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Abstract:

One of the most significant changes in the paradigm of modern business
management is that individual businesses no longer compete as solely autonomous
entities, but rather as supply chains. In this emerging competitive environment, the
ultimate success of the business will depend on management’s ability to integrate
the company’s intricate network of business relationships. Effective supply chain
management (SCM) has become a potentially valuable way of securing competitive
advantage and improving organizational performance since competition is no
longer between organizations, but among supply chains. Supply chain management
(SCM) is one of the most important tools that companies use to develop their
performances. The basic objectives of this research was to study the relationship
between supply chain management practices and organizational performance of
BGI Ethiopia, four key dimensions of SCM practices (strategic supplier partnership,
customer relationship, level of information sharing and quality of information
sharing) were used as independent variables. A sample of 47 employees and 6
distribution agents taken. A questionnaire was used as a research tool for the
collection of data. Baseline data was gotten from employees and agents of the
company and also from secondary data. Collected data were analyzed through SPSS
version 23. Main findings of the study revealed that there is a low level of practical
implementation of SCM practices in BGI Ethiopia and that only Customer
relationship has strong significant influence on competitive advantage. Strategic
supplier partnership, Level of information sharing and Level of information quality
on competitive advantage has no significant influences on competitive advantage of
the case company. Quality, Delivery dependability and time to market have strong
significant influences on organizational performance.

Keywords: Organizational performance, Supply chain management, Supply chain
management practices

Vi
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1 INTRODUCTION
1.1 Background of the study

The understanding and execution of supply chain management (SCM) practices have a key
role for an organization in staying competitive and for enhancing profitability in the increasingly
competitive global market place Childhouse and Towill, (2003). Organizations are facing different
kinds of challenges in their effort of competing in today’s dynamic global markets. To remain
competitive, organizations must recognize the importance of effective supply chain practices that
improve not only their own organizational performance, but also coordinate with their supply chain
partners to improve their joint performance. Yet, despite the significant advances in research and
practices, many organizations continue to struggle to understand the complex issues associated
with the coordinated planning and supply activities amongst the members of their supply networks
(Lori et al.,2011).

In today’s business world, things are constantly changing; and to stay competitive within
the industry, Organizations increasingly find that they must rely on effective supply chains, or
networks, to compete in the global market and networked economy. In Peter Drucker's (1998) new
management paradigms, this concept of business relationships extends beyond traditional
enterprise boundaries and seeks to organize entire business processes throughout a value chain of

multiple companies.

Council of Logistics Management (CLM) defines SCM as the systemic, strategic
coordination of the traditional business functions and tactics across these businesses functions
within a particular organization and across businesses within the supply chain for the purposes of
improving the long-term performance of the individual organizations and the supply chain as a
whole. SCM has been defined to explicitly recognize the strategic nature of coordination between
trading partners and to explain the dual purpose of SCM: to improve the performance of an
individual organization, and to improve the performance of the whole supply chain. The goal of
SCM is to integrate both information and material flows seamlessly across the supply chain as an

effective competitive weapon. Childhouse and Towill, (2003).

The concept of SCM has received increasing attention from academicians, consultants,

and business managers alike Tan and Lyman (2002). Many organizations have begun to recognize

EFFECT OF SUPPLY CHAIN MANAGEMENT PRACTICE ON ORGANIZATIONAL PERFORMANCE 1
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that SCM is the key to building sustainable competitive edge for their products and/or services in
an increasingly crowded marketplace. SCM has been considered from different points of view in
different bodies of literature, such as purchasing and supply management ,logistics and
transportation, operations management, marketing, organizational theory, and management
information systems. Various theories have offered insights on specific aspects or perspectives of
SCM, such as industrial organization and associated transaction cost analysis, resource-based and
resource-dependency theory, competitive strategy, and social—political perspective Stern and Reve
(1980).

Foreign investment in Ethiopia's beverage industry is showing a huge increase as global
groups are increasingly attracted to the industry and multinational beverage companies are
continuing to increase their presence in rapidly growing economy (Ethiopian Food, Beverage and

Pharmaceuticals Industry Development Institute, 2016).

The beer industry has been through much change in recent years with numerous entrants
in the better beer segment and consolidation among larger brewers. BGI, Dashen, Heineken, Meta,
Raya, Habesha and Zebidar are the seven beer companies operating in Ethiopia which collectively
run 11 factories. Four giant liquor and two wineries also make part of Ethiopia's growing beverage
industry. Since the industry is extremely competitive pursuing effective supply chain management
is the best methodology to reduce costs, increase customer satisfaction, better utilize assets, and

build new revenues.

1.2 Back ground of the company

St. George is the first Brewery in Ethiopia and it was established in 1922 .The factory was
pioneers in Ethiopia’s industrial development. Over two decades passed, since Ethiopia has started
privatization of its most government owned business sectors by transferring ownership to local
investors and international companies. This privatization policy put the current market in a fierce
competition between companies. Especially, the brewery industry is the most affected industry by

the privatization policy.

