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Abstract: Empirical research has shown that product users frequently develop ideas,
concepts and even prototype versions for new products. Market-oriented
manufacturers could therefore benefit from innovative ideas that are developed by the
end customers. In a consumer goods setting, products are mostly distributed via
retailers and the end users primarily communicate with dealer salespeople rather than
with manufacturer representatives. Thus, the retailing companies and their employees
play a key role when it comes to generate stimuli for innovations. This study explores
the function of retailers as innovators and innovation gatekeepers. We surveyed 106
sport shop representatives with respect to their efforts to generate own innovations and
their activities to mediate new product ideas from the end users.



Bottleneck or booster of innovations?

A study on the innovation activities of retailers in a consumer-goods setting

1. Introduction

Empirical research in industrial markets has shown that users frequently play an
important role in the development of new products (von Hippel 1988). In some
industrial markets, such as the semi-conductor and medical equipment field, even the
majority of innovations is directly initiated and fully developed by product users (von
Hippel 1977; Shaw 1985; Biemans 1991). In the last five years researchers have
investigated to a greater extent the inventive activities of users on consumer markets.
Shah (2000) explored the sources of innovation for equipment which is used in specific
areas of sports, like snowboarding, skateboarding and windsurfing. Her findings reveal
that it were always the end users who invented the first versions of the basic equipment
in each of these fields. Other empirical studies have investigated the percentage of
innovating users among a given user population. The findings show that between 10%
and nearly 40% of the user samples do modify or develop new items of products for
their personal use (Luthje 2003a; Franke / Shah 2002. User innovation activities seem
to be widely distributed among the user population within a market. In the light of this
evidence, manufacturers can expect a rich pool of innovative ideas among their end
customers.

When focussing on consumers as a source of innovation, the question arises how
manufacturers can identify promising ideas, concepts and prototypes developed by the
end customers. How can manufacturers benefit from the creative potential of the
product users? In industrial markets, manufacturers have to manage the dyadic
communication relationships with their customers. Mostly, sales representatives of the
manufacturer directly communicate with the customers in the context of their routine
selling activities. Although it is difficult enough, it seems reasonable that the sales
force can, in principle, be used as a research capacity to identify attractive user ideas
for innovations (Klopmaker 1981; Evans / Schlacter 1985; Lambert et al. 1990).

However, continuous and direct interaction with customers is more difficult in consumer
markets. Here, the products are mostly distributed indirectly via dealers. It is therefore
a triad of the manufacturer, the retailer and the end customer that has to be managed.
Instead of the manufacturers’ sales associates, in most consumer markets primarily the
retailers’ salespeople have the opportunity to directly communicate with product users.
In fact, few empirical studies show, that consumers often choose to talk rather with the
product dealers than with the product suppliers, even if the retailers are not the primary
addressee of their product ideas (Raabe 1993; Lithje 2000). Thus, the retailing
companies and their employees play a key role when it comes to generating stimuli for
new products. Although the relationship between retail salespeople and customers has
received empirical attention in the academic literature (Beatty et al. 1996; Gwinner et
al. 1998; Reynolds / Beatty 1999), studies focussing on the function of retailers for the
generation of user innovations and their transfer to the manufacturers are lacking.

We therefore conducted a study in a consumer market setting to explore the function of
dealers in the context of user innovations. We surveyed 106 sport shop
representatives with respect to two roles that dealers and their employees may play.
Firstly, we investigated whether retailing employees frequently act as user innovators
by conceiving new solutions for the products they sell. Salespeople build up profound
product-related technical and market knowledge. Often enough, this knowledge is
accompanied by an extensive experience in product use, either gathered through
communication with the customers or built up by own product use. Retail employees



may therefore be well-prepared to conceive highly innovative solutions. Secondly, we
explored to what extent retailers act as information hub, i.e. identifying innovative input
of their customers and forwarding this information to the manufacturers. Taking into
account that most customers have more intensive contact to the dealers than to
representatives of the manufacturer, this gatekeeping function seems to be critical.

The paper is organized as follows: In the next section we review relevant research on
the communication relationships between manufacturers, dealers and end customers
and find that empirical results with regard to the exchange of innovation-related
information are scarce. We then develop an initial model of potential facilitators that
may explain why some retailers act as innovators or innovation gatekeepers and others
show no effort in this context. In this first exploration, we focus on characteristics of the
dealers that are observable for the manufacturer and therefore could serve as
indicators to select attractive retailers as partners in new product development. In
chapter 4 we outline our research methods. The findings are presented in chapter 5.
In the final section we discuss the implications of the findings for manufacturers that
aim to capitalise, both the creative potential of the retail employees and the end
customers.

2.  Communication relationships in the manufacturer-retailer-consumer triad

Research in marketing acknowledges that interaction and coordination between buyers
and sellers plays a vital role to enhance market orientation. Also practitioners have
been inspired to focus on managing stable exchange relationships with stakeholders of
the company. Marketers usually expect to gain a number of positive benefits, including
superior product profitability and long-run business performance.

