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Small Firms in the United States:
Testing Three Models
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One of the issues investigated in recent studies on small business enterprises involves
the role of supply chain management. Supply chain management bas become an
important part of strategic planning in both large and small businesses in the 1990s
as firms increasingly choose outsourcing as an externally-driven strategic growth path.
This study examines the supplier selection practices among 78 small business execu-
tives in the midwest United States by testing three models: rational/normative, external
control, and strategic choice. Although the results show support for all three models,
the rational/normative model emerges as the most significant model for predicting the
supplier selection practices of small firms.

In the 1990s, small business has be-
come one of the mainstays of the U.S.
economy (Schwenk and Shrader 1993).
One of the reasons for this can be attrib-
uted to an increasing number of employ-
ees, who, consequent to being laid off by
the larger corporations in the 1980s and
early 1990s, have joined the small business
workforce (Pearson and Ellram 1995). Sec-
ond has been the trend in large firms to
outsource some of their activities to
smaller firms, facilitated, to some extent,
by the growth of the Internet. Third, the
relative stability of the U.S. economy since
the early 1990s has encouraged en-
trepreneurial activity. Fourth, the emer-
gence of new economies around the world

has accelerated global development, and
this has also encouraged entrepreneurial
activity in the U.S. Small businesses will,
therefore, continue to play a major role in
both job creation and economic growth in
the next decade (Watkins 1993).
Recognizing the importance of small
businesses as major contributors to job
creation and economic growth, especially
during the past decade, academic research
on small business management practice
has grown dramatically in the recent past.
In particular, topics involving the strategic
growth of small businesses have received
much attention from researchers. In order
to grow, many small businesses choose
outsourcing (that is, strategically building
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and maintaining both upstream and
downstream portions of their supply
chain) as an externally driven strategic
growth path (Birley and Westhead 1990;
Covin, Slevin, and Covin 1990; Fombrun
and Wally 1989; Lyles et al. 1993; Merz,
Weber, and Laetz 1994; O’Farrell and
Hitchens 1988; Pearson and Ellram 1995;
Wilson 1994). Supply chain management
in the context of small businesses is of
critical importance because of its impact
on the company’s long-term performance.
To respond to the challenges of the 1990s
and beyond, many firms, both large and
small, have integrated their purchasing
function into the strategic planning proc-
ess. It is, therefore, a critical source of
strategic competence and competitiveness
(Cavinato 1992). According to Tan, Kan-
nan, and Handfield (1998), the study of
supply chain management encompasses
materials/supply management from the
supply of basic raw materials to final prod-
uct and focuses on how firms utilize their
suppliers’ processes, technology, and ca-
pabilities to enhance competitive advan-
tage. There are several issues involving
supply chain management which offer am-
ple opportunities for further research.
This study examines one aspect of supply
chain practices (in particular, the selection
of suppliers) among small businesses. Jo-
hanneson (1994) argues that supply chain
management is a strategic management
process involving both internal and exter-
nal assessments of the organization, iden-
tification of its strategic orientation, and
implementation of strategies.

Recent studies have focused on one
important domain of supply chain man-
agement: the selection of suppliers (Ell-
ram 1990; Lambert, Adams, and
Emmelhainz 1997; Pearson and Ellram
1995; Vokurka, Choobineh, and Vadi 1996;
Wilson 1994). The selection of suppliers is
critical to small firms for several reasons.
First, the increased trend towards “just-in-
time” manufacturing practices has re-
sulted in a supply base reduction (Pearson
and Ellram 1995). Second, owing to re-
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source scarcity, there is a need for greater
interaction between the buyer and the
supplier. Third, many firms involve their
suppliers early on in the planning process
so that they are able to deliver superior
value to their customers (Trent and
Monczka 1998). Finally, small firms have a
greater need to gain a competitive advan-
tage by controlling unit costs. Besides in-
vestigating what small firms actually do in
selecting suppliers, prior research has also
focused on what firms should do to ensure
that their suppliers contribute to the long-
term success of their enterprise.

The purpose of this study is to build on
existing research in the area of supplier
selection practices in small businesses by
testing three different models. O’Farrell
and Hitchens (1988) have examined sev-
eral models and perspectives in order to
identify the characteristics of successfully
growing businesses. They argue that in
order to succeed in the segments where
small businesses compete, firms should be
able to identify the key criteria for success
and build a competitive advantage based
upon them. One of the strategies for gain-
ing competitive advantage is to use acquisi-
tive growth and/or outsourcing.

