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Based on previous research, strategic fit among behavioural orientations can generate the behavioural planned to
ensure the viability and performance of the firm. It is also mentioned before that behavioural orientation can also
support company in increasing the supply chain performance. However, although behavioural orientation gives
positive impact to SCP, companies are still challenged with issues such as, distortion of information, collaborative
behaviours and many more that need to be managed well. To handle such issues, several authors recognized
supply chain management (SCM) as a way that can mediate the relationship to improve performance. SCM
enables seeks synchronization of intrafirm and interfirm operational and strategic capabilities into a unified,
compelling marketplace force, and focuses supply chain partners on creating customer value. The importance of
SCM as mediator should be considered as an important element to increase performance. Therefore, this study
tries to theoretically investigate the potential benefits of SCM as a mediator to SCP. Also, it further explores the
relationship of strategic fit between market orientation (MO) and supply chain orientation (SCO) to SCP. To
investigate this relationship, this study proposes the covariance approach. The relationship and the covariance
approach can be empirically tested for future research.
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1. Introduction

Competition in today’s business environment forces organizations to enhance their productivity and
competitive advantage. In addition, companies must aware that competition today is not merely

between organizations, but it involves the entire supply chain. How their supply chain performed will
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reflect their business performance. Therefore, SCP has been recognized as one of the critical factor that
could help companies not only as a source of cost reduction but also as a source to gain competitive
advantage (Deshpande 2012). This is potential to drive performance improvement in customer service,
asset utilization, profit generation, and cost reduction.

Improving SCP needs a good understanding and commitment among all of the supply chain
members. This is challenging since a supply chain, faces uncertainties from the market (customer) and
the supply chain itself (Boon-Itt & Paul, 2008). The uncertainties then often lead to the distortion of the
market information that will lead to phenomena termed bullwhip effect (Wisner, Tan & Leong, 2012).
The Bullwhip Effect is defined as the “demand distortion” as it moves upstream in the supply chain
due to the inconsistency of orders which may be bigger than that of sales (Lee, Kwon & Severance,
2007). The bullwhip effect will have adverse effects to the companies in the supply chain. For
example, a manufacturer that only notices its immediate order will be misled by the bigger demand.
Huge addition in cost will be incurred due to unplanned purchase of raw materials, improper capacity
planning and utilization, inefficient over time, and additional transportation costs.

All of the above researches on behavioral impact on bullwhip effect in supply chain stimulate this
study to understand further the impact of behavior. All of the above studies are being confined to lab
experiments’ setting. A wider scope need to be observed. This study explores human behavior pattern
that could explain the efficiency and effectiveness of a supply chain. Two behavioral aspects that
gained researchers attention are the MO and SCO (Min et al., 2007; Matthyssens & Vandenbemp,
2008; Fewcett, Magnan & McCarter, 2008; Trkman et al., 2010; Whitten et al., 2012; Urde, Baumgarth
& Merrilees, 2013). Understanding the effect of both on SCP could help to improve the bullwhip
phenomena. The subsequent paragraphs will elaborate further the concepts of both market and supply
chain orientations.

Mentzer (2001) defines SCO as a set of activities that need to be performed to realize the SCM
philosophy. Companies that are supply chain oriented will manage the supply chain differently
compared to those without SCO (Mentzer et al., 2001; Min & Mentzer, 2004; Min et al., 2007). This
allows companies to disseminate information from the market throughout the supply chain.

However, besides SCO, companies need a specific capability that can be used to create superior
customer value while gaining profits (Slater & Narver, 1994; Kohli & Jaworski 1990; Mentzer et al.,
2001; Min et al., 2007). In the context of supply chain, MO has been observed to have the capability to
improve the supply chain (Min et al., 2007).

In order to satisfy the customer, MO has been recommended by Kohli and Jaworski (1994) since it
comprises “a set of company-wide implementing activities of the marketing concept so that market
oriented firm, practices the three pillars of the marketing concept (customer focus, coordinated
marketing, and profit orientation)”. Research shows that companies that are market oriented perform
better than those that do not (Martin & Grbac, 2003; Lummus, Duclos & Vakurka, 2003). In addition,
the model proposed by Juttner, Christopher, and Godsell (2010) shows that the components in MO
influence SCP by decreasing supply chain cost, shorter lead time, and shorter end to end pipe line time.

