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ABSTRACT

The conventional wisdom tells that the more corttrel supplier has over the chain retailer, the eniis for the
supplier to reach its operation goals and gain eefierformance. Taking a different viewpoint, tleisearch proposes a
conceptual perspective when the more control thpplér has the lower commitment and trust the camypawned
retailer will have toward the supplier. Using twontraditional control mechanisms, transaction-sfiecinvestments
(TSIs) and relational norms, the supplier could ioye this negative relationship. Both control metisens give the
supplier the chain retailer's commitment and truesten if the supplier gives high control.

INTRODUCTION

A supplier can increase its market share by expandiompany-owned stores and increasing the number o
franchise stores (Kotler, 2002). The above two apaghes have both advantages and disadvantages.a€ampith
franchise stores, the supplier invests more opemdst in company-owned stores, has more contreep marketing
strategy and protects product quality and brandenegputation (El-Ansary and Stern, 1972; Carney @rdajlovic,
1991). However, company-owned stores limit the odtehains expansion and have no power and revieceative to
work hard. Franchise stores have more decision paweperation strategy and contribute to expanaireh speedy.
The supplier, nevertheless, has less control imtfoe protect product quality and brand name rejrteand easily has
agent problems between the supplier and franchisess(Carney and Gedajlovic, 1991). As a wholé¢h lexpansion
models can cause power and conflict problems inagament between channel members (Anderson and ,N&84;
Rosenberg and Stern, 1971; Wilkinson, 1981), makihgrd to maintain a successful long-term chanelettionship.

These kinds of problems make it difficult to mainta long-term relationship between supplier anthiler
(Nelson and Cooprider, 1996). First, on the onedharannel members should be partners rather themieg, and on
the other hand commitment and trust are factonemdly crucial to the cooperative relationship (&ed and Moran,
1996), as the healthy partner relationship is fatraed maintained through cooperation. Second, ahobl partners
have commitment and trust toward each other, ttay resist the allure of short-term profit and perdong-term
benefits together. Third, if partners have truseédch other, they will not be opportunistic in mesis transactions, and
rather will properly handle potential risk (Morgand Hunt, 1994). Therefore, this research suggbatswhether a
cooperative relationship between the supplier atdiler exists can be explained by the commitmeudi teust shared
between the two parties.

The control mechanism is designed to restrain dppitic behavior and induce behaviors which helpnaintain
a relationship. Suppliers use the control mechamisemsure that retailers execute the correctegfiesd (Anthony, 1988)
and reach their expected goals (Tannenbaum, 1988 research suggests that using the control nmésina
appropriately can enhance the retailer's commitraenttrust toward the supplier and improve thetiaiahips among
channel members.

To address these issues, this research proposeseptual perspective that discusses (1) the infiee of different
kinds of management models on retailer's commitnaemt trust toward the supplier, and (2) the infhemndifferent
control mechanisms have on retailer’s commitmedttamst toward the supplier under different managetnmodels.

MANAGEMENT MODEL, COMMITMENT, and TRUST

The retailer's management model often is a keyh® supplier’s success or failure. Each retail chadel,
whether it is company-owned or franchise, has w& @haracteristics and both have pros and cons disod and
Narus, 1984). The supplier chooses one or bothsashiain model, depending on its growth strategied goals.
However, the retailer is the supplier’s channeltnar rather than an instrument for achieving thppfiar’s goals.
Channel members need to develop mutual commitmahtraist if they intend to have a good long-tertatienship
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(Morgan and Hunt, 1994). The following first dissas the influences of different retailer managenmeatiels on
commitment and trust between supplier and retailer.

Management model

Company-owned retailers are operated directly ley shpplier who makes investment in the retaileh wittal
ownership of the retail stores and is financialdgponsible for profits or losses of the chain (Ggl-1995). The
supplier also is in full hierarchical control ofrapany-owned stores regarding the expansion andihgrmaf channels
as well as ensuring product quality and brand egprt. In contrast to the franchise retailer, toppier has both
higher financial and operational costs associatiélul maving a company-owned retailer. As this kiridegailer has less
decision-making power so it is easy to have poweflict between the supplier and retailer.

On the other side, having a franchise retailervaiohe supplier not only to decrease operationschst also to
expedite channel expansion (Kehoe, 1996). In amdisuppliers can have franchise royalties asqigitofits so that it
is a good way for the supplier to gain market slaar@ make a profit in a timely manner. Nevertheldss main defect
of having a franchise retailer is that it is no$yeéor the supplier to control the behavior of tfenchise retailer, making
it vulnerable to the potential peril of brand regtign loss.

