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ABSTRACT

China has witnessed an increasing presence by international retailers since the
1990s, most of which face the lack of qualified management staff when they
operate in China, particularly when expanding the scale of operations in the
country. In order to acquire the managerial skills necessary for competitiveness,
local managers need to learn needed knowledge from their foreign parent because
in transition economies such as China, foreign parent is normally a vital source of
useful knowledge. The primary aim of this research is to utilize knowledge transfer
theory to explore retail management know-how transfer from international retailers
to their subsidiaries in China. The research objectives are five-fold: (1) to
investigate the elements of retail management know-how that are effectively
transferred from international retailers to their subsidiaries in China; (2) to
examine two key factors, absorptive capacity of the subsidiaries and commitment
of the foreign parent, that affect knowledge transfer effectiveness; (3) to develop
measures of the associated constructs; (4) to examine the effect of knowledge
transfer on business performance; (5) to examine possible moderating effects of
ownership type and retail format on the relationships proposed in the model. In
order to empirically test the proposed model, two methods were used to collect
data; one was face-to-face interview survey, and the other web-based survey. The

informants in this study were store managers and senior managers of foreign-



owned retail establishments in China.

The scale development procedures for the proposed constructs, particularly for
retail management know-how, began with items, derived initially from an
extensive literature review. Additional items were identified via in-depth
interviews with seven store/senior managers of foreign-owned retail establishments
in China. Exploratory factor analysis (EFA) was conducted to identify the factor
structure of the scale for the constructs in the proposed model. Retail management
know-how at this stage was found to be composed of two dimensions: strategic
management know-how versus tactical program management know-how.
Confirmatory factor analysis (CFA) was then carried out to validate all the
measurement models of concern here and acceptable model fit indices were

achieved.

Causal studies were then conducted to examine the proposed structural model and
related hypotheses. Due to the small sample size (N=89), it was decided to spilt the
overall model into two submodels. One submodel describes the path relationships
among absorptive capacity, knowledge transfer and performance, whereas the other
incorporates the relationships among commitment, knowledge transfer and
performance. The two submodels were assessed using structural equation model

(SEM) technique. The statistical results support the conceptualization of absorptive



capacity as a second-order measurement model since it has a better model fit than
the first-order one. This is perhaps the most important finding since it indicates that
both management staff’s ability to learn and organizational adaptability are
necessary components of a firm’s absorptive capacity to optimally facilitate the
transfer of retail management know-how from international retailers to their
subsidiaries in China. The predicted second-order structure of commitment was
also validated by the findings of this research, with management involvement and
communication as its components. Positive impacts of absorptive capacity and
commitment on knowledge transfer effectiveness were also confirmed. Moreover,
the results show that subsidiaries that have effectively acquired strategic
management know-how from their foreign parent performed better in terms of
several marketing metrics such as market share, sales volume and profit. However,
the influence of tactical program management know-how on business performance
was found to be statistically insignificant. Finally, analysis of variance (ANOVA)
indicates that there are no significant differences in knowledge transfer
effectiveness across either ownership types of retail establishment, while business

performance does not vary by retail format either.



ACKNOWLEDGEMENTS

I would like to express my sincere thanks to my supervisor, Dr. Sherrift T.K. Luk,
for his efforts in guiding me through my study. I give my heartfelt thanks to Dr.
WU Keming, for his encouragement and support. Special thanks go to Professor
HAO Yuan and Professor YUAN Zhanting at Lanzhou University of Technology in

Lanzhou, China, for their help in my degree pursuit.

This dissertation would have not been possible without fieldwork. I therefore
express my gratitude to Professor WAN Houfen and Professor TANG Dingna from
Zhongnan University of Economics & Law, and Dr. YANG Zhi from Hunan
University, for their assistance in the data collection activities. I also want to
express sincere thanks to those managers who had participated in the survey. For
me personally, the data collection was not just a part of the program, but an

inspiring learning experience as well.

Finally, I want to thank my husband Zhengdong and my dear son, Xiangxiang, for
having been there with love and understanding throughout my PhD study. I also

convey my gratitude to my mother-in-law for her selflessness, effort and patience.



TABLE OF CONTENTS

A B S T R A C T e ettt ettt e e e e e e e e e e e e e ea e 4
ACKNOWLEDGEMENTS ...ttt 7
TABLE OF CONTENTS ..ottt 8
LIST OF TABLES ... oottt e e 14
LIST OF FIGURES ... ..ottt e e 16
CHAPTER 1 INTRODUCTION ..ottt 17
1.1 RESEARCH BACKGROUND ....uttitiieeeetieee ettt e eeeeeeeeeeeaeeeenens 17
1.2 RESEARCH GAPS ..ot e e e e e e e e e e eenans 19
1.3 RESEARCH SCOPE .. .ottt e e eeae e e eeeeeeeeaaeeenaans 21
1.4  RESEARCH QUESTIONS, OBJECTIVES AND SIGNIFICANCE ..................... 24
1.5 STRUCTURE OF THE DISSERTATION ....euuuetettteeeeeeeeeeeeaeeeeeeaeeeeeenaeeeenens 26
CHAPTER 2 LITERATURE REVIEW. ...t 28
2.1  DEFINITION AND CLASSIFICATION OF KNOWLEDGE ......ccvvueeeeeieeeeennn.. 28
2.1.1  Explicit versus tacit knowledge..........cccoeerviieeniieeiiieeieeeiieee 29
2.1.2  Know-what versus KNOW-hoW ........coouummoeeeeeieieeeeeeee e 31
2.1.3  Individual and organizational knowledge .............cccceevverrnnennne. 31

2.2  RETAIL MANAGEMENT KNOW=-HOW .....cceetumeeeeieeeeeeeeeeeeeeeeeeeeneeeenennens 33



2.3 CONCEPTUALIZATION OF KNOWLEDGE TRANSFER ....ceevvuneeeeeeeeeeeennnn. 36

2.4  KNOWLEDGE TRANSFER EFFECTIVENESS ....ccccctttriiienniieeniieeniieenieeenne 38
2.5 FACTORS AFFECTING KNOWLEDGE TRANSFER .......cceeviiiniiiiniieeniieene 40
2.6 STUDIES ON KNOWLEDGE TRANSFER IN MNCS ......coiiiiiniiiiniiiinieene 43
CHAPTER 3 RESEARCH HYPOTHESES. ..........ccooo i, 49
3.1 CONCEPTUAL MODEL....ccciuttiiiiiiiiiieeiieeeiiee ettt e st esiee st seeeeseee e 49
3.2 HYPOTHESES DEVELOPMENT ....ccocttiiiiiiiniieeniieeniteenieeenieeesaneeesieeeeas 50
3.2.1  DIrect €ffECtS covviiiiiieeiie et 54
3.2.1.1  Absorptive capacity and knowledge transfer ...............oeeee.. 54
3.2.1.2  Commitment and knowledge transfer ...............ooeemeorecerecreeereees 58
3.2.1.3  Knowledge transfer and performance ................ooeomeereeereee, 61

3.2.2  Moderating effects of demographic characteristics...................... 62
3.2.2.1 OWHEFSHID ..ot eee ettt ettt sttt sa e ssaessaesnsesnseenns 63
3222 REILFOFMAL ... 64
CHAPTER 4 RESEARCH METHODOLOGY ....ccooviiiieeiiee e 66
4.1 UNIT OF ANALYSIS. .uitteiiiteiiteeniteeniiee ettt e eiteesitee sttt e snteesabeeesareeesaneeas 66
4.2 SCALE DEVELOPMENT PROCESS...cc..cttiiiiiiiiiiiiiieeiieeeiiee e 68
4.2.1  Ttem geNeration.........ccccceeeecueeeniiieeniieerteeesieeeeeeeeeeeeaeeeeseeeeens 69
4.2.2  EXPEIICNCE SUTVEY ...uvveeeerieeiieeeiiieesieeesteeessteeensseesssneessneessseesnsnes 70
423 PHOE SEUAY e ee e e s ese s e eeeraenee. 80



424 MEASUIES...eeiiuiiiiiiieiiiee ettt ettt ettt ettt e 81
4241  Organizational Qdaptability ...............oooecoeeeeoeeeeoreeeeereessseersereeserens 81
4.2.4.2  Ability of management staff to learn..............c.coouvvvvvvrnennnn. 81
4243 Management invVOIVEMeEnt ............oo.ooweeeoeveerseeerseeeseseeesseesseseserens 82
4.2.4.4 COMMURICALION ...ttt 82
4.2.4.5 The acquired retail management knOw-how ..............cccccovveeeenne. 83
4286 POIfOFMANCE oooeeeoeeeoeeeeeeeeseeeee e eeeeeeeees s eeseeese s ees s 83
4247 OWREESRID oeveeeeeeeeeeeeeeeeeeeeeeeeeeeeee e ee e ees e ees s e e ees e ees e eeeseeeesenn 84
4.2.4.8 Re1ATI FOPMAL ..ottt 84

4.2.5 Sampling and questionnaire administration ............ccceeevveerveeennee. 86

4.2.6  Exploratory factor analysiS.........ccceeevreecieiesiiieeniie e 93

4.2.7  Confirmatory factor analysiS........ccccceeevveenciieeniieeeniie e 93

4.2.8  Convergent/discriminant validity ..........ccccoevveeriiieencieeeniee e, 94

CHAPTER 5 FINDINGS AND DISCUSSIONS.......cccoiiiiiieiienieeee e 96
5.1  DESCRIPTIVE STATISTICS ....uetriieirerieeieeereesieeenee e enee e ereesiee e 96
5.1.1  Demographic profile of respondents............cccceeeevveercreencreeennnnnn 96
5.1.2  Characteristics of participant StOTeS ..........ccceerveeerveerrreessreeennnnnn 99

5.2 EXPLORATORY FACTOR ANALYSIS ....etiiiiiiieiienrieteenee e e 101
5.2.1  Factor structure of absorptive capacity ........ccccceeeeveeeerveerreeennne. 101
5.2.2  Factor structure of commitment ...........ccocceeveernieniieanieniieeneenn 104

10



5.2.3  Factor structure of retail management know-how...................... 106

5.2.4  Factor structure of business performance............ccceeeevveerveeennne. 107
5.3 CONFIRMATORY FACTOR ANALYSIS ...ccctteiiieiienriiieeneeereeneeenee e 108
5.4  ASSESSMENT OF DATA NORMALITY ...cocvviiiieiienrieieeneeeieeseeeree e 108
5.5 STRUCTURAL EQUATION MODEL.....cooiiiiiiiiiiiieeee e 110
5.6  ESTIMATION OF THE MEASUREMENT MODELS......cccccovtieiieniieieennnene 111

5.6.1  ADSOIPLIVE CAPACILY .eeervvrieiiieeeiiieeeiieeeeieeeereeeiveeeereeeraeeeaeeeenes 113

5.6.2  COMMILMENT .....iiiiiiiiiiiiiieiie ettt ettt be e 118

5.6.3  Retail management KNOW-hOW .........ccccuveviiieniiieeciieciecceeee 120

5.6.4  PerfOrmance...........coocueeiuiiiiiiiiieiieeieeee et 122
5.7  ESTIMATION OF THE OVERALL MODELS ......ccceoouiiiiiiniieiienieeieeneenns 126

5.7.1  Submodel 1: Absorptive capacity and knowledge transfer ........ 126

5.7.2  Proposed submodel 1 vs. competing model 1............ccccunee.e. 131

5.7.3  Submodel 2: Commitment and knowledge transfer................... 135

5.7.4  Proposed submodel 2 vs. competing model 2 ............c.cceuuenee. 137

5.8  TEST OF MODERATING EFFECTS OF RETAIL FORMAT AND OWNERSHIP TYPE

144
5.9 SUMMARY OF PATH ANALYSES AND HYPOTHESES TEST RESULTS....... 149
CHAPTER 6 CONCLUSIONS ...ttt 153
6.1 CONCLUSIONS OF THE RESEARCH.....cceuuitttteeeeeeeeee e 153

11



6.2 CONTRIBUTIONS ..ttt ettt e e e eeee e e e et e e e e e e e eeeaaeeeeeeaeeeenaaaeaes 155

6.3 MANAGERIAL IMPLICATIONS .....coiiuitiiiieeniieeniieenieeeeiieeesieeesiiee e 157
6.4 LIMITATIONS ....ctiiiiiiieiteeeiiee ettt ettt et e e e e s 159
6.5  IMPLICATIONS FOR FUTURE RESEARCH .......ccocuuiemiiiiniieiniieeniieeeenn 161
REFERENGCES ...ttt 165

APPENDIX I INTERVIEW PROTOCOL FOR EXPERIENCE SURVEY

......................................................................................................................... 188
APPENDIX I WORD-FREQUENCY LIST ..o 191
APPENDIX 11l QUESTIONNAIRE FOR PILOT STUDY ......cccoe.eee. 192
APPENDIX IV QUESTIONNAIRE ...t 200

APPENDIXYVY CORRELATION MATRIX OF QUESTIONNAIRE ITEMS

......................................................................................................................... 208
APPENDIX VI ANOVABY SURVEY METHODS ..........ccciiiiiiiiee 212
APPENDIX VII HARMAN’S ONE-FACTOR TEST ......cccoovviiiieiiiiene 216
APPENDIX VIII  ASSESSMENT OF DATANORMALITY .....ccccoeeee. 219
APPENDIX IX STRUCTURAL PATHS IN FULL MODEL................ 221

APPENDIX X PARAMETER ESTIMATIONS OF FULL MODEL ...222

12



APPENDIX XI  ANOVABY OWNERSHIP TYPE.......c.ccccooiiiiiiicnn 223

APPENDIX X1l  ANOVABY RETAIL FORMAT (1) .cccvoovivriiiiieienns 227
APPENDIX X111 ANOVABY RETAIL FORMAT (2).....cccccvevviviiiinannns 231
APPENDIX XIV ANOVABY RETAIL FORMAT (3) ..ccccoovviriiieienes 235

13



LIST OF TABLES

Table 2.1 Studies on knowledge transfer within MNCs: summary of findings46
Table 3.1 Advantages of second-order model over a first-order one............... 53
Table 4.1 Description of experience survey participants’ profile................... 72
Table 4.2 Measures for individual CONSTIUCE ..a..uuueeesuerossaesossanosssoressarosssesoses 85
Table 4.3  Distribution Of QUESHONNAITES....ueceeueeeosssvesssaressssrssssssssssssssssssossssssses 91
Table 4.4  Descriptive statistics for all Variables...........eeeeeueressuerossverossnerosansnns 92
Table 4.5 Distribution of the reSPORAEntS BY CILY ....coeueressueressrerossansossanssssaneses 92
Table 5.1 Demographic profile Of reSPORAERLS........ueeeeesnerossuesosseessssarsssenenes 98
Table 5.2  Characteristics of participant stores 100
Table 5.3 EFA result of absorptive CAPACILY.....aaeeesueressuerossrerosssesossasssssasssssanes 103
Table 5.4 EFA result of COMMITIMENL.......cuueeeeeueresserosserossaniossssssssssssssasssssases 105
Table 5.5 EFA result of retail management kKROW-HoW .........ueuereeuercsravscssenes 107
Table 5.6 ~ EFA result of Performance......eeeecosuerossuerossnvsosssssssssssssasssssanes 108
Table 5.7 Measurement scale for absorptive CAPACILY .......ueeeeeueresereresereresanenes 114
Table 5.8 CFA result of absorptive CAPACILY......aeeeeevevsreresseresserssssesosssssssnsses 117
Table 5.9 CFA result of COMMITIMENL.......uuueeeosueeeosraressraressseressssssssssssssssssssssess 119
Table 5.10  CFA result of retail management KROW-ROW .........ueoeeeeeveeueeeenene 122
Table 5.11 Measurement scale fOr PerfOrmMaANCE........ueueeesuerossuvsossaessssasssssanes 123
Table 5.12  CFA result Of PErfOrMANCE......uueeeoeueressverossersssassossssssssssssssasssssanes 124

14



Table 5.13

Table 5.14

Table 5.15

Table 5.16

Table 5.17

Table 5.18

Table 5.19

Table 5.20

Table 5.21

Table 5.22

Correlations and discriminant validity ...............cceueeeveneevennnenonnns 125

A summary of measures of fit of the four measurement models.. 125

Parameter estimations of SUbmModel 1 ..............uuueeeueeeveeuneecenennonnns 130
Parameter estimations of competing model I................ueeeeueeenne. 134
Parameter estimations of Submodel 2 ................ueeeuueeeeeuneeesunnennns 138
Parameter estimations of competing model 2................ueeeeueeeennn. 141
Descriptive statistics for two-group comparison on ownership.. 145
Descriptive statistics for three-group comparison on retail format
.......................................................................................................... 147
A summary of the research Rypotheses..........eeeeeeeveeseresseresanenes 149
Summary findings of causal effects of research.................uueen... 151

15



LIST OF FIGURES

Figure 2.1 The definition of retail management KROW-ROW ...........eeeerueveesuenen. 35
Figure 2.2 A general transmission model of cOmmMunication...............eeeuueee. 38
Figure 3.1 Retail management know-how transfer model.......................uu..... 49
Figure 4.1 Overview of research design and data analysis strategy............... 67
Figure 5.1 Confirmed measurement model of absorptive capacity................ 115
Figure 5.2  Confirmed measurement model of cOmMMItMENL ..........ccueuereenne. 118

Figure 5.3  Confirmed measurement model of retail management know-how

............................................................................................................................. 121
Figure 5.4 Confirmed measurement model for performance....................... 124
Figure 5.5  Submodel 1: Absorptive capacity and knowledge transfer ........ 127
Figure 5.6  Structural paths in SUbmModel 1 ..............eeueeennevosvesossunsosansssnanes 129
Figure 5.7  Competing MOAEl I..........uuueeeoeuevonuerossuerossnerosssnsosssnssssssssssassssssses 131
Figure 5.8  Structural paths in competing model I.............ueuerescuevossuvsosnnnes 132
Figure 5.9 Submodel 2: Commitment and knowledge transfer.................... 135
Figure 5.10  Structural paths in Submodel 2 ..............uuueveuuevesvevosvunsosransssnanes 136
Figure 5.11  Competing MoOdel 2...........uueeeueeoouerossuerossuerosssnsssssnssssasssssasssssanes 139
Figure 5.12  Structural paths in competing model 2.............ueueveeueresvuveesnanes 140

16



CHAPTER 1 INTRODUCTION

This chapter presents an overview of the present research across four sections. The
first section provides the research background. The next section explains the
research scope for the study. Section three describes the research questions,
objectives and significance of the study, while the final section explains the

structure of this dissertation.

1.1 Research Background

Chinese consumers’ consumption power has been improving due to the rapid
growth in the national economy and a steady increase of the middle class over the
past three decades, with an average annual GDP growth rate of 9.6% for the period
of 1979-2006 (the National Bureau of Statistics, NBS hereafter). According to the
NBS, China’s retail sales grew at an annual rate of over 12% from 1992 to 2006,
and national retail sales will reach US$2.4 trillion by the year 2020. Farrell et. al
(2006) have reported in a recent study that China’s middle class has been steadily
growing which will comprise a large population of 520 million by 2025 - more
than half of the expected urban population of China, with a total disposable income
of 13.3 trillion renminbi. However, the retail sector has remained largely local and
is substantially fragmented (Cui and Liu, 2000) in China, as the top six retailers in
the country account for only one-fifth of national consumption (Samiee, Yip and

Luk, 2004). Due to the rapid retail sales growth with the fragmented nature, as well
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as the steady increase of the middle class together with an emergence of wealthy
consumers (McKinsey, 2008), the China market represents good potential for
international retailers. the China market represents good potential for international
retailers. Many of them have entered the market since 1992 when the State Council
introduced its “go-ahead” policy to foreign retailers. According to the law, foreign
retailers can set up one or two pilot ventures respectively in Beijing, Shanghai,
Tianjin, Guangzhou, Dalian, Qingdao and the Five Special Economic zones,
namely Shenzhen, Zhuhai, Shantou, Xiamen, and Hainan, with the legal
requirements that foreign-owned retailing ventures had to be equity joint ventures
or contractual cooperative enterprises with the local partner holding over 51% of
the shares. As a result, most international retailers had used joint venture as the
entry strategy to enter China’s retail market. Another reason for using joint venture
as the entry strategy is to “borrow” a partner’s already-in-place local infrastructure
to learn about the Chinese market, government policies and the political systems
(Si and Bruton, 1999). However, most international retailers have changed their
businesses into wholly owned enterprises (WOEs) to ensure effective control since
the end of 2004 when the PRC government completely opened its retail market as
promised, based on the agreement with the World Trade Organization (WTO) that
international retailers can set up retail ventures in any part of China without any
limitation on ownership. According to the Development Trends of the World Retail
Industry and China'’s Retail Industry published by the China General Chamber of
Commerce in 2006, about 80% of the top 50 global retailers had already entered
the China market. These international retailers had opened more than a thousand

retail establishments in the country in the form of joint venture or wholly owned
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enterprises, with a market share of about 3%-4% of total national retail sales, by

the end of 2005, five years after China’s accession to the WTO.

International retailers face the lack of qualified management staff when they
operate in China, particularly when expanding the scale of operations in the
country. In order to acquire the managerial skills necessary for competitiveness,
local managers need to learn the needed knowledge from their foreign parent
because “In transition economies such as Hungary and China, foreign parents
normally bring in technology and management know-how, and are a vital source of
useful knowledge” (Tsang, 2002b, p.835). In a similar study of knowledge transfer
from multinational corporation (MNC) parent to its China subsidiary, Wang et al.
(2004) have also contended that without effectively acquiring knowledge from
their MNC parents, it would be difficult for the subsidiaries/IJVs to establish their
knowledge base, improve their competences, and finally generate good returns for

their parents (p168).

1.2 Research Gaps

Knowledge transfer in MNCs has been a popular research topic since early 90s.due
to the emergence of knowledge-based view (KBV) (Barney, 1991; Drucker, 1993;
Conner and Prahalad, 1996; Grant, 1996; Teece, 1998) and rapid increase of
MNCs’ overseas expansion. However, similar studies in the stream are limited to

industrial concerns, whether the findings can be generalized to service sector has
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never been addressed. (research gap 1) Due to the extensive differences between
the industrial and retail sectors (Dawson and Mukoyama, 2003), it is necessary to

test the models specifically in the international retailing area.

Another research gap is that most of the existing studies on knowledge transfer in
international context have identified subsidiary’s absorptive capacity (Cohen and
Levinthal, 1990; Lyles and Salk, 1996; Tsang, 2002b; Berdrow and Lane, 2003;
Minbaeva et al., 2003) and support from foreign parents as two important
influencing factors which are associated with increased knowledge transfer.
However, some researchers (e.g., Minbaeva et al., 2003) have commented that no
systematic effort has been devoted to developing valid measures of the constructs.
As such, there is a clear need for valid measure development of these learning-

related constructs (absorptive capacity and commitment).

Therefore, an empirical investigation of how to transfer management know-how in
service sector to emerging economies like China will have both academic and
practical value. The present study is thus designed to investigate transfer of retail
management know-how from international retailers to their subsidiaries in China to
address the aforesaid knowledge gaps by developing a theory-based research
model incorporating absorptive capacity, commitment, know-how transfer
effectiveness and business performance, developing valid measures, and testing the
hypothesized relationships among them. The research scope, research questions,
research objectives and significance of the study will be discussed in the ensuing

sections.
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1.3 Research Scope

The study employs knowledge transfer theory to address retail management know-
how transfer from international retailers to their subsidiaries in China to advance
our knowledge of international transfer of retail management know-how in China’s
retail sector. Knowledge transfer in multinational corporations has been a popular
research topic since the early nineties, stimulated by the emergence of the
knowledge-based theory of the firm and the rapid increase of MNCs’ overseas
expansion (Crossan and Inkpen, 1995; Grant, 1996; Davenport and Prusak, 1998;
Lane, Salk and Lyles, 2001). Knowledge-based theory of the firm considers
knowledge, especially organizational tacit knowledge, a critical source of
sustainable competitive advantage in the sense that it is difficult for competitors to
imitate (Barney, 1991; Drucker, 1993; Conner and Prahalad, 1996; Grant, 1996;
Teece, 1998). Following this theory, a firm can be looked at as a knowledge system
creating, processing, transferring and managing knowledge (Grant, 1996), with
knowledge embedded and carried through multiple entities such as organizational
systems, routines, policies, documents, organizational culture and management
staff (Inkpen and Dinur, 1998). Kogut and Zander (1993) contends that “a firm’s
ability to transfer knowledge is a reason for its very existence” (p.628), and goes a
step further to interpret foreign direct investment (FDI) as “the transfer of an
intermediate good, called knowledge, which embodies a firm’s advantage, whether
it be the knowledge underlying technology, production, marketing or other

activities” (p.628).
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Previous studies have reported that knowledge transfer from the foreign parent is
crucial for international joint venture success in transition economies such as
Hungary and China (Lyles and Salk, 1996; Steensma and Lyles, 2000; Lane, Salk
and Lyles, 2001; Luo, 2002; Tsang, 2002b; Wang et al., 2004). For instance, Meyer
and Estrin (2001) have pointed out that local firms in transition economies are
normally weak in management and marketing capabilities and eager to improve
through learning from foreign partners. Wang et al. (2004), in their study of an
integrated model of knowledge transfer from multinational corporation parent to its
China subsidiary, argues that without effectively acquiring knowledge from their
MNC parents, it would be difficult for the subsidiaries/IJVs “to build up
knowledge base, improve capabilities, accelerate management localization and
survive intense competition to generate good returns for their parents” (pl168).
Miesing et al. (2007) have proposed a model to explain how foreign invested
enterprises can transfer effectively and successfully both explicit and tacit
management knowledge from the headquarter office to the subsidiaries in
mainland China. Their findings reveal that the willingness and ability of the
subsidiary and trust-based collaboration among the subsidiaries that are scattered
in different geographic areas are the most important factors to the success of this
kind of intra-knowledge transfer. Wang-Cowham (2008) has found some individual
factors, in particular, language and communication ability, motivation and
willingness of the Chinese managers to learn, could facilitate the transfer of human
resource management knowledge from parent firms in Europe to China. Yang et al.
(2008) have also identified that it is common for MNC parent to infuse

management knowledge from home to supplant the subsidiary’s existing
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knowledge and investigated the impact of knowledge characteristics and
organizational factors on the transfer of marketing and management know-how in

transition economies.

Since most previous studies on knowledge transfer from MNCs to their
subsidiaries have only used the manufacturing sector for investigation (Crossan
and Inkpen, 1995; Lane, Salk and Lyles, 2001), the question remains whether these
findings can be generalized to the service sector such as retail service. China is
selected as the country for study based on the reason that though China has
witnessed an increasing presence by international retailers since 2000, so far
empirical research focusing on the distribution and retail sector in China has been

scant (Samiee, Yip and Luk, 2004).

Prior studies have identified absorptive capacity of the subsidiary (Cohen and
Levinthal, 1990; Lyles and Salk, 1996; Tsang, 2002b; Berdrow and Lane, 2003;
Minbaeva et al., 2003) and knowledge source-related factor such as foreign
parent’s active management involvement (Lyles and Salk, 1996; Tsang, 2002b) and
intensive communication with their subsidiaries (Berdrow and Lane, 2003) as
important influencing factors in knowledge transfer which are associated with
increased knowledge acquisition from foreign parent to their subsidiaries (Lyles
and Salk, 1996; Wang et al., 2004). However, some researchers have commented
that no systematic effort has been devoted to developing valid measures of these

learning-related constructs (Tsang, 2002b).

23



Accordingly, the present study is to develop a theory-based research model
incorporating absorptive capacity, commitment, retail management know-how
transfer and business performance, develop valid measures, and to test the
hypothesized relationships among them. In addition to recipient and source-related
factors, ownership type has also been reported to have certain effect on knowledge
transfer activities (e.g. Lyles and Salk, 1996; Tsang, 2002a, 2002b; Wong et al.,
2005). The possible moderating effects of ownership type on the proposed
relationship in the model are thus investigated as well. For retail firms specifically,
because different retail formats require the adoption of different management and
operation systems and approaches, the type of retail management know-how being
transferred from parent firm to its subsidiaries of different retail format should be
different. As a result, retail format is also included in the study to see whether it
moderates the relationship between knowledge transferred and business

performance.

1.4 Research Questions, Objectives and Significance

As stated previously, the research model encompasses the hypothetical
relationships among absorptive capacity, commitment, retail management know-
how transfer and business performance, incorporating ownership type and retail
format to see their possible moderating effects on the proposed relationships in the
model. More specifically, the study attempts to address the following five research

questions:
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Question 1:

Question 2:

Question 3:

Question 4:

Question 5:

To what extent, do absorptive capacity of the subsidiary and

commitment of the foreign parent impact knowledge acquisition?

To what extent, does knowledge acquisition affect business

performance?

What are the valid measures of the associated constructs?

Will ownership type and retail format moderate the relationships
between the influencing factors, knowledge acquisition, and

business performance?

What elements of knowledge are normally acquired by the

subsidiaries?

Through answering the research questions, the research aims to accomplish the

following objectives:

Objective 1:

Objective 2:

Objective 3:

Objective 4:

To understand the impact of absorptive capacity and commitment on

the acquisition of retail management know-how;

To identify the effect of retail management know-how acquisition

on business performance of the retail subsidiaries;

To explore the possible moderating effects of ownership type and
retail format on the relationship between the influencing factors and

knowledge acquisition;

To develop measures of the associated constructs;
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Objective 5: To investigate the elements of retail management know-how which
are normally transferred from international retailers to their

subsidiaries in an emerging market like China.

The significance of the present research can be justified as follows: First, it
explores the content of retail management know-how that is normally transferred
from international retailers to their subsidiaries in China. Second, it investigates
the impacting factors that might affect retail management know-how transfer
effectiveness from international retailers to their subsidiaries in China, which
offers understanding about how retail firms can increase the effectiveness of their
knowledge transfer process through allocating management resources. Thirdly, the
study attempts to investigate the effect of knowledge transfer on a retail firm’s
business performance. Fourthly, the present research also contributes to knowledge
transfer theory by expanding and advancing applications and developments of this

body of research to the retailing sector.