Nevertheless, the SCO and MO could not directly affect the SCP. There must be a medium to

mediate the relationship between the fit and SCP. Besides the uncertainties in demand and supplier
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relationship, performance will also be affected by the inefficiencies in SCM (Karami et al., 2015).
SCM is important in term of the support from top management, information sharing, cooperation
between department and other aspect of leadership (Hult, Ketchen, & Slater, 2004; Min et al., 2007,
Karami et al., 2015). Therefore, SCM is no longer merely regarded as routine proses of delivering
products but is more towards managing it in the right way so it could benefit the manufactures,
stakeholders, and customers (Trkman, McCormack, Oliveira & Ladeira 2010; Stank et al., 2011;
Wong, Boon-Itt & Wong, 2011). As a result, this study finds that it is important to affiliate SCM as the
mediator to supply chain performance, which is also supported by Min et al. (2007), Deshpande
(2012), and Karami et al. (2015).

SCM has been increasingly apparent with market globalization. According to Childerhouse and
Towill, (2003), SCM is the management of material and information flows both in and between
facilities, such as vendor, manufacturer, assembly plants, and distribution center. Based on this
justification, this study finds that SCM is able to reach external information and accommodate the
entire supply chain with sufficient information. This valuable information will then be useful to
enhance SCP. Accordingly, some researchers find that SCM is a competitive element in the
marketplace. It helps companies by reducing inventories and other costs and at the same time, more
effectively meeting their customer demand.

The discussions in the previous paragraphs stimulate this study to enhance further on the impact
strategic fit (MO & SCO) and SCM as a mediator to SCP. Although there are many researches in SCM,
there are always different streams of research regarding the way that SCM is perceived. On top of that,
there are still inconsistencies in how SCM is perceived especially between research and practice.

Therefore a wider scope needs to be observed.

2. Problem Statement
2.1 The Mediation Effect

The existence of SCM (agreed on supply vision, shared information, shared risk, cooperation,
integrating process, supply chain leadership, and long term relationship) as a mediator has been
proven by Min et al. (2007). However, there are still inadequate discussions on how strong SCP is
when it is mediated by SCM. This includes how SCP performs with and without SCM in the
relationship. Providing answers to this ensures that practitioners will experience better management
strategy in their supply chain process and could also reduce the risk of stock-out and backorder, while
increasing customer satisfaction. This is supported by Green Jr. et al. (2013), Wong et al. (2012),
Juttner et al. (2010), and Green and Patterson (2009).

2.2 Strategic fit between MO and SCO

In conjunction to the bullwhipped effect, as discussed in the introduction section, the uncertainty
and bullwhip effect in turn results on poor control in the costing, on-time delivery, product quality, and
customer satisfaction (Whitten et al., 2010; Stank et al., 2011; Deshpande, 2012). This phenomenon
supports this study contention that MO must be supported by the SCO. The MO is an external

orientation that is needed to improve the market understanding, while the SCO is an internal orientation
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that will improve supply chain relationship. SCO encourages companies to give special attention to the
functional areas such as procurement, logistics, marketing, production, sale and distribution, which in
return would also benefit the SCP (Green, McGaughey & Casey, 2006; Min et al., 2007; Tokman,
Richey, Marino, & Weaver 2007; Juttner et al., 2010).

Therefore, this study proposes the alignment of MO and SCO. Studies regarding strategic fit
especially on the alignment between MO and SCO is still lacking in the area of SCP (Sheperd &
Gunter, 2011; Min et al., 2007). Different than Min et al. (2007) that views the relationship of SCO as a
mediator between MO and SCM, this study contends that the two is better viewed as a synergistically
to each other. In the statistical term they are covariance. Therefore this study chooses covariance
between MO and SCO, in which the covariant is believed to lead to superior performance (Yu,
Cadeaux, Song, 2012). The needs to study different approaches to analyze multiple strategic
orientations are also suggested by Salavou, (2005) and Hakala, (2010).