Consequently, the more the ownership of the supplie better control the supplier has over thailext yet the
more decision-making responsibility is for the dligrpas well. On the other hand, the greater th@ership of the
supplier, the less decision-making power is avéglédr the retailer (Table 1).

High Control power of the supplier Low
The company-owned retailer The franchise retailer
Low Decision-making power of the retailer High

Table 1. the decision-making power of the

Commitment

Commitment reflects the belief held by channel merstrelated to the degree the members feel imgottan
maintain a stable cooperative relationship withneteh partners (Morgan and Hunt, 1994). As a resuthis belief,
members are willing to voluntarily make short-tesacrifices in order to keep a long-term, stable] eooperative
relationship. When the supplier and retailer re@ghat the other party is committed to the retahip (Anderson
and Weitz, 1992), they would like to keep that tieteship healthy. This means that commitment tontaéning the
cooperative relationship exists only when channelmiers consider the relationship to be importahtthé
commitment recognition is asymmetrical, there regative effect on the channel member relationdhipen a retailer
is unwilling to fully commit to its supplier, theopr relationship may jeopardize both the suppliersl retailer’s
business performance Thus it is inferred that, cmexh to franchise retailers, the company-ownedleets directly
invested by the supplier and its ownership are bglthe supplier overall. The company-owned retait@y perceive
that the cooperative relationship is initiated &ett by the supplier who then gets to have the mmstrol and even to
decide whether or not a cooperative relationshipukhcontinue. Therefore, the company-owned retaileuld be
more passive to the cooperative relationship, aodldvhave less commitment to the supplier. Hertee proposition is
derived as the following:
Proposition 1: The retailer who has less decisiomking power will hold less commitment to the swgrpéind the

cooperative relationship than the retailer who masre decision-making power.

Trust

Trust refers to that one party of the channel maembelieves the other to be sincere and responéibleng and
Wilkinson, 1989). Members in a cooperative relatiup trust their partner in three situations wh@):the partner is
willing to share equivalent resources; (2) the parprovides normal and regular communication amth&nge; and (3)
in past cooperative experiences, no party has tdecbnsciously take advantage from the other (Morgnd Hunt,
1994). Trust is a pivotal factor that determinesthier a relationship succeeds or not (Mohr and Bpak 1994). Only
when the trust from the other party is recognizedhannel member is willing to maintain the coopeearelationship.

It is postulated that since the supplier has 100%irobover the company-owned retailer given theuratof
ownership, the company-owned retailer would hase Butomatic decision-making power as compareletdranchise
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retailer. The company-owned retailer may percehat the supplier would always have the power tooffpand push

for extra advantages. Thus the company-owned eetaiho is forced and demanded to follow the supplieontrol

would have less trust toward the supplier. Consetlyjehe proposition is developed as follows:

Proposition 2: The retailer who has less decisioaking power will hold less trust in the supplierdathne cooperative
relationship than the retailer who has more deaisinaking power.

THE INFLUENCE OF CONTROL MECHANISMS

Control mechanisms are important to an organiza(®mell, 1992), as they are designed to managendssi
activities and then ensure that the expected goelachieved (Gencturk and Aulakh, 1995; JaegeBafiga, 1985).
An organization can use control mechanisms to émte another organization’s behavior and outpututiin power,
authority, and bureaucratic mechanisms (Geringer ldaebert, 1989). Traditional control mechanisms fa@sed on
formulation and supervision mechanisms. Howevertth@ current dynamic business environment, the asing
uncertainty and flushing information must be haddlhen an organization runs. Thus, business orgtois need to
rely on efficient control mechanisms which emphasiprmative control and self-management rather sigervision.
In this case, having commitment and trust frommeae is a good way for the organization to havedgoantrol and
reduce management costs (Leifer and Mills, 1996).

In the preceding inference, the use of differenhagement models by suppliers is proposed to caiaders to
have different levels of commitment and trust. Whba supplier has high control, the commitment #mdt of
company-owned retailer to the supplier will drofidaed by a deteriorated mutual relationship. Iis thituation, the
supplier faces the issue to have a better conteghamism to either remedy or prevent the problemeatationship with
the retailer. To redress this issue, this reseproposes two control mechanisms, TSls (transadp@tific investmenjs
and relational norms, for raising the company-owregdiler’s commitment and trust toward the suppdied to redirect
the relationship between the two into a healthyecyc

Transaction-specific investments (TSIs)