Relationship marketing at first has been addressed in the industrial marketing literature.
In industrial market settings, direct distribution and dyadic relationships between
manufacturers and customers prevail. The communication between both parties does
not have to be conveyed by an intermediate party. Relationship management is
therefore exclusively customer relationship management.

In most consumer markets the situation is different. Products are usually sold through
a channel of distribution wholesalers, dealers, and retail shops to the consumer. From
the perspective of a producer of consumer goods, besides the end users, also retailers
as immediate customer is an important stakeholder. When compared with b-to-b
marketing, in b-to-c settings, more complex communication patterns emerge when
managing the relationship in the market channel. As represented in figure 1, three
different communication relationships exist.
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Figure 1: Communication structure in the manufacturer-retailer-customer triad




2.1. Direct communication between manufacturers and end customers

Firstly, manufacturers can directly obtain information from current and potential
customers (see relationship 1 in figure 1). Since salespeople have little immediate
contact with consumers, producing companies have to undertake specific and offensive
marketing research efforts. For gathering innovation-related user input, manufactures
have the opportunity to make use of a variety of proven market research methods
throughout the various stages of the product development process. For example,
some well-documented methods for the assessment of current and future customer
needs (“need assessment”) can be used to generate promising ideas for innovations,
such as (virtual) focus groups, newly developed conjoint analysis techniques,
perceptual mapping and Quality Function Deployment (Bristol / Fern 1996; Dahan /
Hauser 2002; Hauser / Clausing 1988).

In addition, leading companies are increasingly working with so-called Lead Users in
the early phases of innovation projects (von Hippel et al. 1999; Lilien et al. 2001). Lead
Users are especially well-qualified, leading-edge users who are both, well motivated
and sufficiently qualified to make significant contributions to the development of new
products or services (von Hippel 1988). Their identification and involvement is
supported by the Lead User method — a multi stage approach aiming to identify users
that are on the leading edge and to integrate theses users into creativity workshops.

In addition to specific and isolated marketing research initiatives, manufacturing firms
can also try to induce consumer-initiated contacts to ensure a continuos, unsolicited
communication flow between the consumers and the firms (Bowman / Narayandas
2001). Most of the theoretical and empirical research, to date, discusses customer-
initiated contacts as the basis of an effective complaint management. In this sense,
opening channels for direct communication with consumers are mainly seen as a part
of a defensive marketing strategy to reduce the exit of dissatisfied customers and to
maximize customer retention (Fornell / Wernerfelt 1987; Plymire 1991; Conlon / Murray
1996). However, customer-initiated contacts can also be used as an important source
of information about customer concerns with existing products and suggestions for
modified or totally new products. After all, it has been proposed in several studies that
problems with existing products and unsatisfied needs are an important trigger for the
generation of user innovations (Luthje 2003a; Lithje 2003b).

To conclude, direct communication between manufacturers and consumers has been
addressed by academics and practitioners. A wide range of powerful tools have been
developed to obtain innovative input from the consumers. As discussed in the next
section, much less work has been done to explore the indirect exchange of innovation-
related information.

2.2. Indirect communication between manufactures and end customers:
The role of retailers

The indirect information flow between manufacturers and consumers is usually
mediated by the retailers (relationship 2 in figure 1). Most studies involved in
investigating this indirect communication present a disjointed framework. The
manufacturer-retailer-consumer triad is subdivided into two dyads (manufacturer-
retailer, retailer-consumer) which are discussed separately.

2.2.1. The manufacturer-retailer dyad

The cooperation between manufacturers and dealers has been described in the
literature on relationship and channel management (see relationship 2a in figure 1).
Different studies present comprehensive models of channel working relationships,



either from the manufacturer’s or from the distributor’s perspective . Most of the
models aim to explain the qualitative (conflicts, satisfaction) and quantitative outcomes
(e.g. effectiveness, productivity) of a given manufacturer-retailer relation (Anderson /
Narus 1984; Anderson / Narus 1990; Mohr et al. 1999). For this purpose, researchers
have made great efforts to operationalize and measure different aspects of cooperation
(e.g. intensity, formalization, communication content) and to explore their specific
relationship with cooperation success (Mohr / Nevin 1990). Also, the antecedents of
cooperation in the distribution channel, like channel climate and power distribution,
have been explored to explain the realized levels of cooperation (Brown et al. 1983;
Anderson et al. 1987; Skinner et al. 1992; Hunt 1995). In light of this vast body of
literature one could argue that the relationship of manufacturers and retailers is well
understood. However, the specific issue of transferring innovation-related information
from retailers to suppliers is not at all covered by existing research. Instead, the focus
is on the day-to-day exchange of “routine” marketing information with respect to
physical inventory, sales figures, promotional activities, pricing structures and market
conditions ((Mohr / Nevin 1990; Ahlert / Hesse 2002).

Altogether, to what extent retailers can serve as a mediator for the users’ new product
ideas is a black-box. There is also a need for more empirical insights on whether retail
representatives may conceive solutions for new products themselves and by this take
over the role of an innovator or “co-designer”.