3. Conceptual Framework

SCP is commonly understood as part of “an improved SCM” or “an effective SCM”. Deshpande
(2012) defines it as the “multiple measures of performance developed by the organization to gauge the
ability of a supply chain to meet an organization’s long-term and short-term objectives”. Others
address that SCP is “the affective management among suppliers, materials, and customer in a supply
chain (Johnson & Templer, 2011; Ou et al., 2010; Banomyong & Supatn, 2011; Beamon, 1999). The
definitions even though are not exactly similar, support each other. Hence, with reference to those
definitions, this study views SCP as a measuring tool to ensure that the process of delivering products
is effective and efficient.

However, there are always difficulties in achieving performance. This study also finds that the
difficulties in achieving SCP are also rooted from the internal SCP. The internal SCP measures and
evaluates the effectiveness and efficiency of a function in producing its outputs and services. The
results from this will reflect on cost, lead time, and reliability (Banomyong & Supatn, 2011; Mohamed
Udin et al., 2006; Chan & Qi, 2003). It can even reflect certain external performance such as response
rate on customer orders (Banomyong & Supatn, 2010; Mohamed Udin, 2006; Chan & Qi, 2003;
Cooper et al., 1997; Lambert et al., 1998).

Accordingly, this study concludes that difficulties in improving SCP are also related to internal
practices that relates to the behavioral orientation in the organization. Therefore, in order to improve
performance, scholars believe that there is a need for strategic orientation in the organization. Strategic
orientation improves SCP by establishing and embedding the behavioral values among the supply
chain members. As a response to this, scholars suggested the injection of “fit”, which roots from the
concept of “matching” and “aligning” into the system to improve the SCP results (Venkatraman, 1984;
Schendel & Hofer, 1979). Fit requires practitioners to find the best strategic combination that is
suitable to the situation.

The two behavioral orientation variables under analysis are the MO and SCO. It is hypothesized that

the two needs to be aligned and any missing one or lacking in one will yield detrimental effects to a
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supply chain. The inclusion of the two variables is important since they provide the medium and
environment that influence the relationship.

Researchers like Narver and Slater, (1990), Slater and Narver (1994), and Hunt and Morgan (1995)
agree that MO provides a solid fundamental for sustainable competitive advantage for a company,
which in turn will speed up the company performance. This is also explained by Hakala (2010), where
a superior MO leads to a superior performance. Not only company performance, market-oriented
companies will also experience efficient delivery, good inventory level, and efficient in demand
planning (Boon-Itt & Paul, 2008).

This phenomenon supports this study contention that MO must be supported by SCO. The MO is an
external orientation that is needed to improve the market understanding, while the SCO is an internal
orientation that will improve supply chain relationship. SCO encourages companies to give special
attention to the functional areas such as procurement, logistics, marketing, production, sale and
distribution, which in return would also benefit the SCP (Min et al., 2007).

Therefore, this study proposes the alignment of MO and SCO. Studies regarding strategic fit
especially on the alignment between MO and SCO is still lacking in the area of SCP (Sheperd &
Gunter, 2011; Min et al., 2007). Different than Min et al. (2007) that views the relationship of SCO as a
mediator between MO and SCM, this study contends that the two (MO and SCO) is better viewed as a
synergy to each other. In the statistical term they are covariance. Therefore this study chooses
covariance between MO and SCO, in which the covariant is believed to lead to a superior performance
(Yu, Cadeaux & Song, 2012). The needs to study different approaches to analyze multiple strategic
orientations are also suggested by Salavou (2005) and Hakala (2010).

