailers to be studied include:
| department stores, general merchandisers, discounters, and various specialty stores (e.g.,
apparel, toys, books). A thorough discussion of the research methodology is the focus

of Chapter 4. Research findings will be presented in Chapter 5.

Based on the nature of Part I and Part II, this dissertation is expected to make
theoretical contributions to existing literature bases on: [1] retailing, [2] logistics, [3]
management, and [4] international business. Each of the six previously discussed
rescarch themes will contribute directly to the conceptual understanding of quick

response, in particular, and also global sourcing.

SIGNIFICANCE OF THE RESEARCH
In conclusion, this dissertation will prove to be important for three reasons in
particular. First, QR is an extremely timely topic, both literally and figuratively. Time-
based competition appears to be the key differentiator of the 1990s (Stalk 1988).
Quality, which can be considered the differentiator of the 1980s, has instead become an
order qualifier. Second, although there are a plethora of company examples in the trade

Journals documenting the upside and downside of both global sourcing and QR, very few

Ll 00
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attempts outside of the trade press have endeavored to explain these strategic initiatives
in the retailing industry. This dissertation is an attempt to fill an obvious theoretical and
empirical void in the literature. Third, and finally, the conclusions drawn from this
research will be very managerially relevant. As academic research is often criticized for
being "unpractical”, this dissertation should prove to have many practical implications
and applications.

The remainder of this dissertation is organized as follows. In Chapter 2, key
constructs are defined and operationalized. In Chapter 3, the theoretical model and
hypothesis are introduced and discussed in detail. In Chapter 4, the methodological
process is set forth. Chapters 5 and 6, respectively, provide a critical discussion of the

results and the implications of this research, both theoretically for managerially.
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CHAPTER 2
Environment, Strategy, Structure, and Performance
Literature in Marketing

In this chapter, the basic model is overviewed. In particular, the general
relationships between environment, strategy, structure and performance are introduced.
This overview is followed by the identification and justification of the major components
of the specific model to be tested in this dissertation, their meanings, and their
measurement. In particular, key constructs include: environment uncertainty, quick
response (QR) strategy, global sourcing strategy, organizational structure, relationship

structure and retailer performance.

BASIC MODEL: OVERVIEW

In this dissertation (in Chapter 3), a theoretical model and several propositions
are developed regarding the relationships among environment-strategy-structure-
performance as they pertain to quick response (QR) in the U.S. retailing industry.

The genesis of the model to be developed and tested is represented by Figure 2-1.
The figure reveals the key constructs and the expected relationships between them. The
model proposes that: [1] the environment influences strategy and structure; [2] strategy
influences structure; and [3] the environment, strategy and structure all influence an
organization’s performance.

Justification for the model is threefold: [1] the cl strategic "

stance that strategy engenders structure (e.g., Chandler 1962); [2] models of the

Telationship between strategy and structure often include the environment as antecedent

31
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to strategy, structure or both (e.g., Miller and Droge 1986; Prescott 1986; Germain,
Droge and Daugherty 1994); and [3] strategy, in particular, and also structure and
environment, have been demonstrated to influence performance. Later, Figure 2-2
provides an elaboration of the specific components of the model to be developed in
Chapter 3.

The relationships proposed in Figure 2-1 among environment, strategy, structure
and performance are well-confirmed in the literature. They are discussed in detail in
Chapter 3, but some examples of supporting literature are given here. Environment has
been found to influence strategy in the context of JIT exchange (Germain, Droge and
Daugherty 1994; Frazier, Spekman and O’Neal 1988), new products (Calantone,
diBenedetto and Bhoovaraghavan 1994), exporting (Naidu and Prasad 1994; Cavusgil and
Zou 1994). Environment has been found to influence structure in a variety of contexts—-
new product development (Calantone, diBenedetto and Bhoovaraghavan 1994), JIT
(Germain, Droge and Daugherty 1994), channel relations (Robicheaux and Coleman
1994; Heide and John 1992; Klein, Frazier and Roth 1990; Noordewier, John and Nevin
1990), among others. Past studies have also demonstrated that a variety of marketing
strategies lead to structural changes, including those of new product development
(Calantone, diBenedetto and Bhoovaraghavan 1994), cost vs. differentiation (Miller 1988)
and JIT (Gilbert, Young and O’Neal 1994; Germain, Droge and Daugherty 1994).
Similarly, performance has been found to be influenced by the environment (e.g., Heide
and Stump 1995; Cavusgil and Zou 1994; Kaynak and Kuan 1993), strategy (e.g., Naidu
and Prasad 1994; Tan and Litschert 1994; Richardson 1993; Webster 1993; Geringer,

Beamish and daCosta 1989) and structure (e.g., Kaynak and Kuan 1993; Mahajan and
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Wind 1988; Schul, Little and Pride 1988; Gupta 1987) in a variety of contexts. In this

chapter, the main constructs are defined in a general business context and relevant

operationalizations in past literature are discussed.

MODEL COMPONENTS
Definition of Constructs
Given the broad scope of this dissertation, the focus of this literature review is
only the specific constructs to be considered in this dissertation. Figure 2-2 reveals how
the basic components of the model are conceptualized in Part I and Part II of this

research. Each of these constructs are discussed in detail below.

Conceptualization
Component Part 1 Part 11

Envi > i 1 i Facili of Quick
Facilitators of Global Sourcing

Strategy —meeeeeemmeee > Quick Response Quick Responl'nse (vs.)
Global Sourcing

Structure  eeeeeeeeeee > Organizational
(integration, formalization,
decentralization)
Relationship
(relational norms)

Performance -----------—--->  Efficiency Efficiency
Effectiveness Effectiveness
Adaptability Adaptability

Figure 2-2.  Conceptualization of Model Components
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STRATEGY

In Chapter 1, quick response (QR) and global sourcing were described as among
the most visible advances in retail sourcing strategies in recent years. Because of their
substantial impact on the retailer’s competitive position, these practices have changed the
way firms view sourcing activities -- elevating sourcing to a position of strategic
importance. Given the importance of these two contemporary retailing strategies, QR

and global sourcing were selected as the strategic components of this dissertation.

QUICK RESPONSE (QR) and its measurement

In the academic and trade literature, quick response (QR) has been defined by
various authors as: an "on-line electronic communication of sales data from retailers to
merchandise vendors, with the vendors promptly supplying retailers the merchandise
needed to return the inventory in stores to levels previously determined cooperatively by
the retailer and the vendor" (Fiorito, May, and Straughn 1995, p.12); "a consumer-
driven strategy that pulls things though the pipeline and lets consumers decide what they
want instead of the old-fashioned way of trying to forecast what the consumer wants and
then push it through the pipeline" (Blackburn 1991, p.248); "a strategy for reducing the
time and cost of a retailer’s merchandise replenishment cycle through the use of
barcoding and Electronic Data Interchange" (Chain Store Age Executive 1992a, p.73);
the "technique for shortening the time it takes fiber to reach the mills, fabric to get to
the apparel maker, and the finished garment to make it onto the retailer’s floor"
(McNamara 1993, p.28); and a "strategy of customer service that uses technology to

make possible an industry pipeline so flexible and efficient that, ideally, retailers can
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forecast today what they will sell tomorrow and have the merchandise in the stores, on
time, in the right quantities, colors, sizes and styles" (Chain Store Age Executive 1991a,
p.4B). More simply, others have described quick response (QR) as: a "technology-
driven, co-operative retailer/supplier relationship” (Larson and Sijbrands 1991, p.10);
and an "industry-tailored JIT system" (Germain, Droge and Daugherty 1994, p.471).

In this dissertation, quick response is defined as a technology-driven d

sourcing strategy based on a cooperative relationship between retailer and supplier
that seeks to minimize slack resources (i.e. time and inventory) in the supply chain.

Only one empirical study was found that directly operationalized "quick response"
implementation (i.e., Fiorito, May and Straughn 1995). However, based on the
similarities between QR and JIT (as discussed in Chapter 1), the JIT literature could also
serve as a parallel basis for the measurement of QR. Table 2-1 reveals a sample of

relevant measures for the operationalization of quick response in this dissertation.
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Table 2-1. Quick Response (QR): Measurement

Authors (date) Sampling Unit Context _Measures
Fiorito, May & Straughn reailers QR degree of implementation of 15 components of QR; use
(1995) IRDM POS, barcoding, promotional price look-up system,
strategic organizational planning for QR, UPC scanning,
source(s): original full price look-up system, training of key employees about

QR changes, automatic replenishment of basic goods,
vendor-marked merchandise, pre-season planning with
vendor, automatic forecasting for staple goods, EDI, store
receipt of products directly from vendor, bar-coded
shipping container labels, automatic forecasting for fashion

goods.
Germain, Droge & Daugherty manufacturers T single item, "percentage of sales made on a JIT basis”.
(1994) JMR
source(s): Frazier & Rody (1991)
Gilbert, Young & O’Neal ‘manufacturers T twoitems, "self-report status based ona provided detailed
(1994) JBR definition of JIT systems” and "number of JIT suppliers
used”.
source(s): unidentified
Handfield (1994) ‘make-to-order firms T four 7-point items, "to what extent: [1] are orders placed
Jom and delivered on a daily basis with the critical supplier;
Rli i locally; [3) i i
source(s): original supplier actively involved in new product design decisions;
lotsized of i delivered?”
(alpha=.74)
Fawcett & Birou (1992) purchasing and materials nT single item, "do you have a JIT sourcing program?”
UPD&IM ‘managers

Source(s): unidentified

GLOBAL SOURCING and its measurement

Global sourcing has been broadly defined as: the "acquisition of raw materials,

p and from international sources for use in fabrication, assembly

or for resale regardless of whether the import source is internal or external to the
company" (Swamidass 1993, p.672); the "setting up of production operations in different
countries to serve various markets, or buying and assembling components, parts or
finished products worldwide" (Murray, Kotabe and Wildt 1995, p.181); or it refers to

"those decisions determining which production units will serve which particular markets
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and how components will be procured for production" (Kotabe and Swan 1994, p.118).
Literature on global sourcing, from a retailing perspective, was extremely scarce. A
chapter in the recent (i.e., 1995) book, International Retailing: Trends and Strategies, by
Liu and McGoldrick, focus specifically on global sourcing from a retailing perspective.
In the retailing context, global sourcing implies that "retailers tend to be more proactive
in the acquisition of sources of supply and their own strategies dominate in the decision-
making as to where, when, what, how much and from whom to buy" (Liu and
McGoldrick 1995, p.100. Global sourcing, therefore, differs from tradition importing
in that with importing "retailers often play a passive role in obtaining merchandise, with
suppliers taking the initiative in providing goods" (Liu and McGoldrick 1995, p.100).
In this dissertation, global sourcing is defined as a retailer-driven international
sourcing strategy wherein the retailer serves as the catalyst in sourcing the

merchandise or sub ts from abroad.

P

Table 2-2 reveals a sample of relevant measures for the operationalization of
global sourcing in this dissertation. All studies found in the academic literature were not
specific to retailing, but instead were found to largely focus on U.S. manufacturing firms
or European and Japanese multinationals operating in the U.S. (Liu and McGoldrick

1995).
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Table 2-2. Global Sourcing: Measurement

Authors (date) Sampling Unit
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Measures

Murmay, Kotabe & Wildt U.S. subsidiaries of foreign

single item, "percent of total value of all non-standardized
in the products sourced internationally”.

(1995) JIBS
sourcel(s): unidentified

‘Thorelli & Glowacka
(1995) JBR

industrial buyers

source(s): original

Kotabe & Swan (1994) U.S. parent firms
JIBS

source(s): Kotabe (1989) and

Goines (1993)
Fawcett & Birou (1992) purchasing and materials
managers
source(s): unidentified
Min & Galle (1991) multinational U.S. firms
LP&MM

source(s): original

U.S. subsidiaries of foreign

Kotabe & Omura (1989)
JIBS ‘multinationals

source(s): original

eight 5-point items, "likelihood of purchasing a component product
from foreign suppliers located in eight countries if he/she were to
become dissatisfied with the performance of the current supplier”.
Endpoints include: 1=very unlikely to buy, S=very likely to buy.

single item, "ratio of the sum of U.S.-manufactured imports from
foreign affiliates plus platform exports from affiliates to third
countries divided by U.S. parents’ total sales for each industry”.

single item, "do you have a global-sourcing program?”

single item, "what percentof yourcompany’s current year purchases
were overseas?"

single item, "ignoring transportation costs, approximately what
percent of the total value of components in the product could be
sourced from local firms in newly industrialized countries such as
‘Taiwan, South Korea and Brazil without technical assistance from
your firm?.