2.2.2. The retailer-customer dyad

The second dyad refers to the retailer-consumer relation (see relationship 2b in figure
1) Although the majority of relationship marketing studies focus on business-to-
business or service firms, a growing attention is paid to relationships in consumer retail
settings (Too et al. 2000. Particularly, the specific benefits that retailers and
consumers may perceive from the relationship have been subject of many studies
(Gwinner et al. 1998; Reynolds / Beatty 1999). For the retailing company, on the one
hand, many benefits are possible. The most discussed ones, however, are associated
with increasing customer loyalty and superior knowledge of the customer (Beatty et al.
1996; Too et al. 2000). The focus in the literature is definitely on managing for loyal
consumers to achieve higher sales or profits in retailing. This predominant discussion
does not cover the possibility for retailers to obtain innovative ideas and concepts from
the end users. This might be due to the tendency to restrict the role of customers to
that of “buyers”. Logically enough, research in relationship management focuses on
the shopping process and aims to understand why and how a sense of purchase
loyalty develops in customers. The design of ideas for innovations is apparently
defined as an effort laying outside the range of normal consumer activities. In doing
so, the active contribution of users to the development of new products is not
conceived as part of the exchange relation in product retailing.

However, in the last years, another research stream, i.e. studies on service production
in the service encounter, starts to consider a more active and participatory role of the
customers. In the service context, customers are often part of the production and
delivery process. The customers are required to provide information, knowledge and
effort to the service organization in order to support its ability to deliver a high service
quality (Kelley et al. 1990; Harris et al. 1995; Schneider / Bowen 1995). An increasing
research on this topic starts to extend the view of possible customer contributions and
often conceives the customers as a productive resource or even as “partial employees”
of the service provider (Mills et al. 1983; Keh / Chi 2001). The customer’s voluntary
and extra-role performance can include behaviors such as suggestions for service
improvement and innovation (Bettencourt 1997). It is often noted, that customers are
in a unique position to offer guidance to the service firms, because they have
considerable experience with the service and have the possibility to benefit from an
improvement of the service quality (Wolstenholme 1988). There is anecdotal and



preliminary empirical evidence that customer ideas often have a value to the service
firms by solving current service problems, expanding services or even creating totally
new services (Plymire 1991; Bettencourt 1997). Thus, customers are seen as
important resource contributing innovative input to develop new elements of service
delivery. Admittedly, the participation of customers in terms of innovation partners is
more self-evident in the service encounter than in the product retail context. After all,
service firms themselves are the main addressee of the customer input and they have
the possibility to directly implement the innovative suggestions for service
improvement. This is not the case, if a consumer develops ideas for product
improvements. The product retailer, at the end, is not the main addressee of this
information and is not in the position to realize the ideas. Nevertheless, employees, in
the stores, interact with and observe consumers more frequently and directly than the
manufacturers. This direct contact can prompt the users to communicate their ideas to
the retailers even if the salesperson can not directly react. Thus, it seems reasonable
that also product users may contribute innovation-related feedback to the retailers
instead of forwarding it to the manufacturers.

We therefore believe that the exchange of ideas for new products as an objective of
communication between dealers and consumers has not been adequately investigated.
More precisely, there is a need for theoretical and empirical work in order to explore, if
product retailers, at all, engage in gathering innovative input from their customers and
how sales associates assess the potential of the users’ product ideas. In addition, we
propose that the exploration of facilitating conditions and barriers for retailers to
conduct market research on user innovations is not well-understood and should
therefore be tackled.

3. The model

As a reaction to the limited knowledge, the current study is conducted to shed more
light on the function of retailers as a source of innovation. There are two potential roles
our research is designed to investigate: Firstly, we address the question whether
retailing employees frequently are innovators themselves by conceiving new solutions
for the products they sell. Secondly, we explore to what extent retailers act as
information hub for creative consumer input. Specifically, we offer insights whether
retailers actually gather innovation-related information from their customers and
whether they attribute a high innovative potential with this type of consumer input.

In addition to this descriptive analysis, we develop and test an initial model on potential
facilitators that may explain why some retailers act as innovators or innovation
gatekeepers and others show no effort in this context. In this first exploration, we focus
on characteristics of the dealers that are observable for the sales associates of the
manufacturer and therefore could serve as indicators to select attractive retailers for
cooperation in new product development. The model is shown in figure 2.
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Figure 2: Model on the role of retailers as innovator and mediator of innovation-related
user input

3.1. Retailers as innovators

Even if retailers frequently developed ideas for new products, we would expect that
only some dealers engage in development efforts whilst other dealers remain passive.
But why? Improving existing market offers or conceiving new problem solutions is
located outside the range of ordinary retailer activities. The initiation of innovation
projects requires a positive outcome of a deliberate decision process by retail
representatives. Thus, here, we discuss antecedents that may facilitate innovation
efforts and that therefore might differentiate between active and passive retailers.

