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THE RELATIONSHIPS BETWEEN
SUPPLIER PARTNERSHIP, ENVIRONMENTAL
VARIABLES AND FIRM PERFORMANCE
IN RETAIL INDUSTRY

Agus W. Soehadi

Partnership with suppliers is becoming a critical activity in retail
industry to strengthen their competitive position. However, evidence sug-
gested that partnership efforts do not reach their potential due to the effect
of external factors. This article presents a comprehensive model that
depicts the links among the supplier partnership, environmental variables
and firm performance. Data for testing the model were collected by sending
a questionnaire to a sample of retail industry in Indonesia. Hvpothesized
links depicted in the research model were tested using structural equation
modeling. The findings show that supplier partnership affects positively
firm performance in general term as well as across components of perfor-
mance measurement. The empirical results suggest that the effect of
environmental variables on supplier partnership is: market turbulence has
a positive effect, competitive intensity and demand volatility have a nega-
tive effect.
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A major feature of retail channel evo-
lution in recent decades is the growth of
more integrated approaches by channel
members as part of supply chain manage-
ment. More integrated approaches have
involved retailers’ activities that have tra-
ditionally been the province of producers
including manufacturers and farmers, such
as product specification, quality control,
and operation of physical distributions.
Consequently, the importance of relational
factors over transactional cost has grown,
and longer-term relationships with fewer
partners have emerged (cf. Shaw and Gibbs
1999: 93). As Carlisle and Parker (1989:
5) noted, “if customer and supplier firms
can rccognize their common ground is a
shared intercst in capturing the consumer
sale, which actually nourishes them both,
it should be possible for them to work
creatively and effectively together to cap-
turc that sale for ‘their’ product.”

In the retail context, Raphel (1996)
found that suppliers and retailers have
agreed to cooperate with each other to
survive in the new business environment.
A supplier-retailer partnership guarantees
business survival and prosperity as cus-
tomer needs and wants are belter satisfied.
However, partnership efforts alsomay bear
significantrisks (Harrigan 1985). The pro-
cess of developing supplier partnership
requires sharing of sensitive cost and pro-
cess information and creating unique in-
vestments to support the efforts. This can
reduce bargaining power and increase ex-
posure to opportunism (Jap 1999). There-
fore, these realities raise the questions of if
and when such partnership efforts are ef-
fective. Do firms in such partnerships ex-
perience outcomes with a better perfor-
mance, or arc they affected by environ-
mental situations? This study was moti-
vated by these questions.

Apart from this, most of the studies
on supplier partnership have been con-
ducted in the western countries. This study
has been undertaken to empirically exam-
ine the extent to which retail industry in
Indonesia is faring with supplier partner-
ship. Indonesia is chosen as the Asian
country for the study of supplier partner-
ship for the following reason: first. itis a
country where the population is more than
200 millions. It has a land area that is
larger than that of United States, has enor-
mous natural resources and serves as a
gateway to the Pacific Rim (Fortes 1998).
Second, Indonesia is a developing coun-
iry, as opposed to the western country, and
it is deemed desirable to assess the effects
of level supplier partnership on firm per-
formances. Third, the retail industry in
Indonesia has been experiencing an excit-
ing period of growth. Between 1991 o
1995, the Indonesian retail market has
grown by 71.1 percent in current terms to
reach Rp140,500 billion in 1995. In con-
stant 1991 terms the retail market has
grown by 12.4 percent to Rp92, 313 bil-
lion in 1995 (RMI 1997).

This article is organized as follows:
the definition of supplier partnership will
be discussed. Then, the conceptual frame-
work of consequences of supplier partner-
ship will be described. This is followed by
adescription of the methodology and em-
pirical analysis. Then, it concludes with a
discussion of the key results, limitations,
and directions of the research.

Supplier Partnership

Lewis (1996: 30) defined a partner-
ship as “a balanced sharing of business
systems, information, risks, and any other
clementstoeffectively and efficiently meet
the demands of the mutually targeted con-
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sumers.” Weilz and Jap (1995) suggest an
alternative view that relationships or part-
nerships are learned through past interac-
lions as trading partners act and react to
cach other. Relational exchange norms are
based on the expectation of mutuality in-
terest and are designed to enhance the
wellbeing of the relationship as a whole.
These norms have been operationalized as
a higher order construct consisting of the
dimensions [lexibility, information ex-
change, and solidarity (Heide and John
1992). While norms refer to the behavioral
standards against which group members
evaluate the appropriateness of their con-
duct, such norms are manifested by the
behaviors each side displays in the rela-
tionship (Campbell 1997). In this case, the
three norms are manifested by three be-
haviors, which are joint decision-making,
open information sharing, and relation-
ship-specific investments (Anderson and
Weitz 1089; Campbell 1997; Spekman
and Salmond 1992).