STRUCTURE

As depicted in Figure 2-2, for the

component of the model relates only to

purpose of this dissertation, the "structure"

QR implementation. The most common

operationalization of structure in the business literature is organizational structure.

Certainly, QR implementation can be expected to influence the retailer’s internal

organizational structure.

Decentralization, integration and performance control were

chosen to represent organizational structure based on their relevance to QR. It is also
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likely to expect that QR implementation influences the retailer’s relationship with its QR
suppliers, or relationship structure. Information exchange, flexibility and solidarity were
chosen to represent relationship structure based on literature on channel relationships that
identified relational norms as a key factor in QR partnerships. For these reasons, both
organizational and relationship structure were selected to represent the structure

components of the model.

ORGANIZATIONAL STRUCTURE and its measurement

Internal or organizational structure refers to an organization’s internal pattern of
relationships, authority and communication (Thompson 1967). Organizational structure
has been measured in many empirical studies over the last decade and has been
characterized on a variety of dimensions. The individual facets and measurement
approaches used in key studies in marketing and management are summarized below in
Table 2-3. Evident from the table is the consistency in which the facets of organizational
structure have been studied in the past decade in a variety of contexts, including: JIT
(e.g., Germain, Droge and Daugherty 1994; Giunipero and Law 1990; Frazier, Spekman
and O’Neal 1988), marketing mix variables (e.g., Moorman, Deshpande and Webster
1993), manufacturing (e.g., Miller and Droge 1986), strategic processes (e.g., Miller

1991, Fredrickson 1986 ), among others. In particular, the dimensions of centralization,

integration, formalization and specialization have dominated this area of organizational
research. The conceptualization in this dissertation relies on these works, especially that

of Germain, Droge and Daugherty (1994) regarding JIT.
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Table 2-3. Empirical Studies of Internal Organizational Structure

Sudy Publication Facets of Structure Context
Pelham & Wilson (1996) Journal of the Academy Decentralization
of Marketing Science Coordination
Formalization
Differentiation
Germain, Droge & Journal of Marketing Decentralization T
Daugherty (1994) Research Formalization
Integration
Specialization
Jaworski & Kohli Journal of Marketing Formalization antecedents of marketing orientation
(1993) Centralization
Departmentalization
Moorman, Journal of Marketing Centralization advertising
Deshpande & Formalization
Webster (1993) Complexity
Bucklin & Sengupta Journal of Marketing Formality co-marketing alliances
(1993)
Menon & Journal of Marketing Formalization knowledge utilization
Varadarajan Centralization
(19%2)
Miller (1991) Management Science Integration undiversified, aumnomous companics
Formalization
Specialization
Decentralization
Giunipero & Law Production & Inventory Integration T
(1990) Journal D i
Yasai-Ardekani Academy of Management Complexity electrical engincering firms
(1989) Journal Formalization
Decentralization
Frazier, Spekman Journal of Marketing Integration OEM
& O'Neal (1988) Performance control
Decentralization
Specialization
Miller (1988) Academy of Management Liaison devices undiversified, autonomous companies
Journal Technocratization
Delegation

Formal Controls

Koberg & Ungson (1987) Journal of Management Nonformalization schools.
Decentralization
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Table 2-3 (cont’d).
Sudy Publication Facets of Structure Context
Fredrickson (1986) Academy of Management ~ Centralization strategic decision process
Review Formalization
Complexity
Miller & Droge ive Science izati ‘mostly manufacturing
(1986) Quarterly Complexity
Centralization
Integration

The selection of the internal structure variables for this dissertation was guided
by literature reviews that have consistently identified integration, formalization and
decentralization, among others, as major interrelated dimensions of organizational
structure (e.g., Mintzberg 1979; Miller 1991). These dimensions are consistent with
those analyzed in Germain, Droge and Daugherty (1994) regarding JIT. In this
research, organizational structure is comprised of decentralization, formalization and
integration.

Following a discussion of the variations in meanings of the three constructs,
Tables 2-4 through 2-6 present a selection of studies identified in the top marketing and
management journals that focus on the three dimensions of organizational structure

selected for analysis in this dissertation, and their measurement.

Decentralization

In general, decentralization (or the reverse--centralization) refers to the vertical
locus of decision-making authority in the firm (Germain, Droge and Daugherty 1994;

Miller and Droge 1986). In particular, decentralization "divides decision-making tasks



0 management bits, red
izl alytical approach
feaes Gecentralization an
it In general, oper:
4. peronee!) and scheduling
it fow and timing) thing
istiction is made because
g initative status” (Germ
‘Eanization (or centralizat
Eriy Groughout an organ
e i ecision-making”
lima 1993, p.85); “the deg
Dk nfleence of corporate st
0 make decisions and
V), and more: simply, °

Vidanjan 1992, .63). In

e orgaization that has 2
eatory control, electronic
alsuppler selection, etc.




43

into more management bits, reducing collective cognitive limitations and allowing more
planned and analytical approaches” (Miller 1987, p.12; Fredrickson 1986, p.287). Both
operations decentralization and scheduling decentralization are considered in this
dissertation. In general, operations decentralization refers to "how" things are done
(e.g., personnel) and scheduling decentralization refers to "when" (e.g., information and
product flow and timing) things are done (Germain, Droge and Daugherty 1994). Such
a distinction is made because "the concept of time-based competition elevates when’ to
strategic initiative status" (Germain, Droge and Daugherty 1994, p.473). Others describe
decentralization (or centralization) as: the "amount of delegation of decision-making
authority throughout an organization and the extent of participation by organizational
members in decision-making" (Jaworski and Kohli 1993, p.56; Moorman, Deshpande and
Zaltman 1993, p.85); "the degree of influence a manager has on major decisions relative
to the influence of corporate supervisors" (Gupta 1987, p.484); "the degree to which the
right to make decisions and evaluate activities is concentrated" (Fredrickson 1986,
p-282), and more simply, "the locus of authority and participation" (Menon and
Varadarajan 1992, p.63). In this dissertation, decentralization refers to the level in
the organization that has authority to make decisions in relevant areas such as
inventory control, electronic data interchange (EDI), pricing, promotion, product

and supplier selection, etc.
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Table 2-4. Centralization/Decentralization: Measurement

Study Sampling Unit Measures
Germain, Droge & Daugherty operations - five 7-point items: "Ratings on [1] the
(1994) JMR number of )] i i
workers, [3) internal labor disputes, (4] overtime at the plant level,
source(s): Inkson, Pugh & Hickson (1970) (5] plant equipment or machinery to be used". (alpha=.77)
and Pugh & Hickson (1976) i izati 7-pointi i i
also adapted for use by: Miller (1988/1991) "Ratings on [1] delivery dates to customers and priority of orders,
Yasai-Ardekani (1989) and [2] production scheduling". (alpha=.77)

Miller & Droge (1986)
Pelham & Wilson (1996)

Jaworski & Kohli (1993) member companies of MSI  nine 5-point items, assessed the extent to which jobs in the
n 5 ¢
rules(e.g., "Ho I pes
source(s): Aiken & Hage (1966/1968) 25 1 . 5=strongly
also adapted for use by: Koberg & Ungson (1987) disagree. (alpha=.88)
Moorman, Deshpande & research eight4-pointi ample: "[1] How frequently do youusually
Zalman (1993) JM users participate in decisions on the adoption/deletion of new products?
[2] There is litde action taken in my job until a superior approves
source(s): Deshpande & Zaltman (1982) the decision [3] I have to ask my boss before I do almost anything".
Endpoints include: 1=never, 4=always.
Gupta (1987) AMJ corporate SBU’s 2 items--The first concerned the influence of SBU's managers and
their corporate superiors, both line and staff, on the formulation of
source(s): Tannenbaum (1968) business units’ long range strategic plans; the second sought similar

data for the formulation of business units’ annual operating budgets.

Formalization

Formalization has been defined as: "the extent to which procedures, rules,

and cc ications are written down" (Child 1972, p.164); "the degree to
which rules define roles, authority relations, communications, norms and sanctions, and
procedures” (Jaworski and Kohli 1993, p.56; Moorman, Deshpande and Zaltman 1993,
p.85), "the extent to which an organization uses rules and procedures to prescribe
behavior" (Fredrickson 1986, p.283), and "the use of formal procedures and job
descriptions, cost and quality controls, specialists, and professional technocrats" (Miller

1987, p. 12).
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Consistent with other studies, the focus in this dissertation is on one aspect of
formalization: the extent of formalized performance control (Khandwalla 1974; Germain,
Droge and Daugherty 1994). Performance control was selected because many
researchers have emphasized the importance of the performance appraisal system in
marketing overall (Jaworski, Stathakopoulos and Krishnan 1993) and in the establishment
and maintenance of JIT exchange in particular (e.g., Frazier, Spekman and O’Neal 1988;
Germain, Droge and Daugherty 1994). "A narrow definition equates performance
control with "output’ control, but more generally the results obtained by competitors
(i.e., benchmarking) can also be monitored on formal basis" (Germain, Droge and
Daugherty 1994, p.473). In this dissertation, performance control (i.e., a dimension
of formalization) is defined as the extent to which performance (or output) is
compared with industry standards or competitors.

Of the variables selected to represent organizational structure in this dissertation,
integration is the least considered in the literature. Integration has been defined as:
"lateral linkages that coordinate differentiated subunits, reduce conflict and duplication,
foster mutual adjustment, and coalesce subunits toward meeting overall organizational
objectives" (Germain, Droge and Daugherty 1994, p.472; Miller and Droge 1986,
p.542). Others have referred to integration as the use liaison devices (e.g., Miller
1987/1988). Liaison devices include task forces and coordinative committees. Such
integrative devices seek to "encourage rationality in decision-making by precipitating
contacts among decision-makers that may motivate systematic attempts to develop,
scrutinize, and reconcile divergent perspectives” (Miller 1987, p.11). In this

dissertation, integration is defined as the extent to which decision-making at top
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Table 2-5. Formalization/Performance Control: Measurement

Authors (date) Sampling Unit

OR Measures

Formalization

Germain, Droge & Daugherty manufacturers
(1994) JMR

source(s): Inkson, Pugh & Hickson (1970)
and Pugh & Hickson (1976)

also adapted for use by: Miller (1983)
Yasai-Ardekani (1989) and
Miller & Droge (1986)
Pelham & Wilson (1996)

Jaworski & Kohli (1993) JM  member companies of MSI
source(s): Aiken & Hage (1966/1968)

Moorman, Deshpande &
Zaltman (1993) JM

research department
users

source(s): Deshpande & Zaliman (1982)

Bucklin & Sengupta (1993)  suppliers &

distributors

source(s) Ruekert & Walker (1987)

Performance Control

Germain, Droge & Daugherty -manufacturers
(1994) JMR

Source(s): Khandwalla (1974)

also adapted for use by: Miller & Droge (1986)

eight dichotomous (yes/no) items; "which of the following documents
areused inyour firm: [1] information booklets, [2] an organizational
chart, [3] written job descriptions, among others.

five S-point item:

the organization (e.g., "A person who wants to make his own
decisions would be quickly discouraged here”. Endpoints include:
=strongly agree, 5=strongly disagree. (alpha=.76)

fifteen 4-pointtems, for example: [1] I can make my own decisions
inmy job, [2] I make up my own rules on this job, (3] There is not
a specific rule manual detailing what I do, 4] We follow strict
operational procedures at all times.  Endpoints include:
1=definitely true, 4= definitely false.

four 5-point items, "Rate extent to which: [1] written documents
spell iled tasks, activiti both parties, [2]
Standard [3] This
parmership is based on a shared informal understanding rather than
specific terms” and "[4] What is the approximate number of pages
in the agreement?” (alpha=.65)

four 7-point tems, "rate the extent to which performance is cor

with industry standards or competitors on [1] functional costs, [2]
customer service, [3] productivity levels, [4) operations. Endpoints
include: 1=used rarely orfor small part of operations, 7=used
frequently or throughout the firm.

(alpha=.86).
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levels in the firm is characterized by participative, cross-functional committees in
which different departments, functions or divisions get together to decide specific classes

of decisions (e.g., distribution/operation, buying, merchandising).

Table 2-6. Integration: Measurement

Study Sampling Unit Measures
Germain, Droge & Daugherty manufacturers (JIT) "integrative committees” - four 7-point items; "rate the extent to
(1994) MR which decision-making at top levels are characterized by participative,
cross-functional committees in which different departments get
source: Miller (1983) together to decide: [1] distribution service strategy, [2] marketing
also adapted for use by: Miller (1987/1988/1991) strategy, [3] capital budget decisions, [4] long-term strategies.
and Miller & Droge (1986) Endpoints include: 1=rare use of commitices, 7=frequent use of

committees. (alpha=.81).