1.5 Structure of the Dissertation

This dissertation is organized into six chapters. Chapter One, the Introduction
Chapter, outlines the research background, defines the research scope and
describes the research questions, objectives and significance. Chapter Two
reviews the extant literature on knowledge, retail management know-how, and
knowledge transfer in MNCs to provide the conceptual background of the present

study. It is divided into two subsections. First, a review of the knowledge and
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knowledge transfer literature and theoretical concepts which are relevant for the
study is presented. In particular, retail management know-how is defined and its
components described. The second section identifies the factors which can
influence the effectiveness of knowledge transfer. Chapter Three provides a
conceptual model addressing the relationships between retail management know-
how transfer and its impacting factors; and that between knowledge transfer and
business performance. The factors which may facilitate and/or hinder the
effectiveness of knowledge transfer are identified as absorptive capacity and
commitment. Ownership type and retail format are identified to help explain the
differences in knowledge transfer effectiveness and business performance
respectively. Based on the research model, a set of hypotheses for empirical testing
are developed. Chapter Four explains the research design and methodology which
delineates the item generation process, field work process, pilot study, survey
instrument refinement, sampling and data collection process. Chapter Five
focuses on data analysis and discussion of the findings. Chapter Six is a
conclusion section which summarizes the main findings of the thesis, discusses
managerial implications and addresses limitations of the present study and avenues

for future research.
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CHAPTER 2 LITERATURE REVIEW

The main purpose of this chapter is to explore the relevant literature on knowledge
and knowledge transfer to provide the theoretical background for hypotheses
development and testing in the present study. First, the conceptualization and
classification of knowledge and knowledge transfer are reviewed and discussed.
Specifically, the concept of retail management know-how is elaborated in this
section. The second section discusses the factors that would either facilitate, or

instead, hinder knowledge transfer.

2.1 Definition and Classification of Knowledge

When investigating knowledge transfer in multinational corporations, Chini (2004)
has argued that “An examination of the various perspectives on the definitions of
knowledge and their implications for knowledge management forms a useful
starting point, enabling researchers and practitioners alike to understand the
directions of knowledge management research” (p.5). Scholarly research focused
on the organizational dimensions of knowledge and knowledge transfer (e.g. Kogut
and Zander, 1992) considered knowledge as a set of capabilities that enhance
firm’s competitiveness. In this stream of research, some researchers construe
knowledge in a broadly defined way as resources that provide a sustainable
advantage for the firm (e.g. Davenport and Prusak, 1998), whilst others paid more

attention to various classes of more specialized organizational capabilities
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(Simonin, 1999a, 1999b; Chini, 2004). According to previous studies, three major
knowledge classification schemes have been suggested: explicit versus tacit, know-

what versus know-how, and individual versus organizational.

2.1.1 Explicit versus tacit knowledge

A commonly adopted categorization of knowledge is explicit versus tacit
knowledge (Polanyi, 1966; Nonaka and Takeuchi, 1995). Explicit knowledge is the
knowledge that is highly codified and can be readily transmitted between
individuals in formal, systematic language, such as manuals, computer programs,
training tools and so on (Polanyi, 1966; Nonaka and Takeuchi, 1995). Tacit
knowledge is, in contrast, a type of knowledge that is abstract, non-verbalized,
intuitive and unarticulated, just as Polanyi (1966) put it, “we can know more than
we can tell” (p.4). Nonaka (1994) indicates that tacit knowledge is deeply rooted in
individuals’ actions and experience as well as in the ideals, values, or emotions one
embraces, and personal quality may make it hard to formalize and communicate.
Referring to knowledge within an organization, Nonaka and Takeuchi (1995) and
Spender (1996b) suggest that, tacit knowledge is very often transformed into habit
and made traditional in the sense that it becomes “the way things are done around
here” (Spender, 1996b, p.46). Inkpen (1996) further indicates that tacit knowledge
is more difficult to formalize and is therefore less easy to interpret and transfer
from one organization to another, and that it can only be shared through
interactions, personnel movement and strategic linkages, because tacit knowledge

is closely tied to the company and cannot be sold on the market as uniform
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standard solutions. Biichel et al., (1998) argues that one of the key characteristics
of tacit knowledge is that it is not equally available to all competitors, and it can
only be communicated through active involvement of the transferor. Cavusgil et al.
(2003) indicates that at the individual level tacit knowledge can be found in
particular skills as well as within forms of abstract knowledge, whilst collective
tacit knowledge typically resides within top management, and that organizational
tacit knowledge is deeply rooted in action, commitment and involvement in a
specific context, which can only be passed on by close personal contact. Li Li
(2004) has contended that the distinction between explicit and tacit knowledge is
important “because it addresses two important dimensions of knowledge that are
central to knowledge transfer research - the transferability and applicability of
knowledge” (p.11). More specifically, Dhanaraj et al. (2004) have suggested as
follows that different areas of knowledge can be categorized as relatively tacit or

explicit:

“Generally speaking, quantifiable technologies and processes are more
explicit and more easily transferred (Von Glinow and Teagarden, 1988). In
contrast, managerial and marketing expertise is more tacit than product
development, production, and technology (Shenkar and Li, 1999; Lane et al.,
2001). Management and marketing skills are embedded and are not easily
codified in formulas or manuals; they also cannot be reverse-engineered

easily (Zander and Kogut, 1995)” (p.430).
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2.1.2 Know-what versus know-how

Another commonly adopted categorization of knowledge has been drawn between
know-what/information and know-how (Kogut and Zander, 1992). Know-what is
also referred as declarative knowledge. According to Chi (1981), declarative
knowledge is knowledge about facts and concepts, dealing with information about
a situation. This kind of knowledge usually represents a more articulable
dimension of knowledge (Kogut and Zander, 1992). Know-how refers to
procedural knowledge (Zack, 1999). Kogut and Zander (1992) define know-how as
the knowledge of how something occurs, or a certain task, or activity is performed.
This type of knowledge represents embedded experience and successful solutions
to complex tasks, as well as coordination of solutions among various tasks in the
organization(Chi, 1981). According to Kogut and Zander (1992), know-how is
based on distinct systems and is the accumulated practical skill, or expertise, that
allows one to do something smoothly and efficiently. Von Krogh et al. (2000)
indicates that know-how is also directing communication, defining planning steps
and setting performance measures. Chini (2003) has contended that shared
understanding of know-how or procedural knowledge lays a foundation to

efficiently coordinate action in organizations.

2.1.3 Individual and organizational knowledge

According to the level of the knowledge bearer, Hedlund (1994) distinguished

knowledge among the levels of individual, group, organization and inter-
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organizational domains. Scholarly research devoted to organizational knowledge
creation and transfer in the firm construes knowledge as a set of capabilities that
enhance the chances for growth and survival (Kogut and Zander, 1992). Teece
(1998) suggested that the firm’s knowledge base includes its technological
competences as well as knowledge about customer needs and supplier capabilities,
and these competences are reflected in both individual skills and the collective
knowledge of organizational communities. Organizational knowledge is embedded
knowledge and comprises belief systems, collective memories, references and
values. It ‘resides in the relations between individuals, and is therefore more than
the sum of individual knowledge bases’ (Kriwet, 1997, p.83). Tsang (1999) noted
that the lessons learned by a member of an organization have to be shared by other
members and be institutionalized before the lessons can become part of the
organizational knowledge base. Grant (1996) and Simonin (1999a) reported that
organizational tacit knowledge is resistant to clear communication due to its
idiosyncrasy, context embeddedness and ambiguity, and hence is difficult for
competitors to imitate, making it a crucial source of sustainable competitive

advantage (Teece,1998).

For the purpose of this research, a specific type of organizational tacit knowledge,
1.e. retail management know-how, is examined in the context of knowledge transfer

from international retailers to their subsidiaries in China.
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2.2 Retail management know-how

The concept of retail “know-how” has not been well defined in the literature (Au-
Yeung, 2003). When examining transatlantic retail know-how which flowed from
the United States to the European market, Kacker (1988) has suggested that retail
know-how be grouped into two categories: managerial versus technical. While the
technical dimension deals with the techniques pertaining to site selection, store
layout, buying, and merchandise planning, the managerial retail know-how refers
to business concepts, policies, and systems (Kacker, 1988, p.43). Goldman (2001),
while addressing transfer of retail formats into developing economics taking

China’s case as an example, elaborated on the term retail know-how as follows:

“A distinction is often drawn between the offering and the know-how parts of
the format. The first includes the external elements (e.g. assortment,
shopping-environment, service, location and price) delivering the functional,
social, psychological, esthetic and entertainment benefits attracting
consumers to stores. The second, the internal part, determines a retailer’s
operational strength and strategic direction. It consists of the retail
technology dimension containing the systems, methods, procedures and
techniques that retail company uses and of the retail culture, that includes the

repertoire of concepts, norms, rules, practices and experiences” (p.223).

Au-Yeung (2003), however, has claimed that these conceptualizations of retail
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know-how are “vague and inconsistent” (p.138). Building from the existing
literature, the author gave a more comprehensive concept of “retail know-how”
which suggests that “retail know-how identifies the main elements that define a
retailer’s strategy, which in turn determines the retailer’s competitive position in a
market” (Au-Yeung 2003, p.138). The author further identified three components
of retail know-how as retail technology, retail culture, and retail format, and
suggested that retail technology contains the systems, methods, procedures and
techniques that a retail firm employs, which determines the firm’s operational
strength and strategic direction. This is consistent with what Kacker suggested as
managerial retail know-how and what Goldman (2001) claims as internal part of
the term retail know-how. Au-Yeung (2003) goes a step further and suggests that

retail technology comprises four areas:

“First, there is information technology, which a retailer uses to manage the
flow of information, physical materials and finance throughout the whole
supply chain. Second, there is supply chain relationship management, which
is about selecting and negotiating with suppliers, and establishing and
maintaining relationship management. Site selection and store development
is the third area. The fourth area is cash flow management, which is mainly

about retail financial for different formats™ (p.138).

As for retail culture, Au-Yeung (2003) agrees with Goldman (2001) that it consists
of concepts, norms, rules, practices and experiences, and that it determines a

retailer’s ability to evaluate situations, identify trends and opportunities, and deal
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with problems (p.223). Au-Yeung (2003) defines the third component of retail
know-how, i.e. retail format as “the physical elements of a retail outlet that are
visible to consumers, such as assortment, store atmosphere, service inside the store,
physical location and price, and each retail format comes with a specific cash flow
and Return on Investment (ROI) management philosophy. and contends that retail
format has implications for the physical appearance of the retail outlet, store layout,

merchandising strategy and cash flow management” (p.128).

Figure 2.1 The definition of retail management know-how

Retail systems

Retail methods

Retail procedures

Retail management know-how

Retail culture

Building from the extant literature, a comprehensive concept of retail management
know-how, which is the focus of the present study, could be defined as the internal
attributes of retail know-how of a retail organization, embracing retail systems,
methods, procedures and retail culture (Figure 2.1). Based on this, retail
management know-how could be further specified as retailing philosophy,
corporate culture, management mechanisms, strategic planning, business controls,
marketing planning, advertising planning, promotion planning, human resource

planning, customer relationship management, credit management, information
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technology, supply chain relationship management, cash flow management and so
on. These elements enhance retailer’s ability to evaluate situations, identify trends
and opportunities, and deal with problems, which eventually determines a retailer’s
operational strength and strategic directions (Goldman, 2001; Au-Yeung, 2003).
Due to its socially complex nature, these elements are generally regarded as tacit,
and thus is rather difficult to imitate/transfer (Inkpen and Dinur, 1998; Nonaka,

1994).

2.3 Conceptualization of Knowledge Transfer

Szulanski (1996) was the first to introduce the communication model to
conceptualize knowledge transfer between a source and a recipient unit. According
to the author, knowledge transfer is “dyadic exchanges of knowledge between a
source and a recipient in which the identity of the recipient matters” (p.28), and
“the movement of knowledge within the organization is a distinct experience, not a
gradual process of dissemination” (p.28). Szulanski (1996) further contends that
the process of knowledge transfer covers four stages, namely initiation,
implementation, ramp-up and integration, and that while the first two stages
consist of all events that lead to the decision to transfer and the actual flow of
knowledge from the source to the recipient, the latter two stages start when the
recipient begins utilizing the transferred knowledge. Along this line, Davenport
and Prusak (1998) have suggested that the knowledge transfer involves two actions:

transmission of knowledge to a potential recipient and absorption of the knowledge
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by that recipient which could lead to the development of new knowledge or
eventually some changes in the recipient’s behavior. Argote and Ingram (2000)
have echoed that knowledge transfer at the organizational level can be defined as
the process through which one unit (e.g. group, department or division) is affected
by the experience of another (p.151). Based on prior studies, Minbaeva et al. (2003)
conceptualizes knowledge transfer between organizational units as “a process that
covers several stages starting from identifying the knowledge over the actual
process of transferring the knowledge to its final utilization by the receiving unit”
(p587). Accordingly, Wang et al. (2004) define knowledge transfer as “a process of
systematically organized exchange of information and skills between entities”

(p.173), in a study of knowledge transfer from MNCs to their subsidiaries in China.

Figure 2.1 provides a simplified communication model based on Shannon and
Weaver (1957) depicting a message’s flow from a sender (source of information or
knowledge) to a recipient. In the model, sending a message can be considered a
communicative act by the sender, while receiving a message is a communicative
act by the recipient. The sender codifies the information or knowledge into a
suitable form and starts the process of sending the information or knowledge to the
recipient. The recipient receives the information and decodes it and implements the

information or knowledge received in his or her context.

The communication model is also adopted to investigate the process of retail
management know-how (message) transfer from international retailers (sender) to

their subsidiaries (recipient) in China in the present study since it can be seen as
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the foundation of a knowledge transfer process (Chini, 2004).

Figure 2.2 A general transmission model of communication

Context Context

Sender Recipient

Source: Based on Shannon and Weaver (1957).

2.4 Knowledge Transfer Effectiveness

Knowledge transfer cannot guarantee the recipient will in fact learn the required
knowledge (China, 2004). Davenport and Prusak (1998) have suggested that the
objective of knowledge transfer is to improve an organization’s ability to do things
so that to increase value to the desired business goals. Zander and Kogut (1995)
use the term of “successful knowledge transfer” to describe the transfer that results
in the receiving unit accumulating or assimilating new knowledge. Along with the
line, Grant (1996) has used the term “effective utilization” to refer to the potential
of turning knowledge transferred into a competitive advantage-yielding
competence. Foss and Pedersen (2002) has contended that the effectiveness of

knowledge transfer processes depends on the perceived benefit. Schlegelmilch and
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Chini (2003) have echoed that effective knowledge transfer implies the recipient
unit will be able to integrate the new knowledge in the unit’s context and make use
of it. Minbaeva et al. (2003) have emphasized that the key element in knowledge
transfer is the extent to which the recipient acquires potentially useful knowledge
and utilizes the knowledge in his own operations, and that this knowledge
utilization leads to the development of new ideas or/and some behavioral change.
Some other researchers focus on the extent/volumes to which knowledge has been

internalized and institutionalized in the recipient (Kostova, 1999).

Previous studies have measured knowledge transfer effectiveness in different ways.
For instance, Szulanski (1996) have identified timing, budget, and recipient
satisfaction, in evaluating internal “best practice” transfer, whereas Zahra et al.
(2000) have used breadth (amount), depth (understanding), and speed (pace) when
examined technological learning in the context of international expansion by new
ventures. Most studies, however, have used the extent/degree of knowledge
transferred (e.g. Bresman et al., 1999; Dhanaraj et al., 2004; Hakanson and Nobel,
2001; Lyles and Salk, 1996; Mowery et al., 2002; Tsang, 2002), the rate of
knowledge transfer (e.g. Darr et al., 1995; Zander and Kogut, 1995), or how
transferred knowledge has helped the recipient unit/organization (e.g. Bjorkman et
al., 2004; Lane and Lubatkin, 1998; Simonin, 1999a, 1999b) to measure

knowledge transfer effectiveness.

Following most studies on knowledge transfer, the present study employs the

extent of knowledge transferred and learned to measure the effectiveness of
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knowledge transfer, considering effective knowledge transfer as that the retail
management know-how transferred from the foreign parent is fully understood by
the local subsidiary which subsequently makes use of the knowledge transferred to
facilitate business planning and operations. In this regard, the effectiveness of
knowledge transfer would be evaluated based on the perception of the knowledge

receivers, i.e. international retailers’ subsidiaries.

2.5 Factors Affecting Knowledge Transfer

Far from being readily or easily transferred from the source to the recipient,
knowledge is normally immobile and knowledge transfer faces impediments
(Attewell 1992), while differences between firms in established and transitioning
economies add to the challenge (Lyles and Salk, 1996; Lane, Salk and Lyles, 2001;
Wang et al., 2004). Hamel et. al (1989) have reported that knowledge transfer
between organizations or firm-units depends on how easily that knowledge can be
transported, interpreted and absorbed. Prior studies have shown that knowledge
transfer is influenced by four sets of factors: knowledge nature-related (Kogut and
Zander, 1992, 1993; von Hippel, 1994; Nonaka, 1994; Szulanski, 1996; Buckley
and Carter, 1999; Simonin, 1999a), source-related (Gupta and Govindarajan, 2000;
Tsang, 2001; Minbaeva et al., 2004; Wang et al., 2004), recipient-related (Cohen
and Levinthal, 1990; Hamel, 1991; Lyles and Salk, 1996; Lane et al., 2001;
Minbaeva et al., 2003) and context-related factors (Hansen, 1999; Bartlett and

Ghoshal, 1989; Bartlett and Ghoshal, 1994).
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Regarding knowledge nature-related factors, the researchers have emphasized the
different characteristics of knowledge, such as knowledge tacitness (Nonaka, 1994),
“inertness of knowledge” (Kogut and Zander, 1992, p.387), knowledge
“ambiguity” (Simonin, 1999a) and knowledge complementarities (Buckley and
Carter, 1999). For instance, Von Hippel (1994) have used “sticky information” to
describe “information that is difficult to transfer, stickiness being reflected in the
incremental cost of transferring the information” (p.430). Szulanski (1996) have
examined the concept of “internal stickiness” in a study of internal transfer of best
practices, defining it as “the difficulty of transferring knowledge within the
organization” (p.29). Following the same line, Simonin (1999a) introduces the
concept of “ambiguity”, referring to “the same underlying notion of transferability
of knowledge as construed under the previous appellations” (p.597) that facilitate
or act as knowledge-related barriers to knowledge transfer. Stickiness in
knowledge transfer, by definition, hinders knowledge from being transferred
between organizations. Previous studies found that the higher the level the

knowledge tacitness is, the more difficult the knowledge transfer process will be.

Concerning the context-related factors, organizational culture, relationship
closeness in terms of trust (Nahapiet and Ghoshal, 1998), information technology
infrastructure, leadership, the availability and richness of the communication
system inside a company, shared understanding and normative integration have
been emphasized, which are essential in creating the condition crucial for
knowledge transfer (Hansen, 1999; Bartlett and Ghoshal, 1989; Bartlett and

Ghoshal, 1994).
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In addition to the knowledge nature-related and context-related factors, source and
recipient-related factors have been proved to be the most important factors
impacting knowledge transfer process. For instance, Wang et al. (2004) have
reported that “successful knowledge transfer requires the transferors to be capable
and willing to transfer knowledge on the one hand, and the recipients to be capable
and willing to acquire knowledge on the other hand” (p.168). Tsai (2001) have
suggested that knowledge transfer is enabled through absorptive capacity of the
receiving business unit. Simonin (1999a, 1999b) and Lane et al. (2001) have
argued that knowledge transfer depends on the level of absorptive capacity and the

complexity of the knowledge being transferred.

Concerning the source-related factors, some researchers have reported that foreign
parent’ active management involvement in and intensive communication with their
subsidiaries are associated with increased knowledge acquisition (Lyles and Salk,
1996; Tsang, 2002; Berdrow and Lane, 2003). Lane and Lubatkin (1998) have
suggested that tacit learning is by nature a type of experiential learning, but it is not
merely learning by doing; effective tacit learning frequently involves the active

involvement of the teacher.

Referring to recipient-related factors, the ability to absorb and assimilate
transferred knowledge, or absorptive capacity of the recipient units has been
emphasized to a great extent (Cohen and Levinthal, 1990; Hamel, 1991; Lyles and
Salk, 1996; Szulanski, 1996; Gupta and Govindarajan, 2000; Kim, 2001; Zahra

and George, 2002; Minbaeva et al., 2003; Wang et al., 2004). For instance, Lyles
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and Salk (1996) have reported that the capacity to learn, measured by flexibility
and creativity of the organization, significantly influence the level of knowledge
acquisition. Szulanski (1996) have concluded that high absorptive capacity on the
part of recipients would facilitate the transfer of best practices. Luo and Peng
(1999) have echoed that an 1JV’s success would strongly depend upon its local
partner’s learning capability, or its ability to acquire, assimilate, integrate and
exploit knowledge and skills. Wang et al. (2004) has come to the same conclusion
that a subsidiary’s capacity to learn (measured by management staft’s
qualifications and emphasis on training) was positively related to knowledge

transfer from its MNC parent.

The present study therefore identifies absorptive capacity of the subsidiaries and
commitment of the foreign parent as major impacting factors which would affect
retail management know-how transfer from international retailers to their
subsidiaries in China and aims to empirically test their effects on the effectiveness

of retail management know-how transfer.

2.6 Studies on Knowledge Transfer in MNCs

Different terms such as “knowledge transfer”, “knowledge diffusion”, “knowledge

2 13

acquisition”, “knowledge dissemination”, “transfer of best practice”, transfer of
2 (13

organizational competencies”, “transfer of marketing know-how”, etc. have been

used by researchers to describe various directions and classes of knowledge
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transfer in the context of MNC (Chini, 2004). Chronologically, earlier studies
before the mid-1980s have concentrated exclusively on technology knowledge,
whereas later studies have incorporated a more diversified field of knowledge. For
instance, Simonin (1999b) has examined the transfer of marketing knowledge and
identified some key barriers to knowledge transfer, such as cultural and

organizational distance.

The most relevant studies discussing knowledge transfer in MNCs have been
categorized in Table 2.1 summarizing the focus of investigation and related
findings of major studies that have been reviewed and discussed in this section.
These studies have focused on knowledge transfer in joint ventures, strategic
alliances or mergers and acquisitions in the MNC context, and made theoretical
contributions as well as qualitative and quantitative empirical contributions.
Turning to theoretical contributions, Krogh and Kéhne (1998) have identified three
phases of knowledge transfer: initiation, actual transfer and integration and
reported several impacting factors such as the nature of knowledge, the interaction
of sender and recipient, motivation and corporate and local culture that have a
bearing on knowledge transfer process. Dixon (2000), on the other hand,
distinguishes between different types of knowledge transfer, namely serial, near,
far, strategic and expert transfer and offers an integrated system. Turning to the
empirical studies, Gupta and Govindarajan (2000), Lahti and Beyerlein (2000) and
Lyles and Salk (1996) have contributed valid empirical studies on organizational
knowledge transfer in MNCs. There are studies that are of particular relevance for

the present work. For instance, based on an empirical study of 62 firms, Wang et al
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(2004) have developed a two-stage model addressing knowledge transfer from
MNC:s to their subsidiaries in China. In the first stage, the model proposes factors
affecting the extent of knowledge contributed by an MNC to its China subsidiary.
In the second stage, the model proposes factors affecting the extent of knowledge
acquired by the China subsidiary from its MNC parent. Their findings reveal that
knowledge contributed by the parent company to the subsidiary is affected by two
groups of factors: the parent’s capacity to transfer knowledge and the parent’s
willingness to transfer knowledge; whereas knowledge acquired by the subsidiary
from its parent is determined by two groups of factors: the subsidiary’s capacity to
acquire knowledge and the subsidiary’s intent to acquire knowledge. Simonin
(1999b) also has an important bearing on this current study in that he focuses on
marketing function and identifies some key barriers to knowledge transfer, such as

cultural and organizational distance.
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Table 2.1 Studies on knowledge transfer within MNCs: summary of findings

Study

Type of knowledge

Aim

Main Findings

Gupta and Govindarajan
(1991)

Procedural and
declarative
knowledge

Influence of knowledge flow on control
mechanisms

Formal and informal administrative mechanisms reflect
knowledge flows

Gupta and Govindarajan

Procedural and

Roles of subsidiaries in the MNC

Differentiated knowledge flow roles are linked to

(1994) declarative according to knowledge flows differentiated processes and systems with the MNC
knowledge
Darr, Argote and Epple Not specified Learning in service organizations Knowledge is found to transfer in the same franchise but not

(1995)

across others

Zander and Kogut (1995) | Procedural knowledge | Determinants of the speed of knowledge | Codifiability, teachability and the threat of market
transfer and imitation preemption is critical
Appleyard (1996) Technical knowledge | The mechanisms by which technical Patterns of knowledge exchange are different both across
knowledge is disseminated industries and across countries
Gilbert and Cordey- Instrumental and Conceptual model of knowledge transfer | Acceptance is critical for technological change
Hayes (1996) developmental
knowledge
Grosse (1996) Technology Technology transfer in service industries | Training and transfer of expertise is vital
knowledge
Szulanski (1996) Best practice Comprehensive taxonomy of barriers to | Major barriers are lack of absorptive capacity, causal
intra-firm knowledge transfer ambiguity and difficult source-recipient relationship
Doz and Santos (1997) Not specified Knowledge transfer in geographical Knowledge management can be eventful in different cultures
dispersion and context differentiation and contexts and has to be packaged differently
Inkpen and Beamish Not specified Theoretical framework of local Acquisition of local knowledge by the foreign partner and the




(1997) knowledge acquisition by 1JVs impact that this acquisition of knowledge has on the
stability of the [JVs
Inkpen and Dinur (1998) | Organizational The impact of context on knowledge Context similarity and the nature and extent of knowledge
knowledge transfers transfer mechanism employed are the key success factors
Birkinshaw, Hood, and Not specified Determinants of the contributory role of | Subsidiary companies are able to contribute to the firm-
Jonsson (1998) the subsidiary and subsidiary specific advantages of the MNC
initiative

O’Dell and Grayson Not specified Identification and transfer of best Best practice transfer as a benchmarking process

(1998)

practices

Bresman, Birkinshaw,

Technological know-

Facilitators of knowledge transfer

Technological know-how transfer is facilitated by

Nobel (1999) how and patents communication and time elapsed, while patent transfer is
associated with the articulability of the knowledge, size of
the acquired unit

Buckley and Carter Not specified Conceptual model of knowledge transfer | Drivers, constraints, and outcomes of the proposed

(1999) and combination framework

Si and Bruton (1999) Not specified Knowledge acquisition goals assessment | Informational needs of the Western partner firm differed
in [JVs in China significantly from those of their Chinese counterparts
Simonin (1999a) Marketing know-how | The role of knowledge properties on its | The tacitness of the transferred know-how is an

transfer in international strategic
alliances

overwhelming significant determinant of its
transferability

Downes and Thomas
(2000)

Not specified

Role of expatriate managers in
enhancing group intellectual capital

Expatriate managers facilitate the transfer of knowledge
across national borders

Gupta and Govindarajan
(2000)

Procedural and
declarative
knowledge

Determinants of subsidiary knowledge
flows

Different determinants of knowledge inflows and outflows

Sveiby (2001)

Individual and
organizational

Epistemological approach to strategy
formulation

Levels of knowledge transfer and their characteristics
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knowledge

Tsai (2001) Not specified Impact of a unit’s absorptive capacity Units in central network positions create more innovation
and network position on knowledge
transfer

Foss and Pederson (2002) | Not specified Sources of transferable subsidiary Knowledge from different sources within the unit has to be

knowledge

transferred differently

Schlegelmilch and Chini

Procedural and

Headquarter’s benefits of knowledge

Subsidiaries strategic mandate and the headquarters

(2003) declarative transfers from subsidiaries absorptive capacity are critical
knowledge
Wang et al. (2004) Not specified Factors affecting the extent of Parent’s capacity and willingness to transfer knowledge and

knowledge contributed by MNC and
knowledge acquired by the
subsidiary

subsidiary’s capacity and intent to acquire knowledge
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CHAPTER 3 RESEARCH HYPOTHESES

In this section, a conceptual research model is proposed based on the literature
review in Chapter 2. Then, a set of hypotheses are established to test the
relationships among absorptive capacity, commitment, knowledge transfer and
business performance accordingly. Whether ownership type and retail format will
help explain the differences in the content and activities of the transfer of retail

management knowledge is also tested.

3.1 Conceptual Model

Figure 3.1 encapsulates the conceptual model.

Figure 3.1 Retail management know-how transfer model

Organizational
adaptability

Absorptive
capacity

Ability of
management
staff to learn

Knowledge

Performance
transfer

Communication

Management
involvement
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3.2 Hypotheses Development

As evidenced in previous studies, the convention is to treat absorptive capacity, the
learning ability of management staff, and organizational adaptability as distinctive
constructs to build formative model to examine their potential effects on the transfer
of technology and/or management knowledge. The conventional practice can be
followed to build a competing model that includes four first-order constructs,
suggesting a formative view of absorptive capacity and commitment. A formative
model assumes that the two formative factors of both absorptive capacity and
commitment are designed to be somewhat mutually exclusive and that they together
cause an additive effect on absorptive capacity and commitment correspondingly. A
change in any of the first-order factor is assumed to result in a consistent change in
absorptive capacity, or commitment. If the research opts to adopt a formative model
for absorptive capacity and commitment, the research question, hypotheses, and
design must be consistent with an additive or cumulative process of formation of
absorptive capacity and development of commitment. Therefore, one of the
advantages of a first-order model is that it allows researchers to draw conclusions
about each of the first-order constructs’ relative effects on absorptive capacity and

commitment.

When adopting a first-order model to investigate the impact of absorptive capacity
and commitment to explain knowledge transfer activities, the research questions and
hypotheses may address only the first-order constructs, including organizational

adaptability, management staff’s ability to learn, management involvement, and
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communication, but not the concept represented by the grouping, that is, absorptive

capacity and commitment.

However the model in Figure 3.1 is a second-order model. Second-order constructs
are constructs with first-order constructs as their indicators. Modeling absorptive
capacity and commitment as a second-order construct suggests a reflective view of
absorptive capacity. This approach promises a number of advantages over the first-
order formative model. First, the second-order models present a more parsimonious
nomological networks by reducing the number of causal linkages and provide a
mechanism to explain the common variance across first-order dimensions so as to
minimize multi-collinearity (Erez and Judge, 2001; Gerbing and Anderson, 1984).
Second, the second-order construct captures better the theoretical definition of the
construct in logical sense. If the construct is proved to be a second-order construct,
the use of first-order factors may be in contradiction with the theoretical definition
of the construct. Third, normally second-order constructs provide a richer model of

the consequences of predictors. i.e. constructs (variables).