In small firms, executives play a critical
role in deciding the firm’s supply chain
management practices (Merz and Sauber
1995). Therefore, an investigation of the
context in which these executives choose
their suppliers will be valuable to both
researchers and practitioners. First, such a
study extends the “upper echelons per-
spective” which postulates that a firm’s
strategic, structural choices and perform-
ance levels are influenced by top manag-
ers’ characteristics (Hambrick and Mason
1984). Second, an investigation of this is-
sue is consistent with the trend in small
business research emphasizing the execu-
tives’ behaviors and activities in addition
to their personal characteristics (Steven-
son and Jarillo 1990). Third, the use of
managerial activities as a predictor or an
indicator of strategic intent contributes
significantly to understanding the strategic
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growth and success of small businesses
(D’Amboise and Muldowney 1988).

A review of previous literature on small
business growth reveals three sets of studies
relevant to this research. One set of studies
examined the relationship between certain
management and organizational charac-
teristics and business growth, including sup-
ply chain development (Bracker, Keats and
Pearson 1988; Covin 1991; Lyles et al. 1993).
A second set of studies examined the rela-
tionship between management and organi-
zation characteristics and various stages of
growth (Birley and Westhead 1990; Hanks
1990; Kazajian and Drazin 1989). Finally, a
third group examined the relationship be-
tween the dynamics of growth and various
aspects of management of that growth (Fom-
brun and Wally 1989; Shuman and Seeger
1986). These studies have adopted the ra-
tional normative, external control, and/or
strategic choice models. The current study
draws heavily on these three models to ex-
amine the factors affecting the supply chain
management practice of small businesses.

Hypotheses

The following section briefly describes
the major tenets of the three models and
their applicability to our current study.

Rational Normative Model
Hypothesis

The rational normative model is based
on the assumption that within certain
boundaries, executives exhibit rational be-
havior (Simon 1947). Therefore, the ra-
tional model assumes that executives use
a set of objective criteria to analyze and
evaluate target suppliers. Small business
executives analyze both external (oppor-
tunities and threats) and internal environ-
ments (strengths and weaknesses) in
formulating their growth strategies
(Pearce, Robbins, and Robinson 1987).
The data gathered from the external and
internal environments are then subject to
rational judgement on the part of the ex-
ecutives. There is considerable support in
previous research on strategic manage-
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ment for the role and relevance of rational
decision-making (Freeman 1999). As sup-
ply chain management is an important as-
pect of strategic management, it is
hypothesized here that the principles of
rational behavior can be applied to the
selection of suppliers in small businesses.
Lang, Calantone, and Gudmundson
(1997) argue that selective perception
often takes place when executives in small
firms seek information about the environ-
ment. Such selective perception forces ex-
ecutives to exercise rational judgement.
This argument leads to the first hypothesis:

Hi:A set of objective criteria explains a
significant amount of variance in
small business executives’ selection of
suppliers, above and beyond the vari-
ance explained by other variables.

External Control Model Hypotheses
The external control model includes
studies from resource dependence and
natural selection models (Pfeffer and Sal-
ancik 1978; Hannan and Freeman 1989) as
well as organizational economics model
(Porter 1980). The model assumes that the
external environment (in particular, indus-
try or industrial structure) is a major deter-
minant of the growth and performance of
small businesses. More specifically, this
model assumes that the absence or pres-
ence of resources in the external environ-
ment can have a major influence on a
firm’s strategies. Thus firms that adjust
their strategies to the external environ-
ment are more likely to succeed than firms
that are unable to cope with the require-
ments of their environment. Several re-
searchers have used the external control
model to understand firm behavior and
performance in small businesses. While
Aldrich (1990) used the external control
model to study such outcome variables as
small business growth and success, Covin,
Slevin, and Covin (1990) examined the
environment's potential effects on the
strategies employed by small business.
Pearson and Ellram (1995) argue that the
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nature of the industry and its competitive
environment can have a strong influence
on supplier selection in small firms. Ex-
tending the arguments of previous re-
searchers who have applied the external
control model to small business, we argue
that a similar case can be made for applying
the model to supply chain management
practices. That is, industry factors can have
a powerful influence on the small firm’s
selection of suppliers. Besides directly in-
fluencing the supplier selection process,
empirical evidence reveals that industry
also has a moderating influence on several
other variables affecting small business
(Zahra 1996). The above arguments lead
to the following two hypotheses derived
from the external control model.

