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ABSTRACT

The purpose of this paper is to understand, how vendor commitment to the channel relationship impact on retailer’s satisfaction.  Powerful vendor often require retailers to make significant investments to improve coordination between vendor and retailers with an objective to enhance the vendor’s presence in the end-market.  These investments by retailers often come in the form of Transaction Specific Investments (TSI).  The ultimate objective of such TSIs is to lock in the retailers, so that they may not be able to switch to other vendors.

INTRODUCTION

The purpose of this study is to explore the factors that determine relationship satisfaction between manufacturers and retailers.  The case of Procter and Gamble (P&G) and its relationship with its retailers in Thailand has been selected in this paper.  It has been observed that powerful manufacturers require downstream channel members such as retailers to make specific investments in order to improve co-ordination within the supply chain and enhance the manufacturer’s presence in the end market (Asif: put in source).  However, these investments can be difficult to re-deploy if the relationship is terminated (Jap and Ganesan 2000).  Transaction Specific Investments (TSI) are an example of such investments by retailers.  When TSI occurs, retailers are usually concerned about being held captive by the manufacturer.  Retailers are therefore faced with the challenge of re-balancing the relationship.  It is therefore critical to understand the impact of relationship satisfaction on the performance of the supply chain.  In order to develop relationship satisfaction, a number of issues must be taken into account.  Heide and John (1988) described that:

“Though theoretical accounts are lacking, conceivably the relevant mechanisms available for structuring relationships change over time and consequently influence firm’s decisions.  For instance, in the early stages of a relationship, norms may not be fully established, and hence a buyer’s ability to exercise needed vertical control is limited.  In such instances a buyer may have to rely on other mechanisms for safeguarding specific assets, such as contractual protection.  However, as relationships develop, supporting norms may evolve and eventually enable a buyer to establish control.”

This means that the bargaining power within a relationship may change over time.  In Thailand, the bargaining power has shifted from manufacturers to modern trade type retailers but some bargaining power still remains with major vendors when dealing with small retailers.  In the first section of the paper, a brief review of the literature will be presented, followed by the research framework and methodology.  The second section will discuss the findings and its managerial implications.

LITERATURE REVIEW

Relationship satisfaction

Satisfaction is a positive affective state that results from the appraisal of all aspects of a firm’s working relationship with another firm (Asif: source).  Although there has been a tendency in previous work to use a uni-dimensional measure of global satisfaction (Asif: source), it is possible to view relationship satisfaction as a higher-order factor consisting of three dimensions (Asif: source): satisfaction with the product, sales representative, and financial returns.

When retailers perceive that the vendor is committed to the relationship, they feel that the vendor will strive to make the relationship efficient and effective (Asif: source).  Working together with a vendor in pursuit of mutual benefit increases the perception of compatibility and synchronization in the supply chain (Asif: source).  The perceived compatibility, along with the possibility of obtaining higher returns and better quality products, service, and support, will result in greater relationship satisfaction (Asif: source).
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Retailer TSIs
For retailers to achieve relationship satisfaction, they have to protect their TSI by cultivating strong supplier commitment, which refers to a willingness to make short-term sacrifices to maintain the relationship and a confidence in the stability of the relationship (Asif: source).  Commitment to a relationship implies the orientation of long-term relationship.  In this study our focus is on small retailers and the authors have found that they are in a situation of dependency vis-à-vis the vendor, Procter and Gamble in this case.  It is therefore important to describe commitment from the retailer’s perspective.

Retailers’ perceptions of the vendor’s commitment will have an impact on the final outcome such as relationship satisfaction between the two parties.  Vendor’s commitment can become a source of competitive advantage to retailers (Jap and Ganesan 2000).

It is difficult to develop such commitment if retailers are in one-sided TSI in.  TSI increase the costs of switching to an alternative vendor (Asif: source).  It was found that firms making smaller investments than their partners, usually more powerful vendors, tend to act opportunistically within the relationship (Asif: source).

H1: There is a relationship between retailer’s TSI and its perception of vendor commitment.

Supplier TSI
When a vendor makes a TSI, the retailer perceives such investments as a credible pledge of the vendor’s commitment to the relationship.  As vendors make specific investments, it becomes an incentive to maintain and continue the relationship at least until the value of the vendor’s investment is recovered (Jap and Ganesan 2000).  Thus, the retailer’s perception of vendor commitment to the relationship tends to be positive.

H2: Vendor’s TSI are positively associated with the retailer’s perception of vendor commitment.
Relational Norms
Relational norms address behavioural expectations in on-going, present-day relationships.  The emphasis of relational norms on the on-going relationships is distinguished from commitment as it focuses on future expectations in a relationship.  The emphasis on three types of relational norms (Jap & Ganesan, 2000):

1. Solidarity

2. Information exchange

3. Participation

H3: 
The use of relational norms is positively associated with retailer’s perceptions of vendor commitment.

Explicit Contracts
To use explicit contracts can enhance vendor’s commitment in many ways.  Formal execution of the contracts are implemented and can leads to the reduction of uncertainty with regards to the retailer.  Rights and obligations of both parties have to be clearly stated out in the contracts so that both parties may improve supply chain co-ordination (Jap and Ganesan 2000).

Explicit contracts bring both positive and negative effect toward the commitment of both parties and from many researches (Asif: source), it was found that the perceptions of mistrust outweigh the advantages offered by specific guidelines and specification of penalties for opportunistic behavior.  Explicit contracts create a negative effect rather than a positive effect to vendor commitment.

H4:  The use of explicit contracts is negatively related to a retailer’s perception of supplier commitment.