Use experience

In many markets for shopping goods, the employees working in the retails stores are at
the same time sellers and users of the products. Consider the example of sport shops
where salespeople are very often active in sports themselves. Use experience may
enhance the benefit for dealer representatives to innovate. If they use the products
themselves they can expect to promote personal interests and to improve their own
consumption situation via the “in-house” use of their invention (Steenkamp et al. 1999).
The link between personal benefit expectation and the innovation propensity is well-
explored by research on user innovations. For many product fields (e.g. software,
sports equipment, medical equipment) it has been shown that product users primarily
seek to personally profit from the use of a new solution when they decide to innovate
(Franke / von Hippel 2002; Lithje 2003b; Lithje 2003a). At the same time, use
experience may reduce the costs of innovation. Like in most creative problems solving
processes, this type of experience is needed to systematically analyse existing
problems, to conceive solutions, and to test these solutions in practice (Weisberg
1999). Sales associates with use experience may be able to obtain a vivid and
germane knowledge about use problems and promising solutions to those problems
(Hoch / Deighton 1989). Less experienced retail employees probably lack this cheap
access to usage information and would be forced to acquire external information at
comparatively high costs (LUthje et al. 2002). Hence:




Hypothesis 1: The more a given dealer employs salespeople with experience in
product use, the higher the likelihood that this dealer generates reliable prototypes for
innovations.

Inclination towards adoption of new products

Similar to the line of reasoning in the previous section, also the retailers’ speed of
adoption may be associated with innovation benefits and costs. The degree to which a
given dealer is relatively quick in adopting new products that are offered by the industry
(innovativeness) may serve as a proxy measure for a high expected benefit of
innovations. The adoption of innovations is known to be the result of a deliberate
decision process. Consequently, we assume that those retailers that in general
associate an additional benefit with new market offers, and therefore usually adopt
innovations earlier in the diffusion process, are more likely to initiate innovation efforts
(Robertson 1971; Sheth 1994; Rogers 1995). Also the costs for innovation may be
lower for retailers that are open to new products from industry and that are the first to
put new products in their shelf. They have a good understanding about new product
technologies and emerging product trends and by this are likely to be in a better
position to conceive their own new product solutions. Again, studies in the field of user
innovations support the notion that speed of adoption is a valid indicator for users with
a higher innovation propensity (Urban / von Hippel 1988; Morrison et al. 2000). As a
result:

Hypothesis 2: The greater the inclination of a dealer to adopt new products from
industry, the higher the likelihood that the dealer generates reliable prototypes for
innovations.

Generic competitive strategy

In most shopping-goods markets, different clusters of retailers exist that are
characterized by specific competitive advantage. A simple categorisation of
competitive strategies distinguishes two alternatives (Conant et al. 1993). Retail
organizations can decide to base their strategy primarily on cost and price leadership.
Carrying lower-priced products and striving to achieve cost levels below competition is
often combined with a less-specialized product program suitable to address large
consumer segments (mass-merchandisers). On the other side of the continuum, the
second generic strategy puts emphasis on quality leadership often in combination with
a narrow product focus to be able to attract customers on the basis of unique and
specialized offerings (Darrow et al. 2001). To remain competitive, quality leading
retailers have to develop distinctive marketing competencies that their price leading,
broad-line competitors do not possess (Darrow et al. 2001). For instance, it seems
reasonable, that quality leaders often strive to hire trade experienced salespeople with
in-depth product knowledge in order to be able to offer a superior service to their
customers (McGee / Peterson 2000). Similarly, Smart and Conant (1994) could show
that independent quality leading stores seem to profit from a strong entrepreneurial
orientation. A firm’s entrepreneurial orientation includes such dimensions as
propensity to take risks, level of innovation and ability to identify new opportunities —
consequently characteristics that should foster the propensity of a retailer to develop
new product solutions (Smart / Conant 1994). More recently, a study of drug stores
revealed that small independent quality leaders often achieve higher performance due
to their superior ability to put plans into action which, in turn, might also positively
correlate with autonomous innovation activities (McGee / Peterson 2000). It is
therefore proposed, that high-quality, specialized dealers, due to their distinctive
competencies, will be more likely to develop new ideas for improvements of the
products they sell. Thus:



Hypothesis 3: The more a dealer bases its competitive strategy on quality leadership in
combination with a specialised product offering, the higher the likelihood that the dealer
generates reliable prototypes for innovations.

3.2. Retailers as gatekeepers of customer innovations

A key finding of existing empirical studies on consumer innovations suggests, that
users often design new product solutions and that these solutions do form the basis of
many products later commercialized and sold to many users (Shah 2000; Franke /
Shah 2002; Liuthje et al. 2002; Lithje 2003a). The question arises, if retailers actually
recognize this innovation potential of their customers. After all, this is a precondition to
be able to take over the role of innovation mediator or innovation gatekeeper.
Specifically, we strive to explore the antecedents that possibly influence appreciation of
the consumer input in terms of frequency and quality. We propose again the retailers’
competitive strategy, their speed of adoption, the level of their use experience and, in
addition, own innovation efforts as antecedents of the perception of the user input
frequency and potential.

