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ABSTRACT. Recent cases in retailing reflect that ethics
have a major impact on brands and performance, in turn,
demonstrating that brand owners, employees, and con-
sumers focus on ethical values. In this study, we analyze
how various sources of social power affect corporate
ethical values, retailer’s commitment to the retail orga-
nization, and ultimately sales and service quality. Multi-
source data based on a sample of 225 retailers indicated a
strong link between power, ethics, and commitment and
that these affected output performance.
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Introduction

The performance of vertically organized retail sys-
tems depends critically on their ability to efficiently
coordinate functions and to ensure organizational
commitment to the corporate strategies among their
members (Basker, 2007). For example, Wal-Mart
with 1.3 million employees in the United States
alone is praised for its low prices, efficiency, and
brand power (Basker, 2007). On the other hand, the
company also experiences strong pressure from
outside stakeholder groups regarding the retailer’s
allegedly unethical behavior in the form of low
wages and poor working conditions for employees
(Palazzo and Basu, 2007). The media’s devotion to
social activists provides the public with access to new
information regarding social attributes and methods
of production (McWilliams and Siegel, 2001). This
publicity increases public awareness of CSR and
ethics. In this context, De Pelsmacker et al. (2005)

refer to a study of Hines and Ames (2000), in which
51% of the UK population reported having the
feeling that they were able to make a difference
in a company’s behavior, and 68% claimed to have
bought a product or service because of a company’s
responsible reputation. Consumers, therefore, no
longer care only about price and quality dimen-
sions of a brand, but also about the underlying
processes for how prices and qualities are determined
(Freeman, 1994). Accordingly Terry Leahy, CEO
of Tesco, the world’s fourth largest retailer in
2008 emphasized that “‘ethical considerations will
increasingly weigh in the scales alongside economic
ones” (The Economist, 2006a). If the retail man-
agement chooses to ignore the pressure from outside
stakeholder groups, then this negligence may lead to
sanctions in the form of disloyal dealers, customer
boycott, and fewer investors, all of which, in turn,
might harm the company’s brand name. As a con-
sequence, management faces the dilemma of bal-
ancing the pressure from owners to maximize profits
and of taking considerations, such as business ethics,
into account, making the management task more
complex (Freeman, 1984).

Traditionally, central management in retail com-
panies has established authority relations by use of
sources of social power to secure desired role
behaviors from retail units and to achieve compli-
ance to the global strategy (Gaski, 1984). Unfortu-
nately, some of these power mechanisms may reduce
performance and increase rather than reduce con-
flicts in the retail system (Gaski, 1984; Gundlach and
Cadotte, 1994). As an illustration, Sears Holdings
after initial centralization in the merger between
Kmart and Sears moved to a decentralized
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management structure to turn around its business
(http://management-case-studies.blogspot.com).
Similarly, Wal-Mart’s attempt to impose its global
Statement of Ethics on its employees in Germany
ironically ended in the German Federal Court
(Talaulicar, 2009). Since the retail unit manager is
obliged to protect the company brand from any
harm caused by unethical behavior, an unanswered
question is how social power sources which are in-
tended to enhance system efficiency also affect cor-
porate ethics. Rather than deploying power, a
fundamentally different approach to channel coop-
eration, therefore, is to develop strategies to elimi-
nate or reduce goal conflicts and to create
consistency around moral obligations between the
retail unit and its brand owner. Consequently, retail
companies might want to influence ethical values
within their organizations, among their employees,
management, and retail unit managers. In turn,
shared values serve to enhance commitment to the
organization (Hunt et al., 1989). While some
scholars strongly argue that high commitment
among employees leads to higher organizational
performance (Hosmer, 1994), others suggest that
strong organizational commitment may have detri-
mental effects (Hunt and Vitell, 2006; Randall,
1987; Serensen, 2002). Randall (1987), for example,
argues that strong organizational commitment can
result in too much trust in past policies and proce-
dures, and highly committed employees may even
be willing to engage in illegal or unethical behavior
on behalf of the organization. As a consequence,
overcommitted employees may reduce the organi-
zation’s creativity, flexibility, adaptability, innova-
tion, and even hurt profits.

Control is a major responsibility of management
with the purpose of standardizing employee behav-
ior within an organization. Weaver et al. (1999a)
argue that formal ethics program can be conceptu-
alized as organizational control systems aiming at
standardizing employee behavior to comply with
company ethics. In contrast, our study examines
how governance deployed to achieve compliance to
the overall strategy in a vertically organized retailing
system also affects corporate ethical values, com-
mitment, and performance. More specifically, we
focus on the eftects of coercive and non-coercive
social power within the retail company (French
and Raven, 1959; Mitchell et al., 1997). Frooman

(1999, p. 202) consistently characterizes the rela-
tionship between retailers and wholesalers in terms of
power dimensions. Stakeholder theory emphasizes
the firm’s responsibility in developing and sustaining
moral relationship characterized by power. Prior
channel research on power has yielded considerable
insight into its effect on performance (Buchanan,
1992; Gundlach and Cadotte, 1994). By contrast,
models of ethics in marketing and retailing (e.g.,
Bommer et al., 1987; Dunfee et al., 1999; Fraedrich,
1993; Hunt and Vitell, 1986; Vermillion et al.,
2002) have provided insights into mechanisms for
promoting ethical marketing behavior, although
unfortunately less insight into how ethical behavior
influences marketing performance. By examining the
power—ethical values—organizational commitment—
performance link, the purpose of our study is to
combine these two perspectives. Although interor-
ganizational research is well positioned to study this
phenomenon, few attempts have been made in this
field of investigation.

In summary, we intend to make two main con-
tributions to research literature. First, we examine
how corporate ethical values are influenced by
management control through coercive and non-
coercive sources of social power. Second, we
investigate how corporate ethical wvalues affect
organizational commitment among employees and
subsequently performance in terms of service quality
and sales. As such, our study adds to our under-
standing of the link between governance, ethics, and
organizational performance.

The article is organized as follows: we first present
the conceptual framework, including our research
hypotheses. Then, we describe our research design
and the empirical tests. Finally, we discuss the
implications of our findings, the study’s limitations,
and possible topics for further research.

Corporate ethical values

According to Gundlach and Murphy (1993, p. 39),
“ethics involves perceptions regarding right and
wrong.” Bommer et al. (1987, p. 2677) define
ethical behavior “to be those behaviors the cor-
rectness of which constitutes the moral intuition in
business and professions.” Conversely, unethical
behavior is defined as “‘behavior that has a harmful
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effect upon others and is either illegal or morally
unacceptable to the larger community” (Brass et al.
1998, p. 15). Marketing has previously raised several
controversial issues in the area of ethics, such as false
advertising, pressure selling, or discriminatory pric-
ing practices (Nantel and Weeks, 1996). In retailing
companies, dysfunctional and unethical problems,
such as free riding on the system’s brand reputation,
are major concerns (Kidwell et al., 2007). As a re-
sponse to external stakeholders’ negative reactions to
potential unethical behavior retail companies, as well
as marketing professionals and salespeople have
introduced ethical codes and ethical programs (e.g.,
Demuijnck, 2009; Grisafte and Jaramillo, 2007;
McLaren, 2000; Preble and Hoffman, 1999; Robin
and Reidenbach, 1987).