Developing Supplier Commitment

Supplier commitment refers to the vendor’s desire to develop a stable relationship with a retailer, a willingness to make short-term sacrifices to maintain the relationship. In this paper, the focus is on the perception of the weaker party (i.e. the retailer); therefore, the description of supplier commitment is from the retailer’s perspective.  Jap and Ganesan (2000) expect that the retailer’s perception of supplier commitment will: (1) correlate strongly with the supplier’s actual level of commitment and (2) affect critical retailer outcomes.

Increasing a supplier’s commitment can have positive consequences for the retailer. However, developing such commitment can be difficult if the retailer has made one-sided TSI in the relationship.  Working in conjunction with a vendor in pursuit of mutual benefits will increases this perception of supply chain compatibility while obtaining higher financial returns, better quality products, services, and support, (Asif: any other source? Jap and Ganesan 2000).

H5: A retailer’s perception of supplier’s commitment is positively associated with relationship satisfaction.
Research Methodology

Data collection was conducted through structured interviews.  The samples were selected by using a simple random sampling technique.  The target population for the purpose of this study where small retailers who carry P&G products. The authors collected a total of 200 samples in the Bangkok area.  This sample does not claim to be representative of the total population of retailers in Thailand but it is surely indicative of the perceived relationship satisfaction with P&G.
FINDINGS

Reliability Analysis

Variable







Alpha

Retailer’s TSIs







0.8585

Supplier’s TSIs







0.5405

Relational Norms







0.9254

Explicit Contracts







0.7930

Supplier Commitment







0.7771

Relationship Satisfaction






0.8895

In order to increase confidence that scores for the questionnaire reliably reflect the underlying dimension, the questionnaire must demonstrate high reliability (Hayes 1998). According to the criteria set by Nunnally (1978), the cut-off point for alpha should be 0.7. All of the above constructs in this study met the reliability requirements of acceptable range, as indicated in table above.

Results

Variables



Mean
        

Standard Deviation

Retailer’s TSIs



3.9240

   

1.4583

Supplier’s TSIs



3.6535



1.2290

Relational Norms


3.9649



1.5756

Explicit Contracts


4.2222



1.6831

Supplier’s Commitment


3.2359



1.2863

Relationship Satisfaction       

3.9088



0.9520

The above table illustrates the mean and standard deviation of each variable.  Retailer TSI has a mean of 3.9240 and a SD of 1.4583, Supplier’s TSI has a mean of 3.6535 and a SD of 1.2290, Relational norms has a mean of 3.9649 and a SD of 1.5756, Explicit contracts has a mean of 4.2222 and a SD of 1.6831, Supplier’s commitment has a mean of 3.2359 and a SD of 1.6831 and Relationship satisfaction has a mean of 3.9088 and a SD of 0.9520.

Regression Analysis for Relationship Satisfaction:

SAT = α1 + β1RTSI + β2STSI + β3RNorm + β4ExpCon

	Model 1: R2 = 0.380

	Variables 
	Beta
	t-Value
	Sig.
	Hypotheses
	Support/Not Support

	Retailer’s TSIs (RTSI)
	.438
	6.207
	.000
	H1
	Support*

	Supplier’s TSIs (STSI)
	.074
	.867
	.387
	H2
	Not Support

	Relational Norm (RNorm)
	.236
	1.932
	.055
	H3
	Support***

	Explicit Contract (ExpCon)
	-.020
	-.187
	.852
	H4
	Not Support

	* p<.001, **p<.05, ***p<.10


There is no problem of multi-collinearity with the model. As suggested by Bagozzi (1994), if the correlation coefficient between two explanatory variables is larger than the correlation coefficient between them and the criterion variable, which has been verified the non-existence of multi-collinearity is confirmed. 

Regression Analysis for Relationship Satisfaction with Mediator:

SAT = α1 + β1RTSI + β2STSI + β3RNorm + β4ExpCon + β5SupCom

	Model 2: R2 = 0.398

	Variables 
	Beta
	t-Value
	Sig.
	Hypotheses
	Support/Not Support

	Retailer’s TSIs (RTSI)
	.428
	6.133
	.000
	H1
	Support*

	Supplier’s TSIs (STSI)
	.148
	1.635
	.104
	H2
	Not Support

	Relational Norm (RNorm)
	.272
	2.233
	.027
	H3
	Support**

	Explicit Contract (ExpCon)
	.006
	.060
	.953
	H4
	Not Support

	Supplier’s Commitment (SupCom) 
	.180
	-2.240
	.026
	H5
	Support**

	* p<.001, **p<.05, ***p<.10


The results of both the regressions are interesting, the authors discovered that once the mediator is included it does not change the results at all, only the R-square increase from 0.38 to 0.398. This increase in the R-square is due to additional variance explained by the Supplier’s Commitment (in model 2). It is therefore confirmed that Supplier’s Commitment, in this study does not play a mediating role.

SUMMARY

It was found that vendor’s commitment had an effect on retailer’s relationship satisfaction.  As hypothesized by H1, retailers’ TSI are related to their perception of P&G’s commitment.  As hypothesized by H2, P&G’s TSI are not positively associated with retailers’ perception of P&G’s commitment. As hypothesized by H3, the use of relational norm is positively associated with the retailers’ perception of P&G commitment. As hypothesized by H4, the use of explicit contracts is not negatively related to retailers’ perception of P&G’s commitment. In the case of H5, retailers’ perception of P&G’s commitment is positively associated with its satisfaction within the relationship. The factors that determine relationship satisfaction are relational norms, explicit contracts and supplier’s commitment.

Based on the findings of this study it is interesting to discover that, Retailer’s TSI, Relational Norms, and Supplier’s Commitment are important antecedents to relationship satisfaction in the retail supply chain of P&G, in Thailand.  Hence, other vendors may use the findings as a tool for improving relationship within the retail supply chain. These findings may be used for a better understanding the FMCG (Fast moving consumer goods) industry in Thailand.
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