All three behaviors increase the pos-
sibilities of realizing the benefits from
partnerships. Both joint decision-making
and information sharing help to better co-
ordinate buyers’ and suppliers’ activities.
Frequent information sharing also fosters
confidence in the continuity -of the rela-
tionship and reduces dysfunctional con-
flict (Anderson and Narus 1990; Dwyer et
al. 1987). Relationship-specific invest-
ments stabilize relationships by altering
the firm’s own incentive structure
(Wiliamson 1985). These investments also
constitutes as “pledge,” or “credible com-
mitment” which signals a firm’s sincerity
(cl. Campbell 1997: 420).

Information sharing refers to the ex-
tent to which critical, often proprietary,
information is communicated to the firm’s
partner (Mohr and Spekman 1994). Alter-
natively, information sharing is defined as

*“a bilateral expectation that parties will
proactively provide information useful to
the partner.” It represents a guarantee to
the supplier in the sense that the buyer can
be expected to provide unforeseen infor-
mation that may affect supplier operations
(Heide and John 1992: 37). Sharing of
information can be conducted formally or
informally (Anderson and Narus 1984).
Information exchange is a crucial compo-
nent of the interaction process due to the
absence of communication has been seen
as a cause of conflict (Firat et al. 1974).
Several studies suggest that the sharing of
information is an important part of rela-
tionship marketing (e.g. Anderson and
Weitz 1989; Dwyer et al. 1987). An open
dialogue is often necessary means in de-
veloping and preserving a shared under-
standing of the relationship (cf. Selnes
1996: 310). .

In addition to this, successful rela-
tionships are theorized to be high on infor-
mation exchange connected to long-term
planning and product, operation and physi-
cal distribution related issues (Frazier et
al. 1988). This view has been supported in
other study (Selnes 1996). He found that
honest and timely communications be-
tween a buyer and a supplier have a strong
effect on relationship continuity. Nielson
(1997) found that a firm which has estab-
lished close and extensive working rela-
tionships and with its partner is to be more
willing to share key strategic and operat-
ing information.

Joint decision-making refers to the
partner-firms engaging in combined deci-
sionmaking and problem solving (Nielson
1997). Dwyer et al. (1987: 13) states that
“jointdecision making” especially related
to performance and planning matters, are
a key component of relational exchange
and may even be essential to partnering
success; “As the extent and scope of joint
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activities increase, the firm effectively
become partners in an alliance” (Heide
and John 1990: .25).

In addition to this, Heidi and John
(1990) note that joint decision-making in-
volves inter-penetration of organizational
boundaries. Organizational boundaries
become penetrated by the integration of
activities as the supplier becomes involved
in activities that traditionally are consid-
ered the buyer’s responsibility and vice
versa. Joint decision making in retail sup-
plier relationship can occuroveralarge set
of activities, including joint new product
development, assortment planning, order
processing, payment system, and joint pro-
motional activities. As theextentand scope
of joint activities, the firms effectively
become partners in the relationship.

The relationship between two parties
develops overtime, and as they gain expe-
rience and learn to trust each other, they
will gradually increase their commitment
through relation-specific investments in
services, processes, or people dedicated to
the particular relationship (Dwyer et al.
1987). Relation-specific investments are
non-fungible investments that uniquely
support the buyer-supplier relationship
(Wiliamson 1985). The non-fungible na-
ture means that they are not easily transfer-
able to other relationship; therefore, they
lose their value in the event that the rela-
tionship is terminated. Such investments
are necessary part of achieving strategic
outcomes because they promise efficien-
cies in coordination (Williamson 1983,
1984). They facilitate expectations of con-
tinued cxchange into the future (Heide and
John 1990), and represent credible com-
mitments to the relationships that are use-
ful in minimizing opportunities behavior,
and build trustworthiness (Anderson and
Weilz 1992; Wiliamson 1985).

As the parties invest in the relation-
ship, they simultaneously increase their

dependence on the other party (Emerson

1962). Dependence arises from these in-

vestments due to they make the focal ex-

change partner irreplaceable, or replace-.

able only at a cost (Heide and John 1988).

Such a dependence structure actually de-

creases both parties over control another

party decisions (Heide and John 1992). In
addition, the interdependence between two
parties tends to reduce the probability that
one party will act in a manner that pro-
duces a sub-optimal result for the partner-
ship. Through greater interdependence
both parties work to create value of mutual
benefit. As the level of partner’s relation--
shipspecific investments increases, sodoes
the partner’s dependence on the relation-
ship and willingness to collaborate

(Spekman et al. 1998).

However, Spekmanetal. (1998: 836)
note that the successful of partnership,
relates to the specific investments, de-
pends on:

(i) both sides believe that their own
investments are substantial;

(ii) each recognizes the substantial in-
vestments of the other;

(iii) both sides believe that they them-
selves would face difficulties ac-
cessing alternative partners; and

(iv) each believes that the other would
face costly consequences if the cs-
tablished relationship were termi-
nated.