Parallel to this trend, there is vast research showing
how ethical codes and programs will affect adoption
of ethical values and enhance ethical decision making
and behavior (Hosmer, 1994; Hunt and Vitell, 2006;
Ingram et al., 2007; Weaver et al. 1999a, b). Shared
ethical values will then guide retail unit managers’
behavior consistent with external preferences among
brand owners and consumers (Hunt et al., 1989;
Stevens et al., 2005). Rather than relying on the retail
unit managers’ individual judgments when conflicts
on strategy execution arise (Vermillion et al., 2002),
cultivation of company-specific values may reduce
the need for ongoing monitoring and control (Ouchi,
1979, 1980) and may improve marketing practice
(Kennedy and Lawton, 1993).

Brand owners, along with customers, employees
and managers, represent one of the key stakeholder
groups in retailing. Brand owners can be defined as
persons “‘without whose support the organization
(retail company) would cease to exist” (Freeman,
1984, p. 31). The retail company that owns the
brand is one important stakeholder for each retailer
firm operating branded units in the local market-
place. Since the company brand not only signals a
standard quality, but also ““what we are’” and ““what
we stand for” (Berman et al.,, 1999, p. 493),
company brand representation by the single retailer
also becomes a moral relationship. The company
brand owner, therefore, is interested in creating
and sustaining the moral relationship (Freeman,
1984).

The perspective proposed here emphasizes that
ethical values have outcome consequences (utilitar-

lanism) supported by the claim that “‘the corporation
and its managers are responsible for the effects of
their actions on others” (Evan and Freeman, 2004,
p. 79). The other pillar in the stakeholder perspec-
tive draws on the “deontological” view of moral
dignity as an absolute value not affected by condi-
tional variables (Evan and Freeman, 2004, p. 79). By
looking at the organization as a team (Alchian and
Demsetz, 1972) the idea is to make the members
identify themselves with the brand operation and
internalize the goals and values of the retail company
(Ouchi, 1979; Vermillion et al., 2002).

Power and ethical values

Hiley (1987, p. 352) calls for ““a more comprehen-
sive understanding of the mechanisms of social
power in organizations if business ethics is to address
adequately the relation between social power and
values.” Similarly, Kennedy and Lawton (1993,
p. 789) state that “‘the concept of power in inter-
organizational relationships has particular relevance
for ethics, because (by reference to El-Ansary and
Stern, 1972) ... the power of a channel member [is]
his ability to control the decision variables in the
marketing strategy of another channel member at a
different level of distribution.” Gaski (1984, p. 10)
has synthesized the various definitions of power, and
defines it as “‘the ability to cause someone to do
something s/he would not have done otherwise.”
More specifically, French and Raven (1959) have
classified the sources of social power into (1) coer-
cive power sources (B perceives that A has the ability
to mediate punishments to B), (2) reward power
sources (B perceives that A has the ability to reward
B), (3) referent or identification sources of power
(B identifies with A), (4) expert sources of power
(B perceives that A has some special knowledge or
expertise), and (5) legitimate power sources (B per-
ceives that A has a legitimate right to prescribe
behavior for B) (for a thorough review, see Gaski,
1984). Most channel research distinguishes between
coercive and non-coercive power sources (reward,
referent, legitimate, expert power sources), whereas
we examine the individual effects of each of the four
non-coercive power sources.

Stakeholder theory proposes that the nature of
relationships characterized by sources of power is
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associated with ethical values (Freeman, 1984;
Mitchell et al., 1997). For example, Weaver et al.
(1999a) note that corporate ethics programs can
embody a coercive orientation with adherence to
rules, monitoring employee behavior, and disci-
plining misconduct. Applied literally to our con-
text, the definition of power suggests that the retail
unit managers would not adapt to retail company
ethical values unless external stakeholder power
compelled them to do so. While it might not be
possible to measure the inherent human inclination
to behave ethically, appropriate role behavior in
interfirm relationships can be determined and
maintained by the exercise of different types of
social power and influence, with differential effects
on the target party’s beliefs, attitudes, and behavior
(John, 1984).

Unethical behavior is considered to be a violation
of appropriate role behavior and might be regarded
as non-cooperative behavior. Conversely, adherence
to retail company ethical values might be seen as
cooperative behavior from the retail units. Gaski’s
(1984) extensive review indicates that non-coercive
sources of social power influence retail units coop-
eration positively, while coercive sources of social
power decrease the cooperative climate and increase
conflict. Similar results were obtained by Gundlach
and Cadotte (1994). Moreover, Trevino (1986) in a
laboratory study found that unethical decisions were
related to potential punishment. Gundlach and
Cadotte (1994) concluded that non-coercive power
strategies were associated with cooperative rela-
tionships, whereas coercive power strategies pre-
vailed in imbalanced and conflicting relationships.
Closer parallels can be found in John’s (1984) sem-
inal study of antecedents to channel opportunism. In
his study, John (1984) found that coercive attribu-
tions are positively related to opportunism. Coercive
attributions also showed deleterious eftects on atti-
tudinal orientation, which in turn lead to increased
opportunism. Furthermore, when perceptions of
increased rule enforcement and surveillance were
present, they lead to an erosion of positive attitudes
and consequently to more opportunism. John (1984)
showed that sanctions decreased the degree of
socialization and intrinsic motivation. Consequently,
we suggest that this mechanism also affects ethical
values. We sum up this discussion by presenting the
following hypothesis.

H1: There is a negative relationship between
coercive power and the retail company’s eth-
ical values.

An organization’s ethics program may aim for
both compliance with rules and internalization of
values (Weaver et al., 1999a). In this context, the
company’s ethical values can be cultivated by cor-
porate programs and ethics training guided by ded-
icated experts, incorporating the company’s ethical
values and standards, and participative exercises from
employees (Stevens et al.,, 2005; Valentine, 2009;
Weaver et al., 1999b). Although it does not examine
ethics per se, John’s (1984) study, by indicating the
negative effects of non-coercive sources of power
(expert, legitimate, and referent) on opportunism,
also suggests potential effects of these mechanisms on
ethics. As John notes (1984, p. 287) “‘the internalized
social restraints provided by positive attitudes and
perceptions must also be cultivated by the use of
appropriate power types and socialization processes.”
By examining the effects of each of the non-coercive
sources of power individually, we are able to create a
more nuanced picture of mechanisms aiming at
positive attitudes toward implementation of ethical
values.

