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Abstract

A firm’s ‘competitive advantage’ is considered to arise from certain ‘factors internal to the firm
as postulated by the resource based view’ or from ‘external sources and industry structure.’
However, it remains unclear as to “how” these factors result in competitive advantage, since
the literature has largely focused on establishing that the presence of these factors results in
the manifestation of competitive advantage. Since firms serve customers, in this paper, we
explore how both internal and external factors influence the organization-customer interface
which, in turn, results in competitive advantage for the firm, i.e., we examine the process of
manifestation of competitive advantage. We advance propositions to elucidate how internal
and external factors influence different stages of organization’s interaction with the customer
in terms of an increase or decrease in search, evaluation, and purchase transaction costs and a
change in the consumption experience, as applicable. Competitive advantage is a function of
these interactions. We also consider the role of three moderating variables — product
involvement, frequency of purchase and cognitive vs. affect based evaluation — that are
germane to the outcomes at the organization — customer interface.
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A Customer Oriented Approach to Identifying Competitive Advantage

Introduction
‘Competitive advantage,’ (CA) has been looked upsmesulting fromntrinsic processesf an
organization or fronexternal sourcesndindustry structurgBarney 1991; Bain 1956). Internal
factors and processes within the organization led to CA include technological capability,
market orientation, organizational learning, hunoapital, inter-organizational alliances market
based assets, etc. (Barney 1991; Hult and Ketcloéd;2Srivastava, Fahey and Christensen
2001; Vorhies and Morgan 2005); these flow fromngsource based view (RBV). CA may also
result from external sources such as level of caitipe entry barriers from, say, economies of
scale, knowledge cluster membership, etc (e.dim@a et. al. 2003). Moreover, possession of a
better “industry position” would result in CA arfignce, better profits (Porter 1980).

However, the process of obtaining CA has receiitéld httention in the literatureAll,
“for profit” organizations, deal with customers a@d results, at least in part, from the firm’s
interaction with, and the actions of, customersy(BRaWensley 1988). Customers interact with
seller organizations (firms) through search, ev@na purchase transaction and post-purchase
consumption / use (Fournier 1998; Moorthy, Rataihifand Talukdar 1997, p.265; Petty and
Caccioppo 1983; Tyagi 2004; Stigler 1961). Thessgtamer interface processes are influenced
by the levels of customer involvement with the praid(e.g., Richins and Bloch 1986), by the
frequency of product purchase (e.g., Ji and Woddp@nd by the mix of cognition and affect
relating to the search, evaluation, purchase ams$wuption of the product (e.g., Drolet and

Aaker 2002). Customer reaction to, a changes anche evaluation or transaction costs and in

! Rindova and Frombrum (1999) and Woodruff (1998 significant exceptions; yet their approach does n
encompass the organization customer interface
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the consumption experience, and to the contex¢yaes future patronage of a firm’s offerings
(e.g., Moorthy, Ratchford and Talukdar 1997), ametefore, the firm’s CA.

In this paper, we discuss how the antecedent dasdmternal and external factors) that
the literature suggests lead to CA, do so throdghinteraction of the organization with its
customers - by influencing customer purchase amdwoption processes. The relative lack of
research in this area is surprising given thafi{ajs are collections of resources (Penrose 1959,
p.24) and (b)use of those resources and capabilities through deitabnceptualization and
successful execution of marketing actions (at itme-Eustomer interface) are expected to lead to
positive outcomes like customer satisfaction, maskare, profitability and, therefore, CA (e.g.,
Lurie and Kohli 2002; Slotegraaf, Moorman and Inn2803) and (c) CA has been represented
through customer judgments and actions on pointsuperiority in the marketplace (Day and
Nedungadi 1994, p.32). Ydipw the organization customer interactioreates CA for the firm
has received little attention. We examine the pscef creation of CA in terms of the
consequences of interaction with the customer. cklgin this paper we argue that the possession
of better “internal” variables of organization ofluence of better industry structure variables

that are likely to result in CA, does so throwgistomer interface processes

Literature Review of Competitive Advantage

Present research on CA has one of three approaché® first treats all firms as being
autonomous agents and explains differential perdocea on the basis of industry factors and
external bases of competition (Porter 1985). Tippreach draws from structure-conduct-
performance paradigm that highlights external mackaditions, such as the number of buyers

and sellers, entry barriers, scale economies, leuyd cluster membership and other cost
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structures, as well as the firm’s diversificatios @eterminants of market power (Bain 1956;
Porter 1985; Tallman et. al. 2003). Industrial exoists point to factors in a firm’'s product
market such as product differentiation or marketoemtration (Scherer and Ross 1990). In this
view, CA is a result of differential market powdloawing dominant firms to control prices and
earn monopoly rents; CA results from factexsernalto the firm (Spanos and Lioukas 2001).
The second approach draws principally on the vimyrRWernerfelt (1984) and Barney
(1991) -- Resource Based View (RBV), wherein irten differences in performance were
attributed to the possession and use of interredurees and capabilities (Day and Wensley
1988). RBV attributes advantage in an industryatéirm’s control over bundles of unique
material, human, organizational, and locationabueses and skills that enable unique value-
creating strategies (Barney 1991). According tonBgy firm resources possessed play a crucial

role for the firm gaining CA. Resources must beltahle,” “rare,” “imperfectly imitable” and
should not have “strategically equivalent substut Resource-based theories emphasize the
importance of the internal domain — firm specif@pabilities and knowledge in creating CA
(Penrose 1959).

Heterogeneous resources create distinct stratpgans for a firm that, over time, enable
its managers to exploit higher economic rent (R&t£893). A firm’s resources are said to be a
source of CA to the degree that they are scaresjajzed, appropriable (Amit and Schoemaker
1993), valuable, rare, difficult to imitate or stihge (Barney 1991) or are a result of collective
learning in the organization (Khanna, Gulati anchihi 1998). The management’s task is to
determine how best to improve and exploit thesm-Bpecific resources through business

processes (Ray, Barney and Muhanna 2004; Srivasinavani and Fahey 1999), although in

times of turbulence, the challenge of developinw rapabilities comes to the fore (Barney
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1991; Wernerfelt 1984) and management capabilitybzaa useful resource to improve a firm’s
prospects (Holcomb, Holmes and Connelly 2009). €#&is approach, thus, results from factors
internal to the firm.

The third approach has sought to portray CA asgbeyond the neo-classical paradigm
through comparative and resource advantage vis athier firms (Hunt and Morgan 1995 (p.5-
7); 1997); this approach may be considered to blese cousin of the second approach in one
aspect; it also considers the firm resources asuece of advantage (Hunt and Madhavaram
2006)? In addition, in this view, industry demand isrsfecantly heterogeneous and dynamic
(Dickson 1992), i.e., consumers' tastes and pnedese within a generic product class, for
example, footwear, not only differ greatly as tsided product features and characteristics, but
they are always changing. Second, consumers and fiave imperfect information concerning
products that match their different tastes andepesices (Dickson and Ginter 1987, p.2., p.5),
and obtaining such information is often costlyemts of both time and money (Stigler 1961).