Whether retailers perceive innovative user input to be a very common and valuable or
a rather seldom and useless phenomenon may depend on two factors. Firstly, the
alertness and openness towards innovation opportunities could influence the ability and
willingness to recognize the suggestions of the users. It is a commonly held
assumption in behavioral theories that the perception of what is going on and how it
should be handled is largely the outcome of a set of givens that individuals bring in
when perceiving and interpreting their environment (Cyert / March 1963; Hambrick /
Mason 1984). These givens reflect the individuals’ values and cognitive base. They
restrict the areas to which attention is directed and determine the interpretation of the
perceived phenomenon. For instance, we know from research on entrepreneurship
that only people with a basic entrepreneurial intent are able to make out and to
appreciate business opportunities, because they develop a specific alertness for those
phenomenona (Long / McMullan 1984; Singh et al. 1999). In the context of the present
study, particularly the adoption behavior of the retailers and their inclination towards
own innovation efforts may foster the alertness to recognize and to acknowledge the
suggestions coming from their customers. This, in turn, should lead to the assessment
of a higher frequency and higher potential of innovative consumer input. As already
noted, the speed of adoption and own innovation efforts indicate high benefit
expectations of the dealers with respect to new products (Urban / von Hippel 1988; von
Hippel 1988). If in a given retail store, new market offers from industry are generally
accepted rather early in the diffusion process, the employees might, in principle, be
open to product improvements. According to the behavioral theory, this prompts them
to direct their attention towards suggestions of their users and increase the readiness
to acknowledge the potential of good ideas. Similarly, also salespeople who have
developed own new product solutions should be better prepared to absorb the creative
potential of their customers and to assign a high potential to these user initiatives.

Besides adoption behavior and own innovation activities, also a high amount of use
experience is proposed to increases the ability and inclination of retail representatives
to recognize the potential of innovation ideas of the end users. One could expect that
experienced employees are open towards user input because they find it less difficult
to grasp the key advantage behind the suggestions of their customers. The users’
ideas are often rooted on tacit knowledge that only becomes apparent in a continuous
and skillful use of the products (Polanyi 1983; von Hippel 1998). As organizational
theorists state, individuals that have an overlap in their mental models, schemata,
perspectives, and paradigms have the “absorptive capacity” to understand each other
and to exchange tacit knowledge (Cohen / Levinthal 1990; Nonaka 1994). It can
therefore be posited that it is easier to get a glimpse about the value of user



innovations if the innovating consumer and the salesperson have a common ground of
experiences in product use. Itis thus expected:

Hypothesis 4: The greater the inclination of a dealer to adopt new products from
industry, the higher the dealer will assess the frequency and potential of innovative
user input.

Hypothesis 5: The dealers that have developed own ideas for new products will assess
a higher frequency and potential of innovative user input than the passive retailers.

Hypothesis 6: The more a given dealer employs salespeople with experience in
product use, the higher the dealer will assess the frequency and potential of innovative
user input.

The second factor impacting the retailers assessment of the frequency and potential of
user ideas is the actual possibility of users to communicate their ideas to a given
dealer. In this context, the generic strategy of the retailers is likely to play an important
role. In quality-leading, specialized stores the service image is a key success factor.
Members of this retailing type have to provide high-quality customer service and they
have to handle customer requests and suggestions carefully (McGee / Peterson 2000).
In sum, they are forced to be more pro-active in relationship marketing implementation
than do mass-merchandisers, simply because this is an important element of their
distinctive competitive competencies (Too et al. 2000). It is thus expected that the
salespeople of this dealer type will provide possibilities for direct communication and
therefore enable their customers to tell about their ideas and concepts regarding new
products. In this situation, also the willingness of the consumers should be higher to
transfer their promising ideas, other things being equal. A stronger emphasis on
customer relations and service quality is positively related to trust in and commitment to
the store and its employees (Beatty et al. 1996; Too et al. 2000). As a result of the
discussion, the following hypothesis is advanced:

Hypothesis 7: The more a dealer bases it's competitive strategy on quality leadership in
combination with a specialised product offering, the higher the dealer will assess the
frequency and potential of innovative user input.

4. Research methodology

4.1. Sample and data collection

This study investigates the role of retail stores both, as generators of own innovations
and as gatekeepers for user-developed inventions. The sports industry provided the
setting for this study. Our reason for this choice was that, according to previous
studies, users often improve the sports equipment they use (Shah 2000; Franke / Shah
2002. A minimum level of user innovations is a prerequisite for an active role of
retailers as mediators of innovative user input.

The data for the main survey was collected from the target population of sports retailers
in Vienna (Austria) encompassing stores in four different sport fields: outdoor (e.g.
trekking, climbing, hunting), biking (street cycling, mountain biking), water-sport (e.g.
sailing, surfing, scuba diving), and winter-sport (e.g. skiing, snowboarding). All the
sport stores that were listed in Vienna were selected from the “Gelbe Seiten Buch Wien
- Ausgabe 2001/01” (Yellow Pages). Also retailer directories published on the web-
sides of sports equipment manufacturers were screened to make the sample more
complete. In total, 151 sport shops were identified and contacted via telephone or
personal visit. 106 store owners and managers agreed to participate in the study.



Research via personal interviews was used to collect the data from the respondents.
The interviews were based on an interview guideline and a written questionnaire. The
research instrument was pre-tested with three managers of sport shops.