Reward power

Reward power means that retail unit managers
perceive that retail management has the ability to
provide some rewards to induce a specific behavior.'
Marketing research has previously emphasized the
strong impact of reward power on ethical decisions.
In general, rewards have a positive effect on coop-
eration (e.g., Gaski, 1984; Gundlach and Cadotte,
1994) and also affect the “rightness™ of salespeople
(Hunt and Vasquez-Parraga, 1993). Consequently,
cooperation means compliance with the more
powerful party. However, even if retail unit man-
agers cooperate, it might not always be beneficial
from an ethical perspective (Axelrod, 1984). As
Hegarty and Sims (1978) show buyers and suppliers
engage in mutually unethical behavior when this is
rewarded. A similar result is shown by Tenbrunsel
(1998). Conversely, if rewards promote unethical
behavior, it can also be reasonably expected that an
appropriate reward system should enhance ethical
values and behavior within the retail company. This
is in line with the suggestions by Gundlach and
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Murphy (1993) and Robin and Reidenbach (1987),
and also the findings of Stevens et al. (2005) that
through a system of rewards and open communi-
cation, a stakeholder can promote a culture in which
retail unit managers know they will be rewarded for
doing the right thing. Based on this discussion, we
offer the following hypothesis:

H2: There is a positive relationship between re-
ward power and the retail company’s ethical
values.

Referent power

Referent power means that retail unit managers
identifies with the interests of the brand owner
(Pfefter and Salancik, 1978). Stated difterently, when
the retail management emphasizes ethical values, the
retail units, by virtue of the referent power mecha-
nism, identity with the same values. Valentine
(2009), for example, notes how managers often
function as ethical role models and can inspire
employees to perform ethically through social ex-
changes and visions of leadership. Rather than pro-
viding extrinsic motivation for a specific behavior,
referent power also has the potential to promote the
intrinsic motivation to behave ethically. Empirical
research illustrates how managers can stimulate eth-
ical values by adhering to an organization’s ethical
code (Fritz et al., 1999; Valentine and Barnett, 2003;
Weaver et al., 1999a).

H3: There is a positive relationship between ref-
erent power and the retail company’s ethical
values.

Expert power

Expert power means that retail unit managers per-
ceive another channel member as having some
beneficial special expertise or knowledge. As Kohli
(1989) notes, channel members comply with those
members having expertise because they believe that
doing so will lead to a better decision, not because of
formal or informal obligations to comply. According
to John (1984), expert power depends on the
internal mental processes, such as identification and
internalization, of the target parties. As an example,
each division of General Dynamics has an “‘ethics
program director” who can be approached when an

employee feels it is appropriate to report ethical
misconduct (Robin and Reidenbach, 1987). When
ethical values are promoted by programs and de-
voted persons, as in the example mentioned, stake-
holders with expertise in ethics are perceived as
trustworthy, which in turn increases their influence
on retail company values. We sum up the argu-
mentation a follows:

H4: There is a positive relationship between
expert power and the retail company’s ethical
values.

Legitimate power

Following the framework of French and Raven
(1959), legitimate power is the perception that the
stakeholder has the right to prescribe a specific
behavior for other members (Mitchell et al., 1997).
More specifically, the retail unit managers have
established an authority structure that provides the
brand owner with a mandate to govern by con-
tractual provisions, to issue instructions, and thereby
to impose decisions on the retail units (Heide, 1994).
Hunt and Vasquez-Parraga (1993) found that when
supervisors prescribe appropriate behavior to sales-
people, this is associated with ethical values. The
normative structure represented by legitimate power
defines “‘what is right and who is responsible”
(Trevino et al., 1985, p. 612). In this respect, it is
important to distinguish between the formal and
informal dimensions of legitimate power. The for-
mal dimension is based on the social agent’s
authority while the informal dimension is the social
agent’s appeal to commonly held norms and values.
‘Wal-Mart’s problems with imposing its “‘Statement
of Ethics” in Germany may be explained by its
negligence of German culture and rules of codeter-
mination, the informal dimension of legitimate
power (Talaulicar, 2009), rather than resistance
against ethical rules and principles per se. Considering
the formal dimension of legitimate power, there is an
underlying threat that noncompliance by the sub-
ordinate retail unit will entail sanctions. In this way,
legitimate power can be construed as a mild form of
coercive power. Brass et al. (1998) present a similar
view when arguing that in a relationship, the lower
status actor is less likely to act unethically because the
more powerful actor can retaliate with force. On the
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other hand, John (1984) argues that the influence of
legitimate power depends on internal mental pro-
cesses, such as identification and internalization, of
the target party which takes the informal aspects into
account. More specifically, we argue that when the
retail unit manager signs an agreement with the
brand owner, this implies an acceptance to abide by
the policy of the brand owner. Similar arguments are
presented by Ferrell and Skinner (1988, p. 105)
when claiming that “‘subordinates obey authority
because it is something they respect and they often
go along whether they agree with a superior or not.”
By signing the contract with the stakeholder, the
retail unit manager has implicitly promised to adhere
to the retail company’s values and norms. We
therefore propose that

H5: There is a positive relationship between
legitimate power and the retail company’s
ethical values.

Retail company’s ethical values and company
commitment

In the empirical literature, values have been treated
as one dimension of a more complex corporate
culture construct. Corporate culture has been de-
fined as assumptions, beliefs, goals, knowledge, and
values that are shared by organizational members
(Hunt et al., 1989). Rather than relying on explicit
governance mechanisms to curb opportunistic
behavior, the literature suggests the alternative of
fostering a strong corporate culture (Mishra et al.,
1998). The effect of culture as a governance mech-
anism derives from the retail unit’s substitution of
their individual personal goals with the overriding
goals of the entire retailing company (Mishra et al.,
1998). If the units internalize the values of the
company, then the primary stakeholder (brand
owner) will have eliminated goal incongruities and
enhanced team spirit (Alchian and Demsetz, 1972;
Ouchi, 1979). Similarly, both Hosmer (1994) and
Jones (1995) emphasize that an ethical approach to
strategic management will benefit a company by
ensuring positive effort on the part of all stakeholders
of the firm both owners, employees, managers,
and customers. Furthermore, Hunt et al. (1989)

elaborate these arguments stating that managers want
committed employees and that a culture that
emphasizes high ethical values will increase the
marketers’ commitment to the organization. The
positive link between ethical values and organiza-
tional commitment among managers and employees
has been examined and is well documented in sev-
eral studies (e.g., Hunt et al., 1989; Morgan and
Hunt, 1994; Valentine and Barnett, 2003). Also, the
retail unit manager’s strong tie to the retail company
increases the cost of unethical behavior (Brass et al.,
1998). In addition, Hosmer (1994, p. 232) empha-
sizes that “‘the application of moral reasoning creates
trust, trust builds commitment; commitment ensures
effort, and effort is essential for organizational suc-
cess.” Accordingly, we offer the following hypoth-

esis:

Heé:  Ethical values within the retail company pos-
itively affect commitment to the retail com-

pany.