These three approaches have worked largely indepérmd one another. In this paper,
we draw from the three approaches and relate tpadhof external factors and firm resources to
the activities at the organization customer intefand, therefore, to the resultant impact on CA.
This is line with work of scholars who have begondok at theproces of gaining CA (e.g.,
Rindova and Fombrun 1999). Woodruff (1997, p.148)1#kas argued that it was needed to think
externally, i.e. from customer’s perspective rattiam internally (i.e. organization perspective)
to examine how firms gained CA. According to Wodtrtcustomer value” i.e. the customer’s

perceived product preference in terms of produdtibates, attributes performance and

? Hunt and Madhavaram’s (2006, p. 100) define a fiesource as any tangible or intangible entity a#é to the
firm that enables it to produce efficiently andédfectively a market offering that has value fomsomarket
segment(s).”
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consequences of purchase determined CA, this valextracted through the search, evaluation,
purchase transaction and consumption experientteeafustomer.

Yet, while according to Barney (1991, p.103 firm is said to have CA when it is
implementing a value creating strategy not simwtausly being implemented by any current or
potential competitors,'the “implementation” or process of a value creating strategy has not
received sufficient attention in the literaturepith has been no attempt to look at how the
interaction between the firm on one hand and itaers on the other creates CA for the firm,
beyond the fact of deployment of resources (SlatgigiMoorman and Inman 2003). As Astley
and Van de Ven (1983, p.267) argue, to say thataAses B may be predictive but is
intellectually sterile until one can explain thegess by which the relationship unfolds. In this
paper, we argue that the firm-customer interfaanigmportant focus of the implementation and
is, therefore, involved in the creation of CA févetfirm. In doing so, we integrate different
perspectives and build on the literature, to enbamar understanding of the CA formation

process.

How the Organization Interfaces with the Customer

The literature has established that customers lsdarcand evaluate a product (e.g., Akerloff
1970; Moorthy, Ratchford and Talukdar 1997; ZhakRgng and Sheng 2007). Customers’
purchase transaction that can have various maaiifess (e.g., Jap 2007). The consumption
process of the purchased product — whether satsfafor the customer - also has a bearing on
the likely product success and, therefore, ofra fie.g., Fournier 1998). Research also suggests
that customer engagement with a product and behavith respect to it depends on their

involvement level with the product category (eMathwick and Rigdon 2004; Richins and
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Bloch 1986), the frequency of purchase (e.g., di\&mod 2007) and the mix of cognition and
affect in the purchase decision (e.g., Drolet amdkek 2002; Edell and Burke 1987; Homburg,
Koschate and Hoyer 2006). Below, we briefly revighe relevant literature from a CA
standpoint.

Search Costs

The identification of sellers, their products, ttiéces at which the products are being offered
and comparison with other similar products or sgwirequires information search on the part of
buyers (Stigler 1961). Customers incur consideraglarch costs when they are buying, since
they evaluate products on quantitative and quadéadspects such as price, quality, comfort etc.
(Tversky 1972; Zhang, Fang & Sheng 2007). Indeecs@me occasions, the market “fails”
because the information is not available as dediyethe customer (Akerlof 1970). Also, it has
been empirically found that in case of online bayifsearch cost is inversely correlated with
search deptfi (Zhang, Fang & Sheng 2007, p.81). Organizatioms treerefore, increase their
CA by decreasing the customer search cost. Seastis and the present incumbents in the
consumer’s consideration set determine alternathatsconsumers consider (Nedungadi 1990).
Evaluation Costs

Customers evaluate products prior to purchase. grobability of selecting an alternative
depends not only on its overall value, but alsatsmelations with other available alternatives
(Tversky 1972). Customers will use different evéilua processes depending on the context,
product category and involvement levels (e.g.,yPattd Cacioppo 1983; Shiv and Fedorikhin
1999). Customers choose brands that are lessfefftr evaluate (Garbarino and Edell 1997).

A firm gains advantage by decreasing evaluatiomsdos the customer.

% Search depth has been defined as the number infuigihretailer websites within a product categoisited during
a search session.
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Purchase transaction costs

For every purchase made by the customer she woald transaction costs relating to monetary,
time, and hassle costs of going to a store, makipgyment, customizing the product to his/her
own requirements before using it, learning howde the product properly, and finally using the
product itself (Tyagi 2004, p.335). Customer tratisa costs should, thus, affect customer
choice behavior significantly. A reduction in cusier transaction cost should lead to CA.
Consumption Experience

Consumption experiences can lead to brand rekdtipnformation that strengthens customer
loyalty (Fournier 1998). Firms should not only fecan the product usage but also on how a
specific consumer uses the product, in order toerstdnd consumer’s consumption pattern
(Seybold 2001). Firms, therefore, should also foousthe customefconsumption chain”
(Macmillan & McGrath 1997, p. 133) to gain CA. Fsnproviding benefits on search,

evaluation, purchase transaction and consumptiparence of the customer should enjoy CA.

Product I nvolvement, Frequency of Purchase and Affect-Cognition Mix in Buying Decision

The literature posits three categories of varialitegt influence purchase and consumption
process: (a) individual specific (e.g., product diwement, experience with product class,
expertise, etc.), (b) contextual (e.g., frequentyurchase, time available for decision, retail
format, etc.) and (c) nature of decision makingcpss (e.g., affect vs. cognition in decision
making, peripheral vs. central route, etc.). Irs tleisearch, for reasons of tractability and redativ
importance in terms of amount of research doneasowe choose one from each category —
product involvement, frequency of purchase andrétative mix of affect and cognition in the

decision making process.
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Involvement levels with a product are known to beredictor of customer purchase
intentions (Richins and Bloch 1986, p.283-284)inftuence amount of search (Bloch, Sherrell
and Ridgeway 1986; Chaudhari 2000) and to modardech behavior (Mathwick and Rigdon
2004); and search is a significant contributor tmsumer costs of acquisition (Moorthy,
Ratchford and Talukdar 1997). Customers behavterdiitly depending on frequency of
purchase; for instance, for more frequently puretiggoducts, they tend to employ heuristics or
habits (Ji and Wood 2007) and tend to be more peositive (Kalyanaram and Little 1994).

Affective balance theory posits that cognitive afigctive processes interact in decision
making (Grossberg and Gutowski 1994, p. 301-2)angirical research finds that cognition and
affect interact to influence consumer decisionsi&md Fedorokhin 1999), that overall both
affective and cognitive processes in decision n@kmow receive equal footing in research
(Weber and Johnson 2009). Both affect and cognipeedict satisfaction judgments and
reactions (e.g., Homburg, Moschate and Hoyer 2p8-23; Cowley 2007), as well as choice
and loyalty. Customer decisions are usually a afixognition and affect (Drolet and Aaker
2002, p.66-67) and affect can significantly redsearch and evaluation (Cowley 2007).

In the following sections, we examine how firm reszes (internal) and market based
(external) factors influence different aspects e prganization-customer interface. When an
antecedent factor raises customer value througbceedse in search, evaluation or transaction

costs or through an improved consumption experigheefirm is likely to reap CA.