Currently BGI Ethiopia is facing a strong competition from international brands and
successful international companies like Heineken and Diageo. Implementing effective supply
chain management is very important for achieving competitiveness through competitive

. _________________________________________________________________________________________________|
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advantage. In the current business environment Supply chain management is considered as one of

the crucial element in the competitiveness of a company.

BGI Ethiopia Limited Company was established as per the commercial code of Ethiopia in
1996 G.C. The primary objective of the company is to produce and distribute quality bottle and
draught beer to local and foreign market. The company was formed by two shareholders with a
total paid-up capital of Birr 161,989,000.00.As stipulated in the company’s memorandum of

association the name, address & distribution of shares among shareholding members.

BGI Ethiopia is subsidiary company of BGI (Brasseries et Glaciers Internationals).The
holding Company is Group Castel, which was founded by the 9 brothers and sisters of the Castel
family in 1949.The Castel group’s activities in the beer and soft drinks sector are mainly managed

through the operational subsidiary BGI.

BGI Ethiopia inaugurated its first brewery located in Kombolcha in the year 1998.In the
same Yyear; the company acquired Saint George Brewery, the first and oldest brewery in the

country, from Ethiopian Privatization & Public Enterprises Supervising Agency in the same year.

In order to satisfy local market needs BGI Ethiopia introduced high gravity brewing
process and inaugurated the new bottling line at the Saint George Brewery in 2006. However, the
demand for beer has shown significant growth over recent years. Recognizing capacity limitation
to address the demand, BGI inaugurated (2011) the third brewery in Hawassa, as a careful

strategically move to reach the southern parts of the country.

BGI Ethiopia has production capacity of 3.5M hectolitre attainable capacity totally and Addis
Ababa plant has 1.4MHL capacity and producing three brands of products (Castel, St. George
and Amber beer) both in draft and bottle. In Addis there are 6 distribution territories to cover all
parts of the city from east to west and from north to south including central Addis Ababa. Since
more than 40% of total sales is in Addis Ababa, the gap is covered from the two factories

(Kombolcha and Hawassa).

BGI Ethiopia Brewery Marketing Manager Isayas Hadera indicated the emerging middle
class income and population trend as key growth drivers of alcoholic beverage companies in

Ethiopia. "The domestic market is rising from 15 to 20% every year. We are witness’s rapid growth

EFFECT OF SUPPLY CHAIN MANAGEMENT PRACTICE ON ORGANIZATIONAL PERFORMANCE 3
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in the previous decade which has allowed us get a better market share in the country,” he said.
With annual production capacity of three million hectoliters of beer, BGI is exporting beer to South
Sudan, Djibouti, USA, Israel and Europe, which is showing increment every year (Fortune news
January 18, 2015 [ Vol 15 ,No 768]). However BGI Ethiopia is facing an intense competition from
competitors these days and this paper was conducted to redirect the company’s attention to the
supply chain practice as a core activity and will try to examine the effect of supply chain practice

to competitive advantage and organizational performance.

1.3 Statement of the problem

To remain competitive and to sustain growth, brewery companies would need to watch out
for the trends that will shape the industry over the next few years and understand the challenges
so that they may be able to potentially turn them into opportunities that exist there in the supply
chain management and directed their effort towards developing a competitive supply chain based
on speed, flexibility, innovation, quality & responsiveness had significantly improve customer
service and their profitability. Therefore, the primary goal of supply chain management is to
enhance competitive performance by closely integrating the internal functions withina company
& closely linking them with external operations of suppliers, customers, and other channel
members (Kim 2006).

The brewery industry is extremely competitive and also faces new opportunities and
challenges. Changing consumer demands and preferences require new ways of maintaining current
customers and attracting new ones. In a majority of beer markets, there has been a steady shift
towards premium brands that offers health benefits. As a result there is a focused switch by brewers
from mainstream brands to premium brands to enhance their growth prospects. This in turn has
resulted in an increasing need to have an efficient supply chain network and to reduce operating

expenses.

Therefore the problems of this study were to determine the relationship between variables
of SCM practices and competitive advantage, and organizational performance of BGI Ethiopia
Addis Ababa. The selected variables are strategic supplier partnership, customer relationship, level

of information sharing and quality of information sharing.

EFFECT OF SUPPLY CHAIN MANAGEMENT PRACTICE ON ORGANIZATIONAL PERFORMANCE 4
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Much of the current theoretical/ empirical research in SCM focuses only on the upstream
or downstream side of the supply chain, or certain aspects/perspectives of SCM (Li et al., 2006).
Topics such as the role of relationships with suppliers in improving supplier responsiveness
Handfield and Bechtel, (2002), and the antecedence and consequences of buyer-supplier
relationship Chen and Paulraj, (2004) have been researched on the supplier side. Studies such as
those by Clark and Lee (2000), and Alvarado and Kotzab (2001), focus on the downstream
linkages between manufacturers and retailers. A few recent studies have considered both the
upstream and downstream sides of the supply chain simultaneously. (Tan et al. 1998) explore the
relationships between supplier management practices, customer relations practices and
organizational performance; Frohlich and Westbrook (2001) investigate the effects of supplier-
customer integration on organizational performance; (Tan et al., 1998) study SCM and supplier
evaluation practices and relate the constructs to firm performance; Min and Mentzer (2004)
develop an instrument to measure the supply chain orientation and SCM at conceptual levels;
Gyaneshwar (2012) study operational performance through SCM Practices and Moslem (2013)

study the impact of supply chain management practices on competitive advantage.