HyIndustry explains a significant
amount of variance in small business
executives’ selection of suppliers,
above and beyond the variance ex-
plained by other variables.

Hs:Industry moderates the relationship
between objective criteria and sup-
plier selection.

Strategic Choice Model Hypotheses
Unlike the rational and external control
models which assume that objective data
and external environment are strong in-
fluences on a firm’s strategies and per-
formance, the strategic choice model
suggests that individual characteristics of
small business executives have a strong
influence on the direction and perform-
ance of businesses (Eisenhardt and
Schoonhoven 1990; Hambrick and Mason
1984; Wiersema and Bantel 1992). In this
context, the “upper echelons” perspec-
tive, espoused by Hambrick and Mason
(1984), has gained a considerable popu-
larity among both researchers and practi-
tioners. The executive traits investigated by
researchers include age, educational back-
ground, functional background, and or-
ganizational tenure. One main conclusion
that can be drawn from work in this area
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is that the traits of executives affect their
choice of strategies and, consequently,
affect organizational outcomes (Bantel
and Jackson 1989; Hitt and Tyler 1991;
Wiersema and Bantel 1992). Thus, up-
per echelon traits are an important as-
pect of both strategy formulation and
implementation.

Further, researchers in this area argue
that the impact of upper echelon traits on
organizational strategies and outcomes is
just as applicable to small businesses as it
is to large enterprises (Hambrick and Ma-
son 1984). There is support for this argu-
ment in a recent empirical study by
Weinzimmer (1997) which reveals that the
upper echelon theory is applicable to
small businesses. More specifically, We-
inzimmer’s (1997) study reveals that the
age and functional background of top ex-
ecutives can have an impact on small busi-
ness growth. The above arguments lead to
the third set of hypotheses.

Hi:Small business executives’ personal
characteristics explain a significant
amount of variance in supplier selec-
tion, above and beyond the variance
explained by other variables.

Hs:Small business executives’ age moder-
ates the relationship between objective
criteria and selection of suppliers.

Heg:Small business executives’ type of edu-
cation moderates the relationship be-
tween objective criteria and selection
of suppliers.

H=:Small business executives’ type of
work experience moderates the rela-
tionship between objective criteria
and selection of suppliers.

Method

Sample

Data to test the hypotheses were ob-
tained through a survey instrument mailed
to 200 small business executives in 1998.
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They were chosen randomly from a direc-
tory of 6,000 businesses in the midwestern
United States. In choosing the sample, this
study employed the commonly accepted
U.S. definition of small businesses as hav-
ing 500 or fewer employees and annual
sales of $20 million or less (Baird, Lyles,
and Orris 1994; D’Amboise and Mul-
downey 1988). Dillman’s (1978) “total de-
sign method” was used to ensure a strong
response rate. A total of 83 responses were
returned, for a 42 percent response rate.
Five of the responses had missing data on
at least one of the instruments and were
removed from the sample, resulting in a
usable sample of 78.

Non-response bias was tested by exam-
ining the differences in mean revenues
between firms that responded to the sur-
vey and firms that did not. 7-tests revealed
no systematic differences between respon-
dents (78 firms) and nonrespondents (122
firms) in the original sample. A test for
non-response bias between firms included
in the random sample (200 firms) and a set
of firms excluded from the random sample
(about 100 firms) was also carried out.
Once again, /-tests showed no systematic
differences in the mean revenues between
the two groups. Thus, the final sample of
78 firms is considered representative of
the 6,000 firms in the population. Among
the firms that responded, the average age
of the respondents was 45, with an average
of 21 years of total work experience. The
average firm size had $18 million in annual
sales and 103 total employees.