Organizational commitment and performance

Organizational commitment is essential within
individual and organizational performance studies
(Swailes, 2002), with applications to marketing (Hunt
et al., 1985, 1989; Jaworski and Kohli, 1993). The
literature presents many definitions of the theoretical
concept (see Swailes, 2002, for an extensive review)
including both employee contributions and a sense of
belonging to the organization (Jaworski and Kohli,
1993). The concept also depends on the relative
strength of an individual’s identification with and
involvement in a given organization (Steers, 1977).
Our conceptualization of retailer’s commitment is in
accordance with Jaworski and Kohli (1993).

It is generally believed that strong retailer’s com-
mitment will be beneficial for retail unit performance.
Hunt et al. (1985, p. 112) expressed this cogently:
“Commitment — all organizations want it... High
commitment among employees leads to lower turn-
over, and, thus, to higher organizational perfor-
mance... Simply stated, managers prefer loyal and
committed employees.” Similarly, Hosmer (1994)
argues that commitment builds effort, and effort that
is cooperative, innovative, and strategically directed
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results in success whether measured by stock price,
market share, or organizational development.

By contrast, some scholars have expressed con-
cerns about the potentially negative effects of strong
organizational commitment (Hunt and Vitell, 2006;
Randall, 1987; Swailes, 2002). For example, Randall
(1987) argues that high levels of organizational
commitment may have negative effects both on
individual and organizational performance in the
form of reduced creativity and resistance to change,
overzealous conformity, and ineffective use of hu-
man resources. Moreover, too much commitment
can also constrain a retailer’s flexibility because of
adherence to past policies and procedures. Similar
points of view are presented by Chonko and Hunt
(1985) who state that the relationship between
corporate interests and the interests of customers
constituted the most frequent source of ethical
conflict for marketing managers. This implies that
what is good for the company may not be good
for the customers. In his review, Swailes (2002)
underscores previous concerns, pointing out that the
strong link between commitment and individual
performance (work performance) is “‘patchy.”

When examining the effect of retailer’s commit-
ment on their performance, the empirical context
has to be taken into account. As Roca-Puig
et al. (2005) emphasize, service firms need to be
flexible to satisfy the varied and changing demands of
customers. Particularly, when environments shift,
strong commitment to the organizational culture
makes it more difficult for companies to adapt
(Serensen, 2002). In retailing, empirical evidence has
shown that even standardized business concepts need
local adaptation to succeed. The heavy burden of
uniformity creates long communication processes,
decision complexity, and bureaucratization to adapt
(Etgar, 1977). For example, retail concepts such as
those held by Wal-Mart, Lidl, Aldi, Carrefour, and
even McDonald’s, have been successful in their
original markets but have failed when introduced in
their original formats to foreign markets. They have
not shown progress until they were adapted to local
tastes and preferences. This poses a strategic dilemma
to the retail operation. Commitment to a global
strategy may be beneficial for promoting a consistent
brand image but curbs adaptation to local prefer-
ences. Therefore, it loses attractiveness and entails a
negative effect on revenues and sales. For example,

Randall (1987) notes that too much loyalty of the
wrong kind might harm profitability. Hence, we
predict that

H7: Commitment to the retail company has a
negative effect on retailer’s performance as
measured by sales.

A review of empirical studies on the link between
organizational commitment and qualitative organi-
zational performance does not present uniform
support for this effect. There are studies showing no
significant effect of organizational performance on
qualitative measures such as service quality (Peccei
et al., 2005; Woolridge and Floyd, 1990). On the
other hand, there are also numerous studies showing
positive effects between organizational commitment
and related concepts such as organizational citizen-
ship and employee satisfaction, and service quality in
various service contexts, retailing included (Bell and
Menguc, 2002; Boshoft and Mels, 1995; Brown and
Lam, 2008; Deery and Iverson, 2005; Pitt et al.,
1995; Roca-Puig et al., 2005; Yoon and Suh, 2003).
As Still (1983) argues, committed employees follow
up orders and customers better than employees with
less commitment. Thus, extant research mostly
favors a positive link between organizational
commitment and service quality, and we sum up
our argumentation by offering the following
hypothesis:

H8: There is a positive relationship between
commitment to the retail company and service

quality.

The research model is shown in Figure 1.

Research design
Sample frame and setting

The relationship between a brand owner, retail store
manager, and employees and customers is well
described by the stakeholder perspective. The brand
owner, retail unit managers, and customers are
“primary”’ stakeholders who are essential for the
survival of the retail company (Freeman, 1984).
Moreover, the brand representation by the retail
unit is sensitive to ‘“what we are” and ‘“what we
stand for” (Berman et al., 1999, p. 493). Brand
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H3+
H4+

Company Ethical
Values

H5+

Sales Revenue

Company
Commitment

H8+ Service Quality

Figure 1. Research model.

representation makes the brand owner vulnerable to
actions by each retail unit that can jeopardize the
value of the entire franchisor company.

The stakeholder perspective describes the rela-
tionship between the brand-owning company and
the local retail firm as depending both on power and
on ethical values (Frooman, 1999; Mitchell et al.,
1997). The stakeholder perspective describes how
power and ethics are prevalent in vertical retail
companies (Mitchell et al., 1997). Theoretical
structures can best be tested under homogeneous
conditions (ceteris paribus). Therefore, in order to test
the predictions in this study, we gathered data from a
retail grocery company. The retail company is part
of a European grocery retail company with opera-
tions in Europe, Asia, and America.

In order to study a stakeholder model, we gath-
ered data from different stakeholder positions such as
brand owners, employees, managers, and customers.
Perceptual data described the brand owner power
position and the company’s ethical values. Com-
pany’s commitment among employees and managers
also relied on perceptual data. Customers are the
third stakeholder group in the model. We measured
the outcome result based on mystery customer data
indicating service quality. Consequently, the sam-
pling design reflected the analysis of the inter-
connected positions of the three primary stakeholder
groups in the model.

Close cooperation with the retail management
provided valuable insights for the study. First, we
discussed and modified the research model based on

feedback from the company’s management. In addi-
tion, management gave valuable feedback regarding
the design and wording of the questionnaire. This
improved the face validity of the study. Moreover,
access to objective sales revenue accounting data and
confidential mystery shopper data strengthened the
causality test in the research model. It increased the
content validity of the measurements and reduced
the single-method variance inherent in many psy-
chometric studies.

The retail company provided an address list for
all of their 509 units. A postal survey, together
with letters from the retail company managers and
the researchers, was sent to all of the 509 unit
managers within the retail company. A reminder
resulted in a response rate of 45.2% representing
230 wunits. We deleted five responses due to
incompleteness. Therefore, the analysis is based on
225 respondents.

The portion of stores owned internally was
33.3%, while 66.7% were franchise operated. Of the
respondents, 30% reported that they have worked in
the store for 9 years or more. The majority of the
stores (54%) reported that they carried between 3300
and 3499 different products. Sales areas exceeding
600 m> were reported by 52% of the respondents.
An independent f test for all the focal variables and
the key demographic factors did not reveal any sig-
nificant differences in early and late responses.
Consequently, we did not find any indications of
non-response bias in the data. The characteristics of
the sample and the ¢ tests are reported in Figure 2.
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Contractual type which the store is
governed by?