Therefore, when both partners be-
lieve that they have substantial levels of
specific investments, mutual recognition
of interdependence exists, as should a
mutual willingness to collaborate (Heide
and John 1990).

Research Propositions

Figure 1 visually describes the theo-
retical relationships between environmen-
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Figure 1. Supplier Partnership, Firm Performance and Environmental Variables
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1al variables, supplier partnership and firm
performance. The underlying rationale
comes from the coalignment principle,
which .advocates the environment firm
behavior performance paradigm (Cavusgil
and Zou 1994; Li and Calantone 1998).
This section explains the rationalization
behind a model and develops the formal
proposition.

Stuart and Mueller (1994) found that
supplier partnering activities affects posi-
tively on increasing productivity and qual-
ity of the services. Further, Groves and
Valsamakis (1998) note that supply chain

literature strongly emphasized the ben-

efits associated with partnerships. These
include: better quality of products and
services, increased flexibility and respon-
siveness Lo customer requirements, lower
inventory levels across supply chain, and
reduction of total costs to the benefit of all
members of the supply chain. It is argued
that these benefits ultimately lead to better
financial performance (Saunders 1994).
In addition to this, Kalwani and
Narayandas (1995: 14) made explicit no-
tion that long term relationships are able to
retain or even improve the profitability
levels more than firms which employ a

Information Sharing
Joint Decision Making
Relation Specific-Effort

Non-Fin Perform
Fin Perform

Performance

Supplier Partnership

transactional approach. More over, Lusch
and Brown (1996) havc found that it is not
the length of the relationship that leads to
positive outcomes but rather the relation-
ship orientation. Further, supplier partner-
ship frequently is believed to result in a
higher performance level (eg. Akacum
and Dale 1995; Campbell 1998; Graham
et al. 1994). For instance, Akacum and
Dale (1995) addressed that the major ben-
efits of partnering relationships with sup-
pliers were: flexibility in terms of schedul-
ing, improved inventory management, re-
duction non-confirming products, etc.
These benefits lead to reductions in cost
and improvements in quality (cf. Campbell
1998: 23). Consistent with this view, a
study conducted by Spekman et al. (1988)
in the US, Canada, and Western Europe
reveals that sharing information and joint
problem solving contribute significantly
to reducing cost.

From studies across Europe and
United States, it has been shown that com-
panies which have stable relationships with
suppliers achieve benefits across their
whole business (Boitoult 1997: 68) such
as maximization of consumer satisfaction
through greater choice, availability of
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fresher products and improved service,
ability to have local and store specific
ranges whilst maintaining economics of
scale. These benefits enable firms to en-
hance their strategic outcomes: profit per-
formance and realized competitive advan-
lage (Jap 1999), therefore:

Hypothesis 1: The higher the overall level
of supplier partmership, the
higher the overall firm per-
formance

Supplier Partnership and
Environmental Variables

Firm environment is a major source
of contingencies faced by organizations
(Tosi and Slocum 1984). The marketing
strategy literature (Day 1990) and the com-
petitive strategy literature (Porter 1980;
1985) emphasize the potential importance
of these variables. Accordingly, a match
between environmental conditions and a
firm capabilities and resources is critical
to performance. In conditions of high un-
certainty in the environment, successful
performance is likely to depend on a com-
pany having the capacity for intelligent
adaptation to changing circumstances
(Child 1975). In a more recent study,
Venkatraman and Prescott (1990) found a
positive performance impaclt for environ-
ment-strategy coalignment among firms
in the US market. In addition to this, Tan
and Litschert (1994) examined the rela-
tionships between environment-strategy-
performance in the China market. They
found that environmental uncertainty was
positively related (o defensive strategies,
and it was also linked to higher perfor-
mance.

Competitive environment represents
the degree of threat to the firm posed by
multifacetedness, vigor and intensity of
the competition and the downswings and

upswings of the firm’s principal industry

(cf. Miller and Friesen 1983:222). Buzzell

and Ortmeyer (1995: 88) noted that “com-

petitive pressurc led lo the development of
partnership between suppliers and retail-
crs. It focused on a simple idea: make sure
the right product at the right price is on the
shelf when the customer enters the store,
while maintaining the lowest possible in-
ventory at all points in the pipeline run-
ning from suppliers toretailer.” Further, as
market become more competitive, Teece

(1992) suggested that firms have started to

abandon use of power to coordinate mar-

keting channels (whether retailer or sup-

plier). The motivation behind this is 1o

enhance the value of the channel’s market

offering to its customers and/or to lower
the total of the channel costs (Stern and El-

Ansary 1992). By working together, re-

tailers and suppliers will gain beneficiary

because they have an ability to fill the
basic requirement of staying in business
better than competitors: finding out what
their customer wants. Consequently, in
highly competitive environment, retail
firms are being forced to develop a much
closer relationship with their supplier.