Dwyer et al. (1987) suggests that a second-order construct be used to combine
several related constructs into a higher-order construct using structural equation
analysis. Second-order measurement models are potentially applicable under the

following conditions:

1)  The conceptualization of the higher construct implies that the embedded lower

order factors should not be separate, distinctive constructs; instead they all
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represent the domain of the higher order construct. The higher order factor is

hence hypothesized to account for the relations among the lower order factors.

2) Being consistent with the conceptualization, the lower order factors are

assumed to be correlated with each other and are not theoretically independent

3) The lower-order factors have a similar theme and normally have the same

antecedents and consequences (Jarvis et al., 2003).

Second-order measurement models have been used over a wide variety of domains
in psychology, for instance, meaning and satisfaction in life (Harlow and Newcomb,
1990), HIV stigma (Berger et al., 2001), Big Five personality structure (DeYoung et
al., 2002), quality of life (Gotay et al., 2002) and psychological well-being (Hills and
Argyle, 2002). Potential advantages of second-order factor measurement model over

a first-order one are summarized in Table 3.1.
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Table 3.1 Advantages of second-order model over a first-order one

Advantages

Sources

1.

The second-order factor model “can test whether the
hypothesized higher order factor actually accounts for the

pattern of relations between the first-order factors”.

Chen et al.,
(2005, p.473)

2. The second-order factor model creates a structure on the | Rindskopf and
pattern of covariance between the first-order factors, | Rose  (1988),
explaining the covariance in a more parsimonious way with | Gustafsson and
fewer parameters. Balke (1993)

3. The second-order factor model “separates variance due to | Chen et al.
specific factors from measurement error, leading to a | (2005, p.473)
theoretically error-free estimate of the specific factors. The
unique variance of each first-order factor that is not shared
by the common second-order factor represents the specific
factors (Eid et al.,, 2003). These specific factors are
represented by the disturbance of each first-order factor”.

4. The second-order factor provide useful simplification of the 'Bid et al
interpretation of complex measurement structures such as | (2003), “Steyer
multitrait-multimethod models' and latent state-trait | et al. (1992)
models”.

5. Proposing absorptive capacity as a second-order construct | Kwan and
is that the relative significance of each of the dimensions on Xf%l;e)r (2003,

overall absorptive capacity can be ascertained.

Source: Based on Chen al. (2005) and Kwan and Walker (2003).

Following this line of though, the discussion in the ensuing section will explain the
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justification of proposing both absorptive capacity and commitment as second-order

measurement model.

3.2.1 Direct effects

3.2.1.1 Absorptive capacity and knowledge transfer

The notion of absorptive capacity has been applied in various studies (e.g. Cohen
and Levinthal, 1990; Bosch, Volberda and Boer, 1999; Gupta and Govindarajan,
2000; Tsai, 2001; and Minbaeva et al., 2003; Wang et al., 2004) and previous studies
have suggested that absorptive capacity is an antecedent to effective knowledge
transfer. However, there was no general consensus on how to define and
operationalize the construct of absorptive capacity (Cohen and Levinthal, 1990;
Lyles and Salk, 1996; Minbaeva et al., 2003; Wang et al., 2004). For instance,
absorptive capacity has been explored to a great extent either at organization level
(Lyles and Salk, 1996), or at management staff level (Minbaeva et al., 2003; Wang et
al., 2004), whether there is interconnectedness between these two dimensions has
never been discussed. In essence, the different dimensional nature of the construct
demonstrates that absorptive capacity seems to be a complex system of interrelated
elements. Further effort is thus needed to explore the domain of this construct and its

underlying structure.

Cohen and Levinthal (1990) have contributed seminal work on conceptualizing
absorptive capacity as the “ability to recognize the value of new external information,

assimilate it, and apply it to commercial ends” (p.128). In the author’s view,
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absorptive capacity is “more likely to be developed and maintained as a byproduct
of routine activity when the knowledge domain that the firm wishes to exploit is
closely related to its current knowledge base”, and a firm’s absorptive capacity tends
to develop cumulatively, is path dependent and builds on existing knowledge
(Minbaeva et al., 2003; p.588). Building on this concept of absorptive capacity,
Hamel (1991) have used the notion of “receptivity” to describe the capacity of
organizations to learn from their partners, and a central premise of such an
organizational capability is that the appropriateness of resource deployment, both

human and support assets, shapes the learning outcomes.

Zahra and George (2002), however, criticized that previous studies do not always
capture the rich theoretical arguments and the multi-dimensionality of the construct
of absorptive capacity (p.186). According to the authors, absorptive capacity consists
of four dimensions - acquisition, assimilation, transformation and exploitation.
While the former two dimensions form potential absorptive capacity; the latter two
forms realized absorptive capacity. The authors further argued that “firms can
acquire and assimilate knowledge but might not have the capability to transform and
exploit the knowledge for profit generation” (p.191), and that more attention should
be devoted to studying the realized absorptive capacity which emphasizes the firm’s
capability to leverage the acquired knowledge, i.e., applying and transforming the
absorbed knowledge in creative and flexible ways so as to customize the solution to

deal with the problems encountered by the transferor in the local market.

Following the path of Zahra and George’s (2002), Minbaeva et al. (2003) have
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argued that absorptive capacity is an organization-level construct that resides with its
employees, whose prior knowledge and intensity of effort will determine how
effective they can learn through knowledge transfer (p.589). Based on Kim’s (2001)
definition of prior knowledge which refers to “existing individual units of
knowledge available within the organization” (Kim, 2001, p 271), Minbaeva et al.
(2003) have suggested prior knowledge be represented by employees’ ability,
educational background and acquired job-related skills. This is in consistence with
Hamel’s (1991) observation that low quality of staff will cripple any learning
attempt, thus leaving no leeway for knowledge transfer between the source and the
recipient. As such, in addition to identifying employees’ ability and motivation as the
key aspects of the firm’s absorptive capacity that facilitate internal knowledge
transfer, Minbaeva et al. (2003) also consider different organizational practices
which may contribute to the development of absorptive capacity (Minbaeva et al.,
2003, p.589). The authors argued that in addition to the prior related knowledge,
there should be a certain level of “organizational aspiration” which is characterized
by the organization’s innovation efforts (Minbaeva et al. 2003, p.589). Following
this line, Lyles and Salk (1996) have included international joint ventures’ capacity
to learn as an independent variable to analyze knowledge acquisition from foreign
parents, with the conclusion that organization’s capacity to learn, mainly the
flexibility and creativity, is a significant indicator of knowledge acquisition from the

foreign partner (p.896).

However, while fully exploring the individual’s role (Cohen and Levinthal, 1990;

Minbaeva et al., 2003; Wang et al., 2004) or organization’s characteristics (Lyles and
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Salk, 1996), so far no study has explored the relationships between this two
dimensions, let alone the attempt to investigate whether the pattern and relationships
amongst the first-order factors would support the development of second-order
model. Based on and developed from the definitions and suggestions from previous
studies (Cohen and Levinthal, 1990; Lyles and Salk, 1996; Zahra and George’s, 2002;
Minbaeva et al., 2003; Wang et al., 2004), it’s suggested that the domain of
absorptive capacity should include both the organizational elements, and employee
factors to assess the extent and specific nature of benefits rendered by absorptive
capacity activities (Minbaeva et al., 2003). As such, absorptive capacity is re-
conceptualized as composed of a set of staff and organization components in which
employees’ ability and motivation to learn and creativity and flexibility in
organizational practice when applying the acquired knowledge are the key aspects of
the firm’s absorptive capacity. When considering absorptive capacity as a reflective
model, the first-order indicators are expected to share similar content and theme
(Jarvis et al., 2003). The antecedents to organizational adaptability and management
staff’s ability to learn might be different but both could lead to the same outcome,
that is, learning and applying the transferred knowledge to run the business.
Management staft’s ability to learn and organizational adaptability are integral parts
of absorptive capacity and not considered as the external causes or antecedents of
absorptive capacity of the recipient. These requirements are clearly applied to
explain the property of the indicators of all first-order factors incorporated in the

structural model.

The present study thus incorporates both the role of management staff (identified as
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management staff’s ability to learn) and the organization’s role (identified as
organizational adaptability) into a second-order factor absorptive capacity. This
multidimensional conceptualization of the construct is theoretically and
operationally needed to (a) capture multiple aspects of absorptive capacity that may
be subsumed within general measures; (b) provide insight into the nature of
interrelationships among absorptive capacity dimensions; and (c) provide a more
accurate diagnostic tool to assess absorptive capacity activities within organizations
(Minbaeva et al., 2003). Previous studies suggested that second-order models are
most typically applicable in research contexts in which measurement instruments
assess several related constructs, each of which is measured by multiple items (Chen
et al., 2005). In comparison to first-order models with correlated factors that have
been commonly adopted by previous studies, second-order factor models can
provide a more parsimonious and interpretable model when researchers hypothesize
that higher order factors underpin their data (Chen et al., 2005, p.472). Another
benefit of proposing absorptive capacity as a second-order construct is that the
relative significance of each of the dimensions on overall absorptive capacity can be

ascertained. Therefore, it is hypothesized that,

H1: Absorptive capacity is positively related to the level of retail management

know-how acquisition.

3.2.1.2 Commitment and knowledge transfer

Previous studies have shown that foreign parent’ active involvement in and intensive

communication with their subsidiaries facilitate knowledge acquisition (Lyles and

58



Salk, 1996; Tsang, 2002). Management involvement refers to the extent that the
foreign parent participates in various aspects of venture operation (Tsang, 2002).
Management involvement is vital to successful transfer of knowledge to the
subsidiary, in particular, tacit knowledge, because for tacit knowledge to be
exchanged there need to be close relationships between the teacher and the student,
and tacit learning is not merely ‘learning by doing’ or experiential learning; it
frequently involves the active involvement of the teacher (Lane and Lubatkin, 1998).
Makhija and Ganesh (1997) hold the same belief that to accomplish knowledge
transfer effectively, it is necessary for foreign parent to actively participate in the

relevant organizational processes in which the knowledge is embedded.

Communication is a major aspect of commitment. It refers to two-way formal and
informal sharing of meaningful and timely information between entities (Anderson
and Narus, 1991). Past research has suggested that frequent communication would
assist in creating of shared meaning and a common context in which the knowledge
transfer process can be facilitated (Davenport and Prusak, 1998; Szulanski, 1996,
Bresman et al., 1999). Davenport and Prusak (1998) noted that “in a knowledge-
driven economy, talk is real work™ (p. 90) and “it is through extended discussions
that an individual’s ideas, viewpoints, and beliefs are shared with, and made
available to others” (p.91). They further suggest that communication is the main
mode by which workers “discover what they know,” and “share it with their
colleagues” (p.91) Gupta et al. (1991, 1994 and 2000) have argued that
communication plays a crucial role in the process of knowledge transfer because it

leads to socialization that nurtures social relationships important for cooperation and
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consensus. Bartlett and Ghoshal (1989) suggest that communications between
organizational units would facilitate knowledge flows. Nonaka (1994) argues that
knowledge is created and organized by the flow of information that is anchored in
the commitment and beliefs of its holder. The need for frequent communications
between the knowledge sender and receiver is apparent. Madhok (1995) suggested
that open communication would enable the parties to clarify mutual expectations and
understand each other’s goals. Clear and effective communication will have a direct
impact on organizational learning that contributes to knowledge transfer (Cyr, 1995).
In the context of knowledge transfer from international retailers to their subsidiaries
in China, communication between the foreign parent and its subsidiaries is more

important given the separation of time, space, culture and language (Chini, 2004).

While previous studies identified management involvement and communication as
major factors affecting knowledge transfer, these studies treated management
involvement and communication as distinctive constructs without exploring their
interrelationship. However, recent behavioral research has incorporated these two
types of activity into the domain of commitment to establish a more parsimonious
and interpretable model on its impact on knowledge transfer (e.g. Postmes et al.,
2001). Communication can be deemed as a kind of involvement behavior. More
frequent communications initiated by the parent firm or the foreign partner reflects
high level of commitment to support knowledge transfer activities. In this regard,
there are overlaps in the content of these two factors. In addition, both
communications and management involvement can have the same antecedents and

consequences. Therefore, a higher-order factor measurement model for commitment

60



is justified. It is hence hypothesized that,

H2: Commitment is positively related to the level of retail management know-

how acquisition.

3.2.1.3 Knowledge transfer and performance

As discussed in an earlier section, the effectiveness of knowledge transfer may lead
to the development of some new knowledge that trigger new work methods or
eventually changes in the recipient’s behavior (Davenport and Prusak, 1998) that
will subsequently have impact on organizational performance. In essence, previous
studies have reported a positive impact of knowledge transfer on firm’s business
performance (Lyles and Salk, 1996; Steensma and Lyles, 2000; Dhanaraj et al.,
2004). For instance, Dhanaraj et al. (2004) found that, for both young and mature
1JVs, “knowledge acquired by the 1JV builds the organizational capabilities leading

to enhanced performance” (p.432).

From a resource-based perspective, Lyles and Salk (1996) have postulated that
“knowledge transferred from the parent firms can be utilized to create and augment
the competitive capabilities” (p.884). In a study of 178 foreign corporations
operating in China, Luo (1999) have reported that technological, organizational and
marketing skills, as well as knowledge of the local environment possessed by these
corporations, strengthened financial returns and overall performance in China.
Beamish and Berdrow (2003) have echoed that the transferred knowledge, if

accurately and appropriately applied, would change behaviors, leading to enhanced
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competitive advantage.

However, better understanding of how and to what extent the knowledge transferred
impacts the recipient’s performance is warranted since the evidence of the effects of
knowledge transferred on subsidiaries’ performance is still limited. Although it is
impossible to isolate the benefits of knowledge transfer from other impacts on
business performance (Schlegelmilch and Chini, 2003), new attempts are needed so
as to specify and test the processes, or the underlying mechanisms, through which
subsidiaries within a MNC receive knowledge from their parent. It is thus

hypothesized that:

H3: The level of retail management know-how acquisition is positively related

to business performance.

3.2.2 Moderating effects of demographic characteristics

Previous studies have demonstrated the moderating effect of demographic
characteristics of Sino-foreign joint ventures, or of the subsidiaries in China, like the
country-of-origin of the foreign partner, ownership type, and equity ownership on
knowledge transfer and its resultant impact on organizational performance (e.g.
Shenkar, 1999; Tsang, 2001; Wong, Maher and Luk, 2002; Wong, Luk and Li, 2005).
Therefore, it is worthwhile to investigate whether the same phenomenon would be
observed in the retail sector. Following this line of thinking, the present study is
designed to test whether the differences in ownership type and retail format will lead

to variations in knowledge transfer and business performance respectively.
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3.2.2.1 Ownership

Control is a frequently discussed topic in the context of multinational research since
it provides the parent company with the power to influence business philosophy,
systems, methods and decision-makings in their subsidiaries and associate
companies (Anderson and Gatignon, 1986). Yang (1998) suggests that the ability to
exercise majority control of the joint venture is a key success factor in China, in
addition to good products and an effective business strategy. Child and Yan (1999)

have made the same claim in their study in this area.

Since equity share of a firm in the international joint venture is a means of
influencing strategic control (Beamish, 1985; Harrigan, 1985; Killing, 1983; Yan and
Gray, 1994), it indicates the level of its control over the joint venture (Anderson and
Gatigonon, 1986; Griffth et al., 1998; Wang et al, 2004; Wong et al, 2005) in a sense
that a dominant equity position will generally lead to greater power on the board of
directors and greater ability to influence the operation of the joint venture (Mjoen
and Tallman, 1997). For instance, Lecraw’s (1984) studied 153 ASEAN subsidiaries
and found that there is a positive correlation between the equity share held by the
parent firm and the level of overall management control over those subsidiaries.
Child and Yan (1999, p.5) also have found that possession of a majority equity share
in a Sino-foreign joint venture enabled the foreign partner to have “control over the
venture through the right to appoint board members who approve strategic decisions
and the ability to influence appointments to key executive positions”. In the
knowledge transfer research stream, it’ also reported that that entry mode affects the

sophistication of knowledge that the parent transfers to its subsidiary. For instance,
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Mansfield and Romeo (1980) and Lyles and Salk (1996). found that firms tends to
transfer latest technologies abroad through WOE rather than JVs or other modes of
operation such as licensing. Similarly, surveys conducted in Guangdong (Chen, 1999)
and Beijing (Jiang and Feng, 2000) have revealed that MNCs transferred more
advanced technological and management knowledge to their WOE subsidiaries than
to JV subsidiaries. All these lead to the assumption that retail management
knowledge transfer activities might be different between wholly-owned retail outlets

and retail joint ventures. The following hypothesis is hence developed:

H4: Absorptive capacity has a greater impact on the level of retail management

know-how acquisition for JV than for WOE retail establishments.

H5: Commitment has a greater impact on the level of retail management know-

how acquisition for JV than for WOE retail establishments.

3.2.2.2 Retail format

Messinger and Narasimhan (1997) defined retail format as the mix of variables that
retailers use to develop their business strategies and the mix comprises assortment,
price, transactional convenience and experience. Levy and Weitz’s (2002) definition
of retail format is the store “package” that the retailer presents to the shopper. Kumar
(1997) defined retail format as the system for delivering the value promised to the
shoppers so as to create a sustainable competitive advantage. Au-Yeung (2003)
suggested that retail format is the physical elements of a retail outlet that are visible

to consumers, such as assortment, store atmosphere, services inside the store,
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physical location and price.

Over the past few decades many different retail formats were developed, from small
scale retail outlets conveniently located and personalized to mega discount stores
and hypermarkets. The emergence of diverse types of retail formats has triggered
research interest in investigating the factors underlying consumers’ choice of stores.
Goldman (2001) believed that format strategy is often the key to an international
retailer’s ability to gain a strong competitive position in the host country “The failure
of international expansion plans is often format related” (p.222). Since different
retail formats contain varying types of retail know-how, it will affect the outcome of

knowledge transfer, therefore, it is hypothesized,

H6: Retail format moderates the relationship between the level of retail

management know-how acquisition and business performance.
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CHAPTER 4 RESEARCH METHODOLOGY

This chapter explains the research design techniques and methodology the present
study employed. The unit of analysis is firstly discussed, followed by scale
development procedures. Questionnaire survey was conducted to collect data from
two sources. One was face-to-face interview and the other web-based survey in the
form of a self-administered questionnaire. The questionnaire contains items
pertaining to the measurement scales for the proposed constructs in the conceptual
model. The details of the research design and data analysis strategies employed here

is depicted in the following diagram (Figure 4.1).

4.1 Unit of Analysis

The unit of analysis of this research is the individual foreign-owned retail outlet in
China. It has been reported that the corporate systems, structures and managerial
resources are required to facilitate the absorption of the transferred functional
knowledge, and are normally not yet developed at the early stage of the subsidiary’s
lifecycle (Norburn et al., 1986). There has been empirical evidence that it normally
takes two and a half years for an establishment in the service sector to meet the
formation objectives (Norburn and Schoenberg, 1994). This provides justification to
the screening criterion for identifying qualified retail outlets for our survey.
Therefore only those retail outlets whose operation history in China was more than
two years was selected for investigation. Using the length of operation as a
theoretical sampling criterion is also consistent with recent studies on knowledge

transfer (Tsang, 2002) and helps assure the collection of valid information pertaining
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Figure 4.1 Overview of research design and data analysis strategy
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to the theme of the present study. In addition to the length of operation criterion,
another sampling criterion is that the retail format of the participating retail stores
was confined to supermarket, specialty shop, and department store only, so as to see
if retail format moderates the relationship between the level of knowledge transfer

and business performance.

Store managers of the sampled retail establishments were identified as the key
informants for the study. They were qualified informants according to the criteria
recommended by Campbell (1955) and Brown et al. (1990), including: (1) they were
responsible for planning and operation of retail activities; (2) they had access to the
desired information; (3) they were knowledgeable about retailing management; and
(4) they would be willing and able to communicate with the researchers. Previous
research provides support for relying on the subsidiary general manager for reliable
data to study knowledge transfer procedural behavior. For example, Geringer and
Hebert (1991) have found a significant correlation between the parent’s assessment
of subsidiary performance and that of the subsidiary’s general manager. Child et al.
(1997) have also reported significant inter-rater reliability among subsidiary
managers for the assessment of parental power and influence. Peng and Luo (2000)
have echoed with the conclusion that there is a high correlation between self-

reported data and archival data in China.

4.2 Scale Development Process

Hinkin (1998) provided guidelines for the development of measures for use in

survey questionnaires. He has suggested the scale development process as the
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following stages: (1) Item generation, (2) Questionnaire administration, (3)
Exploratory factor analysis, (4) Confirmatory factor analysis, and (5)
Convergent/discriminant validity. This process ensures construct validity in the final

scales.

4.2.1 Item generation

The constructs proposed in the research model are absorptive capacity, commitment,
organizational adaptability, management staff’s ability to learn, management
involvement, communication, retail management know-how and business
performance. The extensive literature review reveals that the conceptualization of
most of these constructs have undergone extensive empirical research. However,
hitherto knowledge on the construct of retail management know-how is still
undergoing review and its operationalization remains at the exploratory stage and
has not been empirically examined. This triggers the need to develop a measurement
scale for retail management know-how. The first stage of scale development
procedure for a construct begins with the creation of items (Hinkin, 1998).
According to Churchill (1979), a comprehensive literature search must first be
undertaken at this stage to specify the domain of the construct under investigation;
and “through the development of adequate construct definitions, items should
capture the domain of interest” (Hinkin, 1998, p.107). Churchill (1979) also had
justified that extensive literature review and expert opinion can provide a sound
foundation upon which a theoretical domain (or construct space) of complex
variables can be formed. Recognizing that practice is much ahead of theory

development in the area of retailing, it was considered appropriate to complement
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secondary data with an exploratory qualitative study that enhances our
understanding of the proposed constructs. An experience survey was thus conducted
for this purpose. In order to refine the survey instruments, and also to uncover any

administration problems related to the construct items, a pilot study was followed.

4.2.2 EXxperience survey

The experience survey in the form of in-depth interviews with seven senior
management staff from foreign-invested retail outlets was conducted in Xi’an to
collect the information pertaining to retail operation and the kinds of retail
management knowledge the local subsidiary retail outlets learned from the foreign
parent/partner. The collected information would enhance our understanding of the
characteristics of current retail activities, the development trend, and scope of
operation of both local and foreign wholly-owned retail stores in China. This
information is crucial for ensuring the content validity of the measures designed to
capture the domain of retail management know-how. A semi-structured
questionnaire was employed to facilitate conversation during interview (Appendix I).
The time spent on each interview was around one hour to one and a half hours, and
the whole interview process was tape-recorded and transcribed. The semi-structured
interview was conducted by the researcher. Prior to the discussion, the researcher
briefly explained the purpose and theme of the present research. Then each
participant was given the semi-structured questionnaire with two parts of questions.
Part One was composed of five structured questions designed to investigate the
background information about the interviewee and the retail outlet, e.g. the

participant’s position, educational level, working period in the retail sector, retail
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format of the outlet, and the nationality of the foreign parent. The second part
included open-ended questions in regard to retail management know-how transfer
process, with altogether nine questions including: (1) What are the reasons for
setting up the retail outlet? (2) What kinds of retail management know-how the
parent would like to transfer to the retail outlet? (3)What is the estimated time to
meet the formation objective? (4) Currently who is responsible for knowledge
transfer activities? (5) What factors are critical to effective transfer? What kinds of
difficulties has the retail firm encountered in relation to knowledge transfer activities?
(7) What kind/level of support did the retail outlet get from the parent firm? How
important was this kind of support to effective knowledge transfer? (8)What
strategic decision making authority does the subsidiary, or the retail joint venture

have?

From the first part of the structured questionnaire, the background information on
the participants’ position, educational level, working period in the retail sector, the
retail format of the retail outlet, and the nationality of the foreign parent was
recorded. The participants profile is given in Table 4.1. Among these seven key
informants, five were male, and the other two were female. Three were from
supermarkets, two from department stores, one from a warehouse club, one from a
specialty store, and the last one was a business development manager of a well-
known international retailer in charge of its hypermarket business in north-western
China. Other participants are all store managers/vice store managers. The working
period in retail sector was from three and a half years to six years. As for the country

of origin, one was from Taiwan, one from Malaysia, one from Germany, one from
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the USA, one from France, one from Hong Kong, and the last one from Thailand.
For the second part of the questionnaire, each manager was asked to express their
views on the important issues covered in the nine open-ended questions; they were
encouraged to freely express their opinions on each question which would be

important to retail management know-how acquisitions from their foreign parent.

Table 4.1 Description of experience survey participants’ profile

Working

Name .

Sex Position Periodin | Retail Format | Country of
Initials Retail Origin

Sector

SL Femal | Store manager 6 Supermarket Taiwan
XXH | Male | Vice store manager 4 Department Malaysia
FXL Male | Store manager 3 Warehouse Germany
XJW | Femal | Store manager 3.5 Specialty store | USA
WZG | Male | Development manager 5 Hypermarket France
LF Male | Vice store manager 4.5 Supermarket Hong Kong
SDH Male | Store Manager 5 Supermarket Thailand

First of all, each respondent was asked to describe what types of retail management
knowledge had been transferred to the local operation. The feedback from in-depth
interviews also provided insights on the types of retail management knowledge that
were commonly transferred from international retailers to their subsidiaries in China.
According to the participants’ answers, comments and suggestions, the attributes
identified for the measures of retail management know-how from previous studies in

the literature (Kacker, 1988; Goldman, 2001) were mostly supported. New attributes
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or items that had been generated from the experience survey were “customer
relationship management”, “credit management”, “cash flow management”, “cost
control and budget”, “inventory management”, and “customer service”, which were
repeatedly mentioned by those participating managers when they answered the
question: What kinds of retail management know-how the parent would like to
transfer to the retail outlet? Since there were few empirical studies on the same or a
similar topic, the experience survey provided rich and useful qualitative information

on the domain of retail management know-how that are normally transferred from

foreign parent to their subsidiaries in China.

Then, each participant was asked to identify, based on his/her store’s experience, the
factors and issues pertaining to knowledge transfer in their own words. Major

comments and responses to each question are extracted as follows:

A. Reasons for setting up the retail outlet?

“The main reason for setting the retail outlet is to learn China’s market
characteristics, access to knowledge of local culture.” (SL, store manager

of a supermarket)

“The reason we chose to establish a retail outlet in this city is because of the
saturation in domestic market and of a strategic need to explore new
market. China is known to be a fast growth market with promising

potential and this motivated us to test the water there first ” (XXH, vice
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store manager of a department store)

“We establish the retail outlet to gain knowledge of local economy and
politics, to learn Chinese customers’ behavior, and also to get access to

the local low cost labor.” (FXL, store manager of a warehouse club)

“We set up the retail outlet with a local partner to share possible risks with
the partner, to wunderstand local government’s stipulations via

partnership.” (XJW, store manager of a specialty store)

“We establish the retail outlet in the city because it’s most rapidly developing
area in Northern China and we need it to gain strategic hold in this

region.” (WZG, developing manager of a hypermarket)

“We set up the retail outlet with a Chinese partner to meet the legal
requirements to explore China market, the one nobody can afford to

ignore.” (LF, store manager of a supermarket)

“We use partnership with a Chinese partner so as to gain access to its
marketing resources and business connections which would be useful for

our expansion plan in the future.” (SDH, store manager of a supermarket)

. Kinds of retail management know-how the parent firm has transferred to

the retail outlet and the estimated time to meet the formation objective
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“Since the establishment of this retail outlet, our foreign parent has been
transferring retailing philosophy, corporate culture, strategic planning,
advertising planning, human resources management, and marketing
planning to the outlet.” “More than one year” (SL, store manager of a

supermarket)

“The knowledge that our foreign parent transferred are business philosophy,
strategic planning, promotion planning, business policies, and human
resources management to the establishment.” “Around two years” (XXH,

vice store manager of a department store)

“We have learned corporate culture, business philosophy, strategic planning,
and promotion planning from our foreign paren.” “More than two years”

(FXL, store manager of a warehouse club)

“The knowledge we learned from our foreign parent are corporate culture,
business philosophy, supply chain management, promotion planning and
pricing strategy.” “More than one and a half years” (XJW, store manager

of a specialty store)

“The retail know-how our foreign parent would like to transfer to the retail
outlet is retailing philosophy, corporate culture, cash flow management,
inventory management, and credit management.” “About two years”

(WZG, developing manager of a hypermarket)
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"The most important knowledge we have learnt from our foreign parent is
business philosophy, strategic planning, marketing planning, corporate
culture, and human resources management. And it spent us more than one
vear to achieved the desired objectives, quicker than our expectation.”

(LF, store manager of a supermarket)

“What we have learned from our foreign parent is strategic planning,
business philosophy, corporate culture, information technology etc.”

“More than two years” (SDH, store manager of a supermarket)

C. The management staff responsible for knowledge transfer

“It is the store manage, assisted by HR manager, responsible for knowledge
transfer in our store, for example, arranging trainings held by the foreign

parent.” (SL, store manager of a supermarket)

“The store manager and the one who is in charge of training and

development.” (XXH, vice store manager of a department store)

“The store managers, HR management staff, and sometimes public relation
personnel are responsible for knowledge transfer. However, the General
Manager (Regional) also closely monitor all training activities and

business performance.” (FXL, store manager of a warehouse club)

D. Factors and the type of support critical to effective transfer.
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“To me, the human resources development plays the most important role.
Failure to learn faster the modern retail management knowledge means it
will be difficult to expand our business because of the lack of competent

management staff.” (SL, store manager of a supermarket)

“Communications with the foreign parent is probably the most important
factor for transfer of retail management knowledge. Mutual
understanding is also important, particularly when we have difficulties to
implement the activities or when the performance is below expectation..”

(XXH, vice store manager of a department store)

“I think the amount of time and effort that our parent managers would like to
spend on understanding the operation of the retail outlet is crucial to the
knowledge acquisition, because this can make sure that our store is under
the same retail culture so that the core concept and method are

maintained.” (FXL, store manager of a warehouse club)

“Training for local employee is the most important factor, but it must be well

planned and closely monitored.” (XJW, store manager of a specialty store)

“The learning ability of the senior managers of the retail outlet is the
determinant to successful knowledge acquisition from our foreign parent,
because they are the change agents or role model.” (WZG, developing

manager of a hypermarket)
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“Being flexible in our daily operations is very important, because we have to
adapt to local customers. Sometimes we have to be creative in reaction to
market changes in order to attract and retain customers. The foreign
parent is very experienced in supermarket business and its business model
has been so successful in terms of several marketing and financial
measures. It has a comprehensive plan for knowledge transfer but is
willing to pay attention to local needs here.” (LF, store manager of a

supermarket)

“The actual involvement of our parent in managing the daily operation of our
store is of importance. For example, senior management staff have visited
our store frequently. They have good understanding of our learning
behavior and whether we have learned effectively or not. In addition, this
is a good indicator of the commitment from the parent firm and let us have
a feeling the business in China is important to the firm. Employees here
all feel the pressure and are motivated to do a better job.” (SDH, store

manager of a supermarket)

E. Difficulties encountered during the knowledge transfer process

When asked about this question, nearly all the store managers/other senior managers
would respond immediately that the difficulties encountered are always people-

related factors. For instance:
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“We think the difficulty is always about people, including their learning
ability and attitudes towards learning.” (SL, a store manager of a

supermarket)

“Communications sometimes are not as effective as expected because we
don’t know whether the staff from the foreign really understand the local

culture.” (SDH, store manager of a supermarket)

“There is a significant knowledge gap in terms of retail management
between local staff and expatriates. This helps explain why some
management staff at middle and junior level has learned less effectively.”