However, the relationship of SCM with performance cannot be regarded as conclusive
(Cousins et al., 2006). Despite the increase of empirical research in the last few years, important
differences in research design undermine comparability: lack of consensus about the definition and
dimensionality of the SCM practice (s), use of different units of analysis, and different approaches
to performance measurement. As far as the knowledge of the researcher is concerned, there is no
empirical study that is conducted in the area of SCM practices and firms performance (i.e. from
perspectives of strategic suppliers partnership, customers relationships, level and quality of
information sharing on organizational performances) which incorporate upper and down streams
on brewery companies in Ethiopia particularly on BGI Ethiopia. Therefore, since the effort to
achieve generalization of the causal relationship between SCM practices and Organizational
performance calls for empirical confirmation in diverse environments, especially emerging
economies, this paper is to contribute to the debate by testing the relationship between SCM

practices and organizational performance in the case company.

EFFECT OF SUPPLY CHAIN MANAGEMENT PRACTICE ON ORGANIZATIONAL PERFORMANCE 5
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1.4 Basic research questions
Hence, the study was primarily aimed to answer, what are the practices of SCM in BGI Ethiopia

and more specifically to answer the following basic research questions.

1. What do the current supply chain managements practices of BGI Ethiopia look like?

2. What are strengths and weaknesses of supply chain management practices of the firm?

3. How does effective SCM practice related to Organizational Performance of BGI Ethiopia?
4

How does supply-chain management practice affect the organizational performance of BGI?

1.5 Research hypotheses

The SCM framework developed in this study proposes that SCM practice has a direct
impact on the overall financial and marketing performance of an organization. SCM practice is
expected to increase an organization’s market share, return on investment (Shin et al., 2000), and
improve overall competitive position (Person 1999).

SCM practices has impact on competitive advantage of an organization. They are expected
to improve an organization’s competitive advantage through price/cost, quality, delivery
dependability, time to market, and product innovation. Prior studies have indicated that the various
components of SCM practices (such as strategic supplier partnership) have an impact on various
aspects of competitive advantage (such as price/cost). For example, strategic supplier partnership
can improve supplier performance, reduce time to market (Ragatz et al., 1997), and increase the
level of customer responsiveness and satisfaction (Power et al., 2001).

Information sharing leads to high levels of supply chain integration Jarrell JL (1998) by
enabling organizations to make dependable delivery and introduce products to the market quickly.
Information sharing and information quality contribute positively to customer satisfaction and
partnership quality Lee and Kim (1999). The above arguments lead to

Hypothesis 1. Firms with high levels of SCM practices will have high levels of competitive
advantage.

Having a competitive advantage generally suggests that an organization can have one or
more of the following capabilities when compared to its competitors: lower prices, higher quality,
higher dependability, and shorter delivery time. These capabilities will, in turn, enhance the
organization’s overall performance (Mentzer 2000). Competitive advantage can lead to high levels

of economic performance, customer satisfaction and loyalty, and relationship effectiveness.

EFFECT OF SUPPLY CHAIN MANAGEMENT PRACTICE ON ORGANIZATIONAL PERFORMANCE 6
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Brands with higher consumer loyalty face less competitive switching in their target segments
thereby increasing sales and profitability (Moran 1981). An organization offering high quality
products can charge premium prices and thus increase its profit margin on sales and return on
investment. An organization having a short time-to-market and rapid product innovation can be
the first in the market thus enjoying a higher market share and sales volume. Therefore, a positive
relationship between competitive advantage and organizational performance can be proposed.
Hypothesis 2. The higher the level of competitive advantage, the higher the level of
organizational performance. The above two hypotheses, taken together, support the SCM

framework presented above.

1.6 Objective of the study
1.6.1 General objective

The major objective of this study is to investigate the effect of supply chain management
practices in terms of strategic supplier partnership, customer relationship, level of information
sharing and quality of information sharing and to determine whether supply chain practices has

impact on competitive advantage and organizational performance of BGI Ethiopia.

1.6.2 Specific objectives
1) To identify the major challenges and causes of implementing effective Supply Chain

Management practice in the study area.
2) To determine the relationship between supply chain management practices with competitive
advantage and organizational performance of the company.

3) To present possible Recommendations.

1.7 Significances of the study

Investigating the practices of supply chain management and barriers for its effective
implementation in this complex and dynamic business world is believed to have the following
importance’s to the academicians, corporate managers, policy makers; and generally for business

practitioners, and specifically, for the case company.
Specifically, this study has the following main significances:

It paves the way for educators or training institutions to consider when designing training on the

issues relating to the SCM and it also serves as a spring board to conduct further and more detail

EFFECT OF SUPPLY CHAIN MANAGEMENT PRACTICE ON ORGANIZATIONAL PERFORMANCE 7
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study in the area; this is because at the current situation there are only few researches were

conducted in the related area in Ethiopia, especially in the brewery industry.