Therefore,

Hypothesis 2: The greater the level of
competitive intensity, the
greater the level of sup-
plier partnership.

Demand volatility refers to the extent
to whichdemand changes are rapid. Under
conditions of high volatility, writing con-
tracts that cover all unanticipated contin-
gencies is difficult and costly. In such
circumstances, suppliers can take advan-
tage of retailers by interpreting unspeci-
fied clauses in their contract to their own
benefit. To avoid such opportunistic be-
haviors, retailers are likely todevelop good
relationship with key suppliers that permit
sequential and adaptive decision making
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(John and Weitz 1988). Thus the follow-

ing hypothesis is formulated:

Hypothesis 3: The greater the level of
demand volatility, the
greater the level of sup-
plier parmership.

Markel turbulence is defined as the
degree of change related to the customers’
composition and their preferences
(Jaworski and Kohli 1990: 14). Celly and
Frazier (1996) found that market turbu-
lence has astrong positive correlation with
partnership behaviors. Through an em-
phasis on partnership behaviors when un-
certainty is high, cause-effect ambiguity
may be reduced and the perceived riskness
ol efforts lessened. For example, in the
absence ol partnership behavior efforts,
the suppliers may be unwilling to support
sales promotion and below the line activi-
ties because they do not know these activi-
ties will result in improved their product
performance. It can be said; changing busi-
ness environment will lead to channel col-
laborations. This in line with Raphel (1996)
suggestion market turbulence might stimu-
late retailer firms to do cooperation with
their key suppliers. Hence the following
hypothesis is posited:

Hypothesis 4: The greater the level of

market turbulence, the
greater the level of sup-
plier parmership.

Methods

To test the model presented in Figure
1, data were collected to assess the rela-
tionship between market orientation and
retail performance. Names of retailers were
culled from different sources: Indonesian
Directory. Retail Association, CIC, BPS
and Yellow Pages. Each retailer was con-
tacted by telephone to obtain co-opera-

tion. In addition, we asked them to provide
the name of the person who was most
knowledgeable about the business strat-
egy had been conducted by the firm. Coded
questionnaires were mailed to all infor-
mants along with a cover letter on univer-
sity stationary explaining the purpose ol
the study, and the confidentiality ol re-
sponses. Surveys were returned to the re-
searcher by pre-addressed, postage-paid
envelopes enclosed with the question-
naires. Three or four time’s follow-up by
telephoning them to explain the benefit of
joining this project, make sure that they do
understand the questionnaire, and remind
them to return it the questionnaire. These
procedures resulted in responses {rom to-
tal 172 retail firms for response rates of
36.5 percent, and used the 159 fully com-
pleted questionnaires. Seven ol these cases
were not classified as ‘key informants’
due to their positions being too junior or
notinvolved in marketing activities. Six of
theses cases had significant missing data
and were excluded from the data set. The
final data set comprised of 159 usable
responses. The characteristics of the final
responses are shown in Table 2.

The profile of the samples shows a
reasonable spread of retail firms based on
types of retailers and size. Of these, 18.9
percent were categorizes as food stores
(supermarkets and mini markets), 14.5
percent were categorized as department
stores, 21.4 percent were calegorized as
clothing and textiles stores and 17 percent
were categorized as furniture stores. About
41.4 percent of the retailers were repre-
sented small independent retailers, 31.4
percent were mid-sized independent re-
tailers, 8.3 percent were large independent
retailers, and 13.7percent were large chain
retailers. About 73.4 percent were having
more than 5 years relationships with key
suppliers.
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Table 2. Sample Characteristics (n=159)

Years of Supplier Relation

Retailer’s Type

Retail Size

Annual Sales

Title of Key Informant

Frequency Percent

less than 3 years 28 17.6
3 to 5 years 14 8.8

5 to 10 years 75 47.2
10 to 20 years 22 13.8
more than 20 years 2 1.3

no response 18 1.3
food stores 30 18.9
mix store and dept, store 23 14.5
clothing and sport store 34 214
furniture, electronic stores 27 17.0
chemist and optic stores 23 14.5
book stores 12 7.5

others 10 6.2

less than 400 sq. m 56 35.2
400 to 5000 sq. m 59 37.1
more than 5000 sq. m 31 19.5
no response 13 8.2

less than Rp 10 billion 55 34.6
Rp 10 to Rp 25 billion 39 24.5
Rp 25 to Rp 100 billion 30 18.9
Rp 100 to Rp 500 billion 22 13.8
more than Rp 500 billion 5 3.1

no response 8 5.0
Owner 30 18.9
General Manager/Director 49 314
Manager (all function) 77 484
no response 3 1.9