(WZG, developing manager of a hypermarket)

The answers then were analyzed with content analysis technique, which is an
appropriate research method for coding open-ended questions and grouping the ideas
into the categories that would be used for future analysis (Weber, 1990). The first
step of content analysis was to develop a “word-frequency list” (Appendix II),
indicating the frequency of relevant key words that occurred in the transcript. The
next step was contextual classification to classify and group the relevant key words
into categories on the basis of similarity (Krippendroff, 1980). In order to obtain a
high level of reliability, coding was done by two different coders independently at
the same time, one was the author, and the other was a PhD student in marketing.
Inter-coder reliability was assessed as 0.94, showing a good extent of consensus

between the two independent coders.
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4.2.3 Pilot study

Items generated from qualitative discussions have to be assessed for the content
validity. For such assessment, a pilot study was taken as an item-identification
technique (DeVellis, 1991). Pilot study is a crucial element of a good research design.
Conducting a pilot study is very important in doing research because it might give
advance warning about where the main research project could fail, where research
protocols might not be followed, or whether the proposed methods or instruments
are inappropriate or too complicated. Conducting a pilot study does not guarantee
success in the main study, but it does increase the likelihood of success (Baker,
1994). As such, a pilot study with a small sample of six senior managers from six
foreign-owned retail establishments was conducted. These managers had rich
experience of establishing and managing retail outlets in China. The managers were
asked to complete the questionnaire (Appendix III) and the questions or measures
that were not clear in meaning were identified. The pilot study serves three purposes:
(a) to detect any weakness in the survey instruments such as expression and
conceptual in-equivalence of some terms; (b) to delete the items which are irrelevant
to the current study from the instruments; and (c) to probe for possible issues related
to the administration of data collection activities for the formal, large scale survey.
Through this step the face validity of each scale was assessed by the managers. The
questionnaire was revised according to their comments and suggestions. Appendix
IV presents the revised questionnaire. The questionnaire was initially drafted in
English but later printed in Chinese after going through a translation-back-

translation process.
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4.2.4 Measures

The survey instruments for the latent constructs proposed in the research model were
developed, adding newly developed items to the borrowed scales from previous
research. Using multi-items for operationalization can help to achieve the purpose of
a valid scale as well as capturing the domain of the constructs. Borrowed scales from
previous research in the relevant literature tend to have higher reliability values than
newly developed ones (Churchill, 1979). All the items were measured with a Likert
5-point scale from strongly disagree (1) to strongly agree (5). For the items with
which the participants were not familiar or didn’t utilize, “Not Applicable” (NA) was

given as a choice. The details of survey instruments are described in Table 4.2.

4.2.4.1 Organizational adaptability

Organizational adaptability was measured with three items comprising (1) the
establishment is flexible; (2) the establishment is creative in its management; and (3)
the establishment commits to management staff training and development. The first
two items were adapted from Lyles and Salk (1996) with an alpha = 0.71 and the
third item was identified based on the findings from the experience survey.
Respondents were asked to indicate the extent to which they agree with these three

statements, using a Likert 5-point scale.

4.2.4.2  Ability of management staff to learn

Management staff’s ability was measured with three items consisting of (1) majority

of local managers are good at foreign language; (2) majority of local managers have
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working experience in retail company; and (3) majority of local managers have a
university degree or higher. The three items were adapted from Minbaeva et al.
(2003) with an alpha =0.77. Respondents were asked, with a Likert 5-point scale, to

indicate the extent to which they agreed with the three statements.

4.2.4.3 Management involvement

A four-item scale was used to capture the degree to which the foreign parent was
involved in the transfer of retail management know-how to its subsidiaries. These
included: (1) regular training provided to store managers; (2) marketing support to
the store; (3) administrative support to the store; and (4) incentive to the store
manager based on performance assessment. The first three items were adapted from
Lyles and Salk (1996) with an alpha = 0.84. The fourth item, dealing with the store
manager’s performance appraisal by the foreign parent, was included in the
questionnaire as an additional item identified from the experience survey.
Respondents were asked, again with a Likert 5-point scale, to indicate the extent to

which they agreed with each of the four statements.

4.2.4.4 Communication

This construct was measured with three items: (1) there has been frequent meeting
between the subsidiary and the foreign parent; (2) there has been frequent phone
communication between the subsidiary and the foreign parent; and (3) there has been
frequent email communication between the establishment and the foreign parent.
These three items were adapted from Bresman et al. (1999) with alpha = 0.90

Respondents were asked to indicate, with a Likert 5-point scale, the extent to which
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they agreed with each of the three statements.

4.2.4.5 The acquired retail management know-how

This is core component of the proposed conceptual model. It is defined based on the
level of knowledge utilization by the recipients assuming both acquisition and use of
knowledge (Minbaeva et al., 2003). Accordingly, the respondents were asked to
what extent they applied knowledge acquired from the foreign parent. A five-point
Likert-type scale was used where 1 indicated very little use of knowledge and 5
indicated substantial use of the acquired knowledge. Twelve types of retail
management knowledge identified from both the literature review and in-depth
interviews with store managers were incorporated: (a) retailing philosophy, (b)
business policies, (¢) business systems, (d) management mechanisms, (e) corporate
culture, (f) strategic planning, (g) business controls, (h) marketing planning, (i)
advertising planning, (j) promotion planning, (k) pricing strategy, and (I) human

resources planning.

4246  Performance

The measures for business performance were adapted from Lyles and Salk (1996)
with an alpha = 0.82. In addition, new items (customer satisfaction, services
standards, store image, labor productivity) generated from the findings of the
experience survey were added. The store managers were asked, using a five-item
scale anchored on (1) not at all to (5) to a great extent, to evaluate performance level
in terms of the following marketing metrics: sales volume, market share, profit,

customer satisfaction, services standards, store image, labor productivity.
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4.2.4.7 Ownership

Knowledge transfer may be conditioned by ownership type. ANOVA was performed
to see whether knowledge transfer would vary by ownership type of the retail outlet.
Ownership type was measured by asking the respondents if the retail outlet was an
1JV, wholly-owned enterprise or other type. Ownership of the establishment was
designated as follows: 1 =1JV, 2 = WOE, and 3 = Other type. A Likert 5-point scale

was used to indicate the level of agreement.

4.2.4.8 Retail Format

As aforesaid in Chapter 3, business performance may be conditioned by retail format.
In order to test if there is significant difference between retail establishment with
different types of retail format, ANOVA was performed. Retail format was measured
by asking the respondents to specify which of the following retail format the retail
establishment belongs to: 1 = supermarket, 2 = specialty shop, and 3 = department

store.
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Table 4.2 Measures for individual construct

Constructs

Operationalization

Organizational

adaptability

The establishment is flexible
The establishment is creative in its management

The establishment commits to management staff training

Management

staff’s ability to

Majority of local managers are good at foreign language

Majority of local managers have working experience in retail

company.
learn o o '
Majority of local managers have a university degree or higher.
Regular training for the store manager
Management | Contributed enough marketing support
involvement | Contributed enough administrative support

Regularly assessed the store manager’s performance

Communication

Regular meeting, Phone communication, Communication via

email

Retailing philosophy, Business policies, Business systems,

Retail Management mechanisms, Corporate culture, Strategic
management | planning, Business controls, Marketing planning, Advertising
know-how planning, Promotion planning, Pricing strategy, Human
resources planning
Sales volume, Market share, Profit, Customer satisfaction,
Performance
Services standards, Store image, Labor productivity
1=JV
Ownership 2=WOE

3 = Other type

Retail format

1 = Supermarket
2 = Specialty shop

3 = Department store
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4.2.5 Sampling and questionnaire administration

According to the report published by Ministry of Commerce of the People’s Republic
of China in 2006, by the end of 2005, altogether there were 1341 JV or wholly
owned retail establishments in China, including those invested in by Hong Kong or
Taiwanese investors. The 1341 establishments were population to be studied in this
research. I identified those target retail outlets in four major cities in China,
including Kunming, Changsha, Wuhan, and Xi’an in order to minimize possible bias
created by regional disparities in business practice, economic development levels,
and the period of time that the city had been opened to foreign investment in the
service sector. Being the commercial center of Yunnan province in the south-western
region, Kunming is always the first choice for foreign direct investment without
exception in the retail sector. It has attracted top international retailers such as Wal-
mart and Carrefour to set up several establishments there. Changsha city, being the
capital of Hunan province, has been one of the most important commercial centers in
central China; its retail business has been flourishing since China’s opening up its
service sector since 1992. Also being a major retail and wholesale center in central
China and having been successfully attracted many international retailers to move in
its retail sector, Wuhan was also chosen for investigation in this research for similar
reasons. As for Xi’an, being the capital city of Shaanxi province it is the most
important city in north-western China. Its retail industry has been developing very
fast since the late 90’s. These sampled cities ensure the representativeness of the
sampled establishments and enhance the generalizability of the findings. Altogether
128 foreign retail outlets in the above four cities were identified with the information

provided by the local Foreign Trade Bureaus. Only 19 store manager or other senior
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managers finally agreed to participate in face-to-face interview, representing a
22.6% response rate. The interviewers included the researcher and a small number of
interviewers from local universities in Xi’an, Kunming, and Wuhan. A training
meeting was conducted beforehand to brief all the interviewers the scope and
objectives of the research, the required interviewing techniques and the procedures
to follow during the interview. The main reason to hire local research personnel is
that although China has relaxed its control over research activities on many issues of
interest to management scholars, control on market research activities has not been
relinquished and a clear definition of what is restricted information, as well as
guidance on which type of surveys are not permissible, is often lacking (Roy et al.,
2001). In order to overcome this problem and facilitate the interview process, local
researchers were recruited because they were able to obtain permission to do survey

work that might be sensitive in China.

Given the low response rate of personal interviews, a web-based survey method was
employed to collect more responses from informants so as to make the sample size
adequate for reliable statistical analysis. Obtaining data from a different source can
mitigate possible problems associated with common method variance; but it would
end up with collecting information from retail outlets beyond the four sampled cities.

This alerts us to interpret the findings cautiously.

Better data measures of several variables are expected from online survey method
since the respondents can go back and forth and easily change a response. The

service agency I used for this data collection job enjoyed high publicity in the
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country in the field of retailing business through its online channel and its portal
website was a leading e-media channel in China’s retail sector with over 100,000
registered members, among them were a large number of senior managers of
foreign-owned retail establishments. This website provides professional service with
regard to the retail sector including all kinds of retail formats, from department store,
supermarket, hypermarket, shopping mall, to specialty stores. The survey took three
months to complete until the end of 2005 and resulted in 70 completed

questionnaires being collected.

Table 4.3 shows the distribution of the questionnaires that were collected from those
two different sources. Independent samples t-test was employed to test the
differences in responses between these two sets of questionnaires collected via face-
to-face interviews and the web-based questionnaire survey respectively. The t-test
results (Appendix VI) show no statistically significant differences in responses
between these two groups of respondents in terms of demographic characteristics,
the participant stores and the retail format at the significance level of 0.05.
Following the approach by Guest (1997), the questionnaires were then combined
into one data set for analysis, totaling a sample size of 89. Since the model for the
current study is simple and makes use of established constructs, the sample size is
deemed adequate. In essence, this sample size is comparable to, or even larger than,
that of previous studies on the similar research theme (Tsang, 2002b, Wang et al.,
2004). For instance, Tsang (2002b) proposes and tests a model of how firms acquire
knowledge from their international joint venturing experience with respect to their

joint ventures set up in China, based on survey responses from 73 Singapore and 89
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Hong Kong firms respectively, with results indicating that overseeing effort and

management involvement are significant channels of knowledge acquisition.

In essence, this strategy of using different sources of information for some of the key
measures can avoid or correct Common Method Variance (CMV) (Podsakoff et al.,
2003). In particular, if possible, the dependent variable should be constructed using

information from different sources than the independent variables.

Common Method Variance is “variance that is attributable to the measurement
method rather than to the constructs the measures represent” (Podsakoff, MacKenzie,
Lee, & Podsakoff, 2003: 879). CMV creates a false internal consistency, that is, an
apparent correlation among variables generated by their common source. For
example, this could occur if a researcher asks respondents to evaluate an MNE’s
organizational capabilities and the firm’s international performance in the same
survey. In such cases, self-report data can create false correlations if the respondents
have a propensity to provide consistent answers to survey questions that are
otherwise not related. Thus, common methods can cause systematic measurement
errors that either inflate or deflate the observed relationships between constructs,

generating both Type I and Type II errors.

Podsakoff et al. (2003) explore four general sources of CMV: the use of a common
rater, the manner in which items are presented to respondents, the context in which
items on a questionnaire are placed, and the contextual influences (time, location and

media) used to measure the constructs. Some CMV sources may be more
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problematic than others, for example, perceptual data from single raters may be
more worrisome than the manner in which items are presented in the survey
instrument. A manuscript that suffers from more potential sources of CMV should,
in general, be more problematic than one with fewer sources. The most worrisome
example of CMV, according to the authors (2003: 885), occurs when “the data for
both the predictor and criterion variable are obtained from the same person in the
same measurement context using the same item context and similar item

characteristics”.

In general, four approaches have been recommended in the literature as methods that
researchers should use to avoid or correct CMV (see, for example, Podsakoff et al.,
2003): a) The obvious strategy is, of course, to avoid any potential CMV in the
research design stage by using other sources of information for some of the key
measures. In particular, if possible, the dependent variable should be constructed
using information from different sources than the independent variables; b) A
number of procedural remedies in designing and administering the questionnaire,
from mixing the order of the questions to using different scale types, can reduce the
likelihood of CMV; ¢) Complicated specifications of regression models reduce the
likelihood of CMV. Specifically, respondents are unlikely to be guided by a
cognitive map that includes difficult-to-visualize interaction and non-linear effects.
This is less likely the more complicated the model; d) There are several statistical
remedies to detect and control for any possible CMV. A post hoc Harman one-factor
analysis is often used to check whether variance in the data can be largely attributed

to a single factor. Additionally, other statistical procedures can be applied to partial
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out common factors or to control for them.

In addition to employing different sources for collecting data, I also used the
Harman’s one-factor test to examine the extent of common method bias in my data,
following (Podsakoff and Organ, 1986). If CMV is an issue, either a single factor
would emerge from the EFA or one general factor would account for a considerable
proportion of covariance among the measures (Podsakoff et al., 2003). No general
factor was evident in the unrotated factor, with the first factor accounting for about
28% of variance. A principal component factor analysis reveals there are 7 factors
with an eigenvalue > 1, which together account for 74% of the total variance
Appendix VII . The presence of several distinct factors combined with the relatively
low amount of variance explained by the first factor and second factor (only 23 and
14%) indicates that the data do not suffer from common method variance (Podsakoft
and Organ, 1986). As such, common method variance is unlikely a concern in this

study.

Table 4.3  Distribution of questionnaires

Source of data collection Sets of Questionnaires
Face-to-face interviews 19
Web-based survey 70
Total 89

Descriptive data (mean values, standard deviation, minimum and maximum values)

of the questionnaires (N=89) on all variables is provided in Table 4.4.
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Table 4.4  Descriptive statistics for all variables

Variable Mean | Std. deviation
Organizational adaptability 3.4417 8712
Management staff’s ability 3.3034 1.0249
Management involvement 3.3652 1.1954
Communication 3.1801 1.3654
Effectiveness of know-how transfer | 3-7167 7905
Business performance 3.5980 8328

Location of the surveyed retail stores was then analyzed. Table 4.5 shows the
distribution of the respondents from the total 89 questionnaires completed by senior
managers in the targeted foreign-owned retail establishments. The participant stores

were located in 14 cities across China, and most of them were in major urban cities

such as Beijing, Shanghai, Guangzhou, and Shenzhen.

Table 4.5 Distribution of the respondents by city

Region City No. of Respondents
Eastern Shanghai 9
Hangzhou 6
Southern Shenzhen 9
Guangzhou 9
Western Xi’an 5
Northern Beijing 10
Wuhan 8
Changsha 8
Central Zhengzhou 2
Hefei 1
Kunming 7
Southwestern Chengdu 2
Chongqing 2
Northeastern Harbin 1
Total 89
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4.2.6 Exploratory factor analysis

Initial items are usually reduced by exploratory factor analysis (EFA) and internal
consistency assessment. Hinkin (1998) has recommended that once the data have
been collected, exploratory factor analysis is used to further refine the new scales.
EFA helps determine which items should be retained in the scale and which factors
most likely present the domain of the construct. Internal consistency assessment
refers to how well the questions correlate to each other and to the total test score.
There are several different statistical procedures for this estimation. The most
common method is to estimate the Cronbach coefficient alpha. If a scale is multi-
dimensional, consisting of numerous subscales, then coefficient alphas must be
estimated for each subscale. The present study used Cronbach alpha for internal
consistency assessment. Details will be provided in the Findings and Discussions

Chapter.

4.2.7 Confirmatory factor analysis

Confirmatory factor analysis (CFA) is conducted for the data obtained from mass
data collection where the items retained in the exploratory factor analysis were then
a priori specified to load on a particular factor for goodness-of-fit assessment. EFA is
used for scale development, whereas CFA is used to assess measurement construct
reliability and validity. The same set of data was used in the present study for both
EFA and CFA analyses, as the sample size is comparatively too small (N=89) for a
further split. The details of CFA results will be reported in the next chapter. It is not

uncommon practice to conduct both an EFA and CFA on the same dataset. In this
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study the initial use of EFA was to identify a suitable measurement model using a
retail sector sample, and identify poor item loadings. The use of confirmatory
techniques was to examine the latent factors once poor items have been removed. In
addition, given that absorptive capacity, commitment, performance are developed
constructs which had been empirically researched, it was deemed appropriate to
examine the extent to which those structures are robust using the same retail sector

sample.

4.2.8 Convergent/discriminant validity

Construct validity is concerned with the relationship of the measure to the
underlying attributes it is attempting to assess, and it should be examined in addition
to the assessment of content adequacy and internal consistent reliability (Hair et al.,
1995). The objective is to measure variables under investigation completely and
accurately before any hypothesis testing (Hair et al., 1995). Construct validity
mainly includes convergent and discriminant validity. Basically, by providing

evidence of convergent and discriminant validity, the scale is valid for use.

Convergent validity is demonstrated by the extent to which the measure correlates
with other measures designed to assess the construct. It is normally evaluated for the
measurement model by determining the significance of the items’ estimated
coefficients to their posited underlying construct factor, whereas each coefficient is

two times greater than the respective standard error (Andersen and Gerbing, 1988).

Discriminant validity refers to the degree to which the scale does not correlate with
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other measures designed to assess dissimilar constructs (Fornell and Larcker, 1981;
Hair et al., 1995; Hinkin et al., 1997). A common approach is to assess the constructs
by constraining the estimated correlation parameter between them as 1.0, and then
conducting a chi-square difference test on the values obtained from the constrained
and unconstrained models (Anderson and Gerbing, 1988). A significantly lower chi-
square value for the model with unconstrained correlation to unity implied the traits
are not perfectly correlated and therefore discriminant validity is achieved (Bagozzi
and Phillips, 1982).The average variance extracted value was therefore compared
with the squared correlations among paired constructs for determining the quality of
discriminant validity (Fornell and Larcker, 1981). In the present study, both
convergent validity and discriminant validity are assessed, and the results will be

discussed in the ensuing chapter.
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CHAPTER 5 FINDINGS AND DISCUSSIONS

This chapter first presents the profile of both key informants and participant retail
stores. Second is the test of data normality results. Third, it will report the results of
exploratory factor analysis (EFA) using principal component extraction method with
varimax rotation. Fourth, each of the measurement models was evaluated separately
with confirmatory factor analysis (CFA) to assess both internal and external
consistency. Fifth, the structural paths and the model fit indices of the proposed
model were assessed by using structural equation modeling (SEM hereafter)
technique with MLE estimation. Lastly, the results were discussed in relation to the

research hypotheses.

5.1 Descriptive Statistics

As outlined above (Chapter 4), a total of 89 completed questionnaires were used for
analysis: 19 from face-to-face questionnaire interview, and 70 from web-based
questionnaire survey. The response rate of face-to-face questionnaire interview is
around 12%, and that of web-based questionnaire survey close to 25%. Usually the
main reason given by managers who did not agree to participate in the face-to-face
questionnaire interview was that they were not allowed to attend an interview

according to company policy.

5.1.1 Demographic profile of respondents

The demographic profile of the respondents is shown in Table 5.1. Of the 89

respondents, male and female respondents are not evenly distributed with the
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percentage of 79.8% and 20.2% respectively, which reveals that males dominate
senior management position at foreign-owned retail establishments. For the whole
sample, 84.4% respondents fell in the age range of 26 to 45, and 95.5% completed
university degree or higher. With regard to occupation, 44.9% were store managers,
15.7% were financial managers and 21.3% were HR managers, and 18.0% from
other functional departments. These managers were qualified as key informants for
this research because, according to the criteria recommended by Campbell (1955)
and Brown and Lusch (1992), they were responsible for planning and operation of
retail activities; had access to the desired information; and were knowledgeable
about retail management know-how acquisition. In terms of the length of work
experience, 34.8% respondents fell in the period range of 6-10 years, and 43.8%
respondents had only worked for between 2-5 years, 15.7% reported a range of 11-
15 years, 4.5% 16-20 years, whereas a minority (1.1%) fell into the category of
working 20 years or more. This phenomenon reflects that sino-foreign joint ventures
and multinational firms prefer to recruit young university graduates for management
position to support their localization strategy because the new generation of youths
in China is more willing to learn and more inclined to accept western management
approaches. This finding is consistent with that reported in previous studies on

employment trends in China (e.g. Bjorkman and Fan, 2002; Hong et al., 2006).
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Table 5.1 Demographic profile of respondents

n %

Gender

Male 71 79.8

Female 18 20.2
Age

25 or below 8 9.0

26-35 63 70.8

36-45 12 13.5

46-55 6 6.7
Education

Secondary 4 4.5

University/tertiary 96 88.8

Postgraduate 7 6.7
Position

Store manager 49 55.1

Financial manager 16 18.0

HR manager 19 213

Others 5 5.6
Working Experience in Retail Sector

5 years or below 39 43.8

6-10 31 34.8

11-15 14 15.7

16-20 4 4.5

20 or above 1 1.1
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5.1.2 Characteristics of participant stores

As summarized in Table 5.2, the foreign parent of these subsidiaries were from
different parts of the world, such as Hong Kong and Taiwan (28.1%), USA (12.4%),
and France (10.1%). 58% of the participant stores reported that their foreign parent
operated more than 20 retail establishments in China. The majority of the participant
stores had a monthly sales volume of over RMB7.5 million. 64% of them were joint
ventures (JVs), and wholly owned enterprise (WOE) accounted for 30.3%, this ratio
is consistent with the data provided in March 2005 by the National Bureau of
Statistics (NBS) that WOE to JV ratio was 29.7%. The reason why WOE accounted
for a smaller proportion probably is that international retailers were not permitted to
establish a WOE retail outlet in China until December 2004. According to the NBS,
the ratio of WOE to JV had increased to 63% in 2006, due to the fact that the
restriction on ownership had been removed by the China government since the end
of 2004. Most international retailers thus changed their operation mode from JV to

WOE to allow full control of their business in China.
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Table 5.2  Characteristics of participant stores

n %
Country of Origin
USA 11 12.4
Japan 4 4.5
UK 6 6.7
France 9 10.1
Germany 5 5.6
HK/TW 25 28.1
Thai 7 7.9
Malaysia 5 5.6
Others 17 19.1
No. of retail establishments
1-5 13 14.6
6-10 11 12.4
11-15 5 5.6
16-20 8 9.0
20 or more 52 58.4
Average monthly sales revenue in 2004
below2.5m 16 18.0
2.5-5.0m 7 7.9
5.0-7.5m 11 12.4
over 7.5m 55 61.8
No. of Management staff
1-25 4 4.5
26-50 9 10.1
51-75 4 4.5
76-100 1 1.1
100 or above 71 79.8
Ownership
Vv 48 53.9
WOE 32 36.0
Other 9 10.1
Retail Format
Supermarket 45 50.6
Specialty store 22 24.7
22 24.7

Department store
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5.2 Exploratory Factor Analysis

Exploratory factor analysis (EFA) was performed to identify the underlying
dimensions of each construct. EFA is a technique to reduce the number of variables
with the attempt to retain as much of the information as possible and make the
remaining variables meaningful and easy to work with (Hair et al., 1995). Principal
component extraction method with varimax rotation was used. All factors with
eigenvalue greater than unity were extracted. There are no strict guidelines for
evaluating factor loading and deciding which items should be retained, however the
0.4 criterion level appears most commonly used in judging factor loadings as
meaningful (Hinkin, 1998). In the study, items with factor loadings higher than 0.4
were thus identified as the composites of each factor and those with factor loadings
lower than 0.4 were then deleted from the analysis. When deciding the percentage of
the total item variance that is explained, there are no hard-and-fast rules either, but
50% could serve as a minimum acceptable target (Hinkin et al., 1997). Examining
the communality statistics is another way to determine the proportion of variance in
the variable explained by each of the items and “retaining the items with higher
communality” is recommended (Hinkin, 1998, p.112). Internal consistency of the
individual factor was assessed based on Cronbach’s alpha value. The results of EFA

are discussed in the following section.

5.2.1 Factor structure of absorptive capacity

The test of Kaiser-Meyer-Olkin (KMO) measure of sampling adequacy yielded a

value of 0.794, which could be interpreted as “meritorious” for factor analysis
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(Kaiser, 1974). Barlett’s test of sphericity obtained a value of 246.517 with an
associated significance of 0.00, suggesting that the correlation matrix should
unlikely be an identity matrix (Hair et al., 1995) and that the data set would be
appropriate for analysis. To assess the unidimensionality of the six indicators of
absorptive capacity, the Alpha value was assessed and resulted in 0.786, indicating
satisfactory unidimensionality. A two-factor solution emerged based on eigenvalue
larger than the unity criterion, with an accumulated variance of 68.507%. As
presented in Table 5.3, the pattern of these two factors looks condensed and clear.
Factor one is composed of four items, which are “the majority of local managers are

9% ¢¢

good in foreign language”, “the majority of local managers have working experience
in retail company”, “the majority of local managers have a university degree or
higher”, and “management staff training and development activities”. On this basis,
this factor is interpreted as “the ability of management staff to learn” factor. Factor
two contains two items, including “establishment is flexible”, and “establishment is
creative in its management’. These two items suggest an “organizational
adaptability” factor. The Cronbach’s alpha value of the two factors is 0.784 and
0.834 respectively, exceeding the suggested cut-off value of 0.70 (Nunnally, 1978)

and higher than that reported in the original studies (Lyles and Salk 1996; Alpha

value is 0.71 and 0.77 respectively).

The finding of a two factor structure of absorptive capacity is important in the sense
that previous studies have only investigated this concept either from a firm-level (e.g.
Lyles and Salk, 1996) or individual-level perspective (e.g. Minbaeva et al., 2003),

but whether these two dimensions are interconnected has not previously been noted.
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In essence, the difference in the nature of each of these dimensions reveals that
absorptive capacity seems to be a complex concept. Further insights into this
construct need to be explored so as to better conceptualize and operationalize the

construct. This will be discussed in the ensuing section.

Table 5.3  EFA result of absorptive capacity

Factor loadings
Ability of management| Organizational
staff to learn adaptability

Majority of local managers are good at 819

foreign language.
Majority of local managers have a 800

university degree or higher.
Majority of local managers have working 782

experience in retail company.
This establishment commits to

management staff training and 626

development.
This establishment is flexible. 902
This establishment is creative in its 846

management.
Cumulative variance (%o) 39.395% 68.507%
Eigenvalue 2.758 2.038
Alpha Value 0.784 0.834
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5.2.2 Factor structure of commitment

The test of KMO and the Barlett’s test of sphericity indicate that the data set is
appropriate for exploratory factor analysis. The unidimensionality assessment for the
seven indicators of commitment was satisfactory with an Alpha value of 0.928. The
EFA results revealed a two-factor solution with the cumulative variance of 84.385%
as shown in Table 5.4. Factor one is composed of four items, including “foreign
parent provides regular training for store manager”, “foreign parent contributes
marketing support to this establishment”, “foreign parent evaluates store manager’s
performance regularly”, and “foreign parent has provided enough administrative
support”. On this basis, the factor is interpreted as a “Management Involvement”
factor. Factor two contains three items which refer to: “frequent email
communication”, “frequent phone communication”, and “frequent regular meeting”.

Based on these items, this factor can be defined as “Communication”.

The Cronbach’s alpha values of these two factors are 0.913, 0.944 respectively,
exceeding the suggested cut-off value of 0.70 (Nunnally, 1978). As previous studies
have only investigated management involvement of the parent firm (Lyles and Salk,
1996), the two-factor structure findings of the present study enables additional

insights to be gained into the construct of commitment.
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Table 5.4 EFA result of commitment

Factor loadings
Management Communication
involvement
The foreign parent provides regular .889
training for store manager.
The foreign parent contributes marketing .857
support to this establishment
The foreign parent evaluates store .854
manager’s performance regularly
The foreign parent has contributed enough .667
administrative support
Frequent email communication 916
Frequent phone communication .888
Frequent regular meeting .807
Cumulative variance (%) 42.196% 84.385%
Eigenvalue 3.130 2.777
Alpha Value 0.913 0.944
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5.2.3 Factor structure of retail management know-how

To evaluate the unidimensionality of the nine indicators of retail management know-
how, the Alpha value was assessed and resulted in 0.838, indicating satisfactory
unidimensionality. A two-factor solution emerged with the cumulative variance of
67.113%; the results of KMO test and Barlett’s test of sphericity also suggest that the
data set is appropriate for factor analysis. As presented in Table 5.5, factor one is
composed of five items including strategic planning, business system, business
policy, business control and corporate culture. Based on these items, this factor is
interpreted as a “Strategic Management/Control Know-how” factor. Factor two
contains four items which refer to promotion, advertising, marketing and pricing
program. On this basis, factor two can be defined as a “Tactical Program

Management” factor.