4.2. Measurement

The guestionnaire was developed based on existing literature and studies. To
conceive the part of the questionnaire investigating the role of the retailers as
innovators we used previous studies of consumer innovations that have been already
cited above (Franke / Shah 2002; Lithje et al. 2002; Lithje 2003a). The survey
guestions addressed to investigate the retailers’ role as innovation gatekeepers were
based on the results of a preliminary study with 32 sport dealers in Germany.
However, to our knowledge no standard scales exist to operationalize most of the
factors included in the present model. Thus, we had to develop new items (see for the
scales Appendix). It has therefore to be noted that in this sense the present study is
rather exploratory in nature.

Internal consistency of the scales used to measure the model constructs was
ascertained by both calculating Cronbach'’s coefficient a and conducting exploratory
factor analysis. Items were deleted based on low item-to-whole correlation and low
factor coefficients, if this proved to increase a or the percentage of explained variance
by the factor. As table 1 shows, all constructs proved to be satisfactorily reliable.

As an exception, only the retailers’ own innovation activities were measured by a single
variable. The respondents had to indicate if they or their employees have ever
developed a reliable prototype or marketable solution for a new piece of sports
equipment.

Factor Initial no. Refined no.  Item-to-total  Cronbach a Explained
of items of items correlation variance by
first factor
Use experience of a 0620
employees 3 2 p 0.620 0.754 81.0%
a 0.462
Retailer's adoption b 0.496
behavior 4 4 ¢ 0.470 0678 51.2%
d 0.422
Retailer’'s generic a 0.738
competitive strategy 3 2 p 0.738 0.834 86.9%
Generation of own 1 1
innovation prototype a na na na
Frequency of user 2 2 2 0.554 0.712 77.7%
input b 0.554
; a 0.724
ordal of user 3 3 b 0.652 0.819 74.8%
v 0.680

Table 1: Scale summary

5. Data analysis and results

This study investigates the role of retail stores both, as generators of own innovations
and as gatekeepers for user-developed inventions. First, we present descriptive
findings about the retailers’ activities and perceptions. Then, the hypotheses presented
above are tested.



5.1. Descriptive findings

5.1.1. Retailers as innovators

Retailers seem to play an important role as innovators of the sports products they sell.
Over thirty seven percent of the 106 respondents state having developed one or more
ideas for innovations. Of these, 6.6% report building a reliable prototype embodying
their idea, and 20.8% of the inventing respondents indicate that their innovative idea
has been transferred into a marketable product.

62,3%

26,4%

37, 7% 20,8%
8,5% 6,6%

r T -—\ I T T 1
Retailers without Retailers with Idea in mind Concept Reliable Marketable
innovation idea innovation idea descriptions/ prototype product

=106 drawings

Figure 3: Innovation activities of the retailers

The frequency of user innovations in various industries is one issue, their technical and
economic potential another (see table 2). Most ideas developed by dealers’
representatives are rather minor improvements of existing products and often
incorporate a low-tech solution. This is in alignment with existing results of empirical
studies on end user innovations. Also consumers mainly develop inventions of low to
moderate newness and technical complexity (Franke / Shah 2002; Luthje et al. 2002;
Luthje 2003a). However, quite a few store managers assign a high market potential to
their inventions, with 28.8% being expected to be adopted by many customers if
introduced into the market. Similarly, a notable fraction of the innovations (48.6%) are
currently or will be marketed in the foreseeable future, either by the retailer himself
and/or by a manufacturer of sports equipment. Thus, one out of two ideas reaches the
stage of commercialization.

n =67
How do you rate the newness of your mean: 2.2
invention? ® 20.9% high / very high newness (scale point 4 / 5)
How do you rate the technical mean: 2.3
sophistication of your invention? b) 19.4% high / very high sophistication (scale point 4 / 5)
How do you rate the market potential of mean 2.7
your invention? © 28.8% high / very high market potential (scale point 4 / 5)
Do you or any manufacturer, currently or in 40.8% yes 50.2% no
the foreseeable future, market your
invention?

3 5-point-rating scale; 1=small modification of existing product; 5=totally new product
&) 5-point-rating scale; 1=very low tech; 5=very high tech
° 5-point-rating scale; 1=very low market potential; 5=very high market potential

Table 2: Indicators for potential of retailers’ innovations
Altogether, the findings clearly suggest that innovation efforts are disseminated through

an important portion of the sample. Many of the ideas seem to be of potential value for
end users if produced commercially.



More than half of the innovation projects are based on small teams of two or three
persons (54.8%). Customers seem to be very seldom part of these teams. Only
15.6% of the responding shop managers fully or rather agree with the statement that
the idea was developed in the context of an intensive cooperation with customers. In a
similar vein, only few of the retailers’ ideas are directly related to suggestions of their
customers. One out of five respondents indicates that this was fully or rather the case.
This already foreshadows the findings concerning the retailers’ activities as mediator of
user innovations which are presented in the next section.