In addition to mailed questionnaire,
unstructured or in-depth personal inter-
vicws were used in this study. The useful-
ness of qualitative, alongside quantitative,
donot only gives understanding the mean-
ing of the numerical data and respondent
vocabulary, or confirms or refutes the sur-
vey findings. The interviews have been
conducted with twenty retail firm's senior
managers. Based on their title, there were
five directors, which are also owners; four
operation directors; one commercial di-

rector; two general managers of business
development; two general managers of
store operation; onc general manager of
merchandising; two senior marketing man-
agers; and three senior merchandiser.
Seven out of the twenty retail firms are
food chain stores on which four are a
franchisee of foreign retailers. The other
seven are clothing chain stores, two are
book chain stores, one is handcraft store,
one is furniture store, one is home im-
provement store, and one is direct sale
retailer.
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Instrument Development

Based on an extensive review of ex-
isting literature on supplier partnership,
performance and environmental studies, a
set of items was generated for each of

these three components. These items re- -

flected the degree in which retail firms’
focus on partnership should behave ac-
cording to our conceptual definition. The
total number of items generated for the
supplier partnership construct was 16
items; for the performance construct was
10items; competitive intensity was 5 items;
market turbulence was 4 items; and de-
mand volatility was 4 items (Exhibit 1).
Each item was scaled on a 5-point scale
ranging from one to five, where one indi-
cated that the [irm did not practice “in any
degree”, and five indicating that the firm
developed it “in an intensive degree.” The
items were translated into Indonesian by
translators who are faculty members of
Prasetiya Mulya Business School, and the
quality of the translation was subsequently
verified using back translation by inde-
pendent judges.

- Having generated datausing the items
developed in the previous subsection, the
next task was to purify the data in order o
determine whether any item needed (o be
eliminated from the instrument. When
generaling an instrument, one is trying to
select a set of items, which most accu-
rately belong to the specified domain.
However, it is important to identify poor
items (items which correlate negatively or
do not correlate strongly with other items)
and eliminate them from the instrument
(e.g. Churchill 1979; Cadoganetal. 1999).
The purifying of instruments has relied on
the confirmatory factor analysis (Jaworski
and Kohli 1993).

The purpose of factor analysis is to
define the underlying structure in a data

matrix through analysing the structure of
the inter-relationship among a large num-
ber of items by defining set of common
underlying dimensions, known as factors
(Hairetal. 1995). There are two approaches
concerning factor analysis technique,
which are exploratory and confirmatory.
In exploratory, the researcher may not
have any idea as to how many underlying
dimensions there are for the given data.
Thus, the focus of investigation is directed
toward uncovering the minimal number of
factors that underlie the observed vari-
ables. Alternatively, the researcher may
predict or hypothesise that there are sev-
eral underlying dimensions and that cer-
tain variables belong to one dimension
while others belong to other dimension. If
factor analysis is used to confirm hypoth-
esize, then called as confirmatory factor
analysis (Kim and Mueller 1994).

The result was provided sufficiently
to support the model fit of the supplicr
partnership constructs (x*= 88.40 (.068);
GFI=.938; AGFI=.888); firm performance
construct (’=45.84 (p=.215), GF1=.921;
AGFI= .869); competitive intensity con-
struct (*= 9.213 (p= .162), GFI= 943,
AGFI=.809); demand volatility construct
(*= 2.251 (p=.283), GFl= .992; AGFl=
.960); and market turbulence construct
(x*=.440(.507); GFI=.998; AGFI=.989).
The structural parameter estimate of sup-
plier partnership construct can be seen in
Figure 2 (other constructs can be seen in
Exhibit B).

All measures were analyzed their re-
liability following the guidelines offered
by Jaworski and Kohli (1993) and Byrne
(1989). The Cronbach’s alphas of the multi-
item scales in this study range from a
minimum of .3158 (market turbulence) to
a maximum of. 8355 (information shar-
ing). Table 3 provides the outcomes of the
reliability analysis for the four constructs
under study.
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Figure 2. Supplier Partnership Construct

.696

[+

o [EE—@

/»m«-o
ol
.82

.821

553

[RsE¢] +—C@D
[RsES | «—@D

5w LSL]+—@

< oy [ ]—@
-\m«‘—@

Table 3. Reliability of the Construct
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Constructs

Relation-specific efforts
Information sharing

Joint decision making
Competitive intensity
Demand volatility

Market Turbulence
Financial Performance
Non-Financial Performance

No. Items Cronbach’s Alpha

5 .7888
.8355
.8037
.5465
.6770
3158
5237
.6100
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Due to the reliability value of market
turbulence variable is too low it means that
the items perform poorly in tapping the
construct (Churchill 1979). Therefore, this

study chose one particular item (MT3') to
represent the construct. The arguments for
choosing this item were: (1) its closeness
to the market turbulence definition com-