1.8 Scope of the Study

SCM encompasses vast areas of managerial practices. However, it is difficult and unmanageable
to conduct the study in all areas that summarizes SCM in terms of time, finance, and research
manageability. Therefore, the scope of this study is delimited to SCM practices and organizational

performance of one selected brewery factory in terms of topic.

The subject scope of this study is also delimited to the company’s point of reference towards
strategic supplier partnership, customer relationship, level of information sharing, quality of
information sharing. In terms of competitive advantage the study was delimited to (price/ cost,
quality, delivery dependability and time to market) and organizational performance (which
incorporate market share, return on investment, the growth of market share, the growth of sales,
growth in return on investment, profit margin on sales and overall competitive position). The area

of the study is also delimited to the case company i.e., BGI Ethiopia Addis Ababa branch.

1.9 Limitations of the Study

It is difficult to cover entire domain of supply chain just in one study. The research sample didn’t
incorporate all the supply chain participants namely: the suppliers and customers due to time and
financial constrained so that it couldn't be generalized/applied to the complete chain of the
company under investigation. On the other hand constructs of SCM are not only limited to SCM
practices selected in this study. Therefore it is not representing all constructs that could explain

SCM practices.

. _________________________________________________________________________________________________|
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1.10 Definition of terms

Strategic
supplier
partnership:

Customer
relationship:

Levelof
information
sharing:
Quality of
information
sharing:

Competitive
advantage:

The long-term relationship between the organization and its suppliers. It is designed to
leverage the strategic and operational capabilities of individual participating organizations
to help them achieve significant ongoing benefits. Tan KC, Lyman SB, Wisner JD. Supply
chain management: a strategic perspective. International Journal of Operations and
Production Management 2002;

The entire array of practices that are employed for the purpose of managing customer

complaints, building long-term relationships with customers, and improving customer

satisfaction. Moberg CR, Cutler BD, Gross A, Speh TW. ldentifying antecedents of

information exchange within supply chains. International Journal of Physical Distribution

and Logistics Management 2002;32(9):755-70

The extent to which critical and proprietary information is communicated to one’s supply

chain partner. Child house P, Towill DR. Simplified material flow holds the key to supply

chain integration. OMEGA 2003.

Refers to the accuracy, timeliness, adequacy, and credibility of information exchanged. Moberg
CR, Cutler BD, Gross A, Speh TW. Identifying antecedents of information exchange within
supply chains. International Journal of Physical Distribution and Logistics Management 2002.

The extent to which an organization is able to create a defensible position over its competitors .
It comprises capabilities that allow an organization to differentiate itself from its competitors
and is an outcome of critical management decisions. Porter ME. Competitive advantage:
creating and sustaining superior performance. New York: The Free Press; 1985.

Organizational Refers to how well an organization achieves its market-oriented goals as well as its financial goals.

performance:

SCM
practices:

Supply chain:

Supply Chain
Management:

The short-term objectives of SCM are primarily to increase productivity and reduce inventory and
cycle time, while long-term objectives are to increase market share and profits for all members of
the supply chain. Yamin S, Gunasekruan A, Mavondo FT. Relationship between generic strategy,
competitive advantage and firm performance: an empirical analysis. Technovation 1999.

Set of activities undertaken in an organization to promote effective management of its supply
chain. Describes the latest evolution of SCM practices, which include supplier partnership,
outsourcing, cycle time compression, continuous process flow, and information technology
sharing. Donlon JP. Maximizing value in the supply chain. Chief Executive 1996.

Is all inter-linked resources and activities needed to create and deliver products and services to
customers (Sunil, 2004).

is a network of relationships, with the goal to deliver superior value, i.e., the management of
upstream and downstream relationships with suppliers and customers to deliver superior
customer value at less cost to the supply chain as a whole (Christopher 2005).

EFFECT OF SUPPLY CHAIN MANAGEMENT PRACTICE ON ORGANIZATIONAL PERFORMANCE 9
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1.11 Organization of the Paper

This project paper is organized into five chapters: Chapter one contains the introduction
part dealing with back ground of the study and company, the research problem, objectives of the
study, scope and significance of the study. The second chapter discusses the literature review about
the subject matter. In chapter three the research methodologies were presented. In chapter four
presents results and discussion of the study and finally, chapter five presents the major findings,

conclusions and forwarded suggestions.

. _________________________________________________________________________________________________|
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2. REVIEW OF THE RELATED LITERATURE
2.1 Concepts and Definitions of Supply Chain Management

Supply chain management was defined by different authors, Simchi and Kaminsky
(2000) define supply chain management as “the integration of key business processes among a
network of interdependent suppliers, manufacturers, distribution centers, and retailers in order to
improve the flow of goods, services, and information from original suppliers to final customers,
with the objectives of reducing system-wide costs while maintaining required service levels”. The
Council of Supply Chain Management Professionals CSCMP (2004) defines SCM as: “SCM
encompasses the planning and management of all activities involved in sourcing and procurement,
conversion, and all logistics management activities, including coordination and collaboration with
suppliers, intermediaries, third-party service providers, and customers”. (Cooper et al., (1997)
define SCM as the management and integration of the entire set of business processes that provides
products, services and information that add value for customers. The term "supply chain
management" first appeared in 1982 (Oliver & Webber). Around 1990, academics first described
SCM from a theoretical point of view to clarify the difference from more traditional approaches
and names (such as logistics), to managing material flow and the associated information flow
(Cooper et al., 1997). The term supply chain management has grown in popularity over the past

two decades, with much research being done on the topic (Ashish, 2007).