RELATIONSHIP STRUCTURE and its measurement

Researchers interested in the broad topic of marketing channels, as contrasted with
the physical distribution aspects of channels, began to adopt a behavioral orientation in
the late 1960s (Brown, Lusch and Koenig 1984). Since that time a significant stream of
research in this area has resulted in the distribution channel being viewed as a set of
behavioral relationships involving power, dependence, conflict and relational norms.
Mohr and Nevin (1990) conceptualize channel structure as the degree to which firms
resemble either extremes of the discrete/relational exchange continuum. System structure
is established through dominant norms of behavior understood by bother parties to be
necessary for transacting (Boyle and Dwyer 1995). Discrete transacting norms include
an emphasis on individual goals, minimal investment in a partner, and formal
communications. Relational norms are characterized by win-win negotiation

philosophies, high levels of mutual, long-term investing, and informal communications
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(Dwyer, Schurr and Oh 1987).

Facets of relationship structure have been measured in several empirical studies
over the last decade. The individual facets and measurement approaches used in those
studies are summarized in Table 2-7, adapted from Robicheax and Coleman (1994). The
conceptualization in this dissertation relies on these works but clarifies how the various
facets relate to quick response partnerships.

As depicted in Table 2-7, the study of relationship structure has evolved in the
last decade from a more bureaucratic context to one of relationalism. Mohr and Nevin
(1990) viewed relationship structure from Macneil’s (1980) attempts to distinguish short-
from long-run orientations in commercial exchange by attending to important norms
(Boyle, Dwyer, Robicheaux and Simpson 1992). Relational norms is the facet of
relationship structure studied in this dissertation, based on its relevance to the research
topic. In general, norms are expectations about behavior that are at least partially shared
by a group of decision-makers (Gibbs 1981; Moch and Seashore 1981; Heide and John
1992). Since the early study by Sherif (1936), the concept of norms has been at the core
of research in several branches of the social sciences, including social psychology
(Thibaut and Kelley 1959), political science (Axelrod 1986), law (MacNeil 1980), and
economics (Bendor and Mookherjee 1990) (in Heide and John 1992).

Despite the diversity of literatures in which the concept appears, there seems to
be convergence on its basic meaning (Heide and John 1992). Relational or social norms
are defined as patterns of accepted and expected sentiments and behavior that are shared
by members of an exchange system and have the force of social obligation or pressure

(Birenbaum and Sagarin 1976; Jackson 1966). Norms represent an overarching, complex
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Table 2-7. Empirical Studies of Relationship Structure

Study

Publication

Facets of Structure

Context

Gundlach, Achrol &
Mentzer (1995)

Heide (1994)

Pilling, Crosby &
Jackson (1994)
Dant & Schul (1992)
Heide & John (1992)
Kaufimann & Dant

(1992)

Noordewier, John & Nevin
(1990)

Boyle, Dwyer, Robicheaux
& Simpson (1992)
Dwyer & Oh (1987)

Reve & Stem (1986)

Dwyer & Welsh (1985)

John (1984)

Journal of Marketing

Journal of Marketing

Journal of Business
Research

Journal of Marketing

Journal of Marketing

Marketing Letters

Journal of Marketing

Journal of Marketing
Research

Journal of Marketing
Research

Marketing Channels:
i ips and

Solidarity

Mutuality

Flexibility

Role integrity
Harmonization of conflict

Flexibility

Information Exchange
BenefivBurden Sharing
Installing Operating Controls

Solidarity
Role Integrity
Mutuality

Flexibility
Information Exchange
Solidarity

Planning and consent
Solidarity

Limited power use

Role integrity
Harmonization of conflict
Flexibility

Mutuality

Flexibility
Information exchange
Assistance

Monitoring

Continuity expectations

Flexibility
Solidarity
Mutuality

Formalization
Centralization
Participation

Vertical interactions

[¢

Journal of Marketing
Research

Journal of Marketing
Research

Formalization
Centralization
Specialization
Panticipation

Formalization
Centralization
Control

relational norms

flexibility

relationalism

relational norms

relational norms

relational exchange

relational syndrome

relationalism

relationalism

interorganizational form

channel decision structure

bureaucratic structure
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construct composed of a number of elements (Noordewier, John and Nevin 1990). Many
norms have been operationalized from previous conceptualizations in the literature (Boyle
etal. 1991; Gundlach and Achrol 1993; Heide and John 1992; Kaufmann and Dant 1992;
Kaufman and Stern 1988, 1992; Macneil 1980; Noordewier, John and Nevin 1990),
namely solidarity, mutuality, information exchange, flexibility, role integrity, and
harmonization of conflict.

As used in this dissertation, and as characterized by Heide and John (1992),
relational norms constitute a higher order construct consisting of the following
dimensions: flexibility, information exchange and solidarity. Selection of these
dimensions were based on their relevance to this research. The three relational norms
in this research do not constitute an exhaustive set, but they seem central and
representative indicators of relationship structure in quick response partnerships.
Following a discussion of the various meanings attached to each of these constructs,
Tables 2-8 through 2-10 represent how these three facets of relational norms have been

operationalized.

Flexibility

Flexibility has been described as: "implying good faith modification and the
adaptation of the substance and terms of exchange in light of unforeseen or changed
circumstances that confront parties to an agreement" (Gundlach, Achrol and Mentzer
1995, p.84); "smooth alterations in practices and policies by trading partners in light of
unforeseen or changing conditions” (Boyle, Dwyer, Robicheaux and Simpson 1992,

P.464); "a bilateral expectation of willingness to make adaptations as circumstances
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change" (Heide 1994, p.74; Heide and John 1992, p.35); and "the reaction of suppliers

toward buyer-requested adjustments or change requests” (Noordewier, John and Nevin
1990, p.83). In this dissertation, flexibility is defined as a bilateral expectation of

willingness to make adaptations as circumstances change (Heide and John 1992).

Information Exchange

Of the three dimensions of relational norms selected in this dissertation,
information exchange has received the least attention in the literature. Information
exchange has been defined as: "a bilateral expectation that parties will proactively
provide information useful to the partner" (Heide and John 1992, p.35); "the exchange
of atypical information, particularly long-term forecasting, proprietary, and structural
planning information" (Noordewier, John and Nevin 1990, p.84); and "the nature (i.e.,
proprietary, long-term forecasting, product design) and the timeliness of information
shared by exchange partners" (Anderson and Narus 1990, p.46; Pilling, Crosby and
Jackson 1994, p.242). In this dissertation, information exchange is defined as a
bilateral expectation that parties will proactively provide information useful to the

partner (Heide and John 1992).
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Table 2-8. Flexibility: Measurement

Authors (date) Sampling Unit

Measures

Gundlach, Achrol & Mentzer ~manufacturers &
(1995) JM distributors

source(s): unidentified
Heide (1994) JM manufacturers &
changes suppliers
source(s): Kaufmann & Stern (1988)

and Noordewier, John & Nevin (1990)
also adapted for use by: Heide & John (1992)

Gundlach & Achrol (1993) ‘manufacturers &
JPP&M distributors

source(s): unidentified

Boyle, Dwyer, Robicheaux & automobile dealers
& Simpson (1991) JMR

source(s): Kaufmann & Stern (1988)
and Dwyer (1990)
Noordewier, John & OEM purchasers
Nevin (1990) JM

source(s): original

one of 5 items that measure relational norms; "[1] this relationship
is flexible i ther if special

arise”.

three 7-point items: "[1] flexibility in response to requests for
is characteristic of this relationship, [2] the parties expect to be able
0 mnke adjustments in the ongoing relationship to cope wuh
[3]wh
the parties would rather work out a new deal than hold each other
© the original terms”. Endpointsinclude: 1 =completely inaccurate
ipletely accurate d

fouritems ified: ° [1] terms
are modified in response to change, [2] terms are modified where
predictions fail, [3] accommodating are made in response to special
problems, [4] original agreements strictly are adhered to (R)".

three 5-point items; “[1] we are usually willing to make adjustments

to contracts in the face of problems or special circumstances, [2]
iling g =

difficult problems, [3] we are apt to rework prior agreements when

1=always, 5=never.

four S-point items; [1} supplier is flexible in response to requests
we make, [2] supplier can readily adjust inventories to meet
unforeseen needs that might occur, [3] supplier hands change well,
and [4) supplier can provide emergency deliveries. Endpoints
include: 1=strongly agree, 5=strongly disagree.
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Table 2-9. Information Exchange: Measurement

Authors (date) Sampling Unit

Measures

Heide & John (1992) JM manufacturers &
suppliers
source(s): Kaufmann & Stern (1988) and
Noordeweir, John & Nevin (1990)

Noordewier, John &
Nevin (1990) JM

OEM purchasers

source(s): original

four 7-point items: "In this relationship, it is expected that: [1}
any information that might help the other party will be provided to
them, [2] exchange of information in this relationship takes place
frequently and informally, and not only according to a prespecified
agreement, [3] the parties will provide proprietary information if
it can help the other party, [4] we each other informed about events
or changes that may affect the other party”. Endpoints include:
1=completely inaccurate description, 7=completely accurate
description.

four 5-point items; "[1] we give supplier usage information to help
them plan for our needs, [2] we keep our supplier informed of
production plans, [3] we regularly provide supplier with long-range
forecasts of supply requirements, and [4] we inform supplier in
advance of impending design changes". Endpoints include:
1=strongly agree, 5=strongly disagree.

Solidarity

The final facet of relational norms to be considered in this dissertation is

solidarity. Solidarity has been defined in the literature as: "the extent to which unity or

fellowship that arises from common responsibilities and interests dominates an exchange

relationship" (Gundlach, Achrol and Mentzer 1995, p.84); "a bilateral expectation that

a high value is placed on the relationship" (Heide and John 1992, p.36); "the degree to

which the preservation of the unique and continuing relationship is internalized by the

exchange partners as being important in and of itself" (Boyle, Dwyer, Robicheax and

Simpson 1991, p.464); and "the extent to which the involved parties view the exchange

as being important in and of itself" (Dant and Schul 1992, p.43; Kaufmann and Stern

1988, p.540). In this dissertation, solidarity is defined as a bilateral expectation that

a high value is placed on the relationship (Heide and John 1992).
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Table 2-10. Solidarity: Measurement

Measures

Authors (date) Sampling Unit

Gundlach, Ar.’hr.\')l & Mentzer manufacturers &
(1995) JM distributors
source(s): unidentified

Gundiach & Achrol (1993)  manufacturers &
IPPEM distributors

source(s): unidentified

manufacturers &
suppliers
source(s): Kaufmann & Stern (1988)
and Noordewier, John & Nevin (1990)

Heide & John (1992) JM

Boyle, et. al (1991) JMR automobile dealerships

source(s): Kaufmann & Stern (1988)
and Dwyer (1990)

one of 5 items that measure relational norms; "[1] staying together
in the face of adversity/challenge is very important to both firms".

four items, scales unidentified: "Ratings on extent to which [1]
sacrifices are made to keep the relationship intac, [2] the partes
i i i i together

act Bl
in the face of adversity, [4] one party seeks to benefit one’s own
organization (R)".

three 7-point items; "[1] problems that arise in the course of this
relationship are treated by the parties as. ]OIII( mh:r than individual

ibilities, [2] the parties that
‘may benefit the relationship as a whole, and nol only the individual
parties, [3] the parties in this relationship do not mind owing each
other favors”.  Endpoints include: ompletely inaccurate
description, 7=completely accurate description.

three S-point items: "[1] my firm is committed to the preservation
of good working relationships with this customer, [2] I consider my
firm and my primary manufacturers’ firm to be partners in the
indusry, [3] 1 am apt to be very conscientious, responsive, and
to mainiain a ip with this
manufacturer”. Endpoints include: 1=always, 5=never.
inaccurate description, 7=completely accurate description.
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ENVIRONMENT

In this dissertation, the environment is an important component because the
retailers’ environment is increasingly characterized as dynamic and ever-changing.
Environmental uncertainty (i.e., dynamism, unpredictability, heterogeneity) are suggested
in the literature to be catalysts of QR implementation. Also, little is known about what
inspires retailers to adopt either QR or global sourcing strategies. As a result, it is also
important to examine environmental factors that could potentially influence the adoption
of either of these two strategies. For these reasons, environmental uncertainty and
environmental strategic drivers were selected as the environmental components in this

dissertation.