The results of the Cronbach reliability test indicate that the alpha values of
individual factors exceed the recommended cut-off line of 0.70, displaying good
reliability. The two factor structure result of management know-how is consistent
with previous studies, such as one investigating equity ownership and management
control in Sino-foreign JV hotels in China, in which Wong et al. (2005) reported a
similar two-factor solution for management know-how, with the factors being

strategic management and operational activities control.
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Table 5.5 EFA result of retail management know-how

Factor loadings

Strategic/Control
management know-how

Tactical program
management know-how

Strategic planning .856

Business system .826

Business policy .820

Business control .693

Corporate culture .600

Promotion 858
Advertising 851
Marketing 741
Pricing program .659
Cumulative variance (%) 36.270% 67.113%
Eigenvalue 3.264 2.776
Alpha Value 0.840 0.839

5.2.4 Factor structure of business performance

The value of KMO was 0.854 and Barlett’s test of sphericity obtained a value of

430.440 with an associated significance of 0.00, indicating the data set would be

appropriate for analysis. One factor solution emerged with the variance of 66.736%.

As presented in Table 5.6, the factor is composed of seven market metrics, including:

store image, customer satisfaction, sales volume, labor productivity, services

standards, market share and profit.
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Table 5.6  EFA result of performance

Factor loadings
Store image .859
Customer satisfaction .847
Sales volume .844
Labor productivity .826
Services standards 197
Market share 174
Profit 767
Variance (%) 66.736%
Eigenvalue 4.671
Alpha value 0.915

5.3 Confirmatory Factor Analysis

The results of EFA provide supports to the scales developed in the original studies in
terms of construct reliability. The Alpha value of each scale is higher than that found
in original studies. Therefore, I continued to perform confirmatory factor analysis
(CFA) to assess the robustness of these factors identified via EFA. While EFA is
used for scale development, CFA is used for assessing construct reliability and

validity.

5.4 Assessment of Data Normality

In order to implement the methodology for confirmatory factor analysis (CFA), the
assumption of normality distribution must be satisfied. “Assessing data normality

(along with skewness and kurtosis) is important because many model estimation
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methods are based on an assumption of normality” (Shah and Goldstein, 2006,
p.157). Non-normal data may result in inflated goodness of fit statistics and
underestimated standard errors; although these effects are lessened with larger

sample sizes (Lei and Lomax, 2005).

Since multivariate normality is difficult to test, it is recommended that univariate
normality among variables be initially tested. In essence, establishing univariate
normality among of a collection of variables helps gain, though not guarantee,
multivariate normality (Hair et al.1992). The assessment of normality requires the
values of skewness and kurtosis. “Skewness is a measure of a distribution’s
deviation from symmetry” (Hair et al., 1995, p.639). Positive skewness (toward the
left) indicates the curve is above the normal diagonal, while negative skewness
(toward the right) indicates the curve is below the normal diagonal. A positive
kurtosis value indicates a relatively peaked distribution, while negative value
indicates a flat distribution. All fifty-seven measured items were tested along these
two values. The values of skewness were found from the range of -1.30 to -0.21 and
those of kurtosis were found from -0.06 to 2.50. All items had negative skewness
value suggesting all of the items tailed off to the left. Besides, there were forty-two
items showing a relatively peaked distribution while the remaining fifteen items
were in a relatively flatter distribution. All values were within the range of +2.58,
denoting the assumption about the normality of distribution is accepted at 0.01
significant levels (Hair et al., 1995, p639). Detailed results of skewness, kurtosis,
mean and standard deviation of the measured items can be referred to in Appendix

VIL
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5.5 Structural Equation Model

A structural equation model (SEM) can be defined as a technique to specify, estimate
and evaluate models of linear relationships among a set of observed/measured/
manifest variables in terms of a generally smaller number of
unobserved/underlying/latent variables (Shah and Goldstein, 2006, p149). Structural
equation model is composed of observed/measured/manifest variables and
unobserved/underlying/latent variables that can be independent (exogenous) or
dependent (endogenous) in nature. Unobserved variables are hypothetical constructs
that cannot be measured directly, and in structural equation model they are typically
represented by multiple observed variables that serve as indicators of the underlying
constructs. SEM falls into the category of multivariate methods, and typically
conveys causal processes. Byrne (2001, p.4) have reported that causal analysis
enables the modeling and the estimation of a complex structure of dependence
simultaneously, which is especially useful in the behavioral sciences where
researchers are often interested in studying theoretical constructs that cannot be
observed directly. This requirement is often recognized in the knowledge trnafer
literature, where constructs tend to be complex and, by definition, not directly
observable. Previous studies (Fornell and Larcker, 1981; Bentler and Chou, 1987)
have shown that SEM is particularly effective when testing models that (1) are path
analytic with mediating variables and (2) contain latent constructs that are being
measured with multiple indicators. As the model of retail management know-how
transfer contains several latent variables, structural equation modeling was deemed

appropriate.

110



In a review of the use of SEM in operations management research, Shah and
Goldstein (2006, p152) have suggested that “there are many important issues to
consider when using SEM, whether for evaluating a measurement model or
examining the fit of structural relationships, separately or simultaneously”. Shah and
Goldstein (2006) organized these issues into three groups: (1) issues to consider
prior to analysis, which include conceptual issues, sample size issues, measurement
model specification, latent model specification and degrees of freedom issues; (2)
issues to address during analysis, which include examining sample data for
distributional characteristics and generating an input matrix; and (3) issues related to
the post-analysis stage, which are related to model estimation, model fit and re-
specification of the model. Some of these issues which are relevant to the present
study will be discussed in subsequent sections which address data normality

assessment, measurement evaluation and overall structural evaluation.

5.6 Estimation of the Measurement Models

The results from EFA in section 5.2 were inputs for the formulation of the
measurement models for each construct. These measurement models need to be
validated and assessed with CFA. Since the assumption about the normality of
distribution is accepted at 0.01 significant level, full information maximum
likelihood (FIML) method was used for estimating the parameters with AMOS. This
method is advantageous to other methods in managing missing data (such as
listwise deletion, pairwise deletion, data imputation) and leads to the lowest rate of
convergence failures, least bias in parameter estimates and lowest inflation in

goodness of fit statistics (Enders and Bandalos, 2001).
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A total of four measurement scales were examined with CFA, including: absorptive
capacity, commitment, retail management know-how and performance. When
considering the extent of goodness-of-fit of each measurement model, two sets of fit
indices are used. One is absolute fit indices while the other is incremental fit indices
(Bollen, 1989). Absolute fit indices indicate the degree to which the hypothesized
model reproduces the sample data, whereas incremental fit indices measure the
proportional improvement in fit when the hypothesized model is compared with a
restricted, nested baseline model (Hu and Bentler, 1998). The most basic measure of
absolute fit is the y’-statistic. Other commonly used measures include root mean
square error of approximation (RMSEA), the standard root mean square residual
(RMR or SRMR), goodness-of-fit index (GFI) and adjusted goodness of fit (AGFI).
Browne and Cudeck (1993) suggested that the values of the RMSEA of 0.05 or less
indicate a close fit, and 0.08 or less indicate adequate fit. The standard root mean
square residual (RMR or SRMR) is a measure of the average of standardized fitted
residual. It ranges from 0.00 to 1.0, with a value of less than 0.08 indicating a good
fit. While RMSEA and RMR decrease as goodness of fit increases and are bounded
below by zero, GFI and AGFI increase as goodness of fit increases and are bounded

above by 1.00 (Browne and Cudeck, 1993).

Incremental fit measures compare the model under study to two reference models: (1)
a worst case or null model, and (2) an ideal model that perfectly represents the
modeled phenomena in the studied population. The most popularly used incremental
fit indices are normed fit index (NFI), non-normed fit index (NNFI or TLI),

comparative fit index (CFI) and incremental fit index (IFI). There has been an

112



ongoing debate on which index would be more appropriate to use than another (Shah
and Goldstein, 2006). For instance, Hu and Bentler (1998) are against the use of GFI
and AGFI because they are significantly influenced by sample size and are
insufficiently sensitive to model misspecification. In order to evaluate the underlying
fit of the data to the model from multiple perspectives, the present study will use
both absolute fit indices and incremental fit indices to report the results. Absolute fit
indices include ¥2, RMSEA, and GFI, whereas incremental fit indices comprise IFI,

NFI, and CFI.

Aside from model fit assessment, the reliability of each scale is evaluated with
construct reliability. It is a measure of the internal consistency of a construct.
Convergent validity and discriminant validity (Hair et al., 1995) are also described
for assessing the validity of each scale for all measurement models. Convergent
validity refers to the extent to which the measures used in this study are highly
correlated with other measures of the same construct (Anderson and Gerbing, 1998;
Hinkin, et al., 1997). Discriminant validity refers to the degree of measures in
conceptually different constructs that are distinct with very low or even no

correlation (Hinkin, et al., 1997).

5.6.1 Absorptive capacity

The result of the two-factor structure of absorptive capacity identified from EFA was
validated by CFA (Figure 5.1). The results reported one offending estimate with a
negative error variance value for the variable “the retail outlet commits to

management staff training and development”. This value is inappropriate because
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variance cannot be negative thus must be corrected before the model can be
interpreted and the goodness-of-fit assessed. There are several possible remedies for
correcting the offending estimate, including dropping the variable. In this case, the
variable was retained and according to conceptual theory the corresponding error
variance was set to a small value (0.005) to ensure that this value for the variable
would be appropriate. The model was then re-estimated and resulted in no offending
estimates. However, model fit indices indicated a less satisfactory statistical outcome.
According to the modification indices and the performance of each observed
variable, the item “the retail outlet commits to management staff training and

development” was deleted. Details are shown in Table 5.7.

Table 5.7 Measurement scale for absorptive capacity

Dimensions | Labels Items Status

AC1 | This establishment is flexible. Remained
Organizational

. AC2 | This establishment is creative in its | Remained
adaptability
management.

AC3 | This establishment commits to | Deleted-1
management staff training and

development.

Ability of AC4 | Majority of local managers are good at | Remained

management foreign language.

staff to learn | AC5 | Majority of local managers have working | Remained

experience in retail company.

AC6 | Majority of local managers have a | Remained

university degree or higher.
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Figure 5.1 Confirmed measurement model of absorptive capacity

Organizational
Adaptability
.46
Ability of
Management
ACS5 Staff to Learn

Legends:  ACI1= This establishment is flexible.
AC2= This establishment is creative in its management.
AC4= Majority of local managers are good at foreign language.
ACS5= Majority of local managers have working experience in retail company.

AC6= Majority of local managers have a university degree or higher.

The final results (Table 5.8) showed that all 5 item loadings are significant at 0.00

without any offending estimates reported. The fit indices indicate a satisfactory
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model fit (¥2=3.163 at p=0.675; df=5; %2/df=0.633; RMSEA=0.003; IFI=0.986;
NFI=0.999; CFI=0.999). The scale composite reliability (SCR) and average variance
extracted (AVE) values are higher than the recommended levels (0.7 for SCR and
0.5 for AVE); therefore satisfactory reliability tests are obtained. All estimated
loadings are greater than twice the respective standard error; and the critical ratio
values are all greater than 1.96, revealing the presence of convergent validity. To
assess discriminant validity, Fornell and Larcker (1981) suggest the use of average
variance extracted (i.e., the average variance shared between a construct and its
indicators), which should be greater than the variances shared between the construct
and other constructs in the model (i.e., the squared correlation between two
constructs). The comparison can be made in a correlation matrix, which includes the
correlations between different constructs in the off-diagonal elements of the matrix,
and the square roots of the average variance extracted values calculated for each of
the constructs along the diagonal. In order that the discriminant validity is adequate,
the diagonal elements should be significantly greater than the off-diagonal elements
in the corresponding rows and columns. Table 5.13 indicates that the two constructs
with reflective indicators had adequate discriminant validity. As a result,
discriminant validity is also supported. These values are able to lend strong support

to the acceptance of the measurement model.

116



Table 5.8 CFA result of absorptive capacity

Estimate | SE. | CR | P | S | Emor | gpel cpe
Estimate | Term
Organizational Adaptability 0.153 | 6.601
ACI 0.632 0.080 | 7.884 | *** 0.645 eACl | 0.085 | 6.610
AC2* 1.000 0.998 eAC2
Ability of Management Staff to Learn 0.186 | 3.063
AC4 1.370 0.257 5.744 | *** 0.792 eAC4 | 0.177 | 3.588
ACS 1.211 0.229 5.203 | *** 0.658 eACS | 0.150 | 4.211
AC6* 1.000 0.652 eAC6 | 0.144 | 5.339
ALPHA SCR AVE
Organizational Adaptability 0.783 0.971 0.818
Ability of Management Staff to Learn 0.777 0.894 0.756
x2 df x2/df RMSEA IFI NFI CFI
3.163 5 0.633 0.003 0.986 | 0.999 | 0.999

* The corresponding parameter was constrained to unity (1.00) to ensure model identification

Legends:  ACI1= This establishment is flexible.
AC2= This establishment is creative in its management.
AC4= Majority of local managers are good at foreign language.
AC5= Majority of local managers have working experience in retail company.

AC6= Majority of local managers have a university degree or higher.
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5.6.2 Commitment

From the EFA results stated previously, commitment is measured by 7 observed
variables along two factors: management involvement and communication. This

factor structure was then validated by using CFA (Figure 5.2).

Figure 5.2  Confirmed measurement model of commitment

=
c2 Communication
(oo o c3
74
Management
involvement
‘—> Mi4
Legends: C1= Regular meeting MI1= Provided regular training to store manager.

C2= Phone communication ~MI2= Contributed enough marketing support.
C3= Email communication MI3= Regularly assessed the store manager’s
performance.

MI4= Contributed enough administrative support.
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Table 5.9 CFA result of commitment

Estimate | SE. | CR. | P Std. | Error | gpe | cpe
Estimate | Term
Management Involvement 318 5.801
MI1 1.278 .160 | 8.015 RHE .898 eOS1 .071 4.759
MI2 1.314 160 | 8.210 *kk .924 e0S2 .064 4.054
MI3 1.293 163 | 7.951 RHE .891 eO0S3 .077 4.926
MI4* 1.000 702 eOS4 .144 6.220
Communication 235 3.710
Cl .949 066 | 14.346 | *** .897 eCl .079 5.109
C2 970 060 | 16.029 | *** 932 eC2 .064 4.081
C3 1.000 .939 eC3 .066 3.803
ALPHA SCR AVE
Management involvement 913 .876 .859
Communication 944 .956 953
x2 df x2/df RMSEA IFI NFI CFI
21.580 13 1.660 .087 985 .964 985

* The corresponding parameter was constrained to unity (1.00) to ensure model identification

Legends: C1= Regular meeting MI1= Provided regular training to store manager.
C2= Phone communication MI2= Contributed enough marketing support.
C3= Email communication MI3= Regularly assessed the store manager’s performance.
MI4= Contributed enough administrative support.

The final results (Table 5.9) showed that all estimated loadings were statistically
significant at 0.00 without any offending estimates reported. Chi-square test was
statistically significant at 0.062 and RMSEA was larger that 0.08, which can be
explained by Jackson (2003) that smaller sample sizes were generally characterized
by parameter estimates with greater bias in y2 and RMSEA fit statistics. Other model
fit indices are satisfactory (y2= 21.580 at p= 0.062; df=13; y2/df=1.660;
RMSEA=0.087; IFI=0.985; NFI=0.964; CFI=0.985). The SCR and AVE values
suggest satisfactory reliability. All seven items attach with critical ratio values
greater than 1.96, with all having high standardized estimated loadings (i.e. larger

than 0.50), and all estimated loadings are greater than twice the respective standard
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error, revealing the presence of convergent validity. For the discriminant validity,
table 5.13 shows that the square roots of the average variance extracted values
calculated for the two constructs along the diagonal (0.976 and 0.927 respectively)
are much larger than the off-diagonal elements in the corresponding rows and
columns (0.716 and 0.423 respectively), thus discriminant validity is also supported.
All these values meet respective threshold points, lending support to the acceptance

of the measurement model.

5.6.3 Retail management know-how

From the EFA results stated previously, the construct of retail management know-
how has a two-factor structure with 9 items loading on the factors. The first factor is
defined as “strategic/control management know-how”, and the second one “tactical
program management know-how”. This factor structure was then validated by using

CFA (Figure 5.3).

The final results are shown in Table 5.10. All item loadings are statistically
significant at 0.05 without any offending estimates reported. Chi-square test was
statistically significant at 0.05 and RMSEA was smaller than the recommended
thresholds 0.08. Other indices also indicated good results (¥2=37.477 at p=.068;
df=26; x2/df=1.441; RMSEA=0.071; IFI=0.971; NFI=0.912; CFI=0.971).
Satisfactory reliability tests were obtained for SCR and AVE; the two values were
both higher than the recommended levels. All estimated loadings are greater than
twice the respective standard error, attaching critical ratio values greater than 1.96,

and most of them have high standardized estimated loadings (i.e. larger than 0.50).
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These findings reveal the presence of convergent validity. The discriminant validity
is also supported by table 5.13 which shows that the square roots of the average
variance extracted values calculated for the two constructs along the diagonal
(0.724 and 0.746 respectively) are much larger than the off-diagonal elements in the
corresponding rows and columns (0.177, 0.670 and 0.224 respectively). All these
values meet respective threshold points, lending supports to the acceptance of the

measurement model.

Figure 5.3  Confirmed measurement model of retail management know-how
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Table 5.10  CFA result of retail management know-how

Estimate | SE. | CR | P Std. | Error | gpe | CRe
Estimate | Term
Strategic/control management know-how 0.152 3.726
M2 1.367 178 | 7.666 | FE* 873 eM2 078 4.242
M3 1.198 166 | 7.221 oAk 816 eM3 .079 5.147
M5 738 167 | 4.424 | kEx 497 eM>5 147 6.398
M6 1.197 164 | 7.277 oAk 822 eMo6 076 5.068
M7* 1.000 715 eM7 .092 5.870
Tactical program management know-how 0.145 3.362
M8 1.268 197 | 6.443 oAk 818 eM8 .085 4.540
M9 1.074 188 | 5.702 otk 701 eM9 103 5.669
M10 1.143 A75 | 6.540 | kEx .838 eM10 .064 4.210
MI11* | 1.000 671 eMl11 103 5.819
ALPHA SCR AVE
Strategic/Control management 0.840 0.842 0.524
know-how
Tactical program management 0.839 0.833 0557
know-how
x2 df x2/df RMSEA IFI NFI CFI
37.477 26 1.441 0.071 0.971 0.912 0.971

* The corresponding parameter was constrained to unity (1.00) to ensure model identification

Legends: M2=Business policy MS8=  Marketing planning
M3= Business control M9=  Advertising planning
M5=Strategic planning M10= Promotion planning
M6=Corporate culture Ml11= Pricing program

M7= Business system

5.6.4 Performance

From the EFA results stated previously, the construct of performance was found to
be a unidimensional construct with 7 items retained. This result was then validated
by using CFA. Though initially all item loadings were significant at 0.00 and no
offending estimates were reported, the model fit indices showed a less satisfactory

statistical outcome. Two measures were then deleted because of their high
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correlation with other measures. The first deleted item was services standards, and
the second was labor productivity, leaving 5 items, which were all marketing metrics
for assessment of performance, in the scale. Maintaining service standard at high
level was an important measure always mentioned by senior managers during in-
depth interviews and labor productivity was a major concern as well. Perhaps many
respondents considered these two measures should be highly related to operation
instead of marketing. Satisfactory statistical results were achieved finally (Table

5.11).

Table 5.11 Measurement scale for performance

Labels | Items Status
P1 Sales volume Remained
P2 Market share Remained
P3 Profit Remained
Performance P4 Customer satisfaction Remained
P5 Services standards Deleted-1
P6 Store image Remained
P7 Labor productivity Deleted-2

The final results in Table 5.12 show that all estimated loadings are significant at the
level equal to 0.00 without any offending estimates reported. Chi-square value is not
statistically significant (p=0.285) and RMSEA is smaller than 0.08. Other model fit
indices are also satisfactory (¥2= 5.021at p= 0.285; df=4; y2/df=1.255;
RMSEA=0.054; IFI=0.996; NFI=0.982; CFI=0.996). The SCR and AVE values
show satisfactory reliability tests. All the five items attach with critical ratio values
greater than 1.96, all having high standardized estimated loadings (i.e. larger than
0.50), and all estimated loadings are greater than twice the respective standard error,

revealing the presence of convergent validity. The discriminant validity is also
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adequate since the square root of the average variance extracted values calculated
(0.926) is significantly greater than the off-diagonal element in the corresponding
row (0.224) in the Table 5.13. The result lends strong support for the acceptance of

the measurement model.

Figure 5.4 Confirmed measurement model for performance

Store Image

Customer Satisfaction

Performance Profit

Market Share

Sales Volume

Table 5.12  CFA result of performance

Estimate| SE | cr | p | S | Emor | epe | cpe
Estimate Term
Performance 150 | 4.493
P1 1.037 117 8.861 ok .845 ePl 064 | 4.514
P2 .863 .139 6.195 ok .636 eP2 121 ] 6.072
P3 .842 129 6.538 ok .664 eP3 101 | 5.988
P4 .989 .109 9.077 ok .865 cP4 054 [ 4.121
P6* 1.000 .819 eP6 067 |4.929
ALPHA SCR AVE
Performance 0.889 0.967 0.858
x2 df x2/df RMSEA IFI NFI CFI
5.021 4 1.255 0.054 0.996 0.982 0.996

* The corresponding parameter was constrained to unity (1.00) to ensure model identification

Market share
Customer satisfaction

Legends: P1 = Sales volume P2
P3 = Profit P4
P6 = Store image
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Table 5.13  Correlations and discriminant validity

Variable 1 2 3 4 5 6 7
1. Communication 976

2. Involvement 716 927

3. Adaptability 244 A423*%* 904

4. Ability .568* O11%*  334%*% 869

5. Strategic management know-how  .303**  417**  227%* 177 124

6. Tactical program know-how .104 157 227* .109 .670 746

7. Performance A10%*  540%*%  557*%  446%*  361**  224*% 926

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).

In summary, good model fit is obtained with the above four measurement models of

absorptive capacity, commitment, retail management know-how and performance.

Table 5.14 is a summary of measures of model fit assessment. Though not all

absolute fit indices reached satisfactory results, e.g. the Chi-square value (0.068)

was significant at 0.1, all RMSEA values are smaller than recommended level 0.08,

most of the incremental fit indices IFI, NFI and CFI achieved satisfactory values.

The problem of the significant Chi-square could be explained by the small sample

size and the comparatively large number of variables in the proposed models.

Table 5.14 A summary of measures of fit of the four measurement models

Constructs x2 P-value | df | x2/df | RMSEA IFI NFI CFI
Absorptive 3.163 | 0675 | 5| 0.633 0.003 098 | 0.999 | 0.999
capacity
Commitment | 2.978 | 0226 | 2 | 1.489 0.075 0996 | 0.989 | 0.996
Retail
management | 37.477 | 0.068 | 26 | 1441 0.071 0971 | 0912 | 0971
know-how
Performance 5021 | 0285 | 4 | 1255 0.054 0.996 | 0.982 | 0.996

In conclusion, all the four measurement models of absorptive capacity, commitment,

retail management know-how and performance can be assessed as reliable and valid
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at this stage, with the internal reliability, convergent validity, as well as discriminant
validity also achieved. Face validity of each proposed construct was retained in the

measurement model.

5.7 Estimation of the Overall Models

Upon the estimation of each measurement model fit, the overall model proposed in
Chapter 3 was examined. In order to be of scientific use, a model has to be over-
identified — that is, “the number of data points has to exceed the number of
parameters to be estimated” (Byrne, 2001, p.35). Due to the small sample size
(N=89), an estimation of the original model including all indicators would lead to an
under-identified model. It was therefore decided to split the overall model into two
submodels based respectively on knowledge source-related and knowledge
recipient-related factors that may influence the knowledge transfer process. This way
of breaking down large models with small sample size and large number of
indicators and estimating submodels that contain only a subset of the variables is
justified by Kenny and McCoach (2003), who have suggested that the researcher
“might break down large models and estimated submodels that contain only a subset
of the variables, when addressing the effect of the number of variables on measures

of fit” (p.333).

5.7.1  Submodel 1: Absorptive capacity and knowledge transfer

The first submodel (Figure 5.5) addresses the relationship paths among absorptive

capacity, knowledge transfer and performance. Among the three latent constructs,
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absorptive capacity is operationalized as second-order construct since the two
underlying factors are highly correlated (coefficient 0=0.46). The other two
constructs, which are knowledge transfer and performance, belonged to first-order
constructs, with knowledge transfer composed of two factors resulted from CFA, i.e.

strategic management know-how and tactical program management know-how.

Figure 5.5  Submodel 1: Absorptive capacity and knowledge transfer
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anagemen

Absorptive Performance

capacity
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program

Figure 5.6 depicts the structural paths of submodel 1 among absorptive capacity, its
two measurement factors, i.e. organizational adaptability and ability of management
staff to learn, strategic management know-how, tactical program management know-
how and performance with their indicators. Table 5.19 describes the statistical results
of model fit. No offending estimates are reported in the structural model. All item
loadings are statistically significant at 0.000 level. Structural path effects are all
statistically significant except the one from tactical program management know-how
to performance (p=0.450), but the flow of influence matches our expectation. The fit
indices are: ¥2=253.958 is statistically significant at p=0.000, y2/df=1.728; IFI=.885

NFI=.863 CFI=.882; RMSEA=.091. The fit indices indicate that the model is
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marginally acceptable. To be sure that this model is acceptable, additional evidence
is generated by comparing its fit indices with the results of the competing model,

which are reported in the following section.
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Figure 5.6
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Table 5.15 Parameter estimations of submodel 1

. Std.
Structural paths/Item loadings Estimate S.E C. R P
Absorpt}ve —  Organizational adaptability 998 776 | 3678 | #xx
capacity
Absorptive —  Ability of management 465
capacity staff to learn
Absorpt}ve —  Strategic/control 404 460 | 2710 | wxx
capacity management know-how
Absorpt}ve —  Tactical program 367 303 | 2.379 .
capacity management know-how
Strategic/control management— Performance 303 170 | 1863 «
know-how
Tactical program management— Performance 104 153 634 596
know-how
Organizational adaptability
Establishment is flexible .645 .080 7.883 otk
Establishment is creative 998
Management staff’s ability to learn
Good at foreign language 792 257 5.326 HAK
Working experience in retail industry 758 229 5.293 oAk
University/higher degree .652
Strategic/control management know-how
Business policies .878
Business systems .832 .091 9.757 ok
Corporate culture 496 11 4.816 oAk
Strategic planning .809 .092 9.344 HAE
Business controls .698 .095 7.480 oAk
Tactical program management know-how
Marketing .820 202 6.360 oAk
Advertising 706 193 5.678 oAk
Promotion .838 .180 6.446 ok
Pricing .662
Performance
Sales volume .881 072 | 12.695 oAk
Market share .684 .096 7.775 oAk
Making profit 710 .088 8.272 Hokx
Customer satisfaction .893 066 | 13.100 | ***
Store image .885
x2 df x2/df RMSEA IFI NFI CFI
253.958 147 1.728 .091 .885 .863 .882

*p<0.1; ¥* p<0.05; *** p<0.01.
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5.7.2  Proposed submodel 1 vs. competing model 1

A competing model conceptualizing absorptive capacity as a first-order model that is
composed of two factors, organizational adaptability versus the ability of
management staff to learn, is proposed in Figure 5.7. This model will be compared
with Submodel 1 in terms of model fit indices to investigate which measurement

model would lead to an optimal explanatory model.

Figure 5.7 Competing model 1
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Figure 5.8 depicts the structural paths of competing model 1 among organizational
adaptability, ability of management staff to learn, strategic/control management
know-how, tactical program management know-how and performance with their

indicators.
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Figure 5.8  Structural paths in competing model 1
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Table 5.16 describes the statistical results of the competing model 1 fit. From the
results, though all item loadings are statistically significant at 0.000 level, three
insignificant structural paths (ability of management staff to learn — strategic
management; ability of management staff to learn — tactical program; tactical
program — performance) were observed. In addition, the flow of influence is
contrary to expectations. Ability of management staff to learn does not have a direct
impact on strategic/control management know-how and tactical program
management know-how, while tactical program management does not have a
positive and direct impact on performance. Besides, two structural paths (ability of
management staff to learn — strategic management; ability of management staff to
learn — tactical program) were found to be negative, which contradicts the theory.
The fit indices are: 2= 244.917 is statistically significant at p=0.000, y2/df=1.701;
IF1=.892; NFI=.773 CFI=.889; RMSEA=.089. The fit indices indicate that the model
is marginally acceptable. As compared with the fit indices of proposed Submodel 1
(Table 5.15), the latter performs much better than this competing model, and further
supports the conjecture that absorptive capacity should be a second-order factor
measurement model. As a result, Hla is supported. Absorptive capacity is a second-
order construct composed of two first-order factors, management staff’s ability to
learn and organizational adaptability. Besides, the findings also support H1b, that is,
the greater the level of absorptive capacity, the greater the extent of retail
management know-how transfer, are supported. For H3, the effectiveness of retail
management know-how transfer will have positive impact on firm performance, is

partly supported.
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Table 5.16  Parameter estimations of competing model 1

. Std.
Structural paths/Item loadings Estimate S.E C. R. P
Organlzatlppal —  Strategic/control 460 126 3751 ok
adaptability management know-how
Organlzatlppal —  Tactical program know- 381 093 2820 .
adaptability how
Ability of —  Strategic/control know-
management how -.063 184 -.468 .640
staff to learn
Ability of —  Tactical program
management management  know- -.027 129 -.189 .850
staff to learn how
Strategic/control management — Performance 387 182 7353 s
know-how
Tactical program management — Performance 122 266 756 450
know-how
Organlzatlf)pal <> Ability of management staff 464 109 3210 s
adaptability to learn
Organizational adaptability
Establishment is flexible .636 .083 7.391 oAk
Establishment is creative 997
Ability of management staff to learn
Good at foreign language 792 225 5.790 ok
Working experience in retail company 761 199 5.495 Hokok
University/higher degree .649
Strategic/control management know-how
Business policies .872 118 7.047 oAk
Business systems .836 124 9.319 HAx
Corporate culture 493 117 8.820 HAE
Strategic planning 812 117 8.820
Business controls .701 133 4.654 oAk
Tactical program management know-how
Marketing .820 203 6.358 ok
Advertising 107 194 5.655 HAE
Promotion .837 .180 6.439 oAk
Pricing .661
Performance
Sales volume .862 .081 9.264 Ak
Market share .628 .094 8.769 Rk
Making profit .659
Customer satisfaction .860 .076 10.128 oAk
Store image .809 .079 11.945 Hkx
x2 df x2/df RMSEA IFI NFI CFI
244917 144 1.701 .089 .892 73 .889

*p<0.1; ** p<0.05; ** p<0.01.
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5.7.3  Submodel 2: Commitment and knowledge transfer

The second submodel (Figure 5.9) addresses relationship paths among constructs of
commitment, knowledge transfer and performance, among which commitment was
conceptualized as a multi-level construct (second-order) measured by two factors,
which are management involvement and communication. This structure is compared
with a competing model conceptualizing commitment as a unidimensional construct
determined by the two factors (first-order) in order to provide greater confidence in

accepting the proposed Submodel 2.