The concept of SCM has received increasing attention from academicians, consultants, and
business manager’s alike Feldmann & Muller (2003), (Tan et al., 2002), (Van, 1998). Many
organizations have begun to recognize that SCM is the key to building sustainable competitive
edge for their products and/or services in an increasingly crowded marketplace (Jones, 1998). The
concept of SCM has been considered from different points of view in different bodies of literature
(Croom et al., 2000) such as purchasing and supply management, logistics and transportation,
operations management, marketing, organizational theory, and management information systems.

(Tan et al., 1999) attempted to link certain supply chain management practices with firm
performance. In particular, they examined the effects of quality management, supply base
management and customer relations practices on firm financial performance. They found that some
aspects of quality management — use of performance data in quality management, management

commitment to quality, involvement of quality department, and social responsibility of
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management all were positively related to firm performance (Gillyard, 2003). Managing the supply
base was found to have a significant impact on firm growth but not on overall performance. The
significance of supply chain management highlights the need for companies to actively manage
their supply chain to maximize their performance. As (Mentzer et al.,2001) said, a supply chain

will exist whether a firm actively manages it or not.

Various theories have offered various insights on specific aspects or perspectives of SCM,
such as industrial organization and associated transaction cost analysis (Ellram, 1990), resource-
based theory and its extension relational view theory (Rugtusanatham, 2003), competitive strategy
(Porter, 1985), and social—political perspective Stem and Reve, (1980). In addition those academic
debates over the last years also produced a fragmented literature, lacking commonly accepted
frameworks and clear constructs, undermining knowledge advancement (Burgess et al., 2006); and
(Harland et al., 2006).

Even though different things contribute for differences on the concepts of SCM, different
researchers tried to describe the concepts of SCM as follows. Ellram and Cooper (1990) identify
SCM as an integrating philosophy to manage the total flow of a distribution channel from supplier
to the ultimate customer. Whereas Robinson and Kalakota (2000) view the supply chain quite
simply as a “process umbrella” under which products are developed and delivered to customers.
From a structural viewpoint, they argue, the supply chain refers to the complex network of
relationships that organizations maintain with trading partners to source, manufacture and deliver
products. As (Li et al., 2006) described, SCM is a concept which its goal is to integrate both
information and material flows seamlessly across the supply chain as an effective competitive
weapon. (Li et al., 2006) also stated that SCM applies to show the collaborative relationships of
members of different echelons of the supply chain and refers to common and agreed practices
performed jointly by two or more organizations. In addition, according to (Arawati 2011), SCM
includes managing supply and demand, sourcing raw materials and parts, manufacturing and
assembly, warehousing and inventory tracking, order entry and order management, distribution
across all channels, and delivery to the customer.

Generally, the SCM concept used in the research in its essence assumes that firms set up

alliances with members of the same chain (i.e., upward stream, supplier, and downward stream,
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customer) to improve its competitive advantage revealed by superior operational performance of
all chain members.

Regarding definitions of SCM, many definitions have also been used to explain the term.
The frequency with which the term SCM is used in today’s environment would suggest that it is a
well understood concept accompanied by an accepted set of managerial practices. However,
definitions of and approaches to SCM vary substantially from organization to organization because
it is influenced by many different fields and researchers in the area of SCM. (Tan et al., (2002)
defines SCM as the simultaneous integration of customer requirements, internal requirements and
upstream supplier performance. Council of Logistics Management (CLM) defines SCM as the
systemic, strategic coordination of the traditional business functions and tactics across these
businesses functions within a particular organization and across businesses within the supply chain
for the purposes of improving the long-term performance of the individual organizations and the
supply chain as a whole. SCM has been defined to explicitly recognize the strategic nature of
coordination between trading partners and to explain the dual purpose of SCM: to improve the
performance of an individual organization, and to improve the performance of the whole supply
chain (Li et al., 2006).

Supply chain by (Christoper 1998) defined as a network of various organizations involved
both through upstream and downstream linkages in different kinds of activities and processes.
Meanwhile, (Adebayo 2012) summed up the many definitions of SCM by various authors and
researchers as ‘the task of integrating organizational units along a supply chain and coordinating
materials, information and financial flows in order to fulfill ultimate customer demands with the
aim of improving competitiveness of the supply chain as a whole’. Thus, in the end produce value
whether in the form of products or services to the end user.

The key elements of supply chain and its management from these definitions are therefore
the upstream parties, the downstream parties and the integration of all the organizations involved,
together with the internal function of an organization itself. The upstream parties, as being
described by Handfield and Nichols (1999) consists of an organization’s functions, processes and
network of suppliers while the downstream function on the other hand concerns the distribution
channels, processes and functions where the product passes through to the end customer. Where
external downstream and upstream functions are concerned, the managers involved in each

upstream and downstream supplier and functions are responsible in making sure that the deliveries
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of products and services are done as scheduled to their destinations. If there are cases where delays
are inevitable, the managers are to ensure that the impact of the delays to the supply chain and the
value it carries will be minimal.