ENVIRONMENTAL UNCERTAINTY and its measurement
The environment can be viewed as a dynamic but amorphous reality in which
organizations must adapt to and also act upon (Lawrence and Lorsch 1967; Thompson
1967). Much of the literature on organizational environments portrays decision makers
dealing with the environment in terms of abstract dimensions. Clark, Varadarajan and
Pride (1994) compiled a table highlighting the most important of these dimensions,
including: uncertainty, threat level, dependency or power volume, homogeneity or
diversity or variety, dynamism or stability or volatility, rate of change, routineness,
domain consensus, turbulence or causal texturing, complexity or connectedness, capacity
or munificence or resourcefulness. In Part I of this dissertation, only the environmental
dimension of uncertainty is studied and its impact on quick response (QR) strategy

NS are c(

implementation. In Part II, a variety of these envirc
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as drivers of QR and global sourcing strategies.

In general, environment uncertainty has been defined in the marketing and
management literature as: "the degree to which probability can be assigned with any
degree of confidence to how environmental change will affect the organization" (Clark,
Varadarajan and Pride 1994, p.28); "the degree of dynamism and unpredictability in the
environment" (Germain, Droge and Daugherty 1994, p.474; Duncan 1972); "the

predictability of envirc ] or organizational variables that have an impact on

corporate performance” (Miller 1993, p.694); and "the extent to which decision makers
perceive unpredictable changes in their external environment" (Koberg 1987, p.800).
Environmental uncertainty can take many forms in channel relationships (e.g., QR
partnerships). However, environment uncertainty has not been investigated to a large
extent in the marketing channels literature (Brown, Lusch and Koenig 1984). Table 2-17
reveals how uncertainty has been dimensionalized in the business literature. Studies of
uncertainty in the context of marketing channels include: Germain, Droge and Daugherty
(1994), Pilling, Crosby and Jackson (1994), Ganesan (1994), and Etgar and Valency
(1983). Other contexts in which uncertainty has been studied include, but are not limited
to: new product development, logistics strategy, cost vs. differentiation, and
organizational structure. In this dissertation, environment uncertainty is defined as

the degree of dynamism, unpredictability and heterogeneity in the environment.
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Table 2-11. Empirical Studies of Environment Uncertainty

Stdy Publication Facets of Uncertainty Context
Pelham & Wilson Journal of the Academy Dynamism
of Marketing Science Competitive Intensity
Germain, Droge & Journal of Marketing Dynamism T
Daugherty (1994) Research Unpredictability
Heterogeneity
Pilling, Crosby & Journal of Business Static-Dynamic relational bonds
Jackson (1994) Research Number of Market Factors
Calantone, Journal of Business Uncertainty new products
diBenedetto & Research Hostility
Bhoovaraghavan (1994)
Ganesan (1994) Journal of Marketing Volatility long-term relationships
Diversity
Handfield (1993) Journal of Operations Demand Uncertainty T
Management
McGinnis & Kohn Journal of Business Munificence logistics strategy
(1993) Logistics Dynamism
Heterogeneity
Hostility
Yasai-Ardenkani Academy of Management Munificence organizational structure
(1989) Journal Scarcity
Achrol & Stern Journal of Marketing Diversity decision-making
(1988 Research Dynamism
Concentration
Capacity
Keats & Hitt (1988) Academy of Management Munificence strategy and structure
Journal Instability
Complexity
Miller (1988) Academy of Management Dynamism Porter's strategies
Journal Unpredictability
Heterogeneity
Koberg (1987) Academy of Management Uncertainty organizational behavior
Journal Scarcity
Steams, Hoffman Academy of Management Complexity performance
& Heide (1987) Journal Scarcity
Uncertainty
Miller & Droge Academy of Management ~ Dynamism organizational structure
(1986) Journal Unpredictability
Heterogeneity
Etgar & Valency Journal of Retailing Stability channel contracts
(1983) Turbulence

Capacity
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The information provided in Table 2-11 above reveals two important problems
that exist in the characterization of organizational environments. First, there is much
overlap and duplication in the dimensions. Second, and perhaps of greatest relevance,
there may be no end to the dimensionalization process (Clark et al., 1994). Despite these
shortcomings, Table 2-12 reveals the various ways environment uncertainty has been
operationalized in the last decade in the business literature. Also included in the table

are the sampling units and the originating sources.

Environmental Strategic Drivers

At a macro level, many authors have attempted to categorize the environment in
which a firm operates both internally and externally (e.g., Cavusgil and Zou 1994). Part
II of this dissertation looks at factors in the retailer’s environment that serve as a catalyst
in the implementation a quick response and/or global sourcing strategy. External driving
forces include, but are not limited to: environment uncertainty and competitiveness
(domestic or from abroad) as a motivating factor. Internal driving forces include: degree
of internationalization, retailer power, technological sophistication, sophistication of

management, and marketing orientation.
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Table 2-12. Environment Uncertainty: Measurement

Study Sampling Unit Measures
Maltz & Srivastava (1994) retailers single item, expected sales-actual sales
Ms1 actal sales

source(s): unidentified

Germain, Droge & Daugherty manufacturers

(199%4) JMR
source(s): Khandwalla (1974/1977)
and Miller (1983)

also adapted for use by: Miller (1988)
and Miller & Droge (1986)

Handfield (1993) JOM make-to-order firms

source(s): St. John & Heriot (1993)

Miller (1993) JIBS ‘managers

source(s): Miles & Snow (1978)

Koberg (1987) secondary schools

source(s): Duncan (1972)
also adapted for use by: Bourgeous (1985)

Brown, Lusch & Koenig retailers
(1984) IPD&MM

source(s): original

Etgar & Valency (1983) JR retailers

source: Aldrich (1979)

four 7-point items with endpoints describing environmental
opposites. Right hand anchors include: our firm must
change its marketing practices extremely often, actions
of

i

in major ways.

single item, demand uncertainty, "average weekly %
i the major

product line in the last year”.

thirty-five 7-point scales; "in the primary industry and

country where you work, evaluate the aspects of your

environment": 7 segments comprise of 35 items: "[1]
icies, [2] economy, (3]

services used, [4] product market and demand, (5]

competition, [6] industry technology".

nine S-point items; "indicate your ability to anticipate or
accurately predict changes and the effects of the following
items: (1] supply or availability of teachers, [2] supply
of educational materials, [3] governmental regulatory
control, [4] relationship with school board, and so
on". Endpoints include: 1=none, 5= very high.

seven 7-point items designed to reflect unceriainty in
estimating how much inventory to carry (i.c., reliability
of supplier’s deliveries, predictability of seasonal

i supplier’sorde i

availability).

sum of variables measuring environmental stability,
wrbulence, and capacity.
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PERFORMANCE

Performance is a recurrent theme that is of interest to both academic scholars and
practicing managers. While prescriptions for improving and managing organizational
performance are widely available, the academic community has been preoccupied with
discussions and debates about issues of terminology, levels of analysis (i.e., individual,
work-unit, or organizational), and conceptual bases for assessment of performance
(Venkatraman and Ramanujam 1986).

The importance of business performance in strategy research can be argued along
three dimensions--theoretical, empirical, and managerial (Venkatraman and Ramanujam
1986).  Theoretically, the concept of performance is at the center of strategic
management. Most strategic management theories either implicitly or explicitly
underscore performance implications, since performance is the ultimate test of any
strategy (Schendel and Hofer 1979: Venkatraman and Ramanjam 1986). Empirically,
most strategy research studies employ the construct of business performance to examine
a variety of strategy content and process issues. The managerial importance of business
performance is all too evident in the many prescriptions offered for performance

improvement.

Walker and Ruekert (1987) in a comprehensive review of marketing literature
identified three performance dimensions of primary importance to top corporate and
business unit managers.

Effectiveness is the success of a business’ products and programs in
relation to those of its competitors in the market. Effectiveness measures

are commonly called subjective performance measures as they involve
managers’ perceived intake of the environment. This performance
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di ion is typically d by financial performance measures (e.g.,
ROS and ROI relative to competitors or industry) and/or strategic
performance measures (e.g., market share or sales growth rate relative to
competitors or industry).

Efficiency is the outcome of a business’ programs in relation to the
resources employed in implementing them. Efficiency measures of
performance are commonly referred to as objective or economic
performance as they deal with actual operating performance. Common
measures include: sales, profitability as a percentage of sales, ROI, ROA,
ROS, sales per employee.

Adaptability is the business’ success in responding over time to changing
conditions and opportunities in the environment and can be measured in
a number of ways, depending on the environmental context of the
organization (e.g., percentage of sales accounted for by products
introduced in past 5 years).

RETAILING PERFORMANCE and its measurement
In the retailing literature, an operational definition of performance has also been
elusive and much debated. Two articles on "general" retailer performance provide an
overview of enduring issues in measuring performance at the retail level: Achabal,
Heineke, and McIntyre (1984) and Goodman (1985). Goodman summarized that the
output of retailing may be viewed either as (a) the provision of service, that is, adding
value to goods which have been "produced" by others, or, alternatively (b) providing a
total product of which the physical goods provided are merely an ingredient. Although
the latter concept is more in accord with modern views of the totality of utility,
performance measures such as productivity, efficiency, and effectiveness can be defined
using either perspective. In any case, the definition and measurement of output is

necessary before the other measures can be derived (Goodman 1985, p. 77).
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Achabal, Heineke and Mclntyre (1984) endeavored to provide definitional and
conceptual clarity to concepts in the elusive area of performance measurement. More
specifically, they made useful distinctions between (a) productivity, which relates to a
single input factor to an output measures, other inputs assumed constant, (b) efficiency,
which measures the effects of all inputs in combination and thus recognizes that all inputs
and the proportions in which they are employed may vary, and (c) effectiveness, which
takes account of goal achievement as well. A major area of difficulty at all three levels
is in identifying conceptually relevant and measurable outputs for retailing or any service

industry (Goodman 1985).

Achabal, Heineke, and Mclntyre, taking an organizational perspective, suggest
long-run return on investment as the appropriate goal. While conceptually sound,
Goodman (1985) suggests that this may create some operational problems when, as is
often the case, managers must work in terms of shorter-term, more readily measurable
goals (e.g., current ROI, growth in sales or market share). In more recent retailing
literature, both long-term and short-term measures operationalize the performance
construct.

A societal perspective would need to take consumer shopping productivity into
account (Ingene 1984). If the output of retailing is service to consumers, then any
measure of social productivity should consider the extent to which the preferred service
affects not only the outputs which consumers receive but also the inputs which the

consumer must incur. These include time, efforts of various sorts such as those to
acquire and process information, and money or other things sacrificed as part of the

shopping process. Based on the nature of research in this dissertation, an organizational
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perspective of retailer performance is utilized. However, for a review of the societal
perspective of retailer performance, Ingene (1984) provides a discussion of the elements
of consumer shopping productivity and a survey of relevant research.

For parsimony, performance measurement was limited to those studies to be
presented in Chapter 3 that have empirically demonstrated the existence of a link between
model constructs (i.e., environment, strategy, structure) and performance. Therefore,
the scope of Table 2-13 is confined by select studies contained in Table 3-3
(environment-performance link), Table 3-5 (strategy-performance link) and Table 3-5
(structure-performance link).

As is evident from Table 2-13, no consensus exists regarding the most appropriate
measures of organizational performance. Consistent with the suggestion of Walker and
Ruekert (1987), in this dissertation, performance is defined in terms of effectiveness

daptability di

(i.e., financial and strategic), efficiency (i.e., ic) and
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Table 2-13. Performance M

Study

64

: Select Busi Literature

Context

Measure

Calantone, diBenedetto &
Bhoovaraghavan (1994)

Cavusgil & Zou (1994)
Kotzbe & Swan (1994)
Maltz & Srivastava (1994)
Tan & Litschert (1994)
Kaynak & Kuan (1993)
Kotabe & Murray (1990)
Kotabe & Omura (1989)
Robinson & Pearce (1988)

Gupta (1987)

Pearce, Robbins & Robinson
(1987

Miller & Toulouse (1986)

strategy-performance

environment-performance
strategy-performance

strategy-performance

environment-performance

strategy-performance

[1] overall rated financial success of firm's new product
development program over past five years, [2) rated degree of
success or failure of the product.

[1] extent to which initial strategic goals of management were
achieved, [2] average annual growth rate of export sales over five
years, [3] overall profitability of exporting over five years, [4]
management’s perceived success of the venture.

1] global market share equals ratio of firm’s consolidated global
sales 1o total production of ten OECD countries and five NIC
countries, [2] profitability equals consolidated return on sales.

realized value equares the ratio of potential ROI to no-option
ROI

rate performance relative to close competitors based on after-tax
return on total assets, (2] after-tax return on total sales, [3] total sales
growth, (4] overall performance and success, [S] competitive
positions.

strategy-performance
structure-performance

strategy-performance

strategy-performance

strategy-performance

structure-performance

structure-performance

strategy-performance
structure-performance

0] total profit

ity, [
from exporting, [4] percentage of total profit from exporting.