Measurement of Variables

Objective Criteria. Nutt (1979) has de-
scribed two different types of decision
models: the analytical model and the inter-
active model. The analytical model empha-
sizes the evaluative phase of decision-
making, whereas the interactive model
stresses the judgmental phase. Drawing on
these two decision models, strategy re-
searchers who espouse the strategic
choice perspective have provided a com-
plex set of analyses designed to help ex-
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ecutives formulate an effective competitive
strategy. These researchers argue that stra-
tegic decisions are based on a set of objec-
tive criteria and that each strategic
alternative should be evaluated with these
criteria (Ackoff 1981; Camillus 1982). Con-
sistent with this work, objective criteria
were used here to describe the executives’
selection of suppliers. The 15 objective
criteria used to select target suppliers were
adopted from Ellram’s (1990) study: stra-
tegic fit, top management compatibility,
management attitude/outlook for the fu-
ture, feeling of trust, compatibility across
levels and functions of buyer and supplier
firms, supplier’s organizational structure
and personnel, assessment of current
manufacturing facilities/capabilities, as-
sessment of future manufacturing capa-
bilities, supplier's design capabilities,
supplier’s speed in development, economic
performance/financial outlook, financial
stability, supplier’s safety record, business
references, and supplier’s customer base.
These objective criteria were used to de-
velop cases on 30 target suppliers.

Industry. To examine the effects of in-
dustry, each small business was classified
into one of five industry categories includ-
ing consumer goods (manufacturers),
capital goods, producer goods, financial
services, and professional services. Indus-
try type was then coded as a dummy
variable.

Personal Characteristics. Empirical
studies in this area reveal a significant
moderating impact of an executive’s age,
education, and work experiences on strat-
egy formulation and implementation (Hitt
and Tyler 1991; Wiersema and Bantel,
1992); these are the three traits measured
in this study. To measure these traits, the
method used by previous researchers in
upper echelons studies was adopted. For
education, a dummy variable was used.
That is, if respondents held a college de-
gree, education was coded as 1; if not, it
was coded 0. Additionally, respondents
who held a college degree were asked to
denote the major area of study (for example,
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business, engineering, others (liberal arts
and sciences)). Work experience was clas-
sified along the following functional areas:
business, technology/production, and
broad-based (business and technology).
To measure work experience, the respon-
dents were asked to indicate whether they
had work experience in one or more of the
functional areas. Each was coded as a
dummy variable (1=experience, 0=no ex-
perience).

Strategic Decision Model. The proce-
dure known as “policy capturing” was
used to obtain and analyze the data to test
this model. Such a procedure has been
used in past research to model managers’
decision processes (Ireland et al. 1987).
The method is similar to a repeated meas-
ures design and allows assessment of what
Argyris and Schon (1974) described as
“theories in use” as opposed to “espoused
theories of action.” Thus, policy capturing
involves analysis of actual decisions by de-
veloping a quantitative decision model
that incorporates the decision criteria used
and their respective weights assigned by an
individual. For this study, 30 cases were
constructed by randomly varying the level
of each of the 15 supplier firm charac-
teristics (criteria) on a scale of one (low)
to five (high) across the cases. The random
assignment of criteria levels controlled for
potential collinearity among the inde-
pendent variables. The highest r value be-
tween any pair of criteria was .35, for a
common variance of less than 12 percent.
Most intercorrelations were less than .30.
The lack of collinearity lends more cre-
dence to the decision models derived.

Small business executives were asked to
examine each case describing a target sup-
ply firm by 15 criteria, to rate the attractive-
ness of the target firm as a supplier (on a
one to seven scale), and to rate the prob-
ability that this firm would be a partner on
their supply chains (on a one to seven
scale). The coefficient alpha for the scale
combining these two questions was .89.
This combined scale is the dependent vari-
able that reflects supplier selection deci-
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sions. This method is consistent with the
approach adopted by Hitt and Tyler (1991)
and Hitt et al. (1997).

Results

The means, standard deviations and in-
tercorrelations for the variables in the
study are presented in Table 1.

Hypotheses 1, 2, and 4 were analyzed
using hierarchical regression. The results
of these analyses are shown in Table 2. To
control for the effects of size, annual sales
was entered into each regression model.
The differences in R were tested using a
procedure recommended by Cohen
(1968) which accounts for the degrees of
freedom.