Franchise 67%

Internally owned 33%

Comparing early with late responses

Early responses Mean value 1.6706
Late responses Mean value 1.6579
Mean difference  -0.0127 Prob > [t| 0.8914

How long the respondent have been
working in the store

more than 13 years
10-12 years

7-9 years

4-6 years

1-3 years

less than 1 year

Comparing early with late responses

Early responses Mean value 3.6353
Late responses Mean value 3.1316
Difference -0.5037 Prob > Itl 0.1106

Square meters of sales area in the
store

1000 m2 or more

900-999 m2

800-899 m2

700-799 m2

600-699 m2

500-599 m2

less than 500 m2

Comparing early with late responses

Early responses Mean value 3.7294

Late responses Mean value 3.5263

Difference -0.2031 Prob > It| 0.5682

Number of different products in the
store

3700 or more

3500-3699

3300-3499

less than 3300

Comparing early with late responses

Early responses Mean value 2.2588

Late responses Mean value 2.2368

Difference -0.0220 Prob > It| 0.8895

Operationalization

Ethics

Figure 2. Characteristics of the sample

In this study, we define ethics with a focus on the

underlying ethica
specific ethical is

l values in a company rather than the
sues concerning products, services,

and ¢ test of early and late responses.
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or industry-specific issues (Hunt et al., 1989). In line
with this focus, we included five Likert-scale items
from Hunt et al. (1989). These items measure the
perception of the degree to which the retail company
managers engage in unethical behavior, whether
management compromises on ethical values, and
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Company Ethical Values

Comparing early with late responses

Early responses Mean value 4.8792

Late responses Mean value 4.8598

Difference -0.0194 Prob > ItI 0.8962

Coercive power

Comparing early with late responses

Early responses Mean value 5.2208

Late responses Mean value 5.1434

Difference -0.0774 Prob > Itl 0.6694

Reward power

Comparing early with late responses
Early responses Mean value 4.0438

Late responses Mean value 3.5480

Difference -0.4958 Prob > ItI 0.0601

Referent power

Comparing early with late responses

Early responses Mean value 5.1813

Late responses Mean value 5.1130

Difference -0.0683 Prob > Itl 0.7280

Figure 2. continued
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Expertice power

Comparing early with late responses

Early responses Mean value 5.2563
Late responses Mean value 5.3061
Difference 0.0498 Prob > It| 0.8103

Legitimate power

Comparing early with late responses

Early responses Mean value 5.4917
Late responses Mean value 5.2414
Difference -0.2503 Prob > Itl 0.1391

Company commitment

Comparing early with late responses

Early responses Mean value 5.3375
Late responses Mean value 5.1741
Difference -0.1634 Prob > [t 0.2784

Sales revenue

60000

50000

40000

30000

20000

10000

Comparing early with late responses

Early responses Mean value  22573.4
Late responses Mean value  21376.0
Difference -1197.5 Prob > It| 0.4330

Figure 2. continued
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Service quality

400

300

Comparing early with late responses
Early responses Mean value 394.047
Late responses Mean value 395.104

Difference 1.057 Prob > It 0.8257

*Late responses are marked with dark color in the graphs

Figure 2. continued

tolerance and remedial action if unethical behavior is
identified at the personal or unit store level.

Coercive power
Coercive power rests on unit store manager’s
assumption that they will be penalized by the retail
company’s central management for noncompliance
(Swasy, 1979, p. 340). Three Likert-scaled items based
on Swasy (1979) measure coercive power. These items
describe the degree to which the central retail man-
agement can harm, punish, or make things unpleasant
for local retailers who do not act as prescribed.
Reward power refers to the degree to which a
company retail manager gives retail unit managers
some kind of reward for acting in company’s interests.
We define reward power as central retail-manager’s
influence over retail-unit managers based on the
ability to mediate positive outcomes and to remedy or
diminish negative feedback received by the manager
(Swasy, 1979, p. 340). Three Likert-scaled items
originated from Swasy (1979), and they measure
reward power, asking the degree to which the com-
pany’s management rewards and provides benefits to
the retail unit manager in return for specific behavior
wanted by the retail company management, and for
following company’s retail managers’ suggestions.

Referent power means the power of a company
retail manager to attract unit managers and make
them identify with the retail company. Such power
is based on the feeling of identification with the
company retail managers and the desire to maintain
this like-mindedness (Swasy, 1979, p. 340). In order
to measure referent power, we used three Likert-
scaled items, measuring the degree of similarities in
opinions, values, behavior, and attitudes of unit
managers toward company retail managers.

Expertise power measures the degree to which the
unit managers need the skill or expertise of the
company retail managers. As proposed by Swasy
(1979), we use three Likert-scale items measuring
expertise power, identifying the degree to which the
local retailer trusts central management’s judgment
and the degree to which central managers usually
know best by virtue of their expertise and experience.

Finally, legitimate power occurs because of the rel-
ative position and duties of the retail manager’s
position. As proposed by Swasy (1979), we used
three Likert-scaled items to measure legitimate
power, asking the degree to which the unit manager
sees it as his/her duty to comply with retail com-
pany’s management, the degree to which the retail
company manager has a right to influence retail unit
behavior, and whether the unit retailer feels com-
mitted to do as management suggests.

Company commitment defines the retail unit man-
ager’s bond to the retail company. Three Likert-scaled
items developed from Jaworski and Kohli (1993)
measured retail commitment, assessing the bonds
between the retail unit managers and their employees,
in addition to the retailer’s fondness for and com-
mitment to the retail company.

Performance

Instead of the conventional “satisfaction with per-
formance” or “‘relative to competitor’s performance
index” (Deshpande et al.,, 1993) we have used
accounting data on sales revenue and mystery shopper
reports provided by the retail company. Often, such
data are confidential, difficult, or costly to gather.
However, when objective measures are accessible,
they are strongly supported and recommended be-
cause of content validity (Dess and Robinson, 1984).
Thus, we have used sales revenue as a proxy for
performance (Ruekert and Walker, 1990).
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Sales revenue

The objective amount of sales revenue measures the
annual sale for each retail unit. The central
accounting department in the retail company pro-
vided us with these data.

Service quality measures satisfaction with a variety of
nine factors, hereof the degree of service, staff pleas-
antness, ability to navigate in the store, line at the pay
desk, expertise, needs, commitment, ability to sell
extra, and waiting time. Each store is visited by eight
test buyers who test the nine different themes twice.
Access to mystery shopper numbers provided infor-
mation about service quality. The scale of mystery
shoppers varies from 0 points, which is the lowest
level, to 500 which is the highest level. The highest
level in the data set was 480 points. In order to in-
crease the reliability of this score, we computed the
mean of four yearly mystery shopper periods.

All Likert-scaled items use the seven-point ordinal
scales ranging from (1) totally disagree to (7) totally agree.