In general, regarding the definition of SCM, the researcher conceptualize it as the strategic
coordination of the traditional business functions (i.e., coordinating the firm/organization with the
supplier and customer) and the tactics across these businesses functions within a particular
organization and across businesses within the supply chain for the purposes of improving short-
term and long-term performance of the individual organizations and the supply chain as a whole.

2.2 Supply Chain Management Practices/Measurements

SCM practices have been defined as a set of activities undertaken in an organization to
promote effective management of its supply chain. SCM practices are multidimensional which
affect the performance of partners in the supply chain. These SCM practices were seen and
discussed by different researchers from different perspectives. (Donlon 1996) describes the
evolution of SCM practices, which include supplier partnership, outsourcing, cycle time
compression, continuous process flow, and information technology sharing. (Tan et al., 1998) use
purchasing, quality, and customer relations to represent SCM practices, in their empirical study.
(Tan et al., 2002) identify six aspects of SCM practice through factor analysis: supply chain
integration, information sharing, supply chain characteristics, customer service management,
geographical proximity, and just in time capability. Alvarado and Kotzab (2001) include in their
list of SCM practices concentration on core competencies, use of inter-organizational systems such
as elimination of excess inventory levels by postponing customization toward the end of the supply
chain. Chen and Paulraj (2004) presented SCM framework/practice that encompassed three
dimensions: supply network structure, characterized by strong linkages between members, low
levels of vertical integration, non-power based relationships; long-term relationships, managed
with effective communication, cross-functional teams, and early supplier involvement in crucial
projects, planning processes; and logistics integration. Min and Mentzer (2004) identify the
practices of SCM as including agreed vision and goals, information sharing, risk and award
sharing, cooperation, process integration, long-term relationship and agreed supply chain
leadership.
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(Arawati 2011) identify SCM dimensions as its encompasses: Strategic Supplier
Partnership, developing trust and collaboration among supply chain partners as well as customers;
Lean Production, is associated with continuous pursuit of improving the processes, a philosophy
of eliminating all non-value adding activities and reducing waste within an organization;
Postponement Concept, Postponement involves the process of delaying final product configuration
until the actual order requirement is specified by the customer. Keeping products in semi-finished
would allow more flexibility and customization in completing the final products and also enables
a company to respond more quickly to market demand and New Technology and Innovation, New
technology and innovation refers to the application of the latest scientific or engineering

discoveries to the design of operations and production processes in SCM .

Thus the literature reveals SCM practices from a variety of different perspectives with a
common goal of ultimately improving organizational performance. In reviewing and consolidating
the literature, four dimensions, including strategic supplier partnership, customer relationship,
level of information sharing and quality of information sharing, are selected for measuring SCM
practice. The four constructs cover upstream (strategic supplier partnership) and downstream
(customer relationship) sides of a supply chain, information flow across a supply chain (level of
information sharing and quality of information sharing). It should be pointed out that even though
the above dimensions capture the major aspects of SCM practice, they cannot be considered
complete. Other factors, such as geographical proximity, structural aspect (Tan et al., 2002), cross-
functional teams, logistics integration Chen and Pauraj (2004), agreed vision and goals, and agreed
supply chain leadership Min and Mentzer (2004) and Postponement Concept are also identified
in the literature. Though these factors are of great interest, they are not included due to the concerns
regarding the length of the survey and the parsimony of measurement instruments. The present

study, therefore, proposes SCM practices as a multi-dimensional concept.
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2.2.1 Strategic Supplier Partnership

It is defined as the long term relationship between the organization and its suppliers.
Strategic supplier partnership emphasizes direct relationship and long-term and encourages mutual
planning and efforts to resolve problem. Supplier and organizations can work together more
closely and eliminate useless time and effort. Effective partnerships with suppliers can be critical
factor to guide supply chain management (Li et al., 2006). Sadikoglu and Zehir (2010) also stated
that in strategic supplier partnership, suppliers play more direct role in an organization’s quality
performance.

Through close bonded relationships, supply chain partners are more willing to share risks
and reward and be able to maintain the relationship over a longer period of time Lascelles and Dale
(1989); Landros and Moncza (1989). It is designed to leverage the strategic and operational
capabilities of individual participating organizations to help them achieve significant ongoing
benefits (Noble 1997; Sheridan 1998). Such strategic partnerships are entered into to promote
shared benefits among the parties and ongoing participation in one or more key strategic areas
such as core raw materials, technology, products, and markets Yoshino and Rangan (1995).

Strategic partnerships with suppliers enable organizations to work more effectively with a
few important suppliers who are willing to share responsibility for the success of the products.
Suppliers participating early in the product-design process can offer more cost effective design
choices, help select the best components and technologies, and help in design assessment (Tan et
al., 2002). Strategically aligned organizations can work closely together and eliminate wasteful
time and effort Balsmeier and Voisin (1996). An effective supplier partnership can be a critical
component of a leading edge supply chain (Noble, 1997). The main objective of strategic
partnerships with suppliers is increasing the functional capability of desired supplier (Rosenzweig,
2003). Therefore, strategically managed long-term relationship with supplier has positive impact

on a firm’s supplier performance Cooper and Ellram (1993).