5.1.2. Retailers as mediators of user innovations

The respondents strongly believe that the end users, if they want to communicate
product-related complaints or suggestions for improvements, rather approach the
retailers than the manufacturers — 81.1% of the store managers are of this opinion. In
an open question the retail managers were asked to substantiate their posture. Most
often, the respondents state that consumers see the store where they usually buy their
equipment as their logical contact. The customers often have repeated interaction
experience or have even built up a relationship with particular sales people, which,
logically enough, ease the access for the end users. In contrast, the consumers find it
difficult to contact the manufacturers, either because communication channels are
lacking or due to spatial and cultural distance to the headquarters of a manufacturer.
In sum, this finding underlines the important function that retailers, in principle, could
play as mediators or gatekeepers of innovation-related customer input.

However, the respondents do not perceive their customers to be an important source
for innovative ideas (see table 3). One out of ten respondents indicates that the
salespeople in his/her store often or very often receive suggestions for minor product
improvements. With respect to substantial ideas for new products, only 5.7% of the
shop managers believe their customers to often or very often provide input of this type.

Frequency with which retailers perceive their customers to provide Sum
innovative input (n=105)

Never Seldom Occasionall Often Very Often
y

Suggestions for minor
product improvements 29.5% 42.9% 16.2% 11.4% 0% 100%

Substantial ideas for 0 o o 0 o 0
new products 62.9% 26.7% 4.8% 3.8% 1.9% 100%

Table 3: Frequency of innovation-related input of the customers (from the retailers’
perspective)

As for the frequency of user input, also the potential that the respondents attribute to
the ideas communicated by the customers is rather low. Three out of four respondents
(74.5%) state that they never or seldom get ideas from the customers with a high
potential for commercialization. This impression of low frequency and quality of the
innovation-related suggestions made by the customers, may signify that consumers, in
fact, are not a valuable source for innovation ideas. In light of the increasing and
consistent empirical evidence for a high level of innovation activities among users in
different sports fields, however, this assumption seems to be unfounded (Franke /
Shah 2002; Lithje et al. 2002; Lithje 2003a). Alternatively it can be argued, that the
findings might be partly due to the fact that retailers tend to underestimate the creative
potential of their customers. The low level of systematic marketing research as
performed by the retailers provides at least preliminary support for this explanation (see



figure 5). More than two thirds of the shops in our sample do not at all or very seldom
undertake specific and formal activities, like meetings with customers, customer
surveys and idea competitions, to acquire information about their customers.

How often do you make use of the following instruments to
acquire ideas and suggestions from your customers?

Customer focus
69,8% 30,2%
groups
Customer surveys 68,9% 31,1%
Idea competitions 98,1% 1,9%
T T T T 1
0% 20% 40% 60% 80% 100%
Onever to seldom @occasionally to very often

Figure 5: Use of marketing research tools to acquire innovation-related user input

5.2. Model testing

In this chapter it is explored if the proposed factors (see section 3.1.) can actually
explain how active a given retailer is, both in designing own innovations and in
recognizing the innovation ideas of consumers.

In order to test the hypotheses 1,2 and 3 a logit analysis was employed (Aldrich /
Nelson 1984; Agresti / Finlay 1997). In the following analysis, the dichotomous
prototype developing activity (developing vs. not developing a reliable prototype for
improved or new equipment) serves as the dependent variable in the logit model. The
value of this variable is to be predicted by the employees’ use experience, the store
managers adoption behavior and the retailers’ generic competitive strategy (quality
leadership / specialized offer versus price leadership / broad-line offer). Thus, these
factors were integrated as independent variables. The findings are presented in table
4. All global fit measures indicate a good fit of the estimation model. The rate of
correct classified respondents in both groups (active and passive retailers) is 77.2%.
Also in the smaller group of innovating retailers this percentage is satisfactory (66.7%).

Independent variables cosficient ermor | statsti
Use experience of employees® 0.716 0.280 6.53 **
Retailer’s speed of adoption” 0.994 0.286 12.09 ***
Retailer's generic competitive strategy 1.352 0.331 16.63 ***
Constant 1.024 0.306 11.12%**

n=101; * p <0.1; **p<0.05; *** p<0.01; Correct classified respondents = 77.2% ( PCC=54.1%)

LR = 47.70; df=3; p<0.001 McFaddens R2 = 0.36

Note: In this survey a positive logit coefficient indicates that it is more likely that a retailer generates a
prototype or marketable solutions for innovations if the corresponding factor takes high values (high level
of use experience, strong inclination towards early new product adoption, quality leader with specialized
product offer).



Table 4: logit model to determine the influence of antecedents on prototype developing
by the retailers

As highlighted in table 4, the hypothesis 1 was supported (B =.716, p <.05). A high
level of use experience among the employees of a given sports shop is related
positively with the likelihood that this retailer starts to develop prototypes for improved
or new products. This suggests that sales associates which are also users of the
products may show a higher motivation to innovate because they expect to personally
benefit, i.e. to practice their sporting activities faster, safer, more easily, with more fun
etc. In addition, experienced product users might be able to innovate at comparatively
low costs, since they can base their development upon local knowledge — use
information already in their possession or generated by themselves. The high and
significant logit coefficient for the factor “adoption behavior” supports hypothesis 2 (8 =
.994, p <.01). The findings suggest that retailers with a high innovativeness in terms
of early acceptance of new industry products also tend to be innovators themselves,
other things being equal. The results as shown in table 4 further demonstrate that
retailers with a strategic focus on carrying fewer high-quality product-lines for small
market segments are more likely to innovate, thus providing support for hypotheses 3
(B =1.352, p <.01). This result confirms the assertion that the distinctive
competencies that quality leaders develop to stay competitive, at the same time, foster
the ability and motivation for initiating own innovation activities.