Control variable

We included market uncertainty as a control variable
on organizational commitment. Market uncertainty
might forestall market failure (Podolny, 1994,
p- 458) and to avoid the problems posed by market
uncertainty, retailers might adopt a more social-
oriented behavior (Podolny, 1994). The level of
perceived market uncertainty is therefore expected
to affect the retailer’s willingness to stay in the
relationship and we included this variable as a con-
trol variable on organizational commitment. In
order to measure market uncertainty, we applied
three items adapted from Jaworski and Kohli (1993).
The market uncertainty construct included the
degree to which customers’ product preferences
change over time, the degree to which they look for
new products, and whether new customers tend to
have product-related needs that are different from
those of the existing customers. The Appendix
shows all the measures in the presented model.

Measurement model and validity test

We started the statistical analysis by testing the
convergent and the discriminant validity of the latent
constructs. We followed the two-step procedure
recommended by Anderson and Gerbing (1988)

using EQS 6.1 (Bentler, 2006). This procedure runs
a structural model which is developed on the basis of
a measurement model. We implemented all the
items for the latent constructs into the measurement
model. The Yuan, Lambert, and Fouladi’s multi-
variate kurtosis coefficient reported in EQS 6.1 is
within the three standard deviation range (Bentler,
2006). This supports the hypothesis of multivariate
normality data. Therefore, for the purpose of this
project, we implement the estimation method of
Maximum Likelihood within the structural equation
model analytical tool EQS 6.1 (Bentler, 2006).

The overall fit statistics for the a priori measure-
ment model which reported a x> at 636.610 with
260 degrees of freedom (df), p value at <0.001;
Comparative Fit Index (CFI) at 0.781; Normed Fit
Index (NFI) at 0.689; Incremental Fit Index (IFI) at
0.789; Standardized Root Mean-Squared Residual
(SRMR) at 0.095; Goodness-of-Fit Index (GFI) at
0.809; Root Mean-Square Error of Approximation
(RMSEA) at 0.080 shows that some items caused
problems. First, one item in reward power reported
a factor loading <0.45 and was deleted from the
further study. Next, we ran a series of models where
we defined the intercorrelation between pairs of
constructs to 1.00 and tested the y* difference
between each pair of constructs in the research model
(Fornell and Larcker, 1981). The discriminant tests
identified problems with four items. There was cross
loading on two items in ethical values, one item in
referent power and one item in the expert power
construct. The two ethical values items that caused
problems measured the retail manager’s reaction if
they identified unethical behavior at the personal or
unit level. In order to further test these items’ validity,
we ran a one-factor versus two-factor confirmatory
factor model test for each pair of latent constructs
within the research model (Bagozzi et al., 1991). This
second analysis confirmed the problems with these
four items. After careful evaluation of whether dele-
tion of these items harmed construct validity, we
decided to delete all of the items. This resulted in a
satisfactory increase in overall fit-values of the mea-
surement model with CFI at 0.950, NFI at 0.876; IFI
at 0.951; SRMR at 0.069; GFI at 0.906; RMSEA at
0.050, although the analysis shows a significant x> at
238.191 with 152 df (p value <0.001).

Given that the data
employed in the present study was cross-sectional

collection technique
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self-reports, the threat of common method variance
is present. In an effort to determine the extent of this
problem, a confirmatory factor analysis was used to
implement a Harman one-factor test (Podsakoff
et al., 2003, p. 889). If the results indicate that a one-
factor model fits the data well, then common
method variance is a powerful force in this study.
However, if a one-factor model does not fit the data,
one might assume that common method variance is
not a prevalent influence in this study. All 21 of the
items that composed the eight variables were in-
cluded in a one-factor model estimated via EQS 6.1.
Results from this test indicated that a one-factor
model is not the best representation of the data (CFI
at 0.450; NFI at 0.417; IFI at 0.460; SRMR at
0.152; GFI at 0.647; RMSEA at 0.153) as the full
measurement model (i.e., an eight-factor model)
produced a better fit (CFI at 0.950, NFI at 0.876; IFI
at 0.951; SRMR at 0.069; GFI at 0.906; RMSEA at
0.050). Further, the > difference test between these
two models was significant (Ay”> (Adf) at 883.079
(28), p value <0.001). Hence, common method
variance seems not to be a significant factor in the
present study, although the analysis shows a signifi-
cant > at 1121.270 with 180 df (p value <0.001).
Composite reliability  was
the procedures outlined by Fornell and Larcker
(1981). The formula for construct reliability is
CN, = (3 iyi)z/((z Ay 4+ (3 ¢)) for construct
1, where Ay = standardized loading for scale item y;
and g; = measurement error for scale item y;. As can
be seen from the formula, reliability is the squared
correlation between a construct and its measures.
The composite reliability in the analysis varies be-
tween 0.572 and 0.886. Nunnally (1978) recom-
mends values above 0.70, while Fornell and Larcker
(1981) recommend a minimum composite reliability
of 0.60. This means that the variable company
commitment is below these recommendations, with
a reliability score at 0.572 while legitimate power
reports a reliability score at 0.605. Average variance
extracted is a more conservative measure than
composite reliability (Fornell and Larcker 1981), and
was calculated using the following formula:
vn =% y*/ (32 i+ Y ¢). Bagozzi and Yi

(1988) recommend variance extracted to be above

calculated  using

0.50. The same two constructs reported average
variance extracted below the recommended level:
legitimate power at 0.338 and company commit-

ment at 0.318. In other words, the ratio of the true
scores’ variance to the observed variables’ variance is
questionable, resulting in unsatisfactory internal
consistency. The rest of the constructs reported
satisfactory reliability and shared variance. A paired
sample f test did not reveal any significant differences
for coercive power, reward power, or referent
power between the two sample groups of franchisor
or ownership managers, although ownership man-
agers reported a slightly higher mean score on expert
power and legitimate power (mean difference expert
power 0.56, p value <0.001, legitimate power 0.46,
p value <0.001). Table I reports the descriptive
statistics of mean values, standard deviation, skew-
ness and kurtosis, together with the correlation
matrix, construct reliability, and variance extracted
for the variables.

Structural model analysis

Following the second step in Anderson and Ger-
bing’s (1988) procedure, we applied the measure-
ment model into the structural model. We used
EQS 6.1 (Bentler, 2006) to analyze the structural
model (see Table II). We will now go through each
of the hypotheses.