2.2.2 Customer Relationship

It encompasses the entire array of practices that are employed for the purpose of managing
customer complaints, building long-term relationships with customers, and improving customer
satisfaction (Claycombb et al., 1999) and (Tan et al., 1998).
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(Noble 1997) and (Tan et al., 1998) consider customer relationship management as an
important component of SCM practices. As pointed out by Day (2000), devoted relationships are
the most sustainable advantage because of their essential barriers to competition. Focusing and
maintaining the customer relationship will enable the organizations to be more responsive towards
customers’ needs and will result creating greater customer loyalty, repeat purchase and willing to
pay premium prices for high quality product Carr and Pearson (1999).

Besides, the main goals of SCM are customer satisfaction and their loyalty as Stalk and
Hout (1990), customer relationship management is an important component of supply chain
management practices (Noble, 1997). The growth of mass customization and personalized service
is leading to an era in which relationship management with customers is becoming crucial for
corporate survival (Wines, 1996). Good relationships with supply chain members, including
customers, are needed for successful implementation of SCM programs (Moberg et al., 2002).
Close customer relationship allows an organization to differentiate its product from competitors,
sustain customer loyalty, and dramatically extend the value it provides to its customers (Magrettal,
1998).

As discussed in (Niknia 2007), the main customer relationship goals are identifying new
business opportunities, reduce missed opportunities, reducing customer defection, creating
customer loyalty, improve customer service, improve organization performance, reduce costs, and
increase revenue. For this research purpose, customer relationship is conceptualized from the
literature review and practicability in Ethiopia as the way of building long-term relation with
customers through creating customer loyalty, reducing defect products, improving customer
services, reducing price/cost, managing customer complaints and working on improving customer

satisfaction.

2.2.3 Internal Operation
In addition to the upstream and downstream integration, SCM also emphasize on the
importance of both effectiveness and efficiency of firm’s internal operations on its performance.
This is due to a significant element of SCM practice is an internal operations and they are the basis
for developing a competitive advantage before embarking into external integrations. Poor internal
operations can lead to failure in coordinating with external partners Handfield and Nichols (1999).
Internal operation summarizes all activities related to production system and internal,

logistics flow Handfield and Nichols (1999). To judge the SCM practice as an effective and value
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adding the internal operation should be flexible in responding to changing market needs, which is
expressed on the basis of agility principles. This means that, a production system must be able to
perform rapid change over in both order patterns and mass customization Lambert and Cooper
(2000). Power and Soha (2001) find that technology utilization, continuous improvement and
computer based automation in manufacturing are some of characteristics of agile/flexible
organization.

Thus, the effectiveness of SCM can be examined by the ultimate effect it would have on
customer satisfaction through responsiveness and lower price resulting from lean internal
operations. Automated orders and automated productions are the key enablers to realize the quick

response program Perry and Sohal (2000).

2.2.4 Information Sharing

Information sharing is an important aspect in achieving perfect integration in a supply
chain. Cross functional integration and inter organizational integration requires the visibility of
information across the supply chain. Poor information sharing between partners in a supply chain
will result in poor coordination that will lead to many serious problems such as high inventory
levels, inaccurate forecasts, low resource utilization, and high production costs. Indeed,
information sharing is highly considered as the way to reduce demand uncertainty Lee and Whang
(2000); (Lee, 2002). Many studies have reported that information sharing can bring many benefits
to both suppliers and buyers, such as inventory reduction, and reduced manufacturing costs (Yu et
al., 2001); and (Raghunatahan, 2003).

The way companies share information whatever the confidential level or not; determines
the success of the collaboration. The nature of information to be across the supply chain differs
based on the degree of integration, institutional trust and availability of infrastructure that facilitate
the practice (Lazarevic, et al., 2007). Therefore, an informatics perspective is vital in the supply
chain since information flow is an integral part of SCM and material flow is closely dependent on

information flow.

2.2.4.1 Types of Shared Information
Sales Data: In the traditional supplier-buyer relationship, companies communicate
demand information exclusively in the form of orders. Indeed, orders from downstream serve as a

critical source of information about future businesses. When the information is transferred in the
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form of orders tends to be distorted, can misguide upstream partners in their inventory and
production decisions. It ultimately harms the efficiency of the supply chain in the form of excess
raw material inventory, unplanned purchases of supplies, additional manufacturing expenses
created by excess capacity, inefficient utilization and overtimes, excess warehousing expenses,
premium shipping costs, and poor customer service level (Lee et al., 1997).

Sales Forecast: To exploit the vendors’ superior forecasting capabilities, retailers
including Wal-Mart formed an initiative called Collaborative Planning, Forecasting and
Replenishment (CPFAR), which calls for the retailers and the manufacturers to exchange
knowledge and jointly develop forecasts and replenishment plans. The common form of forecast
sharing involves a downstream site sharing the information to the supplier, as it is closer to the
market and is thus better positioned to forecast future market demand (Tsay 1997).