TSls are special investments which are investedbiaginess transactions (Jap and Ganesan, 20003%e The
investments include both tangible and intangibketsthat only benefit channel members with codjweraelationship,
and a common example of TSls is the electronic d#trexchange (EDI) established by the supplievhfla and
Krapfel, 1994). By using EDI, both the supplier @hd retailer can transmit commercial data from cosputer to the
other computer with low cost. The TSIs used asrobntechanism are a two-edged sword, dependingtmmis the
one to offer. If the supplier, for its own good eouses its power to request the company-ownedeetaispend in TSIs,
this although could increase the supplier’s sal@siie and market share, leading to a decreaselés sapenses
(Lohtia and Krapfel, 1994), yet it is at the expeios the retailer’s benefit and increases its stwdt. Therefore, this
conflict would cause a negative relationship betwdbhe supplier and company-owned retailer. Howeveis
unbalanced scenario is less likely to happen betwlee supplier and the franchise retailer in thatgupplier lacks the
power to ask the franchise retailer to make TSkende, there will be less such kind of conflict begw the supplier and
the franchise retailer due to TSlIs request. InittBtance, the franchise retailer is expected te lzabetter relationship
with the supplier than does the company-ownedlestai

Taking the other way around, if the TSIs are offieloy the supplier, then it would have a positivituence on the
retailer's commitment to the supplier (Jap and Gang 2000). The act that the supplier provides T&lkelp the
retailer would make the company-owned retailerefelve the supplier’s benevolent intention in shguthe operational
risk and creating a long-term relationship. Inténggy, this balanced scenario between the supplie the franchise
retailer would not happen either because the seipbaring on its costs has no incentive to furdfthnchise retailer
whom it has less control over. The franchise retahen would have less commitment and trust towadsupplier. For
the case that company-owned retailers get to recE8Iis from the supplier, this study considers thatsupplier’s TSls
as carrot can boost the retailer's commitment amst €ven if the supplier practices more controtk¥. Accordingly,
two propositions are presented as the following:

Proposition 3: When the supplier offers TSls, tk&iter who has less decision-making power willrése its
commitment to the supplier than when the supplescot offer TSIs.

Proposition 4: When the supplier offers TSIs, thtaiter who has less decision-making power wilkéase its trust to
the supplier than when the supplier does not dffis.

Relational norms

A norm is a type of behavioral expectation (Heided alohn, 1992). In an organization, managers apply
organizational culture and climate as norms instefadreating rules to establish employees’ shar@dey and then
guide the employees to behave properly accordirigdse expectations (Leifer and Mills, 1996). Foarnel partners,
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solidarity, information exchange, and participatican be used to shape up the relationship betweesupplier and

retailer (Jap and Ganesan, 2000). Solidarity isverway expectation held by cooperating partnerg thay will

maintain a long-term relationship. Information eanbe indicates the degree to which the partnersfresty and
actively exchange related information, which isidedd positive to increase trust and commitmentvbeh the
cooperative partners (Lee and Kim, 1999). Partimparefers to the depth and scope that the partnen make

strategies together and set common goals (Dwyedmd 988).

This study suggests solidarity, information exclgnand participation as relational norms that tingpter can
utilize to improve the cooperative relationship viben itself and retailers. Given the nature thatmnownership
hierarchy the supplier has more control and degisi@king power over the company-owned retailethé supplier
values its relationship with the retailer and imterto ease out any possible conflict as aforemeatipit can use
relational norms to grow employee shared beliefd arganizational climate. By applying the relatibnarms, the
supplier can share information freely and actiwelth the company-owned retailer, discussing andneding goals
and strategies, and letting the retailer beliea the two are formulating a long-term cooperatefationship. After
such practices, the company-owned retailer willidvel the supplier’'s sincerity in the formation ofl@g-term
relationship. Thereafter, the company-owned rataié have more commitment and trust toward thpier. But for
the franchise retailer, the relational norms wél éxerted with some difficulty since the franchistiler has relatively
greater autonomy which results in less control blpaf the supplier. Thus, it will be more challergfor the supplier
itself to direct the cooperative relationship byndocting the relational norms. Therefore, two pipons are
developed as follows:

Proposition 5: When the supplier practices relaibmorms, the retailer who has less decision-makpogver will
increase its commitment and trust to the suppl@ntwhen the supplier does not practice relational
norms.

Proposition 6: When the supplier practices relaibnorms, the retailer who has less decision-malioger will have
higher level of commitment and trust to the supgh@n the retailer who has more decision-making
power.

CONCLUSION

The types of company-owned and franchise retaitingg commonly used by suppliers to expand channmals a
increase market share. Although the supplier ha® roontrol over the company-owned retailer, thiglgtinfers that,
compared to the franchise retailer, the companyealuretailer will have less voluntary commitment dndt toward
the supplier due to its hierarchical disadvantaggkrastriction in autonomy. This study thus suggést supplier to use
TSls and relational norms to fortify the relatioipskwith the company-owned retailer. This would hékpadquarter
managers to better understand their cooperatioh witailers and to know how to build a long-ternoperative
relationship.
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