Customer Buying Process, Resource Based View & Colitive Advantage
The RBV literature has operationalized firm resegrén a multitude of ways; these can be

summarized parsimoniously under the following catess:
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» Tacit Knowledge (Polanyi 1969; Berman, Down & Hill 2002

* Market Orientation (Day 1994; Hult and Ketchen 2001; Kohli and Jawbi$i00)

» Cooperative Strategy (Dyer & Singh 1998; Wuyts, Dutta & Stremersch 2004)

¢ Human Capital (Wright, McMahan & McWilliams 1994; Hitt et al 20pHatch & Dyer 2004),

» Corporate Reputation (Schwaiger 2004; Dowling 2004; Sivastava, Shervadilahey 1999),

* Organizational Learning (Dunphy, Turner & Crawford 1997; Hult and KetchedD2; Smith,

Vasudevan & Tanniru 199@)nd

While many studies show that when a certain typgrof resource is present it results in better
organization performance and CA (eBerman, Down & Hill 2002) they do not discuss thegess
(Exhibit 1). We now build on the extant RBV and keting literature and discuss the impact of

RBYV variables on the customer buying and consumgdi@cess as an input to obtaining CA.

Tacit Knowledge and Consumer Buying Process

Tacit knowledge has been conceptualized as knowledgch ishard to explain and codifignd
yet an invaluable asset for the organization (Rola869). In the context of National Basketball
Association Berman, Down & Hill (2002, p.17), shdvat higher levels of firm tacit knowledge
possessed lead to more CA (as measured by organealaperformance) upto a certain extent,
and further addition in the tacit knowledge woukhd to decline in the organizational
performance (p.19). However, there is no referéadbeprocessof advantage creation.

Consider Apple’s i-Pod, which has wonderful usepeasience interface coming out of
Apple’s famed internal design capabilities. Andetlevidence suggests that Apple possesses a
considerable amount of tacit knowledge regarding ¢hstomer’'s usage pattern of durables

(BusinessWeek 2005). According to Ferrari & Tole(®®04, p.118-119), tacit knowledge
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possessed by the employees engaged in the pro@weiogment process leads to better
products; harnessing of tacit knowledge leads &akthrough innovations (Mascitelli 2000).
Had this knowledge been explicit, competitors wdudete successfully copied the product, since
explicit knowledge has been found to leak out najten (Brown & Duguid 2001). However, no
other company has been able to copy this techndiagyi-Pod) in a meaningful way in the past
few years. The fixed cost of knowledge transfeesiwith tacitness (Teece 1977). Therefore,
since the knowledge has still has fieaked” out of Apple, it is likely that the knowledge is
tacit. Better product development processes leadditter quality products (De Luca &
Atuahene-Gima 2007; Mascitelli 2000), which wougsbult in improved product consumption
experience (Henard & Szymanski 2001) and lowerckeand evaluation costs. Therefore,
P1: The greater the product related tacit knowledg within a firm, the better the

product development process and hence, lower theaseh and evaluation costs
and better the product consumption experience andherefore, the higher the CA.

Customers perceive high involvement products dg riKaplan, Szybillo & Jacoby 1974); the
potential negative outcomes of a wrong choice argek. Since customers would like to reduce
risk, they involve themselves in more informati@ach to better evaluate and make a purchase
decision (Clarke & Belk 1979); customers, theref@rgage in more search and evaluation.
Also, at high levels of customer product involvemehere is a greater level tdngagement”

with the product (Xue 2008, p.87). Highly involvedstomers seek information not only to
augment product knowledge but also to experieneaspire (Mathwick and Rigdon 2004,
p.326). Customer experience of the product is agfahe brand relationship formation process
and value extraction (Fournier 1998). High invohehcustomers are more closely associated
with the consumption process. In contrast, for lowolvement products, customers are less

conscious about product features or usage (Hoy@4)i%he perceived risk is lower (Chaudhuri
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2000, p.3); consumers forget low involvement prasiuprices within minutes of purchase
(Dickson and Sawyer 1990). Hence:

Pla (i):The greater the level of product involvemenof the customer, theweaker the
influence of levels of product related tacit knowldge within firm, on customer
search and evaluation cost.

Pla (ii):The greater the level of product involvemet of the customer, thestronger the

influence of levels of product related tacit knowldge within firm, on customer
consumption experience.

With accumulated product related knowledge, firmesable to develop good products / services
(Ferrari & Toledo, 2004, p.127); however consumpxperience of the customer does not vary
with respect to the frequency of purchase. In re@tt so far as search and evaluation are
concerned, frequently purchased goods are ofterchpged on heuristics to minimize
information related activities by consumers (Maaldn& Sharp 2000). Consumers would have
greater experience with frequently purchased prisdand greater experience leads to lower
search (Moorthy, Ratchford and Talukdar 1997) agnkch, we propose:
P1lb (i): The frequency of purchase will not influeme the relationship between

levels of product related tacit knowledge within fim and customer
consumption experience.

P1b (i):The higher the frequency of purchase, thestronger the influence of levels of
product related tacit knowledge on customer searchnd evaluation cost.

Customers’ choice and purchase decision are maitteta@ combination of both cognitive and
affective evaluation of attributes (Zajonc & Markli882; Hansen 2005, p.421). However, the
proportion of cognitive and affective evaluationwladiffer with respect to the product category
and purchase situation of the customer (Zajonc &kMs 1982; Homburg, Koschate & Hoyer
2006). In purchase situations where cognitive eatgdna dominates affective evaluation,
cognitive evaluation may require more search araluation attenuating the decreasing effect

that high levels of product related tacit firm kriedge would, otherwise have had on search
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and evaluation cost,. Dominance of affect in theisien, on the other hand, may reduce
(Cowley 2007) the need for information becauseaust may employ heuristics (Macdonald
and Sharp 2000). Therefore:

Plc: The more the cognitive based (affect baseelyaluation, theweaker (stronger) the

influence of product related tacit knowledge on cusmer search and evaluation
cost.

Market Orientation and the Consumer Buying Process

Hult and Ketchen (2001, p.905) found that, as & fresource, market orientation had the
greatest explanatory power in explaining a firm'ssiional advantage and marketplace
performance; other studies confirm the influencenafket orientation on customer satisfaction
and firm performance (e.g., Atuahene-Gima 2005firiA’s market orientation has been defined
as its “organizationwidegenerationof market intelligence pertaining to current ahdure
customer needgjisseminationof the intelligenceacross departments, and organizationwide
responsivenes® it” (Kohli and Jaworski 1990, p.6). Evidently,market oriented firm should
be able to offer customers, lower search, evalnatitd transaction costs and better consumption
experience with positive customer judgment (Day Bedungadi 1994). Hence:

P2: The higher a firm’s market orientation, lower the customer search, evaluation

and transaction cost andbetter the consumption experience and, therefore, the
higher the CA.

Customers perceive high involvement products toisley (Kaplan, Szybillo & Jacoby 1974)
with potentially higher negative outcomes; conswem@o more information search for better
evaluation and a better purchase decision (Chau@000, p.7). While high levels of market
orientation result in lower search and evaluatiequirements and transaction costs for the

customer, a high involvement customer’s searchmsity would mitigate the decrease. Hence:
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P2a: The higher the product involvement, theweaker the influence of market
orientation on customer search, evaluation and trasaction cost.