[1] relative market share, [2] sales growth rate, [3] pre-tax
profitability.

[1] product's relative market share in the U.S., [2) product’s
pre-tax profitability in the U.S.

{1] firm sales, [2] return on assets, [3] return on sales.
rate SBU performance relative o superior’s expectations on: [1] sales

‘growth rate, [2) market share, [3] profit to sales ratio, [4] cash flow,
[5) ROL, [6) new product development, [7) R&D activities, (8] cost
[

affairs.

{1} firm sales, [2] rewrm on assets, [3] retwm on sales.

Actual percentage over past S years: [1] average anmual growth rate
in sales, (2] average annual growth rate in net income, (3] average
rate of ROL. Perceived performance relative to industry average
in: long-run profitability, (2] growth in sales or revenues.
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SUMMARY OF LITERATURE REVIEW

Table 2-14 provides a summary of the key constructs in this dissertation, their

definitions, and important sources.

Table 2-14. Summary of Key Constructs

Alternative
Variable Labels Recent Studies
STRATEGY Fotio, May & Sraghn
Quick Response A technology-driven domestic JIT work (e.g., Germain, NTin (1995), Fernie (1995),
sourcing strategy based ona  Droge & Daugherty 1994)  retailing Phillips & Droge
cooperative relationship (1995a,b)
retailer and supplier that seeks
to minimize slack resources in
the supply chain.
STRATEGY International
Global Sourcing A retailer-dri i ing (e.g.. sourcing, offshore  Liu & McGoldrick
sourcing strategy wherein the ~ Kotabe & Omura 1989, sourcing, global  (1995), Kotabe &
retailer serves as the catalyst  Min & Galle 1991) purchasing Swan (1994)

in sourcing the merchandise or
subcomponents from abroad.

ORGANIZATIONAL STRUCTURE

Integration The extent to which decision-  Miller (1983) Linison devices  Germain, Droge &
‘making at top levels in the firm (1994), Miller
is characterized by participative, (1991/1988), Miller &
cross-functional committees in Droge (1986)

which different departments get
together to decide specific
classes of decisions.

ORGANIZATIONAL STRUCTURE

Fomalizaton The extent to which rules  Hage (1966/1968), Inkson, el
and procedures are writen  Pugh & Hickson (1970), s il
76)
down. Pugh & Hickson (1976) (1995), Miller (1991,
Miller & Droge (1986)
5 i &
Pecrmmnu The extent to which Khandwalla (1974)  — m‘:y'(?;zcmm
‘ontrol performance (or output) is & Droge (1986)

compared with industry
standards or competitors.
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Table 2-14 (cont’d).

Variable Definition Critical Sources
ORGANIZATIONAL STRUCTURE

Decentralization  The level in the organization  Inkson, Pugh & Hickson
that has authority to make  (1970), Hickson & Pugh
decisions in areas such as, (1976)
inventory control, EDI, pricing.

Alternative
Labels

Decentralization
Delegation

Recent Studies

Germain, Droge &
Daugherty (1994), Miller
(1991/1988), Miller &
Droge (1986)

RELATIONSHIP STRUCTURE
Flexibilty A bilateral expectation of Kaufmann & Stern (1988),  —— Gundlach, Achrol &
il to make i ier, John & Nevin Mentzer (1995), Heide
as circumstances change. (1990), Dwyer (1990) & John (1992)
RELATIONSHIP STRUCTURE
Information A bilateral expectation that  Kaufmann & Stern (1988), Heide & John (1992)
Exchange parties will proactively provide Noordewier, John & Nevin
information useful to the (1990)
partner.
RELATIONSHIP STRUCTURE
Solidarity A bilateral expectation that a  Kaufmann & Stern (1988),  — Gundlach, Achrol &
high value is placed on the  Noordewier, John & Nevin Mentzer (1995), Heide
relationship. (1990), Dwyer (1990) & John (1992)
ENVIRONMENT
Environment The degree of dynamism, Khandwalla (1974/1977), volatility, diversity Germain, Droge &
Uncertainty unpredictability and Miles & Snow (1978), scarcity, capacity,  Daugherty (1994), Miller
heterogeneity in the Miller (1983) hostility (1993)
environment.

Based on the information contained in this chapter, in Chapter 4 (methodology),

the operationalization of these constructs for the purpose of this research will be

introduced. In Chapter 3, the relationships among constructs will be discussed and

hypotheses set forward.
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CHAPTER 3
Model and Theoretical Framework

In Chapter 1, quick response (QR) was described as a key strategy in
contemporary retailing that evolved from offshore competition. Global sourcing was
introduced as an alternative sourcing strategy to the more domestic QR strategy, as most
sources regard the two strategies as sourcing opposites. Global sourcing offers a low-
cost alternative to domestic sourcing and QR yields timely merchandise. Chapter 2
introduced the key constructs and provides a summary of corresponding definitions and
measurement issues. In this Chapter, the links between the model’s constructs are

justified and empirically-testable hypotheses are set forth.
In Part 1 of this research, the main focus is QR and its implications for
management practice, both internally and with major suppliers, and its related
performance implications. In Part II, drivers of the two strategies are examined and the

effectiveness of QR is compared to the effectiveness of global sourcing.

PART I - QUICK RESPONSE: ANTECEDENTS AND CONSEQUENCES
Part 1 of this dissertation looks at factors that cause and accompany quick
response in the retailing industry and their implications on retailer performance. In
particular, a theoretical model and several propositions are developed regarding the
relationships among environment-strategy-structure-performance as they pertain to quick
response (QR) in the U.S. retailing industry. The classical "strategic management"
stance is taken that strategy engenders structure. While the argument can be made that

structure influences strategy (e.g., Miller 1987; Fredrickson 1986), the dominant
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paradigm (i.e., strategy influences structure) is maintained in this dissertation.

Three main themes guide part I of this dissertation. The first theme is that QR
strategy has a significant influence on structure, both organizational and relationship
structure. The second is that environment uncertainty has a significant influence on the
implementation of a QR strategy and both organizational and relationship structure. This
is consistent with more recent models of the relationship between strategy and structure
that often include environment uncertainty as a predictor of strategy, structure, or both
(e.g., Miller and Droge 1986; Miller 1988; Germain, Droge and Daugherty 1994). The
final theme to be addressed in Part I is that retailer performance is significantly
influenced by environment uncertainty, QR strategy implementation, and structure.

In sum, the full model proposed in this dissertation (see Figure 3-1) posits that:
[1] environment uncertainty directly influences the implementation of QR strategy and
structure; [2] QR implementation directly influences both organizational and relationship
structural changes; and [3] that environment uncertainty, strategy and structure each
directly impact retailer performance. Regarding indirect effects, the model implies that
the QR strategic initiative in retailing mediates the relationship between environment
uncertainty and structure. Similarly, organizational and relationship structure are
believed to mediate the relationship between QR strategy and performance.

Tables 3-1 through 3-6 that follow, show that the general existence of the
relationships proposed in Figure 3-1 are supported by past research. In the remainder
of this chapter, supporting arguments for the specific links proposed in the model are

discussed, starting first with the main contention that strategy engenders structure.
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Table 3-1. Environment-Strategy Relationship

Study Journal Findings
Germain, Droge & Journal of Marketing Environment uncertainty found to influence the
Daugherty (1994) R h i ion of JIT selling strategy.

Calantone, diBenedetto
& Bhoovarghavan
(1994)

Cavusgil & Zou (1994)

Naidu & Prasad (1994)

Tan & Litschert (1994)

Journal of Business
Research

Journal of Marketing

Journal of Business
Research

found to have positive effe
on strategic posture. Environment hostility found to
negative effects on strategic posture.

External and internal forces in the environment found
to influence export strategy.

Factors in i found
to influence a firm’s export development strategy.

Strategic N
Journal

found to p influence
defensive strategies and negatively influence proactive
strategies.

McGinnis & Kohn Journal of Business Logistics strategy will vary depending on the firm’s
(1993) Logistics perceived environment.

Wiersema & Bantel Strategic and

(1993) Journal instability found to be positively related to strategic

change.

Vi & Prescott  Strategic N An eight typology found to influence
(1990) Journal strategic resource deployments.

Lusch & Laczniak Journal of the Academy Increased competitive intensity found to influence

(1989)

Frazier, Spekman &
O’Neal (1988)

Keats & Hitt (1988)

Miller (1988)

Miller, Droge &
Toulouse (1988)

Dominguez &
Vanmarcke (1987)

of Marketing Science

nonprice marketing strategy.

Journal of
Academy of
Management Journal

Academy of
Management Journal

Envi
exchange.

posited to influence JIT

Environment instability found to have a negative effect
on levels of di ion and divisionalizati

An differentiation strategy is most likely to be pursued
in i i A cost1 ip strategy
is most likely to be pursued with stable and predictable
environments.

found to infl

product

Academy of
A Journal
Journal of
Macromarketing

The more competitiveness in the market, the greater
the use of marketing mix elements.
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Table 3-1 (cont’d).

Study

71

Journal Findings
Fennell & Alexander Academy of Institutional environment found to affect hospitals’

(1987)

Koberg (1987)

Management Journal

Academy of
Management Journal

choice of boundary spanning strategies.

The greater the environment uncertainty and scarcity
of resources, the greater the frequency of strategic
organizational adjustments.
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Table 3-2. Environment-Structure Relationship

Study

Journal

Findings

Calantone, diBenedetto
& Bhoovaraghvan
(1994)

Germain, Droge &
Daugherty (1994)

Robicheaux & Coleman
(1994)

Heide & John (1992)
Umanath & Kim (1992)

Alexander (1991)

Miller (1991)

Klein, Frazier & Roth
(1990)

Noordewier, John &
Nevin (1990)

Lusch & Laczniak
(1989)

Dess & Origer (1987)

Dominguez &
Vanmarcke (1987)

Fennell & Alexander
(1987)

Koberg (1987)

Journal of Business
Research

Journal of Marketing

Environment hostility found to have positive effects
on organizational structure.

Environment uncertainty found to lead to changes in
izati structure.

Journal of the Academy
of N ing Science

Internal and external polity and economy posited to
i channel relati ip structure.

Journal of Marketing

Decision Sciences

Uncertainty found to affect level of integration or joint
action.

1 inty in the task found to affect

decision-making structure.

Academy of Organizations found to practice selective
M: Journal  d ization under diti of i i
uncertainty.
Science uncertainty found to positively influence

Journal of Marketing

and use of

for p
liaison devices and negatively influence centralization.

Volatility and diversity in environment found to affect
i ip structure.

Journal of Marketing

Performance enhanced when relational elements
introduced in response to uncertainty.

Journal of the Acad
of Marketing Science

Academy of

Management Review

Journal of

found to infl
fluctuations.

Model proposes that firms competing in complex anFI
dynamic envi are required to di their
structure into several distinct subsystems.

The more competitive a market, the greater the extent
ization and the more likely the use of

of depar

Academy of
Management Journal

Academy of
Management Journal

marketing experts.

Complexity in institutional environment posited to be
matched by complexity in firm organization.

d by

Organic found to be i

ofhigh

and




Tt 32 cont'd).

W Journal

Uiy & Ungson Journ:
¥

Gk Duge Admi
Thka (1986)  Acade

Man
e ——



73
Table 3-2 (cont’d).

Study Journal Findings

Koberg & Ungson Journal of N i inty found to be negatively related
(1987) organic structures.

Miller & Droge Admi ive Science Hy ized that envi infl d structure,
(1986) Quarterly but only a weak relationship found.

Jauch & Kraft (1986) Academy of i dtoinfl

Management Review
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Table 3-3. Environment-Performance Relationship

Study Journal Findings
Heide & Stump (1995)  Journal of Business Volume unpredictability (i.e., environment) found to
Research have negative effects on performance.
Shane & Kolvereid Journal of Small Most of the performance of start-up firms was
(1995) Business Management explained by the national environment faced by the

Cavusgil & Zou (1994)

Maltz & Srivastava
(1994)

Kaynak & Kuan (1993)

Okoroafo (1993)

Wiersema & Bantel
(1993)

McArthur & Nystrom
(1991)

Stearns, Hoffman &
Heide (1987)

Jauch & Kraft (1986)

Hambrick (1983)

Journal of Marketing

MSI Working Paper

Journal of Business
Research

Journal of Business
Research

Strategic Management
Journal

Journal of Business
Research

entrepreneur.

Firm  characteristics found to influence export
performance.

Environment uncertainty found to have a positive
impact on realized values of interorganizational
information technology.

or istic:

characteristics, foreign target market) found to
influence performance.