As shown in Table 2, Hypotheses 1, 2,
and 4 were all supported. In Model 1,
industry, personal characteristics, and an-
nual sales accounted for 7 percent of the
variance. Our results show that the main
effects for objective criteria explained a
significant portion of the variation in the
dependent variable (R? = .34; p < .01).
This finding provides strong support for
Hypothesis 1 and the arguments advanced
by prior researchers that objective indica-
tors have a considerable impact on the
supplier selection practices of organiza-
tions. Second, the addition of industry
variables to the hierarchical regression
models (Model 2) increased the R° by
3 percent. This change was statistically sig-
nificant (p < .01) and thus Hypothesis 2
was supported. Third, with the addition of
personal characteristics variables to the hi-
erarchical regression model (Model 3), the
variance explained in the dependent vari-
able increased by 5 percent. This change
was also statistically significant (p < .01)
and thus, Hypothesis 4 was supported.
These three findings reinforce our argu-
ments that all three models (namely,
rational, external control, and strategic
choice) do impact executive decision mak-
ing in organizations.

Hypotheses 3, 5, 6, and 7 were tested
using moderated regression analysis. In
moderated regression analysis, the re-

JOURNAL OF SMALL BUSINESS MANAGEMENT

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.




6T = =07 = G A0 L i R = p T Sl (e F O G S e = T - O (saakordwo jo Jaquinu) 7 921§ "¢
SL— L0 %0 60 =TI CI=01" =60~ /0=-9Z" €0~ 560=—:80="- €5 81 (sores ur suorrwg) 1 2z1S ‘F1

(2. 60 = Fg 90= g7 OF 60 ¢ 90— ZF 10~ TE = O doudrRdXY [edIUYIIY, ¢1
LGl = o=zl Ol e G 10 5 005 80 S0 - 6 S Qouaradxy ssauisng ‘71

LT Rl =6l T 60 =00 tac0sT s S0 OB LGy 2duanadxy proig ‘11

CC—ST= Fli= 10  20= 0L [0~ €0= S0 0F - .07 92132 PYO 01

2= Se— U 8¢ Pl Sl Il 2¢O & ¢T $22135( ssauisng ‘6

(S e s st ) s ey R cE 8T 92133 Suraaurduy g

00 a6 — A1 PO 20 eSO 01 1S4 A8y ‘L

Q= 1C = I =260-00: [EC- 7 SIDIAIDG [RUOISSIOI] 9

€7~ 11— ¥ — 10 Ie T SADIAIIG [EIDURUL] G

IC=2 /0= 00 Lt € SPOOL) 1dNPOoI ¥

L= ‘20— scC OT spoo9 fende) ¢

10— Q7' OO. m—uOO.U Jownsuo)) 'z

86°C —O.P CC_uwS_N\aw_ CO:uu_bm T

] I 1) i Pl ) e | § I o e S 9 4 ¢ z I ‘a’s Uesapw SI[qerIeA

9ZI§ pUE ‘SONSLIdIDEIRY) IANNIIXY ‘Axsnpu]

‘aonenyeAy vonIPRS Jddng JOJ XINEW UONIE[2II0DIIU]

I d1q¥L

265

PARK AND KRISHNAN

Reproduced with permission of the copyright owner:  Further reproduction prohibited without permission.



10> ds

*CSPT  6¥0° 60F%  SONSLDIJEIEYD [EUOSISG
safes pue
09§ “BLINID 2A1D2{O AnsSnpuy

«BLET T€0" 60% Ansnpur  x90'¢y  6€€ 60¥ ELIILD 24103(qO

S9[ES PUE ‘BLIDILID 2A1I(GO SI[ES PUE ‘SONSLIDIOEIBYD
8L¢" ‘$O1IS1IDIDEILYD JRUOSID] 0LO" Teuosiad Ansnpuj

qd A A sajqerres Jjuapuadapuy
€ PPOW

a

-

A SdIqeneA juapuadapug d M. A SdlqenEA juapuadapug
Z PPON I PPOW

SINSIY [OPO UOISSIIZIY [EIIYIILIINH

Z 2IqeL

BUSINESS MANAGEMENT

urther reproduction prohibited without permission.



stricted modelincludes the main effects of
theindependentvariable(s) and hypothe-
sized moderator. The full model includes
these main effects and the interaction
term(s) between the independent vari-
able(s) and the hypothesized moderator.
Thesamemethodusedforthehierarchical
regression analysis (Cohen 1968) was
used to test the change in R? between the
restricted and full models. The results of
these analyses are presented in Table 3.