With frequently purchased products, informatiorugitt in subsequent purchase situations
would be in most cases retrieved from previouslguaed product information stored in
memory and satisfaction or dissatisfaction expeeebased on post-purchase evaluation of
earlier purchases (Hoyer 1984). In addition, coreygmalso minimize information related
activities for frequently purchased items by usimguristics (Macdonald & Sharp 2000).
Consumers would have greater experience with fretfyugourchased products and greater
experience leads to lower search (Moorthy, Ratchéord Talukdar 1997). Thus, the influence of
market orientation would increase in frequent pasehsituations. Therefore:

P2b: The higher the frequency of purchase, thestronger the influence of market
orientation on customer search and evaluation coét.

Customer’s attitude towards brand or product cossisf both hedonic and utilitarian
components (Batra & Ahtola 1991). Customers’ cheind purchase decision are made with the
combination of both cognitive and affective evailomtof attributes (Zajonc & Markus 1982;
Hansen 2005, p.421). However, the proportion ohdog and affective evaluation would differ
with respect to the product category and purchasat®n of the customer (Zajonc & Markus
1982; Homburg, Koschate & Hoyer 2006). So, in pasghsituations where cognitive evaluation
dominates affective evaluation, high levels of netrkrientation should reduce the levels of
cognition required leading customers to reducertBearch and evaluation efforts further.
Dominance of affect in the decision, on the othemd) also reduces (Cowley 2007) the need for

information because customer may employ heurighitaacdonald & Sharp 2000). Therefore:

* There is little to no evidence suggesting any ichjsd involvement or frequency of purchase or tfiec
cognition mix in the evaluation on the relationshggween market orientation and consumption expeeie
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P2c The greater the cognition based (affect bateevaluation, thestronger (stronger)
the influence of firm market orientation on custome search and evaluation
cost.

Cooperative Strategy and Consumer Buying Process
There is much research that suggests that intemargtional relationships (termed as
“cooperative strategy”) result in CA for firms dset enhance the resource base of the firm. For
example, inter-organizational relations often yibé&dter organizational learning (Khanna, Gulati
& Nohria 1998, p.200), thus, improving firm resoesc Technological diversity among the
alliance partners increases capability and leadsffierent forms of innovation (Wuyts, Dutta &
Stremersch 2004, p.90-91); innovations enhance miaeket position of a firm. Inter-
organizational relationships manifest themselverekion-specific assets (Dyer & Singh 1998,
p.663); these includehysical asset specificity and human asset spéyifi
() Physical asset specificityefers to the relationships involving transactigpecific capital
investments. For instance, banks invest in trairmaspecific physical assets tffer services
like e-payment of telephone bills, electricity bjllincome tax payments etc. that make
consumption of these services easier; these ssralse reduce purchase transaction costs for
products like books, CDs, etc. Thus, banks devedppcific assets with the help of
infrastructure providers to provide these servi@sch arrangements have obviated the need
for the earlier tedious process when customersatkaa stand in queues for the payment of
the bills. Similarly, suppliers of major retaileiavest in efficient customer response
infrastructure in cooperation with retailers (Cerstand Kumar 2005). From a customer
perspective, such asset specific investments dezitba purchase transaction cost. In another
context, retailers using congruent music and stetite store found consumers exhibiting a

higher level of impulse buying behavior (MattiladaWirtz 2001), perhaps because the
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purchase transaction process becomes psycholggiesd costly. With greater physical asset
specificity, therefore, customer purchase transaatosts should reduce. Hence:

P3(a):Better the physical asset specificity sharedthrough inter-organizational
relationship, lesser the purchase transaction cosend, therefore, higher the CA.

With low involvement products / services purchasgasions, customers would like to optimize
time and resources (Einhorn & Hogarth 1981). Howgeve high involvement purchase
instances, the customer is motivated to spend ainakor effort to search, evaluate and consume
(Richins and Bloch 1986) regardless of the cond#jon these conditions, investment in specific
assets by the firm that facilitate the customer rilegly have lower impact on the customers’
transaction costs. And hence, the influence ofay asset specificity would be more relevant
in case of low involvement products, as compardudb involvement products. Therefore:
P3a (i):The greater the level of product involvemenof the customer, theweaker the

influence of levels of physical asset specificity hared through inter-
organizational relationship on customer purchase @nsaction cost.

Customers optimize time and effort in their puréhttensactions Einhorn and Hogarth (1981).
For frequently purchased products, customers empkayistics to reduce transaction costs.
Firms that provide physical specificity would hetjustomers in reducing their purchase
transaction cost, and enable firms to reap CA; tbékiction in purchase transaction will likely
be less for infrequently purchased product becawstomers will employ a lower level of

heuristics and a higher level of processing. Hetiezjnfluence of physical specificity would be

more relevant for frequently purchased productshamte, we propose

P3a (ii):The higher the frequency of purchase, thetronger the influence of levels of

physical asset specificity shared through inter-orgnizational relationship, on
customer purchase transaction cost.
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In purchase situations where customer’s evalugiiocess is more inclined towards cognition,
the customer might realize the importance of thet being incurred and beyond certain levels of
cognitive effort might even develop a negative etffoward the alternative being evaluated
(Garbarino and Edell 1997). However, when affectaxaluation dominates the cognitive

evaluation, customer might not sense the importaficke transaction cost, but might be more
interested in obtaining the product. Hence, inatitns when cognitive evaluation dominates,
the influence of physical asset specificity woule gironger since they would yield customers
lesser purchase transaction cost and, hence wesgop

P3a (iii):The greater the cognition based (affect&sed) evaluation, thestronger (weaker)

the influence of levels of physical asset specitici shared through inter-
organizational relationship, on customer purchaseransaction cost.

(i) Human asset specificityefers to the relationships involving transactigpecific
know-how of persons within the firm or those that an behalf of the firm. In
purchase situations when customer is not able mtacboany responsible person from
the firm, in order to gain insights for the purobasustomer would have to depend on
the intermediary or the immediately accessible gerswho might be the
representative of main firm (Kirmani and Campbé&lD2). In the absence of human
asset specificity, customers spend extra effofogating the right person from the
firm and which may result in increased search araduation cost. Under the Shakti
model, Hindustan Unilever entrusted the responsilof forming groups and selling
products to local village women. This model beteefiHUL in reducing distribution
costs substantially and increased customer acedssing their purchase transaction
costs. These women worked for Hindustan Unilever contractual terms with

training in specific skills, creating human asspédficity in the form of product
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related knowledge and merchandising skills. Custsngained access to and were
able to evaluate products more easily. Therefore:
P3 (b): The greater the human asset specificity shed through inter-organizational

relationships, lesser the customer search cost, $&s the customer evaluation cost
and lesser the purchase transaction cost and, thdoee, the higher the CA.

Customers are influenced by the expertise / prokinotvledge of the salesperson when they are
in need of information and the knowledge of salespe helps them in making the purchase
decision (Stafford 1996). Since, customers in higlolvement product buying situations look
for various sources of information (Clarke & Bell)79), the decreasing influence of human
asset specificity of the firm on customer searehjuation and purchase transaction cost is likely
to be less, i.e., customer will continue to seancti evaluate and hence, we propose

P3b (i):The greater the level of product involvemenof the customer, theweaker the

influence of human asset specificity shared throughinter-organizational
relationships, on customer search, evaluation anduyochase transaction cost.