Di i of organizati i (i.e.,
decisi ki

Environmental changes (i.e., improved financial
infrastructure and production costs) found to have a
significant positive effect on performance.

Environmental munificience and environmental
instability found be positively related to firm
performance.

hibited a direct effect on

performance.

Environment uncertainty found to have a direct effect
on television station performance.

Environment proposed to directly influence
ional performance.

Academy of
Management Journal
Academy of
A Review
Academy of

Management Journal

Performance influenced by environment (i.e., pro_ducl
life cycle stage and industry new product innovation).
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Table 3-4. Strategy-Structure Relationship

Study Journal Findings
Calantone, diBenedetto  Journal of Business Strategic posture found to have a positive effect on
R h organizati structure.

(1994)

Germain, Droge & Journal of Marketing JIT selling found toi hanges in or
Daugherty (1994) Research structure.

Gilbert, Young & Journal of Business Firms actively engaged in JIT found to exhibit astrong
O’Neal (1994) Research orientation toward diversity, duration, facilitation and

symmetry in their relationships with suppliers.

Habib & Victor (1991)  Strategic Management ~ MNCs found to choose their organizational structure

Journal consistent with the kind of strategy they are pursuing.
Covin & Slevin (1990)  Journal of Business Entrepreneurial strategic postures found to influence
Venturing organic organizational structures.

Chang & Chio (1988)  Journal of Industrial Diversification ~ strategy found to result in

| structure.
Miller (1988) Academy of Porter’s generic strategies found to influence
Management Journal  organizational structure.
Miller, Droge & Academy of Intended rationality of the s(ra(egy—makiflg process
Toulouse (1988) Management Journal ~ found to increase structural formalization and
i i d product i ion found to
increase formalization and i ion and

decrease centralization.
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Table 3-5. Strategy-Performance Relatios

Journal

76
nship

Findings

Study

Pelham & Wilson (1996) Journal of
of M:

f the Academy Low-cost strateg
ing Science infl

y significantly and positively
h/sh

Journal of Business
Research

Boyle & Dwyer (1995)

Journal of Business
Research

Calantone, diBenedetto
& Bhoovaraghavan
(1994)

Cavusgil & Zou (1994) Journal of Marketing

Kotabe & Swan (1994)  Journal of International

Business Studies

8

showed si;
effects on relationship performance.

detrimental

Strategic posture found to significantly influence new
product success (i.e., financial performance).

Export marketing strategy found to positively influence
performance.

Extent of offshore sourcing found to be weakly
negatively related to U.S. multinational s profitability .

Naidu & Prasad (1994) Journal of Business Export trategy found to infl P
Research performance.

Tan & Litschert (1994)  Strategic M Defensive found to p ly influence
Journal performance.

Kaynak & Kuan (1993) Journal of Business

Export marketing strategy found to influence
per

Mosakowski (1993)

Richardson (1993) Strategic Management

Journal

Webster (1993) Journal of Business

Research

Covin & Slevin (1990)  Journal of Business

Venturing

Fesser & Willard (1990) Strategic Management
Journal

Kotabe & Murray (1990) Journal of International
Business Studies

Pary & Bass (1990)  Marketing Letters

Journal of Management

When focus and differentiation ~strategies are
established, performance is higher than for other firms.

Parallel sourcing found to positively influence supplier
performance.

Significant relationship found between the importance
placed on marketing culture (i.e., strategy) and firm
profitability.

Strategic posture found to influence firm performance.
Strategy found to be an important input at a very early
stage into the subsequent performance of the firm.

Degree of internal sourcing is found to explaiq n;n;rket
performance independently of innovative activities.

Pioneers were observed to have higher market shares
than followers.
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Table 3-5 (cont’d).

Study

77

Journal Findings

Noordewier, John &
Nevin (1990)

Geringer, Beamish &
daCosta (1989)

Kotabe & Omura (1989)

Robinson & Pearce
(1988)

Walters (1988)

Miller & Toulouse
(1986)

Dess & Davis (1984)

Journal of Marketing
Strategic Management
Journal

Journal of International
Business Studies

Strategic Management
Journal

Journal of Retailing
American Journal of
Small Business

Academy of
Management Journal

Relational elements in purchase arrangements found
to positively influence performance.

Diversification strategy found to positively influence
performance.

Product market performance found to be positively
related to the internal components sourcing strategy.

Strategic orientations focusing on product innovation
linked to high levels of performance.

Direct mail promotions found to have a positive effect
on retailer profit.

Success linked to more explicit strategies.
Commitment to at least one of the generic strategies

will result in higher performance. In this study, overall
cost leadership had highest per level.
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Table 3-6. Structure-Performance Relationship

Author(s)

Journal

Findings

Robicheaux & Coleman
(1994)

Parkhe (1993)

Kaynak & Kuan (1993)

Covin & Slevin (1990)

Noordewier, John &
Nevin (1990)

Chang & Chio (1988)

Mahajan & Wind (1988)

Schul, Little &
Pride (1988)

Gupta (1987)
Hoskisson (1987)
Koberg & Ungson

(1987)

Pearce, Robbins &
Robinson (1987)

Gupta & Govindarajan
(1986)

Miller & Toulouse
(1986)

Journal of the Academy
of Marketing Science

Academy of
Management Journal

Journal of Business
Research

Journal of Business
Venturing

Journal of Marketing

Journal of Industrial
Economics

Long Range Planning

Journal of Retailing

Academy of
Management Journal

Academy of
Management Journal

Journal of

Channel relationship structure posited to influence
polity and economic performance.

Interfirm strategic alliance structure linked to
performance.

Export operating unit structure found to positively
effect performance.

Organic structures found to influence firm performance.
Relational elements (e.g., long-term orientation)

enhance the per in buy 11
relationships.

Business groups that have a multidivisional structure
found to show superior economic performance.

Profitability found to be influenced by synergy building
(i.e., a cooperative relationship structure).

Franchisees’ perceptions of structure were found to
be significantly correlated with various dimensions of
channel satisfaction.

C ite-SBU d
to SBU effectiveness.

Multidivisional structure found to affect firm
performance.
P is si| linked to organic structure.

Strategic Management
Journal

Academy of
Management Journal

American Journal of
Small Business

Planning formality linked to all indicators of objective
performance.

Resource sharing (i.¢., a form of governance structure)
found to influence SBU effectiveness.

Success linked to delegation of decision-making
authority.
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QR STRATEGY: ANTECEDENT TO STRUCTURE

The Impact of QR Strategy on Organizational Structure

Chandler (1962) observed that major changes in organizational strategy (e.g.,
geographic dispersion, vertical and horizontal integration) were followed by changes in
structural form. Since then, many have confirmed this dominant view that structure
follows strategy (see Table 3-4). In particular, this association has been confirmed in the
domain of: new product development (e.g., Calantone, diBenedetto and Bhoovaraghavan
1994); JIT (e.g., Germain, Droge and Daugherty 1994; Gilbert, Young and O’Neal
1994), entrepreneurship (e.g., Covin and Slevin 1990), global strategy (e.g., Habib and
Victor 1991), among others.

As justified in Chapter 2, selection of the internal structure variables for this
dissertation was guided by literature reviews that have consistently identified integration,
formalization and decentralization as major interrelated dimensions of organizational
structure (e.g., Mintzberg 1979; Miller 1991). In this section, arguments are developed
that parallel those in Germain, Droge and Daugherty (1994) regarding JIT. Assuming
that, on average, firms select the appropriate structure for the strategy they plan to

pursue, the following research question is add d: what ch in

- )

practice occur as the extent of involvement with QR increases? It is argued that QR has
a significant positive impact on organizational integration, performance control and
operations decentralization and a significant negative impact on scheduling

decentralization.
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The Impact of QR on Integration

Teamwork is a buzzword in the 1990s, and it is a concept in contemporary
business practice that mandates organizational integration. As defined in Chapter 2,
integration refers to the extent to which decision-making at top levels in the firm is
characterized by participative, cross-functional committees in which different
departments, functions or divisions get together to decide specific classes of decisions
(e.g., distribution/operations, buying, merchandising, pricing).

Just as increased integration among purchasing, engineering, production, materials
management, marketing and distribution is often hypothesized under JIT exchange (e.g.,
Frazier, Spekman and O’Neal 1988; Giunipero and Law 1990; Natarajan and Weinrauch
1990; Germain, Droge and Daugherty 1994), integration among distribution, marketing,
merchandising and buying functions can be hypothesized under QR. Reduction in slack
resources (particularly time and inventory), the desired outcome of QR partnerships
(Phillips and Droge 1995a), "increases the need for tight interdepartmental linkages as
variance in the output of one department cannot be absorbed by that of another"

(Germain, Droge and Daugherty 1994, p.472). In other words, successful QR
implementation involves integration within the company so that implementation problems
are looked at in total, versus unique to each different department. For these reasons, the

following hypothesis is set forth.

Hla: As QR implementation increases, integration increases.



Tempact of QR on F

Formalization is
edres are written d
& exent of formalized
gty 1994).“Per
auszed the importar
s, Sathakopoulc
{1 exchange in pary
It ad Dagherry 19

Theuse of formal;
. Fist, QR ret
e eliminatior
iy Teplacing |
i in demang ¢

L\'ﬂt[eﬁmc of (i,mcvbase



81
The Impact of QR on Formalization (i.e., Performance Control)

Formalization is defined in this dissertation as the extent to which rules and
procedures are written down. In this study, the focus is on one aspect of formalization--
the extent of formalized performance control (Khandwalla 1974; Germain, Droge and
Daugherty 1994). "Performance control was selected because many researchers have
emphasized the importance of the performance appraisal system in marketing overall

(Jaworski, Stathakopoulos and Krishnan 1993) and in the establish and mai e

of JIT exchange in particular (e.g., Frazier, Spekman and O’Neal 1988"; Germain,
Droge and Daugherty 1994, p. 473).

The use of formalized performance control should increase with QR for two major
reasons. First, QR retailers have reduced overall inventory levels, supporting QR as a
slack resource elimination strategy (Phillips and Droge 1995a). Therefore, the scenario
of information replacing inventory requires intensive controls of inputs/outputs as large
fluctuations in demand cannot be filled with the minimal, if any, safety stock that is
characteristic of time-based strategies. Second, intensive managing of the elements that
accompany QR partnerships (e.g., new technology and processes, long-term partnerships,
trust) requires intensive controls. QR retailers "are asked to simultaneously provide
better service and quality products at lower costs, and if they do not meticulously manage
their own processes, they will eventually absorb the costs themselves” (Germain, Droge
and Daugherty 1994, p.473). Under QR, the primary mission of retailers does not
change: They are still responsible for understanding the customer demands, analyzing
sales trends, merchandising products and maintaining the correct image in the

marketplace. But with QR, they are also more accountable for managing financial,
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bottomline profitability (Chain Store Age Executive 1991). As QR improves

merchandising, the distribution/warehousing function, and store operations, it rewards

the retailer with better customer service and lower operating expenses... benefits that
translate into bottom-line results. In fact, "QR affects every component of a retailer
profit-and-loss statement: above the line, sales improve and markdowns are minimized;
below the line, operating expenses are reduced for merchandising, distribution,
administrating and inventory management" (Chain Store Age Executive 1991, p.8B).
For these reasons, performance control by retailers is expected to increase as the extent

of QR implementation increases.

H1b: As QR implementation increases, performance control increases.

The Impact of QR on Decentralization

In its most general form, decentralization refers to the vertical locus of decision-
making authority in the firm. More specifically, in this research, decentralization refers
to the level in the organization that has authority to make decisions in areas such as,
inventory control, electronic data interchange (EDI), pricing, promotion, product and
supplier selection, etc. Both operations decentralization and scheduling decentralization
are considered. As discussed in the previous chapter, operations decentralization refers
to "how" things are done (e.g., personnel) and scheduling decentralization refers to

"when" (e.g., information and product flow and timing) things are done.
Germain, Droge and Daugherty (1994), suggest and confirm that although the

literature suggests that JIT exchange partnerships may be more decentralized (e.g., Davy,
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White, Merritt and Gritzmacher 1992; Giunipero and Law 1990), "such a generalization
may be misleading" (p.473). In their research, they found operations decentralization
to be unrelated to JIT selling and scheduling decentralization to be negatively related.
This finding is consistent with Carter and Cullen’s (1984) contention that not all domains
of organizational decision-making are necessarily centralized or decentralized equally.
More specifically, QR is a company-wide commitment to continuous improvement
and change. Therefore, regarding operations decentralization, QR requires authority and
responsibility to be pushed down the hierarchy so decisions can be made by the people
most in touch with the marketplace (Chain Store Age Executive 1991). This does not
mean that management abdicates its responsibility. Rather it means that management
must recognize the potential and develop the skills of subordinates to allow this increased
delegation of responsibility (Chain Store Age Executive 1991, p.9B). In this case,

operations decentralization is posited to increase as QR increases.