' Our customers tend to look for new products/services all the time
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Table 4. Items Deleted After Confirmatory Factor and Reliability Analysis

Sub-construct

Instrument Item

Supplicr Partnership

® We made a substantial number of adaptations in our

delivery system to increase efficiency dealing with key

suppliers (ISS)

Competitive Intensity

Market Turbulence

@ Our competitors are relatively weak (CIS)

@ Customers’ preference changes quite a bit over time
(KJK) (MT1)

® Our customers are very price sensitive (KJK) (MT2)

©® Our customers tend to look for new product/services all
the time (KJK) (MT4)

pared (o other items, (2) its representation
of major characteristics of the Indonesian
market which is dominated by the youth
generation in that they tend to look for new
products/services and (3) based on practi-
cal reason, that is, this item provided better
solution compared to other items when a
factor loading of each item was being
fixed to 1.

The confirmatory factor analysis and
reliability analysis lead to an climination
of 5 measurement indicators. As illus-
irated in Table 4, one indicator belongs to
the construct of supplier partnership; one
indicator was deleted from competitive
intensity construct; and three indicators
were deleted from market turbulence con-
struct.

Results

The study used the general SEM
modcl to examine the hypothesized rela-
tionships among the constructs. A soft-
ware package AMOS was applied to cx-
ccute the model because it is perhaps the
most “‘user friendly” software for this sta-
tistical technique (Hox 1995; Kline 1998;
Ridgon 1994).

The structural equation modeling was
conducted using the maximum likelihood
estimation method in AMOS 3.61. The
‘best’ model was determined through a
combined use of model comparison and
model development. In this case, the op-
erational model was first subjected to a
rigorous test than compared with a set of
alternative model.

The operational model posits that
supplier partnership —which has been as-
sociated with firm performance in past
research— influences firm performance.
Further, the environmental variables arc
being treated as antecedence of supplier
partnership (Figure 3). The underlying
rationale of operational model has been
explained in the previous section.

The first competing model, as illus-
trated in Figure 4, tested the hypotheses
predicting that all-endogenous variables
have an effect directly on performancc.
Thus, there is no mediating effect in this
model. The competing model | argued
that environment factors and strategic be-
haviors of supplier partnership are directly
influences firm performance. The second
competing model (Figure 5) tested that the
environmental variables directly influence
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Figure 3. The Operational Model
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Figure 5. The Competing Model 2
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Table 5. Model Comparisons

Model 0 df Ay» Adf
Operational 102.16 68
Competing 233.23 74 131.07
Model 1
Competing 14095 69 38.79

Model 2

p GFI TLI CFI

005 .871 983 .987 .025
000 .763 .688 .733 .106

RMSEA

.000 .810 .806 .846 .083

the firm performance. This competing
Model 2 argued that the influences of the
environmental variables are partly medi-
ated by the strategic behaviors of supplier
partnership.

A series pair wise analysis between
the operational model and the competing
model was conducted to determine which
model better ‘accounts for the observed
data. The models were compared on the
basis of Ay statistics (Hoyle 1995). Table
5 demonstrates the results of model com-
parisons.

Although the operational model has
only moderate fit to the sample data, the

comparisons between it and the compet-
ing models demonstrate the relative ad-
vantages of the operational model over the
other models. The chi-square difference
statistics between the operational model
and the competing models are all signifi-
cant at either .05 or .01 levels. Apart from
this, other indicators such as the compara-
tive fit index (CFI), the goodness—of-fit
(GFI) the Tucker-Lewis index (TLI) and
RMSEA demonstrate the relative advan-
tages of the operational model over the
other models. It can be said, the opera-
tional model is superior to the competing
models in terms of overall medel fit.
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Figure 6. Relationship between Supplier Partnership, Firm Performance and Envi-

ronmental Variables

217
210 SUPPAR 603 PERFORM
563 2 =10216 TLI = 910
GFl =922 CFl = 933
AGFI = 880 RMSEA = 056

Hypothesis 1 posits that a positive
relationship exists between supplier part-
nership and performance. The result of a
SEM analysis reveals that supplier part-
nership has significant effect on perfor-
mance (b, = .603; p > .01). The results
underscore the importance of supplier part-
nership efforts. These efforts enable retail
firms to enhance their performances.

The result fails to support the hypoth-
esis 2 that competitive intensity affects
positively to supplier partnership. The re-
sult shows that competitive intensity af-
fects negatively supplier partnership ( b,=
-.210, p<.05). This means that in the more
competitive market situation, Indonesian
retailers tend to reduce the partnership
effort with their key suppliers. Further, the
result shows that demand volatility affects
negatively supplier partnership (b=-.563,
p < .05) which is contradictory with hy-
pothesis 3. This suggests retail firms in
facing volatile environment avoid making
some further commitments toward their
suppliers, because future states of such
environments are difficult to predict. Bour-

geois (1985) warned that firms in volatile
environments would not necessarily seck
reduced uncertainty because attempts to
avoid risk through reducing uncertainty
may result in missed opportunity,

As proposed in Hypothesis 4, market
turbulence have a strong positive relation-
ship with supplier partnership (b, =.217,
p < .05). Through an emphasis on suppli-
ers partnership when market turbulence is
high, retailers might gain substantial sup-
ports to maintain the capability to serve
customers.