With higher purchase frequency, the customer issmmomfortable with the product category and
needs less aid in the purchase situation (Shoenetkal 1977; Macdonald & Sharp 2000).
Further, information sought in subsequent purchsiigations would be in most cases be
retrieved from previously acquired product inforfoatstored in memory and satisfaction or
dissatisfaction experience based on post-purcheasleation of earlier purchase (Hoyer, 1984)
leading to lower search and evaluation. In contrabere there is a large time gap between two
purchase instances, more information may be redjl@&ding to greater search and evaluation
and, therefore, the influence of human asset gpigitvithin firm might have stronger influence
on customer search, evaluation and purchase trtamsa&ost and, hence, we propose
P3d (ii):The higher the frequency of purchase, theveaker the influence of human asset

specificity shared through inter-organizational rehktionships, on customer
search, evaluation and purchase transaction cost.
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Whether product evaluation is primarily cognitioaskd or affect based will be determined by
the customer (Drolet and Aaker 2002); customersigeicharacteristics have been postulated to
affect outcomes (e.g., Challagalla, Venkatesh aollik2009, p. 78) even though a salesperson
might influence the customer decision (Gough 2008hen affective evaluation dominates the
cognitive evaluation, customer might not sensedihentum of search, evaluation and purchase
transaction cost, but might be more interestedhtaining the product; in contrast cognition
driven decisions would lead to greater effort. Eiare:
P3d (iii):The higher (lower) the degree of cognitia in the product evaluation process
the weaker (stronger) the influence of human asset specificity shared tbugh

inter-organizational relationships, on customer se@h, evaluation and purchase
transaction cost.

Human Capital and Consumer Buying Process
Scholars have argued that, higher education lexfefse human resource, better training of the
human resource, better learning activities of thmin resource and better past experience yield
an improved organization performance (Barney 18Wfight, McMahan & McWilliams 1994;
Hitt et al 2001). It has been argued these charatits result in better employee performance
leading to increased firm performance and helpigfirm to attain CA. The impact of human
capital on the firm performance has been studiedgaimous contexts. Hatch & Dyer (2004,
p.1156) found that in the context of semiconduet@nufacturing industry that better human
capital in terms of education, training, learnirglity, past work experiences result in higher
learning ability of the employees which resulted decreased number of defects in the
production of semiconductor chips. Hitt et al (20p23-24) found that better human capital of

the firm resulted in increased ratio of net incaméotal firm revenue. Extending the argument,
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knowledge gained by the workforce either through ribute of better training and development

activities or better past experience, should mhkepurchasing process more convenient.

For instance, when customers are buying a produgice for the first time, they possess
high level of uncertainty (psychological and finetcin their minds; front end human capital
helps convince customers in their decision makingcgss. In these situations, an informed
salesperson would be able to help customers inmgakiirchase decisions. They would play an
effective role in the evaluation stage of the bgyjprocess, where the customer may have
difficulty in distinguishing various offerings. Isuch circumstances, the better the quality of the
information and knowledge that the staff providestiie customer, directly or indirectly —
through advertisements - (Vakratsas and Ambler 198%er would be the customer’s search,
evaluation and transaction cost. The quality ébrimation provided by front-end salespersons
during the customer purchase process is an imgontgat to an optimal purchase decision
(Kirmani and Campbell 2004); it helps the customenid yet another round of search. Further,
according to the Hatch and Dyer (2004, p.1171)tebdtuman capital results in better quality
products, leading to better consumption experiehherefore:

P4: The better the human capital, lower the searchgvaluation, purchase transaction

cost and better the consumption experience of theustomer and, therefore, the
higher the CA.

While purchasing high involvement products, cust@mgenerally engage in an in-depth
information collection (Clarke & Belk 1979). Withetier organizational human capital,
customers’ search, evaluation and purchase traosactst would reduce. Compared to low

involvement products, customers look for more infation in purchasing high involvement
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products (Chaudhuri 2000); implying that the desieg effect of good human capital on search,
evaluation and transaction costs would be atteduatehigh involvement products. Therefore:
P4a: The greater (lower) the level of product invalement of the customer, theveaker

(stronger) the influence of human capital on search, evaluatn and purchase
transaction cost.

For frequently purchased products, customers gutliéa with the purchase process (Leong
1993; Macdonald & Sharp 2000). Further, informasought in subsequent purchases would be
in most cases retrieved from previously acquirestpct information (Hoyer 1984). Frequently
purchased products provide greater experience $towers and greater experience leads to
lower search (Moorthy, Ratchford and Talukdar 19€Qstomers with high purchase frequency
in a category already have sharply defined pretaeiiByong-do and Rossi 1994) and so would
do less evaluation. Hence, the amount of informmaiio the subsequent purchase situations
would not be as relevant as in the less frequenthase situations. The preceding argument
suggests that for frequently purchased goods tipad¢imof human capital on search, evaluation
and transaction costs would be accentuated andhemcpropose

P4b: The higher (lower) the frequency of purchasethe stronger (weaker) the influence
of human capital on search, evaluation and customguurchase transaction cost.

In purchase situations where cognition based etialuadlominates affect based evaluation,
customer desires more information to make a puechiesision. And if it takes considerable
amount of cognitive effort on part of the custordee to unavailability of right information, it
could result in negative affect of the customerdo¥g the particular alternative being evaluated
(Garbarino & Edell 1997, p.156). Thus, it becomesassary that adequate information be made
available on attributes that could be evaluatedustomer cognitively and reduce their purchase

transaction cost. Since good human capital redseasch and evaluation effort, the presence of
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a cognition based evaluation would attenuate tlreedsing impact of human capital on search
and evaluation costs for the customer. Hence, wpqse

P4c: The more the evaluation is cognition based (afct based), theveaker (stronger) the
influence of human capital on customer purchase tmasaction cost.

Corporate Reputation & Consumer Buying Process
A market based asset like corporate reputatiomesad the key dimensions for an organization

to gain CA (Schwaiger 2004; Srivastava, Fahey amis@nsen 2001). Corporate reputation also
referred to as “corporate image,” and “corporatntdy” is considered as the manner in which
organization presents itself to its stakeholderswlihg 2004; Srivastava, Shervani and Fahy
1999). Keller (1993, p.8) defined customer-basemhtb equity asthe differential effect of
brand knowledge on consumer response to the magkeif the brand,”where customer
response to marketing is in terms of customer jpéi@es, preferences, and behavior arising
from marketing mix activity (e.g., brand choice,nqmrehension of copy in an advertisement,
reactions to a coupon promotion, or evaluationsa @sfand extension). Where product brands
carry the same name as that of the firm, the réijputaf the brand is, to an extent, synonymous
with that of the firm (Keller 1993; Berens, van Raad van Bruggen 2005); brand reputations
have been found in numerous studies to influenceswoer preference and choice behavior
(Nedungadi 1990; Aaker 2004). Corporate reputatimnensions that have been identified for
realizing CA, therefore, should do so through ieflaing the customer buying process, since
corporate reputation has strong brand related onest

Corporate reputation has been measured on cogndive affective dimensions
(Schwaiger 2004). The cognitive dimension includegormance, global reach and perception

as a top competitor while the affective componentelated to brand recall. Considering the
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cognitive component (Schwaiger 2004, p.66), we arthat dimensions like “performance”,
“global reach”, “perceptioris play an important role in the customer buying pss These
project the image of an organization in the mindsthe customer, which results in the
organization’s name being present in the custonoasideration set (Nedungadi 1990). For
instance, the global reach of multinationals sustMécrosoft, Apple, Wal-Mart and Mercedes
etc. automatically grants them entry into the cotids mind in their categories, resulting in the
customer’s short listing of the products of thesepanies for search and/or evaluation before
the decision. Berens, van Riel and van Bruggen52p041-42) show the impact of a dominant
corporate brand on product attitude. Thereforeugih customers may decide not to purchase
from the organization, it would still be on the saferation list for evaluation and may reduce
search for other alternatives and resulting in lowastomer search and evaluation cost. Hence:
P5(a):Better the cognitive components, (like perfonance, global reach and perception)

of corporate reputation, lower the search and evalation cost and, therefore, the
higher the CA.