Figure 5.9 Submodel 2: Commitment and knowledge transfer
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Figure 5.10 depicts the structural paths of Submodel 2 among communication,
management involvement, strategic know-how, tactical program management know-

how and performance with their indicators.
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Figure 5.10  Structural paths in submodel 2
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The statistical results are described in Table 5.17. No offending estimates are
reported and all item loadings are statistically significant at 0.00. Structural path
effect are all statistically significant except the one from tactical program
management know-how to performance, nevertheless the flow of impact is as
expected. The respective fit indices are: ¥2=298.153 at 0.000; x2/df=1.638; IFI=.916;

NFI=.901; CFI=.914; RMSEA=.085. The fit indices indicate an acceptable result.

5.7.4  Proposed submodel 2 vs. competing model 2

Since commitment resulted in two factors from CFA, which are communication and
management involvement, this construct could also be a unidimensional construct
(first-order) determined by the two factors. Therefore it was decided to propose a
competing model (shown in Figure 5.11) conceptualizing commitment as a first-
order construct. This structure will be compared with Submodel 2 in terms of model
fit indices to investigate which conceptualization would lead to the development of a

better explanatory model.
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Table 5.17  Parameter estimations of submodel 2

Std.

Structural paths/Item loadings . S.E C.R P
Estimate
Commitment — Communication 736 .105 7.966 ok
Commitment — Management involvement 998
Commitment — Strategic/control 417 085 3.679 sk
management know-how
Commitment — Tactical program 305 070 2520 *k
management know-how
Strategic/control — Performance 404 913 2416 ok
management know-how
Tactical program — Performance 101 266 623 534
management know-how
Communication
Regular meeting .897 066 | 14.346 hoAk
Phone communication 932 061 | 16.021 oAk
Email communication 938
Management involvement
Regular training 901
Regular evaluation 922 075 | 13.592 | **x*
Marketing support 891 080 | 12.585 Ak
Administrative support .703 .097 8.050 ok
Strategic/control management know-how
Business policies .869 123 9.345 HAx
Business systems .827 117 8.780 HoAk
Corporate culture .500 132 4.730 Ak
Strategic planning 816
Business controls .705 117 7.122 ok
Tactical program management know-how
Marketing .822 202 6.381 Ak
Advertising 704 193 5.670 HAK
Promotion .836 179 6.449 oAk
Pricing .663
Performance
Sales volume .862 .081 9.372 Ak
Market share .628 .099 6.172 oAk
Making profit .659 .092 6.552 HoAk
Customer satisfaction .860 .076 9.334 ok
Store image .809 .083 8.587 HAE
72 df 12/df RMSEA | IFI | NFI | CFI
298.153 182 1.638 .085 916 901 914

*p<0.1; ¥* p <0.05; *** p <0.01.
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Figure 5.11 Competing model 2
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Figure 5.12 depicts the structural paths of competing model 2 among communication,

Performance

management involvement, strategic/control management know-how, tactical
program management know-how and performance with their indicators. Table 5.18
describes the statistical results of model fit. No offending estimates are reported in
the structural model and all item loadings are significant at 0.000 levels. The fit
indices are: y2= 253.958 at 0.000, x2/df=1.716; IFI=.906 NFI=.802 CFI=.904;
RMSEA=.090. The fit indices indicated that the model presents a poor fit when
compared with Submodel 2. Consequently, H2a: Commitment is a second-order
construct composed of two first-order factors, management involvement and
communication; H2b: Higher level of commitment will lead to greater extent of
retail management know-how transfer are supported; while H3: The effectiveness of
retail management know-how transfer will have a positive impact on firm

performance is partly supported. .

139



Figure 5.12  Structural paths in competing model 2
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Table 5.18 Parameter estimations of competing model 2

. Std.
Structural paths/Item loadings Estimate S.E C.R P
Commitment — Strategic/control _09] 111 | -s40 | 589
management know-how
Commitment — Tactical program _ 156 091 | -368 | 336
management know-how
Management —  Strategic/control 478 127 | 2740 oo
involvement management know-how
Management — Tactical program 424 106 | 2257 "
involvement management know-how
Strategic/control —  Performance 305 199 | 1855 s
management know-how
Tactical program — Performance 094 158 571 568
management know-how
Communication - Management 745 185 | 4581 -
involvement
Communication
Regular meeting .896 .066 14.326 oAk
Phone communication 932 .060 16.048 Rk
Email communication 938
Management involvement
Regular training 901 .072 13.574 HoAk
Regular evaluation 921
Marketing support .891 .075 13.216 | ***
Administrative support .703 .093 8.205 A
Strategic/control management know-how
Business policies .873 122 9.403 Ak
Business systems .823 116 8.737 ok
Corporate culture .501 132 4.746 Hokx
Strategic planning 817 116 7.155 oAk
Business controls 707
Tactical program management know-how
Marketing .823 204 6.362 otk
Advertising .700 194 5.628 HA*
Promotion .840 181 6.440 oAk
Pricing .660
Performance
Sales volume .891 .077 12.241 ok
Market share 761 .071 13.097 oA
Making profit .807
Customer satisfaction .889 072 12.176 | ***
Store image .848 .079 11.041 ok
x2 df x2/df RMSEA IFI NFI CFI
310.641 181 1.716 .090 906 .802 .904

*p<0.1; ¥* p <0.05; *** p<0.01.

141




The theoretical interpretation of the two higher-order factors is an overall trait for
overall absorptive capacity and commitment respectively. The second-order factors
in this model are merely explaining the co-variation among first-order factors in a
more parsimonious way (i.e. one that requires fewer degrees of freedom).
Therefore, even when the higher-order model is able to explain the factor
covariations, the goodness-of-fit of the higher-order model can not be viewed as
better than the corresponding first-order model. It has been suggested that the
efficacy of second-order models be assessed through examination of the target (T)
coefficient [T=y2 (baseline model)/y2 (alternative model)] (Marsh and Hocevar,
1985). This coefficient has an upper bound of 1.0 with higher values implying that
the relationship among first-order factors is sufficiently captured by the higher-
order factor” (Segars and Grover, 1998, p.153). The calculated target coefficient
between the baseline and hypothesized models is very high at 0.99, suggesting that
the addition of the second-order does not significantly increase 2. Therefore, since
the second-order model represents a more parsimonious representation of observed
covariances, it should be accepted over the baseline as a “truer” representation of

model structure.

Further empirical support for acceptance of the high-order factor structure is found
in the magnitude and significance of estimated parameters as well as the amount of
variance explained by the structural equations. All structural equation parameters
are of higher magnitude and exhibit significantly high t-values. These parameter

estimates are analogous to the reliabilities of observed indicators to posited
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constructs. Their high magnitude and consistency provide strong evidence of

convergence validity and unidimensionality for the second-order construct.

In order to provide stronger evidence in validating the research model, full model
method using summation/factor score in place of large number of indicators was
also tested. In the full model, factor score is used as a single index for each of the
latent variables so as to reduce the number of indicators. Appendix VIII depicts the
structural paths among absorptive capacity, commitment, strategic management
know-how, tactical program management know-how and performance with their
factor score indicators. Appendix IX describes the statistical results of the full
model test. Though statistical results show that all item loadings are statistically
significant at 0.01 level, two offending estimates are reported. One is regression
weight of strategic management know-how — performance (f=3.781 at p=.224),
the other is regression weight of tactical program know-how — performance (p=-
3.561 at p=.264). This contradiction problem may be explained by the problematic
way of using single index for each latent variable. Just as Kenny and McCoach
(2003) pointed, the problem with single index method “treats the error variances as
known parameters rather than values that are statistically estimated. A more
problematic alternative has been to treat this index as if its reliability were perfect.
The failure to adjust for unreliability is a serious deficiency and leads to biased

parameter estimates” (p.335).
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5.8 Test of Moderating Effects of Retail Format and Ownership
Type

One-way ANOVA (Appendix VIII to XII) was conducted in order to see if
ownership type and retail format could influence knowledge transfer activities.
Table 5.19 and 5.19 provide the detailed descriptive statistics for group comparison
on ownership and retail format respectively. Since only one to three items of all the
measures for transferred knowledge and for all other constructs are statistically
significant at the level of 0.05, we can conclude that retail management transfer is
not influenced by retail format and ownership. In this regard, both H4, HS5, and H6
are rejected. There are two possible explanations to this phenomenon. First, many
foreign wholly-owned retail stores and sino-foreign retail joint ventures only have
a short operation history and they all tend to place emphasis on the transfer of
operation-related instead of strategic planning related retail management
knowledge. Second, the three segments of the retail market, supermarket,
department store, and chain of specialty stores, are in fact dominated by a few
foreign players plus just 1-3 local state-owned retailers and some of them have
adopted similar business models (e.g. local supermarkets always imitated the
business model of leading international retailers like Wal-Mart). In addition, a
certain number of the participant stores were from the same groups. As such, it is
not surprised to observe that there were some commonalities in their knowledge

transfer behavior.

144



Table 5.19  Descriptive statistics for two-group comparison on ownership

Ownership (N=89)

Variables JV (n=48) WOE (n=32)
Means S.td'. Min. | Max| Means S.td'. Min. | Max.
deviation deviation
Organizational adaptability 3.54 933 |1.333 ] 5 3.25 1.203 1 5
The establishment is flexible 3.46 .898 2 5 3.34 1.125 1 5
The establishment is creative in its management 3.42 .895 1 5 3.25 1.136 1 5
The establishment commits to management staff training 3.73 1.005 1 5 3.16 1.347 1 5
Ability of management staff to learn 3.34 1.072 1 5 3.29 1.451 1 5
Majority of local managers are good at foreign language 3.21 1.110 1 5 3.06 1.544 1 5
Majority of local managers have working experience in retail 3.04 1.091 1 5 3.19 1.447 1 5
company. 3.77 1.016 1 5 3.63 1.362 1 5
Majority of local managers have a university degree or higher

Management involvement 3.55 1.053 1 5 3.03 1.677 1 5
Regular training for the store manager 3.46 967 1 5 2.84 1.725 1 5
Contributed enough marketing support 3.81 1.065 1 5 3.22 1.621 1 5
Contributed enough administrative support 3.50 1.072 1 5 2.91 1.692 1 5
Regularly assessed the store manager’s performance 3.42 1.108 1 5 3.16 1.668 1 5
Communication 3.27 1.228 1 5 2.88 1.706 1 5
Regular meeting 3.25 1.263 1 5 2.81 1.712 1 5
Phone communication 3.08 1.217 1 5 2.81 1.655 1 5
Communication via email 3.48 1.203 1 5 3.03 1.750 1 5
Strategic/Control know-how 3.72 1.129 1 5 3.89 1.103 |22 5
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Strategic planning 3.81 1.197 1 5 3.94 982 2 5
Business system 3.69 1.055 1 5 4.16 1.139 2 5
Business policy 3.58 1.145 1 5 3.59 1.292 2 5
Business control 3.75 1.082 1 5 4.06 982 2 5
Corporate culture 3.79 1.166 1 5 3.69 1.120 3 5
Tactical program know-how 3.59 1.044 75 5 3.89 .984 1 5
Promotion 3.54 1.010 2 5 3.88 .833 1 5
Advertising 3.42 1.088 1 5 3.69 998 1 5
Marketing 3.79 1.010 2 5 4.00 1.107 1 5
Pricing program 3.60 1.067 2 5 3.97 .999 1 5
Business performance 3.66 1.074 5 5 3.57 1.216 1 5
Store image 3.75 1.016 2 5 3.78 1.394 1 5
Customer satisfaction 3.72 1.023 1 5 3.78 1.302 1 5
Sales volume 3.59 1.073 1 5 3.78 1.302 1 5
Labor productivity 3.75 1.107 2 5 3.56 1.236 1 5
Services standards 3.50 1.047 2 5 3.33 1.118 1 5
Market share 3.81 1.148 2 5 3.33 1.118 1 5
Profit 3.50 1.107 1 5 3.44 1.041 1 5
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Table 5.20  Descriptive statistics for three-group comparison on retail format

Retail Format (N=89)

Variables
Supermarket (n=45 Department store (n=22) Specialty store (n=22
Means S.td'. Min.| Max. | Means S.td'. Min. | Max. | Means S.td'. Min.| Max.
deviation deviation deviation
Organizational adaptability 3.36 1.108 1 5 3.32 .936 1.7 4.7 | 3.74 1.062 1.7 5
The establishment is flexible 3.38 1.072 1 5 341 .796 2 5 3.68 995 2 5
The establishment is creative in its 3.18 1.072 1 5 3.18 7195 2 4 3.86 941 2 5
management 3.51 1.180 1 5 3.36 1.217 1 5 3.68 1.249 1 5
The establishment commits to
management staff training
Ability of management staff to learn 3.26 1.349 1 5 3.12 1.251 1 5 3.58 .901 1.7 5
Good at foreign language 3.00 1.279 1 5 3.05 1.362 1 5 3.23 922 1 5
Working experience in retail company. 3.64 1.282 1 5 345 1.184 1 5 4.00 816 2 5
Have a university degree or higher 3.13 1.486 1 5 2.86 1.207 1 5 3.50 .964 2 5
Management involvement 3.30 1.441 1 5 3.17 1.258 1 5 3.69 1.191 1 5
Regular training for the store manager 3.20 1.440 1 5 2.95 1.253 1 5 3.68 1.129 1 5
Contributed enough marketing support 3.56 1.407 1 5 341 1.333 1 5 3.95 1.174 1 5
Contributed enough administrative 3.18 1.466 1 5 3.00 1.234 1 5 3.73 1.202 1 5
support 3.27 1.452 1 5 3.32 1.211 1 5 341 1.260 1 5
Regularly assessed the store manager’s
performance
Communication 3.32 1.534 1 5 2.82 1.439 1 5 3.26 1.220 1 5
Regular meeting 3.22 1.521 1 5 2.82 1.500 1 5 3.23 1.232 1 5
Phone communication 3.22 1.550 1 5 2.68 1.323 1 5 3.14 1.207 1 5
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Communication via email 3.51 1.532 1 5 2.95 1.495 1 5 341 1.221 1 5
Strategic/Control management know-how 3.98 1.108 14 5 3.44 1.222 1 5 3.78 .929 2 5
Strategic planning 4.09 1.083 1 5 3.59 1.182 1 5 3.68 .995 2 5
Business system 4.04 1.186 1 5 3.45 1.101 1 5 3.91 .868 2 5
Business policy 3.80 1.272 1 5 3.23 1.232 1 5 3.59 .854 2 5
Business control 4.11 .859 2 5 341 1.333 1 5 3.82 1.006 2 5
Corporate culture 3.87 1.140 2 5 3.50 1.263 1 5 3.91 921 2 5
Tactical program know-how 3.85 1.062 1 5 3.57 .919 2 5 3.57 1.076 1.3 5
Promotion 3.78 974 1 5 3.64 953 2 5 3.59 .959 2 5
Advertising 3.64 1.151 1 5 3.45 912 2 5 3.36 1.093 1 5
Marketing 3.87 1.140 1 5 3.95 .999 2 5 3.77 1.110 1 5
Pricing program 4.11 982 1 5 3.23 .813 2 5 3.55 1.143 1 5
Business performance 3.59 1.091 1 5 3.47 .822 2.3 5 3.74 1.060 1 5
Store image 3.84 1.086 1 5 3.50 .802 2 5 3.86 1.037 1 5
Customer satisfaction 3.49 1.199 1 5 3.55 912 2 5 3.68 1.171 1 5
Sales volume 3.60 1.031 1 5 3.32 .894 2 5 3.59 1.221 1 5
Labor productivity 3.69 1.062 1 5 3.50 .673 3 5 3.73 935 1 5
Services standards 3.47 1.036 1 5 3.45 739 3 5 3.77 973 1 5
Market share 3.62 1.029 1 5 3.68 .945 2 5 3.82 1.053 1 5
Profit 3.42 1.196 1 5 3.32 .780 2 5 3.73 1.032 1 5
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5.9 Summary of Path Analyses and Hypotheses Test Results

This section discusses the proposed research hypotheses developed in Chapter 3.

All hypotheses are summarized in Table 5.21.

Table 5.21 A summary of the research hypotheses

Construct Research hypotheses of the conceptual model

Absorptive HI1: Absorptive capacity is positively related to the level of
capacity retail management know-how acquisition.

H2: Commitment is positively related to the level of retail

Commitment P
management know-how acquisition.

H3: The level of retail management know-how acquisition is

Perf e -
criormance positively related to business performance.

H4: Absorptive capacity has a greater impact on the level of
retail management know-how acquisition for JV than for
WOE retail establishments.

Ownership

H5: Commitment has a greater impact on the level of retail
management know-how acquisition for JV than for WOE
retail establishments.

H6: Retail format moderates the relationship between the level
Retail format of retail management know-how acquisition and business
performance.

Hypotheses 1a and 1b suggest that absorptive capacity should be a second-order

factor measurement model and retail establishments with a higher level of
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absorptive capacity will acquire more retail management know-how. Hypotheses
2a and 2b propose that commitment should be a second-order factor measurement
model and address the effect of commitment on retail management know-how.
Hypotheses 3 concerns the effect of effectiveness of retail management know-how
transfer on business performance. Hypotheses 4 and 5 are about the potential
moderating effects of ownership on the relationships between the impacting factors
and knowledge transferred. Hypotheses 6 addresses the effect of retail format on

the relationship between knowledge transferred and business performance.

The findings obtained and outlined in the previous section are recapped for further
discussion. The direct effects drawn from the structural equation models reflect the
causal relationships. Table 5.22 reports the results of hypothesis testing of the
relationships among absorptive capacity, commitment, retail management know-
how transfer, and business performance. All the eight path estimates had signs
predicted by their respective hypotheses, and six of the eight hypotheses were
supported. The findings from the previous section have provided support for
hypotheses 1a and 2a which postulate that absorptive capacity and commitment is
a second-order factor measurement model respectively. Absorptive capacity had
significant effects on strategic/control management know-how and tactical
program management know-how transfer respectively, revealing that retail
establishments characterized with higher levels of absorptive capacity will acquire
a higher level of retail management know-how transferred from their foreign

parent. Hypotheses 1b is thus supported. As compared between these two causal
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relationships, the impact of absorptive capacity on strategic management retail
know-how transfer is stronger (f=0.424, p<0.01) than its influence on tactical

program management know-how (=0.367, p<0.05).

Table 5.22  Summary findings of causal effects of research

Hypotheses Path Effect Status

Absorptive capacity — strategic management oyre. v

H1 know-how ]
Absorptive capacity — Tactical program know- 3674+ V
how ]

H2 Commitment — Strategic management know-how | .417*** V
Commitment — Tactical program know-how 305%* V
Strategic management know-how —Performance | .303* J

3 (.404%)
Tactical program know-how —Performance 104

(.101)

Absorptive capacity has a greater impact on the
H4 level of knowledge acquisition for JV than for
WOE retail establishments.

Commitment has a greater impact on the level of X
H5 knowledge acquisition for JV than for WOE
retail establishments.

Retail format moderates the relationship between X
H6 the level of knowledge acquisition business
performance

*p<0.1; ** p <0.05; *** p<0.01.

The impact of commitment on strategic/control management and tactical program
management know-how transfer were also found to be significantly positive, thus
hypothesis 2b is supported. The impact of commitment on strategic management
retail know-how transfer is stronger (B=0.417, p<0.01) than its influence on

tactical program management (=0.305, p<0.05).

Hypotheses 3 addresses the effect of the retail management know-how transfer on
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the firm’s performance. It suggested that the retail establishment with higher know-
how transfer from their foreign parent performs better. Looking at the results
obtained and shown in the previous section, the impact of strategic/control
management know-how transfer on business performance was found to be
significantly positive, with f=0.303 at p<0.1 in submodel 1 and =0.404 at p<0.1
in submodel 2. However, the influence of tactical program management know-how
transfer on business performance was found to be statistically insignificant both in
submodel 1 and submodel 2; however the direction of impact matches the
hypothesized relationship between the two constructs in both models. Thus
hypothesis 3 is partly supported. However, the findings find no statistically
significant differences in the factors crucial for successful transfer of retail
management know-how and the content of the transferred knowledge across three

major types of retail format and two ownership types H4 and H5 are thus rejected.
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CHAPTER 6 CONCLUSIONS

This chapter concludes the research findings, contributions and implications for
managerial practices, and discusses research limitations as well as directions for

future research.

6.1 Conclusions of the Research

In tandem with the open of the country’s domestic market and in particular the
retail sector after its admission to the World Trade Organization, China has been
able to attracted almost all major international retailers to invest in different
regions of the country either in the form of joint venture, wholly-owned
subsidiaries, or management contract. International retailers face the lack of
qualified management staff when operating in China, particularly when expanding
the scale of operations in the country. In order to acquire the managerial skills
necessary for competitiveness, local managers need to learn this valuable
knowledge from their foreign parent because in transition economies such as
Hungary and China, foreign parents normally bring in technology and management
know-how, and are a vital source of useful knowledge. The present study is thus
designed to employ knowledge transfer theory to investigate transfer of retail

management know-how from international retailers to their subsidiaries in China.

The study addresses the relationship between absorptive capacity, commitment,
retail management know-how transfer effectiveness and business performance of

international retailer’s subsidiary in China. Absorptive capacity of the international
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retailers’ subsidiary is conceptualized as a second-order construct, with
organizational adaptability and ability of management staff to learn as its first-
order factors. Commitment of the foreign parent is also conceptualized as a
second-order factor, with two first-order factors: management involvement and

communication.

These two structural models were tested with a data set consisting of 89 retail
establishments with foreign investment in China. The statistical results show that
absorptive capacity and commitment are strong predictors of the effectiveness of
retail management know-how transfer from a foreign parent to its subsidiaries in
China. The greater the absorptive capacity of the recipient subsidiary, the more
retail management know-how would be acquired. In addition, the greater the
commitment from the foreign parent, the more knowledge would be transferred. It
was found that subsidiaries which had effectively learned strategic management
know-how from foreign parent firms in fact performed better in terms of several
marketing performance measures, consistent with the findings in previous studies
that knowledge transfer is critical for the creation and renewal of competitive
advantage of the firm which enhances its performance (Kacker, 1988; Goldman
2001). In contrast, the influence of tactical program management know-how on
business performance was found statistically insignificant, though the flow of
impact was in the expected direction. Besides, the t-test results show no differences
in terms of the acquired retail management know-how, both strategic and tactical,

between international retail JVs and retail outlets that are wholly-owned by
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international retailers. The type of retail management know-how acquired is also

independent of the retail format of the retail establishment.

6.2 Contributions

The present study investigates in what ways source-related and recipient-related
factors can affect the transfer of management knowledge in the context of China’s
retail sector. The findings confirm the positive impact of the source-related factor —
commitment of the parent firm or the foreign partner, and the recipient-related
factor — absorptive capacity on the transfer of both strategic and tactical retail
management knowledge from the parent firm to its subsidiaries, or from the
foreign partner to its retail joint ventures, in China. Consistent with the findings
from previous studies (e.g. Dhanaraj et al., 2004), this study supports a positive
relationship between the transfer of retail management knowledge and business
performance. The most important contribution is that it is a pioneer study to treat
both absorptive capacity and commitment as second-order measurement models,
though much prior research on absorptive capacity focused only on the
management staft aspect of absorptive capacity (Szulanski, 1996; Lane et al., 2001;
Mowery et al., 2002; Zahra and George, 2002; Minbaeva et al., 2003). This
treatment gains sound theoretical justification and the results provide empirical
evidence to support that organizational factors are also the components of
absorptive capacity. Both employee and organization factors are integral parts of
the firm’s absorptive capacity. Moreover, this treatment enhances the predictive

power of absorptive capacity and commitment from the parent firm, or the foreign

155



partner, on the effectiveness of knowledge transfer.

The statistical test results support that, when the research objective is to assess the
effect of absorptive capacity and commitment at component level, a first-order
formative model, as what has been commonly adopted in previous studies on the
same topic, is appropriate. However, the researcher has to pay attention to the
multi-collinearity issue when testing and interpreting and effect of individual
absorptive capacity and commitment factors. Considering individual absorptive
capacity and commitment factors as distinctive constructs seems to be in conflict

with the conceptualization of these constructs.

In contrast, if the research objective is to assess the overall impact of absorptive
capacity and organizational commitment on knowledge transfer, a second-order
model will be more appropriate for it can capture better the domain of each of
these two constructs. In addition, treating absorptive capacity and commitment as
second-order constructs allows us to understand the inter-relationships of the
embedded first-order factors in a nomological network, producing a theoretically

convincing structure.

Moreover, this research represents a pioneering effort to explore knowledge
transfer from international retailers to their subsidiaries in China. It is expected that
the findings enable an understanding about which types of retail management
know-how are commonly transferred to the international retailers’ subsidiaries in

China by the foreign parent. The findings also identify the factors that would
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determine the effectiveness of knowledge acquisition from international retailers to
their subsidiaries. It is anticipated that the findings will fill the knowledge gap and

provide a platform for future research in this area.

6.3 Managerial Implications

From the results of this research, issues concerned with the ability to transfer
knowledge from international retailers to their subsidiaries are of significant
managerial relevance and importance. With a good understanding of the factors
influencing the process of knowledge transfer, international retailer’s leaders and
managers can allocate their resources to facilitate the transfer process more

effectively and thus enhance firm’s competitive advantage.

First, knowledge transfer requires an extensive commitment from the knowledge
transfer entity (i.e. international retailers in this study) to the knowledge transferee
(international retailers’ subsidiaries in China in this study). Since commitment is
composed of two first-order factors which are management involvement and
communication, international retailers can deploy firm resources to these two
channels to improve knowledge transfer effectiveness. Specifically, providing
regular training to management staff of the subsidiary, regularly assessing their
performance, together with contributing the required marketing and administrative
support to the subsidiary, all can help improve the effectiveness of knowledge
transfer. Establishing an interaction mechanism between the parent firm and its

subsidiaries to encourage communication between these two entities is also
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necessary to facilitate knowledge transfer.

Second, the results indicate that absorptive capacity of the subsidiary is a crucial

factor that will positively impact the transfer result. Since absorptive capacity is
composed of two first-order factors which are organizational adaptability and the
ability of management staff to learn. It is therefore suggested that international
retailers should encourage their subsidiaries to be more flexible and creative. They
also have to be careful with management staff selection and recruitment. It makes
no sense to add knowledge to management staff who are not qualified and lack
learning motivation. Rigorous screening procedures and language test should be
undertaken before accepting new management staff. Practices such as
administering tests, conducting background checks and instituting a probation

basis are highly recommended.

Third, more resources should be devoted to the training of subsidiaries Chinese
management staff. Several types of training programs can be arranged for these
personnel, such as orientation, on-the-job training and training abroad are
considered the most useful in transferring the parent’s knowledge, culture and
values to its China subsidiaries. In addition to retail planning and operation
knowledge, certain types of soft skills that are crucial for effective learning
behavior must be emphasized, including communication and creative thinking
skills. Absorptive capacity can be improved quicker if the management staff of the

local subsidiary, or the joint venture, can learn faster.
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The last implication of this study is its emphasis on the importance of strategic
management know-how on the retail firm’s performance. Based on the findings,
strategic management knowledge is more important to retail performance than
tactical and operational knowledge, this implies that strategic management know-
how is largely responsible for the success of Western companies (Wong et al.,
2002), and that foreign retailers in China need no longer be confined to a tactical/
operational mode. As such, international retailers seem destined to do in China
what they have been accustomed to doing in their familiar, more traditional
markets: employ the principles of strategic management to optimize their success

in China market.

6.4 Limitations

Sampling issues could be the major limitation of the present study. The first
sampling issue that may affect the quality of the collected data is that all
participant retailers were recruited via convenience sampling method. Although
this sampling method has been widely adopted in similar studies (Minbaeva et al.,
2003; Tsang et al., 2004) and the sampling criteria adopted here were clearly
specified, the participation in the survey was of the retail manager’s own interest.
There was no control of external validity.

The second sampling issue of concern here is that the sample size was relatively
small. As a rule of thumb, at least five cases should be used for every estimated
parameter in a structural equation model (Hair et al., 1995). Complex models thus

require larger sample size. The likelihood of rejecting the hypothesized model will
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increase if it is complex and tested on small sample. (Bearden et al., 1982) In the
present study there is consistent convergence across all measurement models,
limitations attributable to sample size seem not to be particularly threatening.
However, the estimates like path coefficients may not be stable, given that there
are at least 24 estimated parameters in the structural model and that no model
refinement through independent sample test was attempted. A replication of the
study with a larger size sample would provide greater empirical support for the
hypothetical relationships among absorptive capacity, commitment, retail

management know-how transfer and business performance.

Another limitation could be the potential response bias associated with the use of
single informant as the source of information pertaining to knowledge transfer
activities, organizational commitment and absorptive capacity, and the level of
success. While the use of single informant is typical of knowledge transfer survey
research (Pinsonneault and Kraemer, 1993), it is by no means an ideal method of
data collection (Hufnagel and Conca, 1994). Multiple informants and structured
methods of triangulation are perhaps the best method of obtaining the least biased
information regarding knowledge acquisition behavior. Potential biases associated
with self-reporting by store managers must be considered when interpreting the

results of the present study (Segars and Grover, 1998)

The disparities in economic development, customers’ knowledge and expectation
of retail service, and business norms make China hardly be considered a single, but

a highly fragmented, market. The retailers who responded to our survey in fact
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scattered around different regions in China; but dividing all participant retailers on
regional basis will end up with different sub-samples whose size would be too
small for the test of group differences. This limitation may affect the

generalizability of the conclusions.