We tested the effect of sources of power on
ethical behavior for the first set of hypotheses. In
hypothesis 1, we predicted that coercive power
had a negative effect on ethical values. Our sta-
tistical test supported our hypothesis H1 (H1:
—0.241, p value <0.01). In hypothesis 2, we
predicted that reward power positively affected
ethical value. This hypothesis was revealed to be
insignificant (H2: 0.039, p value ns), rejecting H2.
In hypothesis 3, we predicted that referent power
positively affected ethical values. Our statistical test
supported a positive relationship between referent
power and ethical values (H3: 0.505, p value
<0.001), supporting H3. Hypothesis 4 predicted
that expert power would have a positive effect
on ethical values. The statistical test (H4: 0.390,
p value <0.001) supported H4. The fifth hypoth-
esis predicted a positive relationship between legit-
imate power and ethical values in the retail
company. This prediction cannot be supported
statistically (H5: —0.000, p wvalue ns), and we
therefore reject H5.
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TABLE 11

Structural equation test of antecedents and effects of ethical channel behavior

Independent variables

Dependent variables

(psychometric data)
Company

ethical values

Company
commitment

Sales revenue
(accounting data)

Service quality
(mystery shopper data)

—0.241 (—2.483)*%
0.039 (0.445)
0.505 (5.046)%**
(
(

Coercive power
Reward power
Referent power
Expert power 0.390 (3.835)***
Legitimate power —0.000 (=0.001)
Company ethical values
Company commitment
Control variable

Market uncertainty

R? 0.603 0.155

0.380 (2.696)**

—0.211 (=2.365)** 0.254 (2.660)**

0.171 (1.571)

0.044 0.064

Z score in parenthesis.
*p value < 0.05, **p value <0.01, ***p value <0.0001.

We predicted that ethical value positively affects
retail company commitment. This hypothesis is sta-
tistically supported in the test (H6: 0.380, p value
<0.01), supporting H6. We then tested for two ef-
fects of retail company commitment on performance.
First, we predicted that retail company commitment
would have a negative effect on sales revenue. The
statistical test (H7: —0.211, p value <0.01) supports
H7. Finally, we predicted that retail company com-
mitment would have a positive effect on service
quality. Our statistical test supports our predic-
tion (H8: 0.254, p value <0.01), supporting HS.
Consequently, three out of the five power—ethics
hypotheses were statistically supported. The three
hypotheses that tested the effect of ethical behavior on
retail company commitment and performance all
received statistical support. In the final analysis, our
model produced six statistically significant results out
of the eight hypotheses. The control variable market
uncertainty on retail company commitment did not
return a significant result. The five power sources
explained 60.4% of the variance in company ethics,
while the explained variance in organizational com-
mitment was 15.5%, the explained variance in sales
revenue was 4.4%, and finally the explained variance
in service quality was 6.4%.

The two variables which reported a low degree of
reliability, i.e., legitimate power and organizational
commitment, are both predictor variables. The stan-

dard error of the slopes reported values at 0.141
(standard error of the relationship between legitimate
power on company ethical values), 0.044 (standard
error of the relationship between organizational com-
mitment on sales revenue), and 0.007 (standard error of’
the relationship between organizational commitment
on service quality). The low standard errors indicate
valid results. The fit statistics for the overall structural
model is (37 (df) at 292.517 (205); CFI at 0.952; NFI at
0.860; IFI at 0.954; SRMR at 0.070; GFI at 0.898;
RMSEA at 0.044, and the confidence interval for
RMSEA is between 0.032 and 0.054.

Implications of the findings

According to the stakeholder perspective, ethics and
power are closely interrelated. Furthermore, the
relationship between the retail company and the re-
tailer has been characterized as a stakeholder problem
(Frooman, 1999). Still, few marketing scholars have
attempted to analyze this twilight zone in empirical
research. Moreover, a growing number of cases illu-
minate the global relevance of unethical behavior in
the retailing industry. Stakeholder groups such as
large global pension funds now penalize other
enterprises in addition to the weapon and tobacco
industries. Their focus has expanded to include
enterprises that harm the health of their employees,
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fail to respect human rights or the environment, or in
any way practice unethical behavior. Retailing is no
longer an exception. Issues like environmentally
friendly consumption, health issues, ethical food, fair
global trade, union and human rights, environment,
and global warming will confront retailers with
“right” — or — “wrong” types of decisions. Retail
systems will, therefore, have to be aware of and deal
with these ethical issues and values. Retailing has
become a ballot box for ethical decisions that deter-
mine consumer choice (The Economist, 2006b).
Consumers tend to vote with their supermarket
shopping carts in addition to political elections. As a
consequence, ethical values have become an essential
strategic variable for retail companies.

Our empirical analyses indicate strong support for
the stakeholder perspective of retail management.
Our research supports the thesis that the brand
owner’s use of power aftects corporate ethical values.
Our findings show that ethical values are not human
characteristics immune to corporate influence. Both
coercive and non-coercive sources of social power
affect ethical outcomes. Coercive power seems to
deteriorate ethical values. Both referent power and
expert power seem to have the opposite effect. The
results support that stakeholders may affect each unit
through interorganizational power.

Furthermore, our investigation shows that ethical
values have an impact on performance through
retail company commitment among managers and
employees. However, retail company commitment
produces the environment for increased service
quality and reduced sales revenue. We speculate that
high levels of commitment might stimulate “group
think™ (Janis, 1972). “Group think™ is characterized
by minimization of criticism, premature acceptance of
dominant views and perspectives and exclusion of
alternative information, knowledge, and ideas. Strong
commitment to uniform brand strategies might,
therefore, limit the critical analyses necessary to adapt
to the local market and increase sales performance.

Finally, contingency theory might add explanatory
power to the negative relationship between retail
company commitment and sales (Burns and Stalker,
1961). Implicit control structures like organizational
commitment might discourage information flows
necessary for retail outlets in the process of accom-
modating customer preferences in the local market-
place (Etgar, 1976).

Our research has been inspired by the need for
more theory-informed research on marketing ethics
(Hunt and Vasquez-Parraga, 1993, p. 89). In addi-
tion, our findings are based on Hosmer (1995,
p. 400) who strongly supports more empirical focus
on the connection “‘between the moral duty of
managers and the output performance of organiza-
tions,”” and he notes that ““there would be an obvious
impact upon philosophical ethics and — I would like
to think upon organizational theory as well.” Our
study indicates support for this utilitarian view of
marketing ethics. Our research illustrates that ethical
values may have consequences for organizational
performance that facilitate service quality. Based on
the logic of stakeholder perspectives (Freeman,
1984) the brand owner’s influence over the retail
unit can be examined only through an estimate of
the contribution for all stakeholders. Therefore, the
justification of power to develop ethical values lead
to improved commitment among the retailers
operating under the brand as well as enhanced sat-
isfaction among customers (Hunt and Vitell, 2006).
The utility outcome in the model is commitment
and service quality closely allied with key concepts
in the utilitarian tradition, such as happiness, plea-
sure, and satisfaction. Although deontology may add
insights into the intentions behind brand strategy or
more specifically the rightness or wrongness of such
intentions, our investigation suggests that stake-
holder’s power has ethical consequences. Thus, a
consequence-based view of marketing ethics may
look at how intentions might result in ethical or
unethical behavior and ultimately long-term conse-
quences for all the stakeholders. The Hunt and Vitell
model, however, emphasizes that unique sets of
informal norms create deontological norms that
members of an organization adhere to when making
decisions in specific contexts. We still need to
understand the rightness or wrongness of intentions
or motives behind actions such as respect for rights,
duties, or principles, as opposed to the rightness or
wrongness of the consequences of those actions.