Hic: As QR implementation increases, operations decentralization increases.

Looking at scheduling decentralization, in QR partnerships, retailers must proactively
provide suppliers with timely, proprietary information (e.g., inventory and sales data)
and involve suppliers with related decisions and processes. "The sharing of such
sensitive information is evidence of the critical importance of timing" (Germain, Droge
and Daugherty 1994, p.473). As a result, managers may become averse to delegating
responsibility of these critical decisions downward in the organization. Therefore, given

the heightened importance of scheduling to both the retailer and supplier and given the
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timeliness required of QR-related decisions, it is posited that QR implementation results

in an upward shift in the vertical locus of organizational decision-making.

Hid: As QR impl ation increases, scheduling decentralization decreases.

In summary, hypotheses Hla through H1d suggest that as QR implementation
increases, so do integration, operations decentralization and performance control, while

scheduling decentralization decreases.

The Impact of QR Strategy on Relationship Structure
Researchers interested in the broad topic of marketing channels, as contrasted with
the physical distribution aspects of channels, began to adopt a behavioral orientation in
the late 1960s (Brown, Lusch and Koenig 1984). Since that time a significant stream of
research in this area has resulted in the distribution channel being viewed as a set of
behavioral relationships involving power, dependence, conflict and relational norms.
Maintaining the dominant view that structure follows strategy, the implementation of QR
is also posited to effect the retailer’s structure of relationships with its major suppliers.
As discussed in Chapter 2, selection of the relationship structure variables was
guided by literature on channel relationships that identified relational norms as a key
factor in QR partnerships. Since the early study by Sherif (1936), the concept of norms
has been at the core of research in several branches of the social sciences. A working
definition is that norms are expectations about behavior that are at least partially shared

by a group of decision-makers (Gibbs 1981; Heide and John 1992). As used in this
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dissertation, and as defined by Heide and John (1992), relational norms constitute a

higher order construct consisting of the di ions information exch , flexibility, and
solidarity. Assuming that, on average, firms select the appropriate structure for the
strategy they plan to pursue, the following research question is addressed: what changes
in channel relationships occur as the extent of involvement with QR increases? It is

argued that QR has a positive impact on information exchange, flexibility and solidarity.

The Impact of QR on Information Exchange

In Chapter 2 of this dissertation, information exchange was defined as a bilateral
expectation that parties will proactively provide information useful to the partner. QR
is based on the fundamental premise of information exchange. The QR partnership
requires new business practices, starting with a cooperation that stems from a knowledge
of each other’s business objectives, opportunities, and constraints. Basic objectives of
information exchange include: improving joint knowledge of future consumer demand,
to better manage variability and gain control of the volumes and to make more effective
use of limited time (Whiteoak 1993). Information exchange is the enabling mechanism
for QR. In QR, information is exchanged more openly, not as in an adversarial
relationship (the traditional retail-supplier relationship) (Jackson 1985). Retailers,
however, must share information to help vendors plan production and distribution not
only at the onset but throughout the duration of the relationship.

The objectives of information exchange discussed above are fundamental not only
for QR implementation, but also for successful long-term execution. Information

exchange between retailers and vendors is expected to become increasingly important in
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successful QR partnerships as the relationships mature for a combination of two reasons.

First, increased levels of information exchange enable the trust and loyalty required for
long-term QR partnership success. Second, today’s dynamic retailing environment and
the constantly changing needs of consumers demands efficient and accurate information
exchange by the QR partners if the relationship is to evolve successfully. In other
words, unless information is exchanged truthfully and in a timely manner, consumers’
needs can not be readily met. Therefore, the need for information exchange not only
occurs at the onset of the partnership, but even more so as the relationship matures.
Without the increasingly accurate and efficient exchange of information, QR partnerships
cannot be successful in the long-run. For these reasons, the following hypothesis is set
forth.

H2a: As QR implementation increases, information exchange increases.

The Impact of QR on Flexibility

Flexibility was defined earlier as a bilateral expectation of willingness to make
adaptations as circumstances change. It represents insurance that the relationship will be
subject to good-faith modification if a particular practice proves detrimental in the light
of changed circumstances.

Time is the new enemy in retailing because the longer the forecasting period, the
less likely merchandise will meet customer demand (Chain Store Age Executive 1991).
"Quick Response is a strategy of customer service that uses technology to make possible
an industry pipeline so flexible and efficient that, ideally, retailers can forecast today

what they will sell tomorrow and have the merchandise in the stores, on time, in the
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right quantities, colors, sizes and styles" (Chain Store Age Executive 1991, p.4B).

Achieving this timely response requires flexibility between retailers and suppliers. Thus,
because consumers needs, wants and desires change daily, a flexible working relationship
between retailers and suppliers is required. Each party must be willing to make
adaptations to variations in demand. Information technology and efficient information
exchange, key aspects of a successfully implemented QR system, are the enabling
mechanisms for flexibility. The speed and flexibility with which a supplier and retailer
can respond to rapidly changing circumstances (i.e., consumer demand), may determine
who survives in today’s competitive retailing environment. Therefore, because QR is
based on the notion of "timely response”, flexibility is expected to increases and the

extent of QR implementation increases. Hence,

H2b: As QR implementation increases, flexibility increases.

The Impact of QR on Solidarity

In this research, solidarity refers to a bilateral expectation that a high value is
placed on the relationship. It prescribes behaviors directed specifically at relationship
maintenance. QR is based on a new type of relationship between retailers and vendors.
For both, the partnership requires new business practices, starting with a cooperation that
stems from a knowledge of each other’s business objectives, opportunities and constraints
Chain Store Age Executive 1991). Such cooperative relationships may be formed for
cost, benefit and information sharing purposes (Germain, Droge and Daugherty 1994).

Such cooperation may emerge out of a wide variety of starting conditions, such as
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preexisting friendship ties, institutional mandates, or resource dependence (Ring and Van

hips include: reduced

de Ven 1994). Benefits of cooperative relati uncertainty,

managed dependence (Spekman, Strauss and Smith 1985), exchange efficiency, access
to complementary skills, and social satisfactions from the association (Dwyer, Schurr and
Oh 1987).

Relationship mai: a requi of success in QR, is built on

cooperation. A successful QR partnership is a mutually cooperative relationship between
a retailer and supplier (e.g., strategic alliance) and is based on commitment regarding

future exchanges. Commitment from both the retailer’s own management and from the

vendor ity are overwhelmingly viewed as the most important success factors in
implementing QR (Chain Store Age Executive 1993). As these cooperative transactions
are repeated through time, and if they meet basic norms of equity and efficiency, the
parties may feel increasingly secure in committing more of their available resources and
expectations in subsequent cycles of cooperation (Ring and Van de Ven 1994). For these

reasons, the following hypothesis is set forth.

H2c: As QR implementation increases, solidarity increases.

In summary, hypotheses H2a through H2c suggest that as the extent of QR

implementation increases, the following also increase: information exchange, flexibility

and solidarity.
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ENVIRONMENT UNCERTAINTY:

ANTECEDENT TO STRATEGY AND STRUCTURE

Models of the relationships between strategy and structure often include
uncertainty as a predictor of strategy, structure or both (e.g., Miller and Droge 1986;
Prescott 1986; Germain, Droge and Daugherty 1994). In this dissertation, environment
uncertainty is posited directly affect QR strategy implementation and structure (both
organizational and relationship). Since it has already been proposed that QR predicts
structure, the propositions as a set imply that QR mediates the relationship between
environment and structure. Mediation is one type of "fit" definition in contingency
theory research. Complete mediation occurs if the direct effects of uncertainty on
structure are nonsignificant and the indirect effects through QR strategy are significant
(Venkatraman 1989). Partial mediation occurs if both the direct and indﬁect effects of

uncertainty on structure are significant (Venkatraman 1989).

The Impact of Environment Uncertainty on QR Strategy Implementation

The effect of the organization’s external environment on logistics strategy has not
been widely studied (McGinnis and Kohn 1993). However, a common proposition in the
normative strategic management literature is that strategists should make decisions based
on accurate assessments of their external environments. In Chapter 2, environment
uncertainty was defined as the degree of dynamism, unpredictability, and heterogeneity
in the environment. It is posited that uncertainty leads to the implementation of a QR
strategy. As demonstrated in Table 3-1, this link between environment and strategy is

well-confirmed in the literature. For example, this relationship has been found to exist
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in a variety of contexts, including: new product development (e.g., Calantone,
diBenedetto and Bhoovarghavan 1994), export strategy (e.g., Cavusgil and Zou 1994;
Naidu and Prasad 1994), logistics strategy (e.g., McGinnis and Kohn 1993), JIT
(Germain, Droge and Daugherty 1994; Frazier, Spekman and O’Neal 1988), among
others. ‘

In the strategy literature (e.g., Child 1972; Duncan 1972), the argument has long
been made that changes in ways of conducting business are unlikely to be considered in
placid environments. The current status of the retail environment is far from placid.
Radical strategic initiatives, like QR, become more likely overall as environmental
uncertainty increases (Germain, Droge and Daugherty 1994). This logic is consistent
with similar research on JIT practice. For example, Frazier, Spekman and O’Neal
(1988) hypothesized that uncertainty should increase the appeal of JIT exchange in
particular, as it offers a relatively low risk means of channel coordination without costly
ownership. Similarly, Germain, Droge and Daugherty (1994) found that organizations
facing more volatile environments increasingly adopt JIT selling as a strategic response.

Environmental uncertainty can take many forms in channel relationships. For the
retailer, uncertainty arises largely from inabilities to precisely gauge product demand.
It is almost impossible to predict consumer demand (Women’s Wear Daily 1993).
Therefore, uncertainty surrounds demand if there is not enough time to receive
merchandise from the suppliers that is demanded by consumers. More specifically, retail
buyers are vulnerable to two types of risk caused by environmental uncertainty. They
could underestimate the popularity of the style and lose potential sales or overestimate

sales and generate excessive inventories and subsequent markdowns. QR allows retailer
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to order merchandise on a weekly or biweekly basis. Thus, buyers can make use of
recent market exposure and information, which allows them to better estimate actual
sales. The risk of a large difference between expected and actual sales is significantly
reduced, and orders can be placed to better reflect actual market conditions (Maltz and
Srivastava 1994).

In sum, QR helps buffer the retailer from uncertainty by improving overall
customer service, quality and productivity. The competitive advantage gained can be
used to obtain longer contracts, enhance market share and increase profits (Germain,
Droge and Daugherty 1994). The net effect is that a retailer confronting an uncertain
environment may more avidly seek the competitive security that a relational trading

exchange such as QR offers. Hence.

H3: As environment uncertainty increases, the extent of QR implementation
increases.

The Impact of Environment Uncertainty on Structure

In addition to the association between environment uncertainty and strategy
discussed above, environment uncertainty has also been found to have important
implications for the structures of organizations. Table 3-2 revealed a sampling of studies
from a variety of business disciplines that have confirmed the existence of such a
relationship. For example, the environment has been found to be a predictor of structure
in the contexts of: channel relationships (e.g., Heide and John 1992; Noordewier, John

and Nevin 1990; Klien, Frazier and Roth 1990), new products (e.g., Calantone,
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diBenedetto and Bhoovarghavan 1994), among others.

The Impact of Environment Uncertainty on Organizational Structure

According to Burns and Stalker (1961), Thompson (1967), and Koberg and
Ungson (1987) uncertainty creates the need for more organic (as compared to
bureaucratic) structures.  Organic structures are typically characterized as more
integrated, specialized, formalized and decentralized. The rationale is simple: "because
uncertain environments result in both highly complex, nonrepetitive tasks and
administrative difficulties, a premium is placed on flexibility and adaptive organizational
response” (Germain, Droge and Daugherty 1994, p.474). More specifically, "Lawrence
and Lorsch (1967) and Galbraith (1973) contend that uncertainty in the organizational
environment requires a differentiated organization structure with a broad array of
formalized managerial positions and specialized tasks and a consequent need for liaison
devices to integrate the efforts of the many specialists performing these tasks" (Miller
1991, p.36). Regarding decentralization, less centralized structures become preferred
because they enhance managerial ability to maneuver and react quickly. And finally,
regarding performance control and uncertainty in the similar context of JIT, Germain,
Droge and Daugherty (1994) suggest that "uncertain environments may require [1] more
extensive performance control systems to improve the accuracy and [2] real-time
performance control systems to enhance flexibility and adaptivity by decreasing
"information cycle time’ to match environmental dynamics more closely” (p.474). Thus,
organic structures that typically emerge in the face of uncertainty tend to be more

integrated, formalized and decentralized than bureaucratic ones.
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H4: As environment uncertainty increases, the following all increase:
(a) integration, (b) performance control, (c) operations
decentralization, (d) scheduling decentralization.