While buying high involvement products, there isren@valuation(Dowling & Staelin 1994;
Chaudhuri 2000). In high involvement product pasd instances like consumer durables,
automobiles, financial products, real estate dtigher perceived risk involved in the decision
(Dholakia 2001, p.1346-1347) encourage the custdmdook for cognitive cues (Chaudhuri
2000) that would establish the credibility of thienf, cognitive components of corporate
reputation would, thus, influence the customer sleni making process. Perceived corporate
ability has a significant positive effect on protwattitude when involvement is high and no
effect when involvement is low (Berens, van Riedamn Bruggen 2005, p. 43). In low
involvement products customer would not be so corezkabout these factors due to the lower

amount of risk involved in the purchase processtante:
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P5a (i) The greater the level of product involvemenof the customer, thestronger the
influence of cognitive components (like performance global reach and
perception) of corporate reputation, on customer s&ch and evaluation cost.

For frequently purchased items, customers becormastamed to the cognitive components of
corporate reputation; customers develop sharplineefpreferences for frequently purchased
products (Byong-do and Rossi 1994). Be it highdpital intensive purchase decisions involving
capital goods, IT outsourcing, power projects oy ather low involvement B2C product /
service, once the customer has experienced adeqnadeint of exposure to the cognitive
components, these factors might be in recent mewiotlye customer due to frequent purchases
(D’'Astous, Bensouda & Guindon 1989; Leong 1993).wdeer, in less frequent purchase
situations, customer might not be able to recaséhcognitive factors and might be encouraged
to re-evaluate the alternatives available at timstant. Thus, the cognitive components of
corporate reputation would be more relevant toausts in less frequent purchase situations
than in more frequent purchase instances and, veag@zopose
P5a(ii):The higher the frequency of purchase, theweaker the impact of cognitive

components (like performance, global reach and peeption) of corporate
reputation on customer search and evaluation cost.

Unless a customer attains adequate satisfaction fin@ cognitive cues, the customer continues
the search process (Dowling and Staelin 1994) tiaguln increased search and evaluation.
Thus, purchase situations in which cognitive evmadominates the decision making process,
the cognitive components of corporate reputationld/decome more important in supplying the
customer’s information requirements. Evidence alsggests that affect based decision making
tends to decrease search and evaluation (Cowleg; 8blv and Fedorikhin 1999). Therefore:
P5a (iii):The greater the cognitive based (affectdsed) evaluation, thestronger (weaker)

the influence of cognitive components (like perforrance, global reach and
perception) of corporate reputation, on customer s&ch and evaluation cost.
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Let us next consideaffective component of corporate reputatiag described by Schwaiger
(2004, p.66) which is congruent to the “brand réadlthe firm. According to Keller (1993),
brand recall plays a crucial role in the customecision process. Brand recall relates to
customer’s ability to retrieve the brand when giceres related to the product category. With
high brand recall, the customer is able to redwdl lirand in short span of time, implying lower
search and evaluation cost for the customer. Hemeg@ropose

P5 (b):The stronger the brand recall component of arporate reputation, lower the
search and evaluation cost and, therefore, the high the CA

For higher levels of product involvement, highearnt recall will help customers to narrow their
choice more quickly (e.g., Pham et. al. 2001) redusearch and evaluation. Greater product
involvement is correlated with subjective produnbwledge (Park and Moon 2003) and brand
recall has an element of subjectivity (Keller 1998)n the other hand, brand recall would also,
while not a necessary criterion in purchase sibmatiof low involvement products, help
customers in reducing their search and evaluatost. cHence, brand recall would have equal
influence both in high and low involvement prodpatchase situations and hence:
P5b (i):The level of product involvement does nothe influence the relationship between

the brand recall component of corporate reputationon customer search and
evaluation cost.

In a highly frequent purchase category, the custamaelld remember the brand to be purchased
due to the retrieval of information regarding pésicent) purchases (D’Astous, Bensouda &
Guindon 1989; Macdonald & Sharp 2000) and hencédotherd recall factor would either have a
lower influence or would not influence the purchadecision. However, if the purchase

frequency is less, a strong brand name would fatgliretrieval of past purchase information

]
W.P. No. 2013-05-08 Page No. 26



IIMA e INDIA
N Research and Publications

from memory, implying that the influence of braretall component of corporate reputation on
search and evaluation cost becomes accentuatéssfoirequently purchased items. Therefore:
P5b (ii):The higher (lower) the frequency of purchae, the weaker (stronger) the

influence of brand recall component of corporate rputation, on customer search
and evaluation cost.

Affect oriented factors play an important role hetpurchase decisions and customers often
evaluate and make purchase decision based onfdetees (Darke, Chattopadhyay & Ashworth
2006). When affect based evaluation dominatesdleitive based evaluation, this would add to
the influence of the brand recall part of corponaeutation on search and evaluation cost — in
effect further decreasing search and evaluataam et. al. (2001) find that, feelings providegonntal
responses that are potentially faster, thus, redusearch and evaluation timé\s firms increase the presence of
brand recall component of corporate reputationrckeand evaluation cost for the customer
would decrease because influence of affect oriefgatlires would be stronger in case of affect
based evaluation than in cognition based evaluatitence:

P5b(iii):The greater the cognition based (affect bsed) evaluation, theweaker the

influence of brand recall component of corporate rputation, on customer search
and evaluation cost.

Organizational Learning and Consumer Buying Process
Organizational learning is considered as a keyuesothat leads to CA (Dunphy, Turner &
Crawford 1997, p.238) through specific learnings; éxample, Vorhies and Morgan (2005)
document learning through benchmarking of marketiagabilities as a contributor to CA.
Smith, Vasudevan & Tanniru (1996, p.42) argue thiganizations shoulttontinuously” learn
to configure their resources and execute the cordigpn effectively in order to sustain CA;
resource configuration would at some stage recurénteraction with the customer in order to

translate into CA. This may be inferred from theeigtional dimensions of organizational
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learning (Dunphy, Turner & Crawford 1997, p.238)eehnical competencies and management
competencies essentially indicate the unnoticedabuimportaninvolvement role of customer
on the path to CA. For instance the use of IT Euhlsupport services by numerous
organizations across product categories has resatieonly in cost effective mode of business
for the organization (and CA) but has also simgdifthe customer’s buying process to a great
extent and thereby reduced the customer cost athesdifferent stages of buying process —
search, evaluation and purchase transaction. Herecpropose

P6 : Better the organizational learning, lowerthe search, evaluation and purchase

transaction cost and better the utility for the cusomer, and therefore, the better
the CA.