Managerial implications
Power is a strong managerial device used to influ-

ence, control, and develop ethical values. Our re-
search indicates that ethical values in the context of
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retailing is not a stable given variable, but something
management can affect. Our findings point out that
the “‘role model” function of the retail company is
essential to build ethical values among the retailers.
Referent power is in fact the most important man-
agerial tool. This finding indicates that company
management itself must step up as an exemplary ideal
if they want to influence the retailers.

Also expert power is an important managerial
instrument. Our findings show that knowledge
produces the benefits of ethical values. Our results
indicate that the retail managers trust influence in the
form of expertise. Furthermore, we anticipate that
this finding should encourage retail chains to invest
more in knowledge.

Coercive power though, in spite of rational
intentions often produces negative results. Even
though the empirical finding of negative relationship
between coercive power and ethics, it is consistent
with previous research. Our finding, therefore,
indicates that company’s management should try to
avoid coercive power. This study produces relevant
management insight to both retail and franchise
management. Both retail and franchise chains are in a
position to suffer severely from unethical behavior
that affects the quality of service. Our research shows
that company managers can affect company com-
mitment and service quality through non-coercive
influence. Franchisors and retail companies should
recognize the essentially negative influence of coer-
cive power and the positive effects of non-coercive
power sources in building ethical values as part of the
overall marketing and brand strategy.

Limitations and further research

We have presented a multi-source approach that
curbs potential single-method variance (Churchill,
1979). Nonetheless, the theoretical problem of
corporate ethics is very much influenced by time.
Unethical operation may produce short-term cor-
porate benefits. Short-run operational motives in
retailing might limit the sense of long-term social
and ethical responsibilities (Dubinsky and Jolson,
1991). In the long run, however, the transparency of
the global economy entails distrust among stake-
holder groups (i.e., investors, employees, customers,

suppliers, distributors, creditors, local institutions,
governments, etc.) and this jeopardizes performance
(Barnett and Salomon, 2006). Financial and social
performance may be negatively connected in the
short run as is indicated in this investigation. In the
long run, on the other hand, there might be a
consistency between social and financial perfor-
mance. Therefore, we need more longitudinal re-
search in this area. In addition, we need to enrich
analyses by the triangulation of different methods,
i.e., a combination of qualitative and quantitative
data. Also our perceptional data is limited by key
informant data approach while Kumar et al. (1993)
argue that multiple key informants increase the
reliability and validity. In addition, dyadic data
analyses would have increased validity. Furthermore,
future studies in this area can take advantage of data
from other industries and cross-sectional data to test
the generalizability of our findings.

Although Scandinavian research extends and sup-
plements previous but sparse analyses conducted in
the United States, we need additional international
investigations. Globalization of retailing has implica-
tions for ethical decisions in cross-cultural contexts
and makes these increasingly more relevant for all
stakeholders (Robertson and Crittenden, 2003). This
study has extended the scope of research on ethics
outside the United States. We believe that global-
ization of retailing calls for more cross-cultural and
international analyses. Although conventional wis-
dom maintains that different nations have different
values and ethical beliefs, our results from retailing in
Scandinavia are very much in line with previous re-
search. The extension of cultural distance may or may
not produce conflicting evidence, and it will be
exciting to see the results of future research in this
area. The retail company has operations in Europe,
Asia, and in America. The sample design chosen here
makes it possible to keep the business environment
(Achrol et al., 1983) constant so that factors that may
threaten the validity, such as company marketing
policy and strategy and environmental factors that
differ between companies, are also kept constant.
Another important factor that can be kept relatively
constant within the sample that we chose here is the
technological inter-relationship (payment system,
data systems, interface IT systems, logistic systems,
etc.) between the retail company and the retail units.
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The franchise operation secures homogeneous
exchange relations between the company and each
retail unit. Furthermore, another important aspect is
the nature of the product market. All retailers in our
sample supply about the same kind of products in the
market. This may curb variation from third variables in
the business environment. All the retailers are small
business units. They do not difter much in size com-
pared with other real-world settings. In addition, the
retailers are standardized franchised units. That means
they have one dominant partner company (the fran-
chisor/brand owner). Last, but not less important, we
chose this sample strategy because each retail unit
produces service quality. Consequently, the retailer is
in a position to under-represent the brand by acting
unethically because of their informational superiority
in the relationship with the franchisor retail company.
Although the test of early versus late response con-
ducted by Armstrong and Overton (1977) did not
indicate non-response bias, this is only an estimation of
potential non-response bias.

Moreover, future studies in this area can take
advantage of data from other industries and cross-
sectional data to explore the generalizability of our
findings. We believe, however, that our study has
contributed to international research on business
ethics and retail management, and we look forward
to participating in the ongoing study in the field.

Our analysis indicates that brand owners have to
orchestrate fragmental customer, employee, manager,
and ownership interests. Further research needs to ad-
dress the complex interaction between stakeholders
and the potential outcomes. Therefore, stakeholder
perspectives might add insights for brand strategy. We
hope that this investigation has brought some thought-
provoking aspects into this stream of research.

Note
' There has been some controversy on whether or not
reward power is a non-coercive power source since the
withholding or non-granting of rewards might be con-
strued as punishment (Gaski, 1984; John, 1984; Kohli,
1989). If withholding of rewards is perceived as punish-
ment, rewards should be considered as non-coercive
power. This perspective is consistent with most studies
in power and channel research (e.g., Gaski, 1984;
Gundlach and Cadotte, 1994).

Appendix
Company ethical values

1. Retail managers in the company often engage
in behaviors that I consider to be unethical
(R).

2. In order to succeed in this store, it is
often necessary to compromise one’s ethics
(R).

3. The retail company’s management has let it
be known in no uncertain terms that unethi-
cal behaviors will not be tolerated.

Coercive power

4. The retail company’s management can harm
me if I refuse to follow their instructions.

5. If I do not follow the guidelines from the re-
tail company’s management, then they will
punish me.

6. The retail company’s management might
harm those who do not follow company’s
policy.

Reward power

7. The retail company’s management has the
ability to reward me (in some manner) if I
follow their ideas.

8. I follow what the retail company managers
suggest only because of the good things the
channel will give me for complying.

Referent power

9. In this situation as franchisee/manager, my
attitude is similar to the retail company.
10. I want identify myself with the retail com-

pany.
Expert power

11. Because of the retail company’s expertise, it
is more likely to be right.

12. The retail company has a lot of expertise
and usually knows what is best for my
business.
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Legitimate power

13. It is my obligation to comply with the retail
company.

14. Because of the retail company position it
has the right to influence my behavior.

15. I am obligated to follow the instructions
from the retail company.

Company commitment

16. I would be happy to make personal sacri-
fices if it were important for the retail com-
pany’s well-being.

17. It is clear that employees are strongly moti-
vated to work at this store.

18. My employees at the retail store have little
or no commitment to the retail company
R).

Sales revenue

19. Objective measure of sales revenue for each
retailer, obtained from the retail company
accounting department.

Service quality

20. End-user’s satisfaction measured by mystery
shoppers.
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