Finally, regarding the property of second-order model, a second-order factor with
two first-order factors normally results in a model that is just identified whereas a
second-order factor with three, or four, first-order factors result in model which is
over-identified (Chen et al., 2005). An over-identified second-order model will
allow us to test the robustness and richness of the model by removing one first-
order factor for model fit test. Only over-identified models with good model fit are
considered to be a reasonable representation of the phenomena under investigation.
In the present study each of the two second-order models is just identified to
permit structural equation modeling analysis and there is a risk of yielding a

trivially perfect fit.

6.5 Implications for Future Research

In relation to the findings of the present research study, several avenues for future
research are suggested. A further exploration into the mechanisms used by
international retailers to enhance retail management know-how transfer will
provide a base for future research into this important area, particularly regarding
the impact of financial compensation systems on the transfer. I would also

encourage in-depth case studies on the mechanisms that MNCs employ to integrate
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knowledge residing in their geographically dispersed subsidiaries.

Additionally, this study attempted to assess the transfer of retail management
knowledge from the perspective of the recipient. Future study is encouraged to
employ a balanced perspective by incorporating the views from both the parent
firm, or from the foreign partner, to ensure an objective analysis and understanding

of the transfer process and the resultant impact on business performance.

Another suggestion for future research is to further increase our understanding of
how knowledge has been effectively or successfully transferred. Though several
studies have focused on the outcome of knowledge transfer, the emphasis is often
on factors determining transfer success, rather than on manifestations of successful
transfer. Future research would need to take a longitudinal approach to study how

knowledge transfer has, over time, resulted in desirable outcomes.

Ideally, knowledge transfer and its performance effect should be examined
longitudinally (Luo and Peng, 1999) for two reasons. Firstly, as a more complete
understanding of knowledge transfer processes in this field will necessitate the
examination of process over time. Secondly, both absorptive capacity and
commitment develop cumulatively and gradually in line with the growth of the

subsidiary or the joint venture.

The present research is a cross-sectional analysis and most sampled retail

establishments had an operation history from 2-5 years. The findings indicate that
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newly established retail outlets in China place priorities in penetrating and building
up its image and foothold in the local market, they tend to put more efforts on
operations and promotional activities instead of investing more in sophisticated
value-added functions/services. The development of their business has not yet
reached the level to stress the activities important to consumers’ total consumption
experience of the retail service like customer relationship management and those
crucial for risk management like credit management. As such, some functions that
are common to modern retail management in western countries were not included
in the knowledge transfer program at the time the survey was undertaken. The
domain of retail management knowledge for transfer purpose was thus under-
defined. Observing that retail development in China in the past two to three years
was so rapid, the researcher suggests future research in the retail context of China
on the same topic should cover the scope of retail management as comprehensive
as possible. In particular, a longitudinal study will enable us not only to have an in-
depth understanding of the transfer process but also to track the changes in the
scope and type of transferred knowledge and their potential interaction effects with

the process factors.

The role of location in knowledge transfer also deserves to be more fully explored,
for instance by means of comparative studies in different developing country
contexts. A comparison of China with the experience in other emerging economies
like India would appear particularly interesting; at least, the findings will help

validate our proposed models on the relationships among absorptive capacity,
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commitment, the types of knowledge that are successfully transferred and the

resultant impact on business performance.

In a nutshell, this research contributes to knowledge transfer theory in several ways.
First, it provides a new conceptualization of the domain of absorptive capacity and
commitment respectively and this will map out a new path for future research to
investigate the mechanism of knowledge transfer. By identifying two determinants
of knowledge transfer process which are absorptive capacity and commitment
respectively, this study provides consistent results with previous studies that have
dealt with the manufacturing sector, thus supporting the argument that it is possible
to adopt these factors in retail studies (Sternquist, 1997). Second, a conceptual
model on the transfer of retail management know-how is provided and tested
empirically through quantitative research methods. Despite its limitations, this
study significantly contributes to our knowledge of organizational learning in the
retail MNCs context. The topic remains an under-researched area. It is expected

that this study can stimulate more empirical research effort in this direction.
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Appendix I  Interview Protocol for Experience Survey

i In) 1 5 Place of interview:
1717 H B Date:

WU 14 Name:

W7 1A Sex:

1. Your position: (please V)
TEHIHRLE QK Store manager
QAN BEERZE HR manager
QIf %42  Financial manager
QHAh GHEHD)  Others

2. Your Educational Level: (please )

B ETEE Q/NFEE LR Primary or below
Q5 Secondary
QR K% University/Tertiary
QA4 Post-graduate
3. Your working period in the retail sector:
EAEF B QFRAERLR Less that 5 years
TAEFRR: Q6-10 4F 6-10 years
Q11-15 4 11-15 years
Q16-20 4F 16-20 years
020 # Lk Over 21 years
4. The retail format of this retail outlet:
T O Supermarket
L E U Specialty store
EV3c1S QO Department store
HALES GBEH) Q Other format

5. The foreign parent of the retail outlet is from (pleasev)

AJERISMNEBEA F] R H

%[E O The USA HZA QO Japan

b Q The UK % QO France

1 QO Germany FHs/ 675 Q HK/Taiwan
HAth () Others (please specify)
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For the following questions, please provide as much information as you can.

Be specific please!

6. What are the reasons for setting up the retail outlet?

7. What kinds of retail management know-how the parent would like to transfer
to the retail outlet?

8. How long does the knowledge transfer process take?

9. What are the underlying purposes for knowledge transfer?
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10. Who will be responsible for knowledge transfer?

11. What factors are critical to effective transfer?

12. What kinds of difficulties you have encountered?

13. What kind/level of support from the parent firm? Is this kind of important?

14. What strategic decision making authority do you have?
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Appendix 11

Word-Frequency List

Labels | Items

M1 Retailing philosophy

M2 Business policies

M3 Business systems

M4 Management mechanisms
M5 Corporate cultures

M6 Strategic planning

M7 Business controls

M8 Marketing planning

M9 Advertising planning
M10 | Promotion planning

MIl11 Pricing strategy

M12 | HR planning

M13 | CRM

M14 | Credit management

M15 | Information Technology
M16 | Supply chain relationship management
M17 | Site selection

M18 Store development

M19 | Cash flow management
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Appendix 11l Questionnaire for Pilot Study

Q THE HONGKONG YT IR
Qr b POLYTECHNIC UNIVERSITY Strictly Confidential
v T Ys B TR ER

AP EEBIEFEEENRNAE

A Survey of Retail management know-how Transfer to China

N T IR A At Z AR KT o [ A i 2 M 5 DA K SE A AR R AL BT
TR, BB LR E LR RISy “ Ao 5 MRt o [J A
RN A . R AR AR H B, B R Al
IS S ARG AR IR o T AR S8 P LB B0 5 R 4 A L BT IR B 2 =] 10 1 i
TS HER R0 B ) 5 R ) R R SR O L T AL 2 5

The Department of Management and Marketing of The Hong Kong Polytechnic
University currently conducts a research on The Impact of Foreign Retailer’s
Retail Know-how Transfer to China, which aims to investigate knowledge
acquisition behavior of foreign-invested retailers in China. The research will be
strictly used for academic purpose only and all information will be kept
confidential. Neither you nor your company will be identified in the final report.
Please answer the questions truly and accurately based on your understanding of
your establishment and its parent(s). Your participation in this research will be
highly appreciated.

WA 5N, 1h 53 AR (Should you have any queries, please contact me at):

FHH TR EELEHY R
X~ (A7)

Tel:  (00852)2766 7055

Fax: (00852)2765 0611
Email: 0290
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FEHEDEE  BUMER — RS ON B S PN A&
very little a little to an average extent much a great not applicable
1 2 3 4 5 NA
By HMRER
PartA: Retail Management Knowledge Transfer

1A 2 KRR LR B AE B B AR A 40 B BE A 7] 22 2 IR R 51 & 85 4 1
HIR? T B AR E W

To what extent do you agree that this establishment has learned from your foreign
parent the following retail management know-how since it established? Please
circle the appropriate number in each case.

M1 REZEHE (Retailing philosophy) 1 2 3 4 5 NA
M2 FEEWVLEHHR (Business policies) 1 2 3 4 5 NA
M3  EEMIKSLER R Business systems) 1 2 3 4 5 NA
M4 BESEMYLH] Management mechanisms) 1 2 3 4 5 NA
MS  EEMI M (Corporate culture) 1 2 3 4 5 NA
M6  EEMEEEF (Strategic planning) 2 3 4 NA
M7 FEZER (Business controls) 2 3 4 NA
M8  EAEEH TR (Marketing planning) 2 3 4 NA
M9  EFETEEM (Advertising planning) 2 3 4 NA
M10 TERHEH  (Promotion planning) 2 3 4 NA
M1l FEMNKEH (Pricing strategy) 2 3 4 NA
MI12 AN S#RPEEFE (HR planning) 2 3 4 NA
MI3  ZPORREH (CRM) 2 3 4 NA
Ml14 (EHEH (Credit management) 1 2 3 4 5 NA
MI15 {EEFEAR (IT management) 1 2 3 4 5 NA
Mi6  f B # ¢ R & H (Supply chain 1 2 3 4 5 NA
relationship management)
M17 i%EhE(Site selection) 1 2 3 4 5 NA
MI18 JE4H & JE (store development) 1 2 3 4 5 NA
M19 47 ¥ (Cash flow management) 1 2 3 4 5 NA
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FEHEANEE BUMER — AR BORRERE  ARE KRR ANEH
very little a little to an average extent much a great not applicable
1 2 3 4 5 NA

B RMEEMREBNER

PartB: Factors Affecting the Retail know-how Transfer

T8AE 2 KFERE bR AUk 1 Bl ARR S I B L
To what extent do you agree with the following? Please circle the appropriate
number in each case.

Bl  HZKEMAE S (Organizational adaptability)

ACl ARIEMaEEH B A R gt 1 2 3 4 5 NA
The establishment is flexible

AC2 ARIEM&EEHE A A AIENE 1 2 3 4 5 NA
The establishment 1is creative in
management

AC3  AJEVFH G THRIS K RE 12 3 4 5 NA
The establishment commits to
management staff training  and
development

B2 HHEARK¥IBEES (Ability of management staff to learn)

AC4 K E R/ R B BRI AMERE 1 2 3 4 5 NA
The majority of local managers are good
at foreign language

ACS REHARERIAAFE M TELK 12 3 4 5 NA
The majority of local managers has
working  experience in retail
company

AC6 RZHAHAIINA KL, L4 12 3 4 5 NA

The majority of local managers has a
university (or even higher degree )

ACT  AJE 5y T AR MR & 1 2 3 4 5 NA
The management staffs of this
establishment are highly motivated
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FEHNEE  BUMER — B BORRERE  ARE KRR AdEH
very little a little to an average extent much a great not applicable
1 2 3 4 5 NA

B3 AMEBABNAERFEAN (Management involvement)

MIT  BE w2 B0 A 2 BEBET 2 TR 55 12 3 4 5 NA
The foreign parent has regularly provided
regular training for the store manager

MI2  BEOY T2 BN A R 2 AT WL S Al 12 3 4 5 NA
The foreign parent has regularly assessed
the store manager’s performance

MI3  BEREIYASE R 1AW B SR 12 3 4 5 NA
The foreign parent has contributed enough
marketing support

M4 BEREDYASERBE 1AW AT ECCR 12 3 4 5 NA
The foreign parent has contributed enough
administrative support

MIS  BEAEDA SRR E M KA BN 57 12 3 4 5 NA
The foreign parent has assigned
adequate no. of  expatriate
manager(s) to the establishment

B ANE R AT S5 AEREEA)NE (Communication)

SN

Cl  BPRW 5AE 1A E W4 BB R A 12 3 4 5 NA
There has been frequent regular meeting
between the foreign parent and the
establishment

C2  BRA W] 5AE Z 8] H i VA AR A 12 3 4 5 NA
There has been frequent phone
communication between the foreign
parent and the establishment

C3 BT GAE Z [0 H R VA AR A0 % 12 3 4 5 NA
There has been frequent communication
via email between the foreign parent
and the establishment

C4  BpEovw] 5AJE 2 BN F AL S04 @R A 12 3 4 5 NA
There has been frequent communication
via fax between the foreign parent
and the establishment
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AR BUNMEE — AR ON B S PN AdEH
very little a little to an average extent much a great not applicable
1 2 3 4 5 NA

=y SHH

Part C: Business Performance

WAEZ KRS BIRE T H U i B AR IR = L Eer
To what extent do you agree with the following? Please circle the appropriate
number in each case.

ARG H AL AR :

Since establishment, the store:

Pl 4B %0E 3N 1 2 3 4 5 NA
Sales volume has been increasing

P2 iR N 1 2 3 4 5 NA
Market share has been satisfactory

P3  ZRKFIEAEIA B T H bR 1 2 3 4 5 NA
The establishment is making profit

P4 B350 AR T R = B AE S N 12 3 4 5 NA
Customer satisfaction has been

improving

P5  JRESARAEFEA W I = 12 3 4 5 NA
Services standards has been improving

P6  fEVH P O HYP I RAER S 12 3 4 5 NA
Store image has been improving

PTG 57 S A P R A SR 1 2 3 4 5 NA

Labor productivity has been improving

P8 AL AN BIREIIRE A TR 1 2 3 4 5 NA
The human resource training skills has
been improving

PO ARJEHVEPERITA TR = 1 2 3 4 5 NA
The management skills has been
improving
P10 A5 B SRR IR T N = 1 2 3 4 5 NA

The general performance of this
establishment has been satisfactory
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B AFRHER
Part D: Company Background

Dl

D2

D3

D4

D5

D6

D7

AIERALT 19 5.

This establishment was set up in 19 o

A5 IR AR B A2 izt (AR

The initial investment of this establishment is RMB

ARG BN A R (FIE —TI):
The retail format of this establishment is (please V):

a. BT a Supermarket

b. T3)E Q Specialty store

c. H BRI a Department store
d. HALES (BE) a Other format

H AT A JE 4 (AR 52 LA (1 1 —T00):

Currently the total number of full-time management staffs working in this
establishment is (pleaseV):

a. 125 0O b. 26-50 O cs51-750
d. 76-100 O e.100LLF O  (above)

AR (T i — ).

The establishment is (please V) :

a. JBE Al 0 woD b. HE4k QIV
c. HAth (EEEH) O Others (please specify)
IARR G A, AJER B F]

IfJV, the local parent is (please \):

a. M O Retailer b. IEFEM Q

ANk (R A0 FE Bk 23w AR R 2 — SRS RO T Fo

This first establishment set up by your foreign parent in China was in
19 .

197



D8

D9

DI0

AR5 41 BEA 7R B (1 — 1)
The foreign parent is from (pleasev)

a. % O  TheUSA
b. HA a Japan

c. % Q The UK

d. ¥ a France

e. f& a Germany
f. &/ 0O  HK/Taiwan
g 78 a Thailand

h. HR PG a Malaysia

i. HoAh (157 ) Others (please specify)

R T M BE A ) AT B R S P 43 R EH S — T

The number of retail outlets set up by the foreign parent throughout China
is (pleaseV):

a.1-5 Q4 b. 6-10 a c. 11-154

d.16-20 4 e.20 UL |k a

A5 2004 4 HEENAT (AR TTHED (5% —T):

The Average Monthly Sales Revenue in 2003 of this establishment is (RMB)
(I —T):

a. Below2.5m a b. 2.5-5.0m

¢. 5,000,001-7.5m a d. Over 7.5m a
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FERI
Part E:

El

E2

E3

E4

E5

NS
Personal Data
IERETHER -
Sex:
IE AR
Age:
B ERE:

Educational Level:

BETER
TARERR:
Working period

in the retail sector:

T HRAL :

Position:

Q5
Q4%

Q25 % LR
026-35 %
Q36-45 %
046-55 %
Q55 5Ll E

Q/hZEEEAR
Qb

QR K%
QA

QHRFEMT
Q6-10 4

Q11-15 4
Q16-20 4
Q20 £ LA E

Q&
Q443
QAR A
QAR GEED

Male

Female

Less than 25 years
26-35 years

36-45 years

46-55 years

Over 56 years

Primary or below
Secondary
University/Tertiary

Post-graduate

Less that 5 years
6-10 years

11-15 years
16-20 years
Over 21 years

Store manager
Financial manager
HR manager)
Others

: . D 2
End of Questionnaire. Thank you for your participation! A%

258, BRI &1

199



Appendix IV Questionnaire

Q THE HONGKONG
POLYTECHNIC UNIVERSITY Y% 7% Strictly Confidential

Q'& ST

AP EEBIEFEEENRNAE

A Survey of Retail management know-how Transfer to China

N T I Bt R RN r ] P M S i AR RE G ) AR AR A
TR, P EZFEM] ) Mk IR S A B RS R A R
JEETT Ao B 2 B R Hh [ A 1 2 5 b B S (6 AR A . e A 2
FAREE, A KA N 5 S AR M DR o T AR kT i (R I
TAEEHE S B B w8 T R SE AR [0 R S R . 325
mIAN L, BT RBRERRELR, FAAMMUAEE. JFF RS I
WLGIFMINE-SCP

Linkshop and the Department of Management and Marketing of The Hong Kong
Polytechnic University currently conducts a research on The Impact of Foreign
Retailer’s Retail Know-how Transfer to China, which aims to investigate
knowledge acquisition behavior of foreign-invested retailers in China. The
research will be strictly used for academic purpose only and all information will be
kept confidential. Neither you nor your company will be identified in the final
report. Please answer the questions truly and accurately based on your
understanding of your establishment and its parent(s). For those who will have
participated the survey, a final report and a small gift will be provided. Your
participation in this research will be highly appreciated.

1675 M www.linkshop.com.cn T T RPEHNEHER
T ERAR(SEAE) XA AR A
Hi%: 0571—8701 Tel:(00852)2766 7055
fEH: 0571—87015503—813 Fax:(00852)2765 0611
Email: wangyl@ Emai:0290
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EHAIEE BUMERE — MRS BORRERE  ARE KR A& H
very little a little to an average extent much a great not applicable
1 2 3 4 5 NA

F—a:  MiRER

Part A: Retail management Know-how Transfer

AR 2 KL B R RAR S B L OR R A0 FE BE2 7] 28 S W) F 51 B 2
FNIR? 15 Bl AR S M = L A7

To what extent do you agree that this establishment has learned from your foreign
parent the following retail management know-how since it established? Please
circle the appropriate number in each case.

M1 EENLE S (Retailing philosophy) 1 2 3 4 5 NA
M2 TN EBUR (Business policies) 12 3 4 5 NA
M3 FEMIMEERZR (Businesssystems) 1 2 3 4 5 NA
M4 FEZIFHLH] (Management mechanisms) 1 2 3 4 5 NA
M5 FEAMN AL (Corporate culture) 1 2 3 4 5 NA
M6  FAEKIKEH (Strategic planning) 1 2 3 4 5 NA
M7  FEZLE | (Business controls) 1 2 3 4 5 NA
M8 FTEE TR (Marketing planning) 12 3 4 5 NA
M9 FETEEH (Advertising planning) I 2 3 4 5 NA
M10 FTEEHEH (Promotion planning) 1 2 3 4 5 NA
M1l FEEME L (Pricing strategy) 1 2 3 4 5 NA
M12 A /%55 # (Human resources planning) 1 2 3 4 5 NA
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EHPEE  BUMEE — AR BOGRE AW RIEE ANidi H
very little a little to an average extent much a great not applicable
1 2 3 4 5 NA
By FHEERREBHER

PartB :

A2 KRR B AR 52 1 Bl AR I = WL H 7

Factors Affecting the Retail know-how Transfer

To what extent do you agree with the following? Please circle the appropriate
number in each case.

Bl H K 5E M RE /7 (Organizational adaptability)
ACl  KRIEmzE g BA Ristk 1 2 3 4 5 NA
The establishment is flexible
AC2  KIEM&EEHBA0E M 1 2 3 4 5 NA
The establishment is creative in
management
AC3  AJEVERE R LIS KR 1 2 3 4 5 NA
The establishment commits to
management staff training  and
development
B2 B ANRKZSIRES  (Ability of management staff to learn)
AC4  RiEmBEM R AAREKIMERE 1 2 3 4 5 NA
The majority of local managers are good
at foreign language
ACS  REHAEZIAATE M TIELR 1 2 3 4 5 NA
The majority of local managers has
working  experience in  retail
company
AC6  KRZHAMZIMA KL 22 1 2 3 4 5 NA
The majority of local managers has a
university (or even higher degree )
ACT  AJE G T TAER M e v 1 2 3 4 5 NA

The management staffs of this
establishment are highly motivated
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FEHEDNEE BUMEE — R LN

very little a little to an average extent much

2 3 4

PN

a great
5

AEH
not applicable

NA

B3

AE A BT AJE RN (Management involvement)

MI1

MI2

MI3

MI4

BEOS 7] T8 WIS 22 BB AT £ T T B
The foreign parent has regularly provided
regular training for the store manager

BEA 5 58 IR A 22 BEHEAT WV S Ak
The foreign parent has regularly assessed the
store manager’s performance

BEA RN TESR M 1 208 18 4 SR
The foreign parent has contributed enough
marketing support

BER RN IESR M 1 A 08 AT R
The foreign parent has contributed enough
administrative support

1

2

3

NA

NA

NA

NA

B4

AMNEBFA B 545 e A )5 (Communication)

Cl

C2

C3

RO E) 5 AR S 2 18] 52 1o WA B AR A

There has been frequent regular meeting
between the foreign parent and the
establishment.

BEA B 545 2 6] o 35V S AR A %

There  has  been  frequent  phone
communication between the foreign
parent and the establishment

B T 5 A 2 1) FEL S V) AR A

There has been frequent communication via
email between the foreign parent and
the establishment

1

2

NA

NA

NA
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EHAPER  BUNMEE AR
very little a little to an average extent
1 2 3

WK AR KRR A&
much a great not applicable
4 5 NA

E=are SUHY

Part C: Business Performance

A2 KFERE bR T 00k 1 B AR S B L
To what extent do you agree with the following? Please circle the appropriate
number in each case.

AN H AL K

Since establishment, the store:

P1

P2

P3

P4

P5

P6

P7

HEBER N
Sales volume has been increasing

[[ERZ =R EE e NS

Market share has been satisfactory

FANKT IEETE B TUY] H b3

The establishment is making profit

YH B 6 A P R BE AR A
Customer satisfaction has been
improving

R S5 AR HELEAN W vy

Services standards has been improving

AL H TR RAER R

Store image has been improving

H L LORAS NG (1157 30 A 7= R AE S =

Labor productivity has been improving

204




B AFRHER
Part D: Company Background

Dl

D2

D3

D4

D5

D6

D7

AIERALT 19 5.

This establishment was set up in 19 o

A5 IR AR B A2 izt (AR

The initial investment of this establishment is RMB

ARG BN A R (FIE —TI):
The retail format of this establishment is (please V):

a. BT a Supermarket

b. T3)E Q Specialty store

c. H BRI a Department store
d. HALES (BE) a Other format

H AT A JE 4 (AR 52 LA (1 1 —T00):

Currently the total number of full-time management staffs working in this
establishment is (pleaseV):

a. 125 0O b. 26-50 O cs51-750
d. 76-100 O e.100LLF O  (above)

AR (T i — ).

The establishment is (please V) :

a. JBE Al 0 woD b. HE4k QIV
c. HAth (EEEH) O Others (please specify)
IARR G A, AJER B F]

IfJV, the local parent is (please \):

a. M O Retailer b. IEFEM Q

ANk (R A0 FE Bk 23w AR R 2 — SRS RO T Fo

This first establishment set up by your foreign parent in China was in
19 .
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D8

D9

DI0

AR5 41 BEA 7R B (1 — 1)
The foreign parent is from (pleasev)

a. % O  TheUSA
b. HA a Japan

c. % Q The UK

d. ¥ a France

e. f& a Germany
f. &/ 0O  HK/Taiwan
g 78 a Thailand

h. HR PG a Malaysia

i. HoAh (157 ) Others (please specify)

R T M BE A ) AT B R S P 43 R EH S — T

The number of retail outlets set up by the foreign parent throughout China
is (pleaseV):

a.1-5 Q4 b. 6-10 a c. 11-154

d.16-20 4 e.20 UL |k a

A5 2004 4 HEENAT (AR TTHED (5% —T):

The Average Monthly Sales Revenue in 2003 of this establishment is (RMB)
(I —T):

a. Below2.5m a b. 2.5-5.0m

¢. 5,000,001-7.5m a d. Over 7.5m a
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FERI
Part E:

El

E2

E3

E4

E5

NS
Personal Data
IERETHER -
Sex:
IE AR
Age:
B ERE:

Educational Level:

BETER
TARERR:
Working period

in the retail sector:

T HRAL :

Position:

Q5
Q4%

Q25 % LR
026-35 %
Q36-45 %
046-55 %
Q55 5Ll E

Q/hZEEEAR
Qb

QR K%
QA

QHRFEMT
Q6-10 4

Q11-15 4
Q16-20 4
Q20 £ LA E

Q&
Q443
QAR A
QAR GEED

Male

Female

Less than 25 years
26-35 years

36-45 years

46-55 years

Over 56 years

Primary or below
Secondary
University/Tertiary

Post-graduate

Less that 5 years
6-10 years

11-15 years
16-20 years
Over 21 years

Store manager
Financial manager
HR manager)
Others

: . D 2
End of Questionnaire. Thank you for your participation! A%

258, BRI &1
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AppendixVV  Correlation Matrix of Questionnaire Items

Retail management know-how

Ml M2 M3 M4 M5 M6 M7 M8 M9 M10 Ml11 M12
M1 1.000
M2 0.567 1.000
M3 0.563 0.755 1.000
M4 0.476 0.517 0.577 1.000
M5 0.295 0.432 0.378 0.351 1.000
M6 0.558 0.710 0.646 0.418 0.427 1.000
M7 0.398 0.557 0.556 0.413 0.377 0.668 1.000
M8 0.519 0.549 0.492 0.505 0.246 0.488 0.527 1.000
M9 0.428 0.334 0.250 0.454 0.273 0.243 0.382 0.555 1.000
M10 0.516 0.455 0.367 0.495 0.267 0.360 0.441 0.690 0.630 1.000
Ml1 0.571 0.498 0.430 0.427 0.215 0.474 0411 0.498 0.489 0.558 1.000
M12 0.445 0.449 0.410 0.561 0.428 0.522 0.459 0.482 0.562 0.419 0.407 1.000
* All significant at 0.00 levels
Legends: M1= Retailing philosophy M7= Business controls
M2=Business policies M8=  Marketing planning
M3= Business systems M9=  Advertising planning
M4= Management mechanisms M10= Promotion planning
M5= Corporate culture Ml11l= Pricing program
M6=Strategic planning M12= Human resources planning




Absorptive capacity (AC)

ACl | AC2 | AC3 | AC4 | ACS | AC6 | ACT

ACI

1.000

AC2

0.644 | 1.000

AC3

0.296 | 0.581 | 1.000

AC4

0.136 | 0.386 | 0.526 | 1.000

ACS

0.201 | 0.332 { 0.390 | 0.599 | 1.000

AC6

0.157 | 0.297 | 0.493 | 0.509 | 0.506 | 1.000

AC7

0.394 | 0.482 | 0.546 | 0.406 | 0.446 | 0.544 | 1.000

* All significant at 0.00 levels

Legends:
ACl=
AC2=
AC3=
AC4=
ACS=
AC6=
ACT=

This establishment is flexible

This establishment is creative in its management

This establishment commits to management staff training and development
The majority of local managers are good at foreign language.

The majority of local managers has working experience in retail company.
The majority of local managers has a university (or even higher) degree.

The management staffs are highly motivated



Commitment (CMMT)

CMMT1| CMMT2 | CMMT3 | CMMT4 CMMTS5 CMMT6 | CMMT7
CMMT1 | 1.000 .826 .804 .667 .637 .589 .550
CMMT2 | 826 1.000 831 .628 .696 .625 .607
CMMT3 | 804 831 1.000 583 .670 595 565
CMMT4 | 667 .628 .583 1.000 621 563 557
CMMT5 | .637 .696 .670 .621 1.000 821 .839
CMMT6 | .589 .625 .595 .563 821 1.000 .885
CMMT7 | .550 .607 .565 557 .839 .885 1.000

* All significant at 0.00 levels

Legends:

CMMTI= The foreign parent provides regular training for store manager
CMMT2= The foreign parent evaluates store manager’s performance regularly
CMMT3= The foreign parent contributes marketing support to this establishment
CMMT4= The foreign parent contributes administrative support

CMMT5= Regular meeting

CMMT6= Phone communication

CMMT7= communication via e-mail

210



Performance

P1 P2 P3 P4 P5 P6 P7
P1 | 1.000
P2 | 0.588 | 1.000
P3 10.613|0.779 | 1.000
P4 | 0.723 | 0.507 | 0.558 | 1.000
P5 |0.534|0.475|0.486 | 0.653 | 1.000
P6 |0.674|0.519 | 0.505 | 0.733 | 0.770 | 1.000
P7 |0.673 |1 0.599 | 0.487 | 0.640 | 0.629 | 0.679 | 1.000

*All significant at 0.00 levels

Legends:

Pl
P2
P3
P4
P5
P6
P7

= Sales volume

= Market share

= Profit

= Customer satisfaction

= Services standards

= Store image

= Labor productivity
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Appendix VI  ANOVA by Survey Methods

. Std. Std. .
Measured Variables Group N Mean Deviation Error F Sig.