For high involvement products, customers tend endpgreater effort in search and evaluation;
Mathwick and Rigdon (2004) document this influeléenvolvement on search behavior. Alba
and Hutchinson (1987, p.414) suggest that the lefvekpertise will also determine the degree of
search — that expert customers may search lessve\o, in a general sample of customers
(where the number of experts will be very few ipraduct category), it is likely that high levels
of product involvement will be associated with regltevels of search and evaluation effort and,
therefore, cost. Under conditions of high productolvement, therefore, the influence of
organizations learning on search and evaluation wilé be mitigated — customers would
continue to search because of their involvemerdrddgss of the level of organizational learning
— the level of decrease in search and evaluatiah thight otherwise follow from high
organizational learning will reduce and, therefore:

P6a : The higher the levels of product involvementhe weaker the decreasing impact of
organizational learning on search, and evaluationast.
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Consumers develop heuristics for frequently pureiggoducts (Ji and Wood 2007) and spend
less effort on search and evaluation, suggestiag ttie impact of organizational learning on
customer search and evaluation costs will charegach effort will become lesser. Hence:

P6b:The greater the frequency of purchase in a productclass, the stronger the
decreasing impact of organizational learning on seah, and evaluation cost.

When decision making is dominated by cognitive giathen consumers are more likely to do

greater search and evaluatiu far as affect is concerned, the importance sf porchase affective experiences

in customer reactions to a product is documente@dwley (2007) who finds that sometimes even n@waostic
information influences the consumer reacliotine finding thatconsumers are not consciously aware of the
interfering effect of post-experience affectiveatéans or of their reliance on post-experience
behavior when constructing memory of their prodaxgierience would suggest that the effect of
affective reactions would be strong (Cowley 20@Ajm et. al. (2001) show that feelings provide
judgmental responses that are faster, thus pollgntducing search and evaluation timd&.his implies that when
the decision making is primarily driven by affeitten search and evaluation will decrease and,
therefore

P6c The greater the cognitive (affective) component ofthe purchase decision, the

weaker (stronger) the decreasing impact of organizational learning  search,

and evaluation cost.

Customer Buying Process, External Factors and Compiéve Advantage
Economies of Scale and Consumer Buying Process
Economies of scale have often been cited in teealitire as an important route for attaining CA

(Porter 1985; Scherer & Ross 1990). Scherer & RA®90) discuss three categories of

economies of scaleproduct specific economigsplant specific economigsand multi-plant

® Product specific economies, was associated witlveflume of any single product that was producetisand.
® Plant specific economies would result from expagdhe size of individual processing units preserhe
manufacturing plant of the firm
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economie§ all three are variants of the reduction in costs; therefore, consider a summary
‘economies of scale’ variable. It would appear osable to assume that firms havegpnomies

of scale produce their more output and at a comparative l@est than competitors that do not
possess similar scale economidsower costs and greater production quantity woudshglate
into a greater volume reaching customers and pgssitter reach (penetration), enabling
customers to find and locate the product easilymddeeconomies of scale of a firm should result
in reduced search cost; a corollary would be redl@smluation costs. Firms that have economies
of scale should also be able to sell at lower grieea clear positioning in the mind of the
customer that would likely lead to reduced searahevaluation. Hence, we propose

P7 : The greater the economies of scallwer the customer search and evaluation cost
and, therefore, the higher the CA for the firm.

In high involvement purchase instances, the custasnmotivated to spend time and/or effort to
search and evaluate (Richins and Bloch 1986) régssdbf the conditions. Thus, despite the
availability arising from economies of scale, thestomer would continue to be motivated to
have high levels of search and evaluation — thusedsing the level of negative impact of
economies of scale on search cost and evaluatisn d¢o contrast, in low involvement product
situations customers spend less time and resotwcascomplish the task (Einhorn & Hogarth
1981). Thus, the impact of increased availabilitgttcould result from economies of scale on
search and evaluation would be limited compardtie¢digh involvement context. Therefore:
P7a: The greater the level of product involvement fothe customer, the weaker the

influence of economies of scale, of the firm on cisner search and evaluation
cost.

" Multi-plant economies, was associated with a fsmperation of multiple plants in the manufactursimilar
array of products to supply distant places.
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In frequent purchase product categories, customensld like to optimize time and effort
Einhorn and Hogarth (1981). Consumers would haeatgr experience with, and knowledge
of, frequently purchased products (Kalyanaram aititeL1994) and greater experience leads to
lower search (Moorthy, Ratchford and Talukdar 19%@nce, the influence of economies of
scale would be more relevant for customers in redutheir search cost for the frequently
purchased products and hence, we propose

P7b: The higher the frequency of purchase, thetronger the influence of economies of
scale, on customer search and evaluation cost.

When the product purchase decision is based piyraricognition rather than affect, customers
would take into account the availability factortbé products, since it would directly influence
their search and evaluation cost. Thus, more ea&sidyproduct available, the less is the search
cost and evaluation cost incurred by the custon@m.the other hand, in primarily affect based
decisions, Cowley’'s (2007) findingat consumers are not consciously aware of the intagfer
effect of post-experience affective reactions ortledir reliance on post-experience behavior
when constructing memory of their product expergeemwould suggest that the effect of affective
reactions would also reduce search and evaluatidrhance we propose:

P7c (i):The greater the cognitive (as opposed to fatt based) evaluation, thestronger
the influence of economies of scale, on customernseh and evaluation cost.

P7c(ii):The greater the affective component (as omsed to cognitive based) in

evaluation, thestronger the influence of economies of scale, on customeyasch
and evaluation cost.

Membership of Knowledge Clusters and Consumer Buyig Processes
Knowledge clusters have been broadly defined asoranwmn geographical region where
companies and associated institutions in a pastidi¢ld exist (Tallman et al 2003; Tallman et al

2004, p.258) in order to match their commonaliteesd complementarities. The major
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advantages of knowledge clusters are lower inpstsgcadevelopment of common suppliers,
specialist labor pools, and spillover of technikabw-how, which result in CA for the firm
(Tallman et al (2004, p.261). Knowledge transfealiffian et al 2004, p.264-268) between firms
present in the knowledge clusters, makes firms llapaf producing higher quality products
which will likely lead to a better customer consuiop experience. Hence, we propose

P8: Firms that are members of knowledge clusters Wi provide higher levels of
customer consumption experience and, therefore, Cor the firm.

In high involvement products, a customer expecttebéeatures and consumption experience,
due to the high psychological and/or financial riskolved in the consumption process; the
customer uses more information processing (ChimgcBD04) and a firm’s cluster membership
provides more cues in the consumption experiemmead many high involvement customers
develop “relationships” with brands (Fournier 1998) contrast, for low involvement products,

the comparatively lower psychological and/or finaheisk involved, may lead customers to

expect a lower number of features and be less coadeavith the consumption experience. Firms
in clusters are likely to produce higher qualitpgucts (Tallman et. al. 2004) that offer better
consumption experiences to the customer. Therefore

P8a :The greater the level of product involvement fothe customer, thestronger the

influence of knowledge cluster membership on custoen consumption
experience.