Discussion

The results of the study provide sup-
port for the existence of a link between
supplier partnership and firm performance
in Indonesian retail industry. In other
words, firms with high-level supplier part-
nership tend to have better performance
than their competitors. This finding is con-
sistent with the expectation and supports
the notion that supplier partnership is an
important determinant of its performance.

8
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This is in line with the academic findings
(e.g., Abramson and Ai 1998; Groves and
Vassilios 1998; Jap 1999). As such, it
appears that retail firms should strive to
improve the relation with suppliers in their
efforts to attain higher business perfor-
mance.

As was discussed previously, there
are three major benefits retailer firms can
get from the suppliers. First, retail firms
with a high level of supplier partnership
are most likely to be able to make better
plan and decision. Based on exploratory
interviews with senior managers in retail
firms, one informant illustrates his experi-
ence: “Suppliers ask us to stock more
items, because, in the following months,
they can not supply product due to man-
agement change their distributor, or they
cut production till 40 percent to anticipate
worst situation in the general election. In
another case, suppliers give information
that they have a problem with bottling
company. This problem will affect their
service level (stock and delivery). All in-
formation from suppliers helps us to make
better plan and decision.”

Second, close relation with suppliers
will increase the capability of retail firms
o implement marketing program cffec-
tively. An informant illustrates his notion:
“We have a calendar promotion for each
category product, and one month before
implementation we invite key suppliers to
joint in the program. If they interest, all
promotion budgetare under theirexpenses.
Duce to we have agood program, they show
their willingness to contribute in the pro-
gram ....as a result, and we get two main
benefits: reducing stock-out problem, and
increasing customér patronage.”

Third, retail firms get support from
supplierstoincrease operational efficiency
such as speedy-up order processing, deliv-
ery, and availability product. An infor-

mant gives an illustration: “Suppliers fre-
quently involved in solving our problem,
For example, during the riot situation. it
was difficult to deliver product in day
time. Then we discuss this problem with
suppliers to find the solution, and we come
to the conclusion that the product would
be delivered to the outlets between 2 AM
to 4 AM early in the morning.”

In addition to this, the benefits come
from suppliers will contribute positively
to firm performances. These findings are
parallel with the work of Abramson and Ai
(1998), who found the sellers that had high
level of supplier partnership had signifi-
cantly higher sales level, better sales
growth, and better general performance
than the sellers used transactional market-
ing. ’

Contrary to the expectation, com-
petitive intensity negatively affects sup-
plier partnership. One possible explana-
tion is, in a highly competitive market.
retail firms tend to use price and promo-
tion strategies as competitive weapons.
The success of this strategy depends on the
extent to which they can negotiate with
their key suppliers to gain some conces-
sions. In this situation, price will be the
dominant element in purchasing. This has
encouraged the entry of new suppliers and
might break down some existing suppli-
ers. However there are some signs of re-
versal of this process where switching
between suppliers for price reasons has led 1
to variability in offerings to consumers.

The effect of demand volatility in
increasing the level of supplier partner-
ship is contrary to the hypothesis. A pos-
sible explanation is that the threat posed to
firms in a very volatile demand environ-
ment may force retail firms to avoid any
long term commitments in order to reduce
the risk, especially of holding items which
are possibly more difficult to sell. Volatil-
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ity reduces the predictability of outcomes

for channel partners. Not only does this
escalate information needs and confound
managerial decision-making (Scott 1987),
volatility can interfere with partnerships.
Specifically, a volatile demand condition
confounds a partner’s efforts o gauge the
other’s performance (Oh et al. 1992).

Furthermore, volatility makes it dif-
ficult to project a partnership into the fu-
ture. Uncertainty and differing percep-
tions of future outcomes make it more
difficult for the parties to foresee the other
mediating important resources. This im-
pairs their ‘tolerance’ for inevitable ineq-
uities in discrete transaction episode
(Walster and Knee 1989). One informant
illustrated the situation in the retail busi-
ness: “Recently, some distributors and sup-
pliers cannot supply some products be-
cause their warehouses or production fa-
cilities have been badly damaged by the
riots .... This situation is difficult for us
and our suppliers to make commitments
for the long term. Apart from this, some
customers are now more rationale inchoos-
ing their products. They tend to find sub-
stitute items which are cheaper than they
bought previously.” This illustration may
help to explain the reasons for using short-
term transaction instead of long-term, to
reduce risk.