Face-to-face 19 3.86 .834 178 264 .610
Retailing philosophy Web-based 70 4.00 926 197
Total 89 3.93 .873 132

Face-to-face 19 3.23 1.232 263 1.295 262
Business policy Web-based 70 3.59 .854 .182
Total 89 3.41 1.064 .160

Face-to-face 19 3.45 1.101 235 2.313 136
Business system Web-based 70 3.91 .868 .185
Total 89 3.68 1.006 152

Face-to-face 19 3.45 1.011 215 2413 128
Management mechanisms Web-based 70 3.86 710 151
Total 89 3.66 .888 134

Face-to-face 19 3.50 1.263 269 1.507 226
Corporate culture Web-based 70 3.91 921 .196
Total 89 3.70 1.112 .168

Face-to-face 19 3.59 1.182 252 .076 784
Strategic planning Web-based 70 3.68 .995 212
Total 89 3.64 1.080 .163

Face-to-face 19 3.41 1.333 284 1.320 257
Business control Web-based 70 3.82 1.006 215
Total 89 3.61 1.185 179

Face-to-face 19 3.95 .999 213 326 571
Marketing planning Web-based 70 3.77 1.110 237
Total 89 3.86 1.047 158

. . Face-to-face 19 3.45 912 194 .090 766
Advertising planning Web-based 70| 336 1.093 233




Total 89 3.41 996 150
Face-to-face 19 3.64 953 203 .025 .875
Promotion planning Web-based 70 3.59 959 204
Total 89 3.61 945 143
Face-to-face 19 3.23 813 173 1.132 293
Pricing strategy Web-based 70 3.55 1.143 244
Total 89 3.39 993 150
Face-to-face 19 3.23 1.110 237 .669 418
. Web-based 70 3.50 1.102 235
HR planning Total 89| 336 1.102 166
Total 89 2.73 973 147
Face-to-face 19 3.41 .796 .170 1.008 321
This establishment is flexible Web-based 70 3.68 995 212
Total 89 3.55 901 136
Face-to-face 19 3.18 795 .169 6.740 .013
This establishment is creative in its management Web-based 70 3.86 941 201
Total 89 3.52 927 .140
_ ) ) Face-to-face 19 3.36 1.217 259 732 397
t{g;zgzﬁ?gggﬁpﬁgm“ to management staff [y 7o ccq 70| 3.68 1.249 266
Total 89 3.52 1.229 185
Face-to-face 19 2.86 1.207 257 3.735 .060
Senior managers are good at foreign language Web-based 70 3.50 .964 205
Total 89 3.18 1.126 .170
o ) Face-to-face 19 3.05 1.362 290 269 .607
The maj oqty of local managers has working Wob-based 70 323 920 197
experience in retail company Total 29 314 1153 174
) | Face-to-face 19 3.45 1.184 252 3.163 .083
The major.ity of local managers has a university Wob-based 70 2.00 316 174
(or even higher) degree. Total 89| 3.3 1.042 157
. . Face-to-face 19 3.36 1.002 214 5.654 .022
The management staffs are highly motivated Web-based 70 400 756 1ol
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Total 89 3.68 .934 141
The forei . " ot training f Face-to-face 19 2.95 1.253 267 4.091 .050
Stoie ;r;gge rparen provides regular training for |57 2=y 70 363 1129 241
Total 89 3.32 1.235 .186
_ , | Face-to-face 19 3.41 1.333 284 2.074 157
The foreign parent evaluates store manager’s Wob-based 70 395 1174 950
performance regularly
Total 89 3.68 1.272 192
) _ i Face-to-face 19 3.00 1.234 263 3.918 .054
The .fore1 gn .parent contributes marketing support Wob-based 70 373 1202 956
to this establishment
Total 89 3.36 1.259 .190
) . Face-to-face 19 3.32 1.211 258 .060 .808
The ' forelgn parent has contributed enough Wob-based 70 341 1.260 269
administrative support
Total 89 3.36 1.222 .184
Face-to-face 19 2.82 1.500 320 977 329
Frequent regular meeting Web-based 70 3.23 1.232 .263
Total 89 3.02 1.372 207
Face-to-face 19 2.68 1.323 282 1.417 241
Frequent phone communication Web-based 70 3.14 1.207 257
Total 89 291 1.273 192
Face-to-face 19 2.95 1.495 319 1.220 276
Frequent email communication Web-based 70 3.41 1.221 .260
Total 89 3.18 1.369 206
Face-to-face 19 3.50 .802 171 1.693 .200
Increased sales volume Web-based 70 3.86 1.037 221
Total 89 3.68 .934 141
Face-to-face 19 3.55 912 .194 .186 .669
Market share satisfactory Web-based 70 3.68 1.171 250
Total 89 3.61 1.039 157
Face-to-face 19 3.32 .894 191 715 403
Making profit Web-based 70 3.59 1.221 .260
Total 89 3.45 1.066 161
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Face-to-face 19 3.50 .673 143 .856 .360
Better customer satisfaction Web-based 70 3.73 935 .199

Total 89 3.61 813 123

Face-to-face 19 3.45 .739 157 1.493 228
Better services standards Web-based 70 3.77 973 207

Total 89 3.61 .868 131

Face-to-face 19 3.68 945 202 204 .654
Better store image Web-based 70 3.82 1.053 224

Total 89 3.75 991 .149

Face-to-face 19 3.32 780 .166 2.201 .145
Improved labor productivity Web-based 70 3.73 1.032 220

Total 89 3.52 927 .140
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Appendix VII Harman’s One-Factor Test

Total Variance Explained

Initial Eigenvalues

Extraction Sums of Squared Loadings

Rotation Sums of Squared Loadings

Component Total % of Variance | Cumulative % Total % of Variance | Cumulative % Total % of Variance | Cumulative %
1 9.373 36.052 36.052 9.373 36.052 36.052 5.978 22.992 22.992
2 3.868 14.877 50.929 3.868 14.877 50.929 3.759 14.457 37.449
3 2.151 8.273 59.202 2.151 8.273 59.202 3.054 11.746 49.195
4 1.448 5.571 64.773 1.448 5.571 64.773 2.607 10.028 59.223
5 1.367 5.258 70.031 1.367 5.258 70.031 2.434 9.362 68.585
6 1.081 4.157 74.188 1.081 4.157 74.188 1.457 5.602 74.188
7 .902 3.467 77.655
8 .834 3.207 80.862
9 .601 2.310 83.173
10 572 2.199 85.372
11 .524 2.015 87.388
12 458 1.762 89.150
13 418 1.606 90.756
14 .338 1.300 92.056
15 .309 1.188 93.243
16 .273 1.051 94.294
17 .256 .984 95.279
18 .223 .856 96.135
19 .198 762 96.897

20 .180 .691 97.588




21 .140 .537 98.125

22 116 447 98.572

23 113 434 99.007

24 .103 .395 99.402

25 .087 .335 99.737

26 .068 .263 100.000

Extraction Method: Principal Component Analysis.
Rotated Component Matrix(a)
Component
1 3 4 5 6
Business policy .804
Business control .704
Strategic planning .851
Corporate culture -.546
Business system .835
Marketing planning 470 .662
Advertising planning .843
Promotion planning .799
Pricing strategy 481 .626
This establishment is flexible .810
This establishment is creative in its management 741
Senior managers are good at foreign language 578 449
The majority of local managers has working experience in foreign invested company 515 642
The majority of local managers has a university (or even higher) degree.
481 483

The foreign investor provides regular training for store manager 761
The foreign investor contributes marketing support to this establishment 774
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The foreign investor evaluates store manager's performance regularly

792
The foreign parent has contributed enough administrative support 673
Frequent regular meeting 855
Frequent phone communication 884
Frequent email communication 874
Sales volume has been increasing 692
Market share satisfactory 886
Making profit .858
Customer satisfaction improving .610 405
Store image been improving .530 .508

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
a Rotation converged in 6 iterations.

218




Appendix VIII  Assessment of Data Normality

Measured Variables | Mean | SD | Skewness| Kurtosis
Retail management know-how (12 items)

Retailing philosophy 4.079 944 -1.154 2.503
Business policies 3.607 1.183 -1.124 1.861
Business systems 3.865 1.110 -1.258 2.047
Management mechanisms 3.888 .944 -.938 1.313
Corporate cultures 3.787 1.123 -1.154 .016
Strategic planning 3.865 1.099 -1.301 2.224
Business controls 3.865 1.057 -.846 933
Marketing planning 3.865 1.089 -1.022 1.126
Advertising planning 3.528 1.078 -.409 .089
Promotion planning 3.697 958 -.620 1.203
Pricing strategy 3.753 1.048 -.759 816
HR planning 3.506 1.149 -910 1.268
Organizational capacity to learn (3 items)

This establishment is flexible 3.461 .989 -.033 -.407
This establishment is creative in its management 3.348 1.012 -213 -.407
This establishment commits to management staff training and development 3.461 1.198 -.609 -.081
Management staff’s ability (4 items)

The majority of local managers are good at foreign language. 3.157 1.313 -.390 -.361
The majority of local managers has working experience in retail company. 3.067 1.214 -.033 .091
The majority of local managers has a university (or even higher) degree. 3.685 1.164 -1.171 1.435
The management staffs are highly motivated 3.348 1.216 -1.013 1.026

Management involvement (4 items)

219




The foreign parent provides regular training for store manager 3.258 1.336 -.723 153

The foreign parent evaluates store manager’s performance regularly 3.618 1.336 -1.195 1.175

The foreign parent contributes marketing support to this establishment 3.270 1.363 -.808 320

The foreign parent contributes administrative support to this establishment 3.169 1.408 -.731 -.018

Communication (3 items)

There has been frequent regular meeting between the foreign parent and the | 3.124 1.445 -.660 -.287
establishment

There has been frequent phone communication between the foreign parent and the | 3.067 1.421 -.559 -.254
establishment

There has been frequent email communication between the foreign parent and the | 3.348 1.455 -.881 126
establishment

Performance (7 items)

Sales volume has been increasing 3.764 1.012 -.585 -.137

Market share satisfactory 3.551 1.118 -.678 260

Making profit 3.528 1.045 -.351 -.396

Customer satisfaction improving 3.652 943 -.576 .545

Services standards been improving 3.539 954 -.235 192

Store image been improving 3.685 1.007 -.627 150

Labor productivity been improving 3.472 1.067 -.700 498
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adaptability

.56

b ¢

ability

involvement

P

communication

*p<0.1; ¥* p<0.05; *** p<0.01.

Appendix IX  Structural paths in full model

str

Strategic
management

Tactical
program

tat
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Appendix X  Parameter estimations of full model

g Std.
Structural paths/Item loadings Estimate S.E. | C.R. P
Absorptive capacity — |Strategic Management 387 .198 | 1.892 | .059
Absorptive capacity — |Tactical program 241 257 | 1.567 | 117
commitment |—  |Strategic Management 229 .099 | 1.750 | .080
commitment |—  |Tactical program 145 143 1 1.319 | .187
Strategic management |— |Performance 3.781 5.235 | 1.215 | 224
Tactical program — [Performance -3.561 3.092 | -1.118 | .264
\Absorptive capacity
Organizational adaptability .610
Ability of management staff to learn 561
Commitment
Management involvement .952 590 | 2.690 | Hk*
Communication 752
Strategic/control management know-how
Strategic know-how | 574 | | |
Tactical program management know-how
Tactical know-how | .997 | | |
Performance
Performance .997
x2 df x2/df RMSEA | IFI | NFI | CFI
69.257 11 6.296 245 741 | 707 | .729

*p<0.1; ** p <0.05; *** p<0.01.



Appendix XI ~ ANOVA by Ownership Type

Measured variables Group N Mean S.td'. il F Sig.
Deviation Error

IV 48 4.09 .969 A11 105 747
Retailing philosophy WOE 32 4.00 816 226

Total 79 4.08 .944 .100

W\ 48 3.53 1.205 138 2.443 122
Business policy WOE 32 4.08 954 265

Total 79 3.61 1.183 125

IV 48 3.83 1.148 132 551 460
Business system WOE 32 4.08 .862 239

Total 79 3.87 1.110 118

IV 48 3.88 1.019 117 .019 891
Management mechanisms WOE 32 3.92 954 265

Total 79 3.89 1.005 107

IV 48 3.76 1.130 130 223 .638
Corporate culture WOE 32 3.92 1.115 .309

Total 79 3.79 1.123 119

IV 48 3.84 1.132 130 227 .635
Strategic planning WOE 32 4.00 913 253

Total 79 3.87 1.099 117

IV 48 3.79 1.087 125 2.719 103
Business control WOE 32 431 751 208

Total 79 3.87 1.057 12

IV 48 3.83 1.136 130 573 451
Marketing planning WOE 32 4.08 760 211

Total 79 3.87 1.089 115




IV 48 3.47 1.089 125 1.331 252
Advertising planning WOE 32 3.85 987 274
Total 79 3.53 1.078 114

IV 48 3.66 974 112 .849 .359
Promotion planning WOE 32 3.92 .862 239
Total 79 3.70 958 102

IV 48 3.72 1.053 121 .399 .529
Pricing strategy WOE 32 3.92 1.038 288
Total 79 3.75 1.048 11

IV 48 3.53 1.172 .134 167 .684
HR planning WOE 32 3.38 1.044 290
Total 79 3.51 1.149 122

IV 48 3.33 1.025 118 .189 .665
This establishment is creative in its management | WOE 32 3.46 967 268
Total 79 3.35 1.012 107

This establishment commits to management staff v 48 3.57 1193 137 867 334
training and development WOE 32 3.23 1.235 343
Total 79 3.52 1.198 127

IV 48 3.20 1.317 151 481 490
Senior managers are good at foreign language WOE 32 2.92 1.320 .366
Total 79 3.16 1.313 .139

The majority of local managers has workin v 48 3.12 1.200 138 I18 341
experienJce ir? retail company ¢ ® [ WOE 32 2.77 1.301 361
Total 79 3.07 1.214 .129

The majority of local managers has a universit v 48 3.76 L1I8 128 2.359 128
(or ovo rf higﬁer) dogre. & Y 'WOE 32 3.23 1.363 378
Total 79 3.69 1.164 123

) ) IV 48 3.41 1.202 .138 1.252 266
The management staffs are highly motivated WOE ) 3.00 1291 353
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Total 79 3.35 1.216 .129
The foreign parent provides regular training for v 48 3.29 1.335 153 279 599
store manager WOE 32 3.08 1.382 383

Total 79 3.26 1.336 142
The foreign parent evaluates store manager’s v 48 3.66 1.332 153 462 499
performance regularly WOE 32 3.38 1.387 385

Total 79 3.62 1.336 142
The foreign parent contributes marketing support v 48 3.25 1.367 157 107 744
to this establishment WOE 32 3.38 1.387 385

Total 79 3.27 1.363 144

IV 48 3.36 1.344 154 479 491
The foreign parent has contributed enough
o traﬁve fuppo o &' 'WOE 32 3.08 1.320 366

Total 79 3.31 1.337 142

IV 48 3.12 1.451 .166 .007 935
Frequent regular meeting WOE 32 3.15 1.463 406

Total 79 3.12 1.445 153

IV 48 3.08 1.440 .165 .034 .854
Frequent phone communication WOE 32 3.00 1.354 376

Total 79 3.07 1.421 151

1A 48 3.36 1.476 .169 .012 914
Frequent email communication WOE 32 3.31 1.377 382

Total 79 3.35 1.455 154

IV 48 3.80 .994 114 755 387
Increased sales volume WOE 32 3.54 1.127 312

Total 79 3.76 1.012 .107

A% 48 3.64 1.116 128 3.809 .054
Market share satisfactory WOE 32 3.00 1.000 277

Total 79 3.55 1.118 .119
Making profit JV 48 3.57 1.024 A17 .674 414
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WOE 32 3.31 1.182 328

Total 79 3.53 1.045 11

IV 48 3.67 958 110 218 .642
Better customer satisfaction WOE 32 3.54 877 243

Total 79 3.65 943 .100

IV 48 3.54 .986 113 .000 .997
Better services standards WOE 32 3.54 176 215

Total 79 3.54 954 101

IV 48 3.70 1.020 117 .073 788
Better store image WOE 32 3.62 961 266

Total 79 3.69 1.007 .107

IV 48 3.53 1.089 125 1.358 247
Improved labor productivity WOE 32 3.15 .899 .249

Total 79 3.47 1.067 113
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Appendix XII

ANOVA by retail format (1)

Measured variables Group N Mean D S.td'. e F Sig.
eviation Error

supermarket 45 4.22 997 .149 2.116 151
Retailing philosophy department store 22 3.86 .834 178

Total 67 4.10 956 117

supermarket 45 3.80 1.272 .190 3.057 .085
Business policy department store 22 3.23 1.232 263

Total 67 3.61 1.279 156

supermarket 45 4.04 1.186 177 3.826 .055
Business system department store 22 3.45 1.101 235

Total 67 3.85 1.184 145

supermarket 45 4.11 1.071 .160 5.758 .019
Management mechanisms department store 22 3.45 1.011 215

Total 67 3.90 1.089 133

supermarket 45 3.87 1.140 170 1.424 237
Corporate culture department store 22 3.50 1.263 269

Total 67 3.75 1.185 145

supermarket 45 4.09 1.083 162 2.942 .091
Strategic planning department store 22 3.59 1.182 252

Total 67 3.93 1.132 138

supermarket 45 4.11 .859 128 6.785 011
Business control department store 22 341 1.333 284

Total 67 3.88 1.080 132

supermarket 45 3.87 1.140 170 .095 759
Marketing planning department store 22 3.95 999 213

Total 67 3.90 1.089 133
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supermarket 45 3.64 1.151 172 457 501
Advertising planning department store 22 3.45 912 .194
Total 67 3.58 1.075 131

supermarket 45 3.78 974 145 316 576
Promotion planning department store 22 3.64 953 203
Total 67 3.73 .963 118

supermarket 45 4.11 982 .146 13.324 .001
Pricing strategy department store 22 3.23 813 173
Total 67 3.82 1.014 124

supermarket 45 3.64 1.190 177 1.896 173
HR planning department store 22 3.23 1.110 237
Total 67 3.51 1.173 .143

supermarket 45 3.38 1.072 .160 015 904
This establishment is flexible department store 22 341 796 170
Total 67 3.39 984 120

. . . . ... | supermarket 45 3.18 1.072 .160 .000 988
riiﬁagiiae]ﬂtl shment s~ creative in its department store 22 3.18 795 .169
Total 67 3.18 .984 120

This establishment commits to | supermarket 45 3.51 1.180 176 226 .636
management staff ~ training and | department store 22 3.36 1.217 259
development Total 67 3.46 1.185 145

Senior managers are good at foreign supermarket 45 3.13 1.486 222 547 462
language department store 22 2.86 1.207 257
Total 67 3.04 1.397 171

The majority of local managers has supermarket 45 3.00 1.279 191 .018 .894
working experience in retail company department store 22 3.05 1.362 :290
Total 67 3.01 1.297 158

The majority of local managers has a supermarket 45 3.64 1.282 191 .340 562
university (or even higher) degree department store 22 3.45 1.184 252
' Total 67 3.58 1.245 152
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. supermarket 45 3.02 1.373 205 1.076 303
r"l;llz)eﬁvartlée(llnagement staffs are  highly department store 22 3.36 1.002 214
Total 67 3.13 1.266 155

The foreign parent provides regular supermarket 45 3.20 1.440 215 466 497
training for store manager department store 22 2.95 1.253 267
Total 67 3.12 1.376 .168

The foreign parent evaluates store supermarket 45 3.56 1.407 210 .166 .685
manager’s performance regularly department store 22 341 1.333 284
Total 67 3.51 1.375 168

The foreign parent contributes marketing supermarket 45 318 1.466 219 :240 626
support to this establishment department store 22 3.00 1.234 263
Total 67 3.12 1.387 .169

. . supermarket 45 3.27 1.452 216 .021 .886
Zﬁjuglf":gﬁﬁﬁs paren! suggf) ; contributed | rtment store 2 332 1211 258
Total 67 3.28 1.369 167

supermarket 45 3.22 1.521 227 1.052 .309
Frequent regular meeting department store 22 2.82 1.500 320
Total 67 3.09 1.515 185

supermarket 45 3.22 1.550 231 1.968 165
Frequent phone communication department store 22 2.68 1.323 282
Total 67 3.04 1.492 182

supermarket 45 3.51 1.532 228 1.981 .164
Frequent email communication department store 22 2.95 1.495 319
Total 67 3.33 1.531 187

supermarket 45 3.84 1.086 162 1.742 192
Increased sales volume department store 22 3.50 .802 171
Total 67 3.73 1.009 123

supermarket 45 3.49 1.199 179 .038 .846
Market share satisfactory department store 22 3.55 912 .194
Total 67 3.51 1.106 135
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supermarket 45 3.60 1.031 154 1.200 277
Making profit department store 22 3.32 .894 191

Total 67 3.51 990 121

supermarket 45 3.69 1.062 158 579 449
Better customer satisfaction department store 22 3.50 .673 143

Total 67 3.63 951 116

supermarket 45 3.47 1.036 154 .002 961
Better services standards department store 22 3.45 739 157

Total 67 3.46 943 115

supermarket 45 3.62 1.029 153 .052 .820
Better store image department store 22 3.68 945 202

Total 67 3.64 995 122

supermarket 45 3.42 1.196 178 137 712
Improved labor productivity department store 22 3.32 .780 .166

Total 67 3.39 1.072 131
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Appendix X111 ANOVA by retail format (2)

Measured variables Group N Mean D S.td'. e F Sig.
eviation Error

supermarket 45 4.22 997 .149 768 384
Retailing philosophy specialty store 22 4.00 926 197

Total 67 4.15 973 119

supermarket 45 3.80 1.272 190 485 | .489
Business policy specialty store 22 3.59 .854 182

Total 67 3.73 1.149 140

supermarket 45 4.04 1.186 177 226 | .636
Business system specialty store 22 3.91 .868 185

Total 67 4.00 1.087 133

supermarket 45 4.11 1.071 .160 964 | .330
Management mechanisms specialty store 22 3.86 710 151

Total 67 4.03 969 118

supermarket 45 3.87 1.140 170 023 | .880
Corporate culture specialty store 22 3.91 921 .196

Total 67 3.88 1.066 130

supermarket 45 4.09 1.083 162 2.198| .143
Strategic planning specialty store 22 3.68 995 212

Total 67 3.96 1.065 130

supermarket 45 4.11 .859 A28 1.534 | 220
Business control specialty store 22 3.82 1.006 215

Total 67 4.01 913 112
Marketing planning supemarket 45 3.87 1.140 170 102 750

specialty store 22 3.77 1.110 237
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Total 67 3.84 1.123 137

supermarket 45 3.64 1.151 172 908 344
Advertising planning specialty store 22 3.36 1.093 233
Total 67 3.55 1.132 138

supermarket 45 3.78 974 145 549 461
Promotion planning specialty store 22 3.59 959 204
Total 67 3.72 .966 118

supermarket 45 4.11 982 146 | 4397 .040
Pricing strategy specialty store 22 3.55 1.143 244
Total 67 3.93 1.063 130

supermarket 45 3.64 1.190 177 228 | .634
HR planning specialty store 22 3.50 1.102 235
Total 67 3.60 1.155 141

This establishment is creative in its supemarket 45 3.18 1.072 1004 6.5321 013
management specialty store 22 3.86 941 201
Total 67 3.40 1.074 131

. . . supermarket 45 3.51 1.180 176 298 587

This establishment commits to management -

staff training and development specialty store 22 3.68 1.249 266
Total 67 3.57 1.196 146

supermarket 45 3.13 1.486 222 1.106| .297
Senior managers are good at foreign language | specialty store 22 3.50 .964 205
Total 67 3.25 1.341 .164

. . supermarket 45 3.00 1.279 191 552 | .460
g;;erﬁ"l‘f:e“fg rgtfailloccjrlnng;agers has working " Halty store 2] 323 022 197
Total 67 3.07 1.172 143

. ) .. | supermarket 45 3.64 1.282 191 | 1.407 240

The majority of local managers has a university -

(or even higher) degree. specialty store 22 4.00 .816 174
Total 67 3.76 1.156 141

The management staffs are highly motivated supermarket 45 3.02 1.373 205] 9.668 | .003
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specialty store 22 4.00 756 161
Total 67 3.34 1.286 157
The foreign parent provides regular training for supemarket 45 3.20 1.440 2151 18901 .174
store manager specialty store 22 3.68 1.129 241
Total 67 3.36 1.356 166
The foreign parent evaluates store manager’s supemarket 45 3.5 1407 2104 1317} 255
performance regularly specialty store 22 3.95 1.174 250
Total 67 3.69 1.339 164
. . . supermarket 45 3.18 1.466 219 2.321 132
The foreign parent contributes marketing -
support to this establishment specialty store 22 3.73 1.202 256
Total 67 3.36 1.400 171
. . supermarket 45 3.27 1.452 216 154 | .696
:clllrinnt;(;f;%:\l/e 123;’;’; t has - contributed enough FC " tore 2 3.41 1.260 269
Total 67 3.31 1.384 .169
supermarket 45 3.22 1.521 227 .000] .989
Frequent regular meeting specialty store 22 3.23 1.232 .263
Total 67 3.22 1.423 174
supermarket 45 3.22 1.550 231 052 .820
Frequent phone communication specialty store 22 3.14 1.207 257
Total 67 3.19 1.438 176
supermarket 45 3.51 1.532 228 074 | .786
Frequent email communication specialty store 22 3.41 1.221 .260
Total 67 3.48 1.429 175
supermarket 45 3.84 1.086 162 005 | .945
Increased sales volume specialty store 22 3.86 1.037 221
Total 67 3.85 1.062 130
supermarket 45 3.49 1.199 179 389 .535
Market share satisfactory specialty store 22 3.68 1.171 250
Total 67 3.55 1.184 145
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supermarket 45 3.60 1.031 154 .001 975
Making profit specialty store 22 3.59 1.221 .260

Total 67 3.60 1.088 133

supermarket 45 3.69 1.062 158 021 .886
Better customer satisfaction specialty store 22 3.73 935 .199

Total 67 3.70 1.015 124

supermarket 45 3.47 1.036 1541 1.342| 251
Better services standards specialty store 22 3.77 973 207

Total 67 3.57 1.018 124

supermarket 45 3.62 1.029 153 528 470
Better store image specialty store 22 3.82 1.053 224

Total 67 3.69 1.033 126

supermarket 45 3.42 1.196 178 | 1.047 310
Improved labor productivity specialty store 22 3.73 1.032 220

Total 67 3.52 1.146 .140
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Appendix XIV  ANOVA by Retail Format (3)

Measured variables Group N | Mean D S.td'. S F Sig.
eviation | Error

department store 22 3.86 .834 178 264 .610
Retailing philosophy specialty store 22 4.00 926 197

Total 44 3.93 .873 132

department store 22 3.23 1.232 263 1.295 262
Business policy specialty store 22 3.59 .854 182

Total 44 3.41 1.064 160

department store 22 3.45 1.101 235 2.313 136
Business system specialty store 22 3.91 .868 .185

Total 44 3.68 1.006 152

department store 22 3.45 1.011 215 2.413 128
Management mechanisms specialty store 22 3.86 710 151

Total 44 3.66 .888 134

department store 22 3.50 1.263 .269 1.507 226
Corporate culture specialty store 22 3.91 921 .196

Total 44 3.70 1.112 .168

department store 22 3.59 1.182 252 .076 784
Strategic planning specialty store 22 3.68 995 212

Total 44 3.64 1.080 163

department store 22 3.41 1.333 284 1.320 257
Business control specialty store 22 3.82 1.006 215

Total 44 3.61 1.185 179
Marketing planning depa}rtment store 22 3.95 .999 213 326 571

specialty store 22 3.77 1.110 237
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Total 44 3.86 1.047 158
department store 22 3.45 912 .194 .090 766
Advertising planning specialty store 22 3.36 1.093 233
Total 44 341 996 150
department store 22 3.64 953 203 .025 .875
Promotion planning specialty store 22 3.59 959 204
Total 44 3.61 945 143
department store 22 3.23 813 173 1.132 293
Pricing strategy specialty store 22 3.55 1.143 244
Total 44 3.39 .993 150
department store 22 3.23 1.110 237 .669 418
HR planning specialty store 22 3.50 1.102 235
Total 44 3.36 1.102 166
department store 22 3.41 796 170 1.008 321
This establishment is flexible specialty store 22 3.68 995 212
Total 44 3.55 901 136
This  establishment is  creative in its depa}"tment store 22 3.18 795 169 6.740 013
management specialty store 22 3.86 941 201
Total 44 3.52 927 .140
. . . department store 22 3.36 1.217 259 732 397
This establishment commits to management -
staff training and development specialty store 22 3.68 1.249 266
Total 44 3.52 1.229 185
department store 22 2.86 1.207 257 3.735 .060
Senior managers are good at foreign language | specialty store 22 3.50 964 205
Total 44 3.18 1.126 170
The majority of local managers has working depa}rtment store 22 3.05 1.362 290 269 .607
experience in retail company specialty store 22 3.23 922 197
Total 44 3.14 1.153 174
The majority of local managers has a university | department store 22 3.45 1.184 252 3.163 .083
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(or even higher) degree. specialty store 22 4.00 816 174
Total 44 3.73 1.042 157

department store 22 3.36 1.002 214 5.654 .022
The management staffs are highly motivated specialty store 22 4.00 756 161
Total 44 3.68 934 141

The foreign parent provides regular training for depa}"t ment store 22 2.95 1.253 207 4.091 050
store manager specialty store 22 3.68 1.129 241
Total 44 3.32 1.235 186

The foreign parent evaluates store manager’s depa}"t ment store 22 341 1.333 284 20741 157
performance regularly specialty store 22 3.95 1.174 250
Total 44 3.68 1.272 192

The foreign parent contributes marketing depaﬁment store 22 3.00 1.234 263 3.918 .054
support to this establishment specialty store 22 3.73 1.202 256
Total 44 3.36 1.259 190

. . department store 22 3.32 1.211 258 .060 .808
:g;lnﬁ‘;ifﬁée Ei;epn; e contributed enough " o store 2] 34l 1260] 269
Total 44 3.36 1.222 184

department store 22 2.82 1.500 320 977 329
Frequent regular meeting specialty store 22 3.23 1.232 .263
Total 44 3.02 1.372 207

department store 22 2.68 1.323 282 1.417 241
Frequent phone communication specialty store 22 3.14 1.207 257
Total 44 291 1.273 192

department store 22 2.95 1.495 319 1.220 276
Frequent email communication specialty store 22 3.41 1.221 .260
Total 44 3.18 1.369 206

department store 22 3.50 .802 171 1.693 200
Increased sales volume specialty store 22 3.86 1.037 221
Total 44 3.68 934 141
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department store 22 3.55 912 .194 .186 .669
Market share satisfactory specialty store 22 3.68 1.171 250

Total 44 3.61 1.039 157

department store 22 3.32 .894 191 715 403
Making profit specialty store 22 3.59 1.221 .260

Total 44 3.45 1.066 161

department store 22 3.50 .673 143 .856 .360
Better customer satisfaction specialty store 22 3.73 935 199

Total 44 3.61 813 123

department store 22 3.45 739 157 1.493 228
Better services standards specialty store 22 3.77 973 207

Total 44 3.61 .868 131

department store 22 3.68 945 202 204 .654
Better store image specialty store 22 3.82 1.053 224

Total 44 3.75 991 .149

department store 22 3.32 .780 166 2.201 145
Improved labor productivity specialty store 22 3.73 1.032 220

Total 44 3.52 927 .140
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