Regardless of whether the product is bought fretipien not, customer would expect better (or
at least certain minimum level of consumption eigrere irrespective of the situation (though
the extent of consumption satisfaction may varyetasm situation). Thus, frequency of purchase
as a moderating variable is unlikely to have a ifigant effect on the relationship between

membership of knowledge cluster and the consumgixperience. Hence, we propose
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P8b: The influence of knowledge cluster membershipon customer consumption
experience igndependent of the frequency of purchase.

Whether the decision making is primarily cognitisased or affect based, it will not impact the
consumption experience of the customer — whichpgsst purchase phenomenon. Hence:
P8c: The influence of knowledge cluster membershipn customer consumption

experience is independent of whether the purchaseedision evaluation is
dominantly cognition based or affect based.

Discussion and Implications for Marketers
We argue in this article that, while the intrinaied external factors that result in CA for the firm

have been identified and studied in the literattiie processby which they lead to CA has not
received sufficient attention. A precondition f8A in a competitive marketplace is that an
organization has to acquire and retain customeélrbus, leveraging organizational resources
requires organization-customer interaction. Thigpgpa highlights how processesat the
organization customer interface benefit customekaaous customer buying stages (i.e. search,
evaluation, purchase transaction) or the consumgiage and, hence, result in CA for the firm.
This article, therefore, integrates diverse literas to improve our understanding of the process
of formation of CA and attempts to (a) build on #ulifice of the resource advantage theory of
competition advanced by Hunt and Morgan (1995),afigwers the call of Barney (1991) and
others who have suggested that researchers needitane the implementation of the RBV to
improve our understanding of CA and (c) providdsaaework for integrating factors internal
and external to a firm that create CA with a fismmiteraction with customers .

We argue that the study of CA requires that scBokxamine the impact of firm
resources on customer purchase and consumptiorvibetead consistently look forward to

differentiate the intermediate stages of customecthmse process in a meaningful manner, so
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that the process either reduces the cost or inesea® utility of the product / service. We have
also examined the impact of firm related resouares firm’s CA in the context of moderating
variables that may influence the purchase decigibdibit 2) — involvement with products,
frequency of purchase and the affect cognition mithe customer’s product evaluation. Thus,
we attempt to unfold the process by which CA mat#gein line with Astley and Van de Ven
(1983); overall, our propositions suggest that gymvell be the firm’s “organizing context,”
rather than only its resources or external fadiweis lead to CA (Newbert 2007, p. 142).
Therefore, firms need to focus on the purchasecandumption stages of the customer,
in order to design their product, provide righenfiace for the customer to interact with the firm
and decide the channel of distribution etc. Analdgzihis may help firms to design appropriate
customer interfacingprocesses” with the help of requisitécapabilities” so that appropriate
marketing actions are designed for different situet on order to gain CA; thus, appropriate
marketing actions may be designed and implemerieérall, the approach suggested in this
article points to a greater focus on the proceggmofing CA as leading to a better understanding

of how and why some firms gain CA and others do not

Directions for Future Research

Research relating to the process of manifestatid@”ohas been sparse so far. The propositions
advanced in this article suggest a rich agendé&utare research. First, we have highlighted how
intrinsic factors of the firm may either, lower tlo®st of search, evaluation and purchase
transaction of the customer, or increase the cust@onsumption utility — that in turn leads to
CA. Our hope is that researchers will take cogréeaaf this link and examine further this

relatively unexplored link between RBV and 10 ecmies on one side, and the customer buying
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and consumption process on the other, from a theareand an empirical standpoint. This
research should help to advance theory and praatibew CA actually develops. Incorporating
this approach in tests of RBV may increase the stitass of the theory and provide a rationale
for why almost half of all empirical studies on RBM not find support (Newbert 2007).

Second, and following on from the first, future easchers could also look at the
differential impact of a particular factor on théfefent stages of the customer purchase process;
for example does human capital impact search case rar the transaction cost? Third, an
empirical study could be conducted, product catgegose and the results could be compared
between the market leaders and other players im#r&et, to highlight the incremental benefit
that market leaders gain, by serving customerseibdtirough a suitable match between
capabilities and actions at the organization custanterface.

Fourth, it would be interesting to conduct a compae study between public sector
firms which are in general not considered to betarusr friendly (especially in emerging
markets — and recently given the global econoneoaio in public sector firms worldwide) and
private sector companies, operating in the sameugto/ service category from a customer
perspective and assess the differences betweenithtarms of manifestations of CA. Finally,
linking the marketing manifestations in the procelsgaining CA (decrease in search, evaluation
and transaction costs; improvement in consumptiqeence in the presence of moderating
variables like product involvement, etc) to measwkCA, such as market share or shareholder

value, would be fruitful from a theoretical and ragarial viewpoint.
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Exhibit 1
| Is there an impact on? |
Resource Based View (or Search & Purchase Consumption What NEED of customer has been
External Factors) Evaluation Transaction Experience LEVERAGED by the company?
Independent Variables Cost Cost y pany:
1. Tacit Knowledge Yes No Yes Experience of using product / Possession
2. Market Orientation Reduction of consumer uncertainty
Yes Yes Yes
3a. Cooperative Strategy Convenience / Lack of time
(Physical asset specificity) No Yes No
3b. Cooperative Strategy Convenience / Low uncertainty / trust
(Human asset specificity) Yes Yes No
4. Human Capital Yes Yes Yes Access to information / Lack of knowledge
5a. Corporate Reputation Trust / Belief
(Cognitive Components) Yes No No
5b. Corporate Reputation Emotional connect between one’s character
(Brand Recall) Yes No No and that of the firm
6. Organizational learning Yes Yes Yes Overall experience
7. Economies of Scale Yes No NoO Eg\:tlly available product at relatively cheap
8. Knowledge Clusters No NoO Yes Better utility products
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Impact of Moderating Variables on the Relationshipbetween Resource Based

View Independent Variables and Competitive Advantag

Does the Moderating Variable’s Make the
Relationship between Independent Variable and
Dependent Variable Stronger or Weaker
Internal / External Factor: Product Purchase | Cognition vs. Affect
Independent Variables Involvement | Frequency | Based Evaluation
Tacit Knowledge (H1) Weaker / | No effect / Weaker / Stronger
Stronger Stronger
Market Orientation (H2) Weaker Stronger Stronger
Co-operative Strategy (H3a)
(Physical asset specificity) Weaker Stronger Stronger
Co-operative Strategy (H3b) Weaker Weaker Weaker
(Human asset specificity)
Human Capital (H4) Weaker Stronger Weaker
Corporate Reputation (H5a) Stronger Weaker Stronger
(Cognitive components)
Corporate Reputation (H5b) No effect Weaker Weaker
(Brand Recall)
Organizational Learning (H6) Weaker Stronger Weaker
Economies of Scale (H7) Weaker Stronger Stronger
Knowledge Clusters (H8) Stronger No effect No effect
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