The Impact of Environment Uncertainty on Relationship Structure

In addition to the more traditional view that environment uncertainty affects
organizational stﬁ:cmre, a more recent trend in the marketing literature is the
establishment of the existence of a relationship between environment uncertainty and
relationship or boundary-spanning structure. Several studies have proposed or confirmed
such a link (e.g., Noordewier, John and Nevin 1990; Klein, Frazier and Roth 1990).

It has been argued that uncertainty has a large impact on the appropriate
governance mechanism for a given exchange because unanticipated changes render it
more difficult, if not impossible, to identify all possible contingencies beforehand. More
specifically, "as uncertainty increases, the limited cognitive capabilities of human
agreements put a strain on their ability to craft a priori agreements that take all relevant
contingencies into effect" (Noordewier, John and Nevin 1990, p.82). Thus, it is possible
to conclude that when uncertainty surrounds interorganizational exchange, various
dimensions of relational norms (i.e., flexibility, information sharing, solidarity) increase.
In particular, regarding flexibility and information exchange, because uncertain
environments result in both highly complex, nonrepetitive tasks and administrative
difficulties, a premium is placed on flexibility in organizational responses (Germain,
Droge and Daugherty 1994), which is largely in part facilitated by proactive information
exchange. Finally, solidarity in an uncertain environment makes the limitation of not

identifying all possible contingencies a priori trivial. Simply, solidarity in exchange
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buffers the uncertainty by knowing that value is placed on the relationship and that
unidentified contingencies can be dealt with in a manner acceptable to the parties
involved. In general, norms buffer uncertainty by serving as a general protective device
against deviant behavior (Stinchcombe 1986; Thaibaut 1968). Thus, exchange
relationships that typically emerge in the face of uncertainty tend to be more relational
(vs. discrete) in orientation. Hence,

HS: As environment uncertainty increases, the following also increase:
(a) information sharing, (b) flexibility, (c) solidarity.

ANTECEDENTS OF PERFORMANCE:
ENVIRONMENT, STRATEGY & STRUCTURE
In Tables 3-3, 3-5 and 3-6, the environment, strategy and structure were shown
to influence organizational performance in a variety of business contexts. Specific to this
dissertation, hypotheses are set forth suggesting that environment uncertainty, QR
strategy implementation, and structure (i.e., organicity and relationalism) each directly

have retailer performance implications.

The Impact of QR Strategy Implementation on Performance

The traditional stance in the literature is that strategy influences performance
(e.g., Dess and Davis 1984; Hambrick 1985; Miller and Friesen 1986). Table 3-5
demonstrated the link between strategy and performance in many contexts, including:

new products (e.g., Calantone, diBenedetto and Bhoovaraghavan 1994; Parry and Bass
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1990), exporting (e.g., Naidu and Prasad 1994; Cavusgil and Zou 1994); global sourcing

(e.g., Kotabe and Swan 1994; Kotabe and Murray 1990), promotion (e.g., Walters
1988); and channel relations (e.g., Noordewier, John and Nevin 1990), among others.
Select examples of performance implications in retailing include:

"For the typical retailer, the cost of carrying inventory averages $.17 per
$1.00 value. When that 17% of non-value-added cost -- caused by the
expense of labor, facilities and borrowed money -- is squeezed out of the
pipeline, both retailers and manufacturers stand to improve their inventory
productivity and reduce carrying costs significantly” (Chain Store Age
Executive 1991).

"JCPenney, a leader in quick response, in a three-way partnership with
Eddy Haggar Limited and Milliken Mills, all parties maintained minimum
inventories of a very successful women’s pant, while fulfilling 96% of the
orders to customers’ satisfaction. A re-engineering of the manufacturing
process (towards routinization) eliminated 30 days from the cycle time,
allowing inventory turns to double" (Oesterreicher 1993).

In the context of this dissertation, QR strategy implementation is expected to
enhance retailer performance for several reasons, including--fewer markdowns, lower
operating expenses, higher turns, increased selling space and improved customer service

(Phillips and Droge 1995a)--all contributing to increased sales and profits. Fiorito, May

and Straughn (1995) report that "most retailers who have impl d QR have realized
net positive impacts on their financial operating data, which result in higher profits
and/or better pricing to consumers" (p.12).

Under QR, inventory is received by the retailer as needed, affording the retailer
the opportunity to convert storage space into selling space. Similarly, QR lowers safety
stock requirements for retailers, thereby increasing merchandise turnover (Maltz and

Srivistava 1994). Fewer out-of-stock situations results in a reduction in missed sales and
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an increase in customer service. For these reasons, increased retailer performance is

expected to accompany QR implementation.
H6: As QR strategy implementation increases, retailer performance increases.

The Impact of Environment Uncertainty on Performance
In Tablg 3-3, the link between the environment and performance was shown in
a wide variety of contexts, including: buyer-supplier relationships (e.g., Heide and
Stump 1995), entrepreneurship (e.g., Shane and Kolvereid 1995), export strategy (e.g.,
Cavusgil and Zou 1994; Kaynak and Kuan 1993), among others. Environmental
conditions found to directly influence performance include, but are not limited to:
organizational characteristics, decision-maker characteristics, foreign target market,
infrastructure, technology, competition, industry characteristics, and uncertainty.
Consistent with the scope of this dissertation, several studies revealed the
existence of a specific relationship between environment uncertainty and performance
(e.g., Heide and Stump 1995; McArthur and Nystrom 1991; Stearns, Hoffman and Heide
1987). Empirical organization theory holds the assumption that high levels of perceived
uncertainty are detrimental to performance (Bourgeois 1985). The logic behind such an
association is simple. In any environment characterized by uncertainty, if no adaptation
mechanism is cultivated, the costs of making changes in response to unanticipated events
will eventually undermine the returns an organization derives. In other words,
environmental conditions (like uncertainty) will adversely affect performance unless
appropriate strategic or structural arrangements are designed to deal with them (Heide

and Stump 1995). Thus, in the absence of a structure designed to handle changing
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environmental conditions (e.g., uncertainty), performance will be expected to decline.

This is the essence of the following hypothesis.
H7: As environment uncertainty increases, retailer performance decreases.

The Impact of Organizational Structure on Performance

Regarding the structure-performance link, Table 3-6 confirmed the structure-
performance link in a variety of different contexts, including: interfirm relationships
(e.g., Robicheaux and Coleman 1994; Parkhe 1993; Mahajan and Wind 1988; Schul,
Little and Pride 1988), export behavior (e.g., Kaynak and Kuan 1993), entrepreneurship
(e.g., Covin and Slevin 1990), among others.

Both Covin anci Slevin (1990) and Koberg and Ungson (1987) have found
organizational performance to be significantly linked to organic structures, typically
characterized as more integrated, specialized, formalized and decentralized than
bureaucratic ones.  Similarly, Gupta (1987) found that corporate decentralization
positively contributed to organizational performance. Regarding integration, Miller and
Toulouse (1986) linked success to delegation of decision-making. For these reasons, the
following hypothesis is set forth.

H8a-d: Organizational structures characterized as organic (i.e., more

integrated, formalized, and decentralized), will result in increased
retailer performance.




T lnpact of Relation
Noordewier, Johs
ol epectation of con
“annships. Most rece
‘eveenchanne structure
Iweier,"retilers with
g merchandise in
e vy, bes
lasa 1994, p ).
TS for regulyg
Yoy 19%5). For the
Uelion] 00Mms-inf

Fimage,

Ha; EXchang
inform
Tetailer pe

Hy P

Aoy el
W iy $Rifay
g, that ghe
ol wil

(54 lrgly ¢,



98

The Impact of Relationship Structure on Performance

Noordewier, John and Nevin (1990) found that relational elements (i.e., supplier
flexibility, supplier assistance, information provided to supplier, monitoring of supplier
and expectation of continuity) enhance the performance outcomes in buyer-seller
relationships. Most recent studies, however, provide only indirect support for the link
between channel structure and performance (Robicheaux and Coleman 1994). Intuitively,
however, "retailers with long-term relationships can achieve a competitive advantage by
receiving merchandise in short-supply, information on new and best-selling products and
competitive activity, best allowable prices, and advertising and markdown allowances"
(Ganesan 1994, p.1). Relational norms, in turn, are considered to be important
mechanisms for regulating long-term relational exchanges (Gundlach, Achrol and
Mentzer 1995). For these reasons, it will be tested in this dissertation that an increase
in relational norms--information exchange, flexibility, and solidarity--enhances retailer
performance.

H9a-c: Exchange structures characterized as relational (i.e., high in

information exchange, flexibility, solidarity) will result in increased
retailer performance.

Additional Performance Implications

Another central performance contention of this research is that good performers
will exhibit significant complementarities of strategy with both structure and
environment, so that the relationships predicted in Figure 3-1 between environment,
strategy and structure will be more pronounced among good than among bad performers.

Miller (1988) largely confirmed this contention in the context of Porter’s business
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strategies.  Therefore, the complementarities or congruencies of QR strategy with
structure and environment uncertainty suggested by hypotheses 1 through 4 are expected
to be associated more so with good performance than with poor performance. Hence,

H10: The associations predicted by Hypotheses 1 through 4 will be stronger
in groups of high performers than in groups of low performers.

In summary, Figure 3-2 provides a representation of the full model and the
proposed direction of the links between model constructs as suggested by the preceding

hypotheses.
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PART II - QUICK RESPONSE AND GLOBAL SOURCING:

DRIVERS AND PERFORMANCE IMPLICATIONS

In strategy, "competitive positioning commonly involves a singular approach
emphasizing either cost leadership or differentiation, however, some competitors may
adopt multiple approaches by combining the two" (Cappel, Wright, Wyld and Miller
1994, p.209). Part II of this dissertation examines the effectiveness of QR and another
major strategy in retailing, global sourcing. As discussed in Chapter 1, quick response
emerged in the late 1980s in response to competition from offshore. In the apparel
industry, for example, it was estimated that at that time over 50 percent of the apparel
and textiles purchased were sourced from the Orient (Blackburn 1991). In
manufacturing, in general, it has been estimated that over 70 percent of all manufacturing
industries in the U.S. face serious global competition (Fawcett and Birou 1992).
Drowning in a flood of imports, U.S. producers, suppliers and retailers were compelled
to reorient their corporate strategies toward time (Blackburn 1991). Based on this well-
accepted explanation as to the origin of QR, global sourcing is typically viewed as an
alternative strategy (e.g., McNamara 1993). The former offers the retailer a low-cost
alternative to domestic sourcing and the latter yields a strategy based on the cutting-edge
concept of information replacing inventory in the supply chain. Some literature,

however, has questioned the apparent non-compatibility of these two retail strategies.

DRIVERS OF QR AND GLOBAL SOURCING
Due to the lack of research on these two retail strategies, little is known about

what inspires retailers to adopt either quick response or global souring strategies.
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Therefore the intent of this inquiry is simply to gain a better understanding of these two
strategies by examining the effects of a variety of facets in the retailer’s environment.
As discussed thoroughly in the context of Part I, environments can and should influence
organizational strategy. Factors identified in the literature as potential external drivers
of QR include: environment uncertainty (e.g., Phillips and Droge 1995a,b; Germain,
Droge and Daugherty 1994; Handfield 1994); cost reduction (Phillips and Droge 1995a);
retailer power; and foreign competition (e.g., Blackburn 1991). External environment
factors believed to influence global sourcing implementation include: cost reduction,
competitive products from overseas, availability, and the internationalization of retailing
(Liu and McGoldrick 1995). Regarding cost reduction, the trends of retailer
concentration and increasing competition mean little opportunity for retailers to raise
prices in an effort to increase profits. Many are pursuing an alternative strategy of
reducing supplier costs with global sourcing. Regarding overseas competition,
developing countries have become, and are becoming increasingly competitive in the area
of manufactured products. Retailers are finding that many items with higher quality or
a combination of low price and quality can be found in developing countries (Fagan
1991; Monczka and Trent 1991b). Some retailers opt to source globally to enhance the
reliability of their supply, to supplement their domestic sources, or to meet increased
demand (Liu and McGoldrick 1995). In many cases, certain products can only be found

overseas.
H1l:  External drivers of quick response and/or global sourcing
implementation include: cost reduction, differentiation, competitio<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>