Referring to the objective of this study, the SCO and MO could not directly affect the SCP. There
must be a medium to mediate the relationship between the fit and SCP. As a result, this study finds
that it is important to affiliate SCM as the mediator to SCP, which is also supported by Min et al.
(2007) and Deshpande (2012). Again, based on the definition by Thomas and Griffin (1996), SCM
manages to handle the information flows both in and between vendors, manufacturers, assembly plants,
and distribution center. Also, SCM enables the integration of their operational activities with decisions
and activities of their external business partners (Li & Wang, 2007). Therefore, the existence of SCM
as the mediator between MO and SCO is crucially important for future research.

Therefore, this study sees the potential of foreseeing positive outcome when companies manage to
overcome these difficulties by establishing SCM. SCM improves SCP by establishing a good
information sharing and cooperation. On top of that, based on those issues, SCM enables companies or
manufacturers to coordinate their decisions and activities to optimize their performance (Li & Wang,
2006).

Scholars (Mentzer et al., 2001; Chen, Paulraj & Lado, 2004) realize that SCM is not just a process
but involves activities such as value creation, quality, and knowledge on the relationships within the
supply chain. In addition, Green et al. (2006) also believe that SCM evolves into a body of knowledge
focusing primarily on integration, customer satisfaction, and business results. Despite of many

concepts in SCM, the similarity in SCM perspective has been clearly explained by Esper et al. (2010),
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that each concept highlights on coordination and collaboration with suppliers and customers. It also
highlights the value of demand and supplies matching, and embraces a flow perspective.

SCM is also important in terms of the support from top management, information sharing,
cooperation between department and other aspects of leadership (Hult, Ketchen, & Slater, 2004; Min et
al., 2007). Therefore, SCM is no longer merely regarded as a routine proses of delivering products but
is more towards managing it in the right way so it could benefit the manufactures, stakeholders, and
customers (Trkman, et al., 2010 and Wong et al., 2012). Therefore, this study concludes the discussion

by establishing a conceptual framework that explains the above discussion.
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Figure 1. Conceptual model

5. Methodology

This study proposed that the data collected from the surveys, will be analyzed using SEM. SEM is an
attempt to model the causal relationship between variables by including all the variables that are known
to have some involvement in a study. SEM is a powerful multivariate analysis technique. When most
multivariate analysis is for descriptive or exploratory research, SEM takes on a confirmatory approach
that involves hypotheses testing. In the context of this research, SEM provides the researcher with the
ability to model multiple mediating variables simultaneously.

SEM Terminology — when using SEM, the variables involved are termed differently. In such manner,

the independent variables are referred to as exogenous, whereas the mediating variables are known as

endogenous variables.

5.1 Fit as covariance

Constructing fit as a covariant is based on the basic principles of factor analysis. This explains
that covariant among a set of indicators in terms of a smaller set of factors (first-order factors) and
explaining the covariant among the first-order factors in terms of second-order factor. More
specifically, fit as a covariant is specified as a higher order construct. The first and second-order factors
signify the dimensions to be aligned. The whole network or path of relationships that has been

discussed this far are schematically illustrated in Figure 2.
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Figure 2. Fit as covariance (Source: Venkatraman (1989)

Following Venkatraman (1989) alignment is specified as a second- order factor, where the first-
order factors are the two dimensions that are to be aligned. The strategic alignment is an unobserved
(latent) variable that cannot directly be measured and must be concluded from the observed variables
(the two first order variables). MO and supply chain orientation SCO are measured by the indicator
variables which are represented by the letter ‘Y’. Confirmatory Factor Analysis (CFA) together can be
engaged to test the various hypothesized relationships collectively and simultaneously, and establish

the goodness of fit of the model.

6. Conclusion

The main objective of this paper is to develop a conceptual model that could help future researchers
to empirically discover the question of the effect of SCM as a mediator and the effect of strategic fit
between MO and SCO to SCP. The paper first establishes the basis of the model by reviewing the
important and fundamental issues in strategic fit. This includes the contents of the strategy and its basic
structure. Through the application of Structural Equation Modeling (SEM) the model is then
established. The analytical framework could further help future research to explore or to venture in
depth into the subject matter. Hence, it is suggested that an empirical study is conducted to validate the

good fit of the theoretical model.
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