As the table shows, industry, the execu-
tive’s age, type of education, and type of
work experiences were all found to be
statistically significant moderators of the
relationship between objective criteria and
selection of suppliers. These results thus
support our hypotheses that in addition to
the direct effects of the independent vari-
ables, their moderating effects should also
be taken into consideration.

Discussion and
Conclusion

The results provide strong support for
employing the rational normative, exter-
nal control, and strategic choice models in

an attempt to better understand the sup-
ply chain practices of small businesses.
The dominance of the use of objective
criteria in small business executives’ sup-
plier selection provides strong support for
the rational normative perspective. Small
business executives may use a rational ana-
lytical approach widely in formulating and
implementing their supply chain manage-
ment strategy. This finding thus supports
the bounded rationality principle that
managers often act rationally within cer-
tain bounds. Second, the results reveal
that, to a limited extent, the industry in
which the small business competes influ-
ences its supply selection practices. The
finding therefore provides support for
the external control model and corrobo-
rates the arguments of previous re-
searchers (Bourgeois 1984; Starbuck and
Milliken 1988). Third, the findings reveal
that the supply chain management prac-
tice of small business enterprises is also a
function of the personal characteristics of
executives (age, level of education, and
work experience). This finding provides
support for the notion that although small
business executives use rational analytic
decision-making approaches to select sup-

Table 3
Moderated Regression Model Results
Moderator Model :d G F
Industry (5 categories) Restricted 314
Full .381 067 1.44*
Age Restricted 332
Full 2351 .019 2 A9
Type of education Restricted 354
(3 categories) Full b A .043 1.59%
Type of work experience Restricted 325
(3 categories) Full .369 .041 1.50%

*p < .05
#p < 01
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pliers, their decisions are often influenced
by their own personal characteristics and
industry (Merz and Sauber 1995).

One of the major contributions of this
research is the finding that the activities of
executives can have a considerable influ-
ence on the supply chain management
practices of small firms. It is argued, there-
fore, that research into the role of manage-
rial activities as a predictor or indicator of
strategic orientation can shed light on our
understanding of small business dynamics
(D’Amboise and Muldowney 1988; Steven-
son and Jarillo 1990). The results reinforce
the notion that strategic management ac-
tivities, such as supply chain management,
are complex phenomena that can be better
understood by applying all the decision
models, namely, rational/normative, exter-
nal control, and strategic choice. Small
businesses are more likely to succeed if
they are able to position themselves in the
competitive environment (Hamel and
‘Prahalad 1989). To position themselves,
they need a good understanding of critical
strategic dimensions and take adequate
steps to control these dimensions. That is,
in order to manage the flow of materials
and information from supply sources to
end-users, it is important to invest in infor-
mation technology, quality control sys-
tems, and a strong focus on customers.

In this regard, the results of this study
provide practical guidelines for small busi-
ness executives who want to manage their
supply chain so that it can be a source of
competitive advantage. In addition, this
study should be extended to include other
types of strategic growth decisions by
small business executives. These deci-
sions include the choice of international
cooperative strategies. Baird, Lyles, and
Orris (1994) argue that the “interna-
tional strategic options of small firms
have not been studied in depth . . . global
strategies and structures of small firms may
differ from those of larger firms” (p. 48).
Future research should examine this by
integrating the elements of rational nor-
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mative, external control, and strategic
choice perspectives.

Our study adds to the literature on sup-
ply chain management which is still un-
folding. Mabert and Venkataraman (1998)
argue that studies are warranted not just
on the flow of materials from supply
sources to customers but also on informa-
tion flows in marketing, finance, and hu-
man resources management that parallel
and assist the material flow. This issue is
particularly relevant because of the in-
creasing dominance of the Internet in the
supply chain management practices of
organizations.

This area of research is extremely im-
portant in light of the exponential growth
in transcontinental strategic alliances. As
firms increasingly focus on their core busi-
ness and core competence and outsource
activities in which they lack expertise, rela-
tionships with their suppliers are critical to
developing a sustainable competitive ad-
vantage. It is imperative that firms realize
that interdependencies are increasing in
today’s business world and that managing
these interdependencies is critical to
survival.
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