Inventory Level: One of the most common data shared between supply chain partners is
inventory level. Access to supply chain inventory status can contribute to lowering the total
inventory level in the supply chain. If the retailer and the manufacturer independently manage their
respective inventories without sharing inventory status information, they may end up having
duplicate safety inventories or stock-outs at both locations Milgrom and Roberts (1998).

Other Information Sharing: Other information often shared in a supply chain include may
be performance metrics and capacity. Performance metrics include product quality data, lead
times, queuing delays at workstations and service performance. By sharing this type of
information, the supply chain can identify the bottlenecks of the chain and improve the overall

performance (Tsay, 1997).

2.2.5 Level of Information Sharing

Information sharing refers to ability of enterprises to share knowledge and information with
supply chain partners with effective and efficient manner. Information sharing in interactive
system of supply chain includes information between direct partners and all network of supply
chain. For effective and efficient use by partners is needed sharing information. The level of
information sharing is closely linked with accountability and efficiency Rahman and Afsar (2008).

Furthermore, (Alireza et al., 2011) stated integration and coordination across supply chain
can be well provided through information sharing. Lalonde (1998) considers sharing of
information as one of five building blocks that characterize a solid supply chain relationship.
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According to Stein and Sweat (1998), supply chain partners who exchange information regularly
are able to work as a single entity. Together, they can understand the needs of the end customer
better and hence can respond to market change quicker.

Effective use of relevant and timely information by all the functional elements in the supply
chain is considered as a competitive factor and distinctive (Ahmadi, 2005).

Failures can occur in case of information delays, shortage or distortion across the supply
chain (Power, 2005). In this study supply chain information sharing is associated with the amount
of information shared among supply chain partners in downstream and upstream side of the supply
chain and also the information intensity. In this study, information sharing in supply chain is
conceptualized as the extent of sharing business knowledge formally or informally with supply
chain partners. Also it is associated with the amount of information shared among supply chain
partners in downstream and upstream side of the supply chain and also the information intensity.

2.2.6 Quality of Information Sharing

Information quality includes an aspect such as accuracy, timeliness, adequacy and
information exchanged credibility (Tan et al., 1998). It appears that there is a built in reluctance
within organizations to give away more than minimal information (Berry et al., 1994) since
information disclosure is perceived as a loss of power. Given these predispositions, ensuring the
quality of the shared information becomes a critical aspect of effective SCM Feldmann and Muller
(2003).

Based on (Li et al., 2005), organization needs to review their information as a strategic
asset and ensure that the information flows with minimum delay and distortion. In addition, (Li et
al., 2005) also notes that information shared must be accurate so that the best SCM solution will
be obtain. Effective use of relevant and timely information by all the functional elements in the
supply chain is considered as a competitive factor and distinctive (Ahmadi, 2005).

While information sharing is important, the significance of its impact on SCM depends on
information by all functional elements within the supply chain as a key competitive and
distinguishing factor. The empirical findings of Childhouse and Towill (2003) reveal that
simplified material flow, including streamlining and making highly visible all information flow
throughout the chain, is the key to an integrated and effective supply chain. Providing and

transforms raw material to a product or service and delivers it to the customer is activities that is
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done in the supply chain. Overall planning of supply and demand, raw material procurement,
production planning, inventory control, warehousing, distribution of products and management of
information is activities in the supply chain.

Hence manufacturing organization in the supply chain should be able to consider inventory
demand and according to the number products in stock identified a fraction number the product
and do production planning. By determine production schedules, do raw material supply and the
schedule of production, distribution of products as well is planned through sharing quality
information (Chin et al., 2010). The work of (Tan et al., 1998), in which most of the indicators of
information quality is adopted, does not incorporate completeness as the indicators of information
quality which is the key for quality of information in reality of the case organization.

Therefore, for the purpose of the study, information quality is conceptualized as accuracy,
timeliness, adequacy, information exchanged reliability and completeness.

2.2.7 Information Technology (IT)

Nowadays, since IT is involved in every step of operation in each company, therefore it is
not surprising that organizations’ Supply Chain Management supported by adopting IT. (Talluri,
2000) makes the comment that the advances in IT systems have given opportunities for
organizations’ to transform the way they manage their business.

In SCM, IT is highly regarded as a major enabler in achieving effective SCM. As a supply
chain spans many organizations in developing products to customers both up-stream, down-stream
and many functional areas within a company, the implementation of IT allows the companies to
increase communication and coordination of various value adding activities with their partners and
between functions within their own operation (Simchi et al., 2000).

In addition, to advance development of the internet technology offers significant
opportunities for cost reduction, increasing flexibility, increasing response time, and improving
customer services Lee and Whang (2001). The benefits of IT in SCM do not come from the
capabilities of IT itself; instead the significant benefits come from the combination of its
application with corporate strategy and the nature of relationship between companies. IT will
improve collaboration and coordination between supply chain members in the environment where
trust and long—term commitment between partners exist (Chae, 2005). (Li et al., 2005) reviled that,
the objectives of IT in SCM are; to provide the information availability and visibility to supply
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