To further substantiate this view, Daft
and Weick (1984) suggest that organiza-
tions tend to accept the environment as
given and respond actively only when a
crisis occurs. In this case, when operating
ina volatile environment, it is often amore
effective strategy to have the resources
necessary to function reactively rather than
to make long-term commitment. Such com-
mitments might bind retailers to a specific
course of action and subsequent invest-
ments. Therefore, long-term commitment
to suppliers may inhibit retailers’ flexibil-

ity in managing their merchandise, and
ability to respond to changes in environ-
mental demands (Jap 1999).

The results indicate a positive asso-
ciation between levels of change of con-
sumer preferences (item on the market
turbulence scale) and supplier partnership.
Through an emphasis on partnership be-
haviors when consumer preferences chang-
ing frequently, retailers can gain substan-
tial support from suppliers for developing
service or product offerings better over
competing alternatives. For example, in
the absence of partnership behavior ef-
forts, the suppliers may be unwilling to
support sales promotion and below the
line activities because they do not know
these activities will result in improved
their product performance. It is therefore
reasonable to expect firms to respond to
high consumer preferences changing by
developing ahigh degree supplier partner-
ship.

Conclusion

The research is intended to bridge the
current gap in theory on supplier partner-
ship. It advances our understanding of
supplier partnership by proposing and test-
ing acomprehensive model that integrates
the supplier partnership behavior, envi-
ronmental variables and firm perfor-
mances. The model emphasizes a holistic
view of the antecedence and consequences
of supplier partnership in the Indonesian
retail businesses. It implies that supplier
partnership affects firm performances and
the magnitude of association was influ-
enced by environmental variables.

Contrary to the hypothesis, competi-
tive intensity and demand volatility has a
negative effect on the supplier partner-
ship. As was expected, the effect of market
turbulence on the supplier partnership is
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positively significant. The empirical re-
sults indicate the effect of environmental
variables on the strategic behavior (sup-
plier partnership) is inconclusive.

In the intcrests of obtaining a higher
response rate and remaining within bud-
getary constraints, the use of single infor-
mant was necessary in this study. The use
oflinformation from only asingle source to
generalize about an organization’s condi-
tion may be misleading. Such information
is selective, il not biased, owing to the
informant’s position or other characteris-
tics or his/her way of using and weighting
the information when making judgments
(Philips 1981). Achrol (1991) suggests
using multiple informants because mul-
tiple informants eliminate errors resulting
from the one informant’s selective percep-
tion, thus increasing reliability. However,
multi-respondentstudies are relatively few
in number though due to the require coop-
eration and coordination within subject
firms and consequently are much more
difficult to execute (Slater 1995). The use
of non-random sample can always be ques-
tioned for its generalizability. Although it
is extremely difficult to draw random
samples in Indonesia, future researchers
should attempt to study market orientation
of retailers with randomized samples

In addition, it is important to study
how personal and business relationships
should be balanced in Indonesian retail
businesses to maximize retail perfor-
mances. This notion appears several limes
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Exhibit 1. A Pool of Scale Items for Measuring the Supplier Partnership, Environ-
ment Variables and Retail Performance.

Construct

Item Measurement

Joint Decision Making

Information Sharing

Relation-specific efforts

Non-Financial Performance

Financial Performance

Competitive Intensity

Demand Volatility

Market Turbulence

W

® 0000 O 000 0000 00000 000 © O O 000OC0: 00000

¢ make joint decisions with key suppliers about:
Delivery scheduling (JD1)
Order entry procedures (JD2)
Sales promotion (JD3)
New product launch (JD4)
Price (JD5)
Stock (JD6)

e disclose full information to key suppliers about:
Sales data for each category product (IS1)
Lay-out plan (1S2)

Budget (quarterly: sales, promotion etc (I1S3)
New service development (1S4)

We devote considerable tiime to improve this relationship
with key suppliers (RSE1)

We devote considerable time trying to improve key suppliers’
product performance (RSE2)

We have made a substantial number of adaptations in order to
deal more efficiently with key suppliers:

Inventory management (RSE3)

Order system (RSE4)

Delivery system (RSES)

Overall Performance (IDP1)
Market Share (IDP3)

Space Productivity (IDPS)
Stock-age (IDP6)

Stock-age (DP4)

Sales Growth (IDP2)
Gross Margin (IDP4)
Sales Volume (DPI)
Sales Growth (DP2)

Competition in our business is very intense (CI1)

There are many “promotion wars” in our business (CI2)
Anything that one competitor can offer, others can match
readily (CI3)

Price competition is a haltmark or our business (CI4)

Sales forecasts are inaccurate (DV1)

Sales trends are difficult to monitor (DV2)
Market shares are volatile (DV3)

Market demands are unpredictable (DV4)

Our customers tend to look for new products/services all the
time (MT3)
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