Straightforward linear regression analysis was used to test the hypotheses 4, 5, 6 and
7. Two regression equations were estimated, one with the perceived frequency and
one with the perceived potential of the user ideas as the dependent variable. An
assessment of potential violations of regression assumptions was also undertaken and
no serious issues were uncovered. The results of this computation appear in table 5.
Both models are significant and explain 23% / 25% of the overall variance of the
dependent variables.

Model 1 tests the hypotheses that the four antecedents are related positively to the
perceived frequency of innovation-related input of the consumers. Contrary to our
expectation, the retailers’ competitive strategy is the only highly significant variable. In
comparison, the effect of the adoption behavior is rather weak and only significant at
the 10%-level. Own development efforts and the level of user experience among the
store’s employees were not found to be linked with the perception of the frequency with
which consumers communicate ideas for new sports equipment.

o ) Model 1 Model 2
Antecedents of retailer innovations user input frequency  user input potential
(independent variables) as dependent as dependent

variable variable

Use experience of employee 0.11 0.18 **
Retailer’'s speed of adoption 0.02 0.24 **
Retailer's generic competitive strategy 0.32 *** 0.09
Generation of own innovation prototype 0.21* 0.26 **
n 99 94
Adjusted R? 0.23 0.25
F-value 8.17 *** 8.63 ***

*p<0.1, *p<0.05; ** p<0.01

Table 5: Results of regression analysis on perceived frequency and potential of
innovations-related user input



In model 2 the same antecedents are regressed using the perceived potential of the
customer ideas as the dependent variable. When compared to model 1, a different
pattern emerges. If, in a given sports shop, the employees are also users of the
products, if new products are usually integrated quickly into the sales program and if
the employees have already developed own prototypes for innovations, the store
managers are more likely to appreciate the value of customer suggestions and ideas.
However, the generic competitive strategy seems not to be associated with the
perception of user input quality.

Altogether, the hypotheses 4, 5, 6, and 7 were partly unsupported by the analysis. The
competitive strategy (specialized, quality leader versus broad-line price leader) is the
only factor that shows a highly significant relationship with the frequency of innovative
consumer input as perceived by the respondents. The other three antecedents are not
significant in model 1, but are significantly related to the perceived potential of the
ideas for new products that are communicated by the customers (model 2). Although
hypothesized differently, this tentative finding may be plausible by reviewing the
discussion in section 3.2. There, we stated that two mechanisms are likely to be
relevant to explaining the perception of the customer input from the retailers’
perspective.

Firstly, it was assumed that the three factors “use experience”, “speed of adoption” and
“own innovation efforts” all indicate high expected benefit from innovations and by this
increase the openness for innovation-related user input. If high benefit expectations
prompted retail employees to actively search for creative stimuli from their customers
this would imply that these retail representatives would recognize more consumer
ideas. But this seems not to be the case. The descriptive findings indicated that most
retail shops do not undertake specific marketing research efforts to obtain innovation
ideas from their customers. This may signify that the transfer of ideas almost always
requires the customers to take the initiative: The retail people get to know about
innovation ideas because they are told about by their customers. In this situation, the
mere mental registration of such a customer-initiated entry obviously is independent
from benefit expectations. A salesperson should get aware about this input, even if
he/she, in general, does not expect a high benefit from innovations. However, once
sales associates have heard about the idea, the evaluation of the customer input is
apparently positively associated with the benefit expectation, other things being equal.
According to this discussion, it is not implausible that use experience, speed of
adoption and own innovation efforts particularly influence the perceived potential but
not the frequency of innovation-related customer input.

Secondly, the inverse argumentation holds true regarding the factor “generic
competitive strategy”. It was assumed that the retailers’ perception of the customer
input is also depending on whether the customers have the chance to directly
communicate with salespeople about their ideas. In specialized, quality leading stores,
there will be a stronger emphasis on customer relation and service quality . As stated
above, this is a typical distinctive competency to compete against the “big box”
competitors. In this retail type, consumers will find it more feasible to contact
representatives of the store and to transfer their suggestions. This, in turn, is likely to
imply, that these retailers perceive a higher frequency of user input, simply because, in
fact, they get more information from their customers than do mass-merchandisers. It
seems, though, that once they have registered the suggestions of their customers, the
retail type has no impact on the evaluation of the ideas’ potential.



6. Discussion and implications

This preliminary study has examined the role of retailers as innovators and innovation
gatekeepers. The findings provide first insights with respect to the activities that sales
associates undertake to design own solutions for new products. They have also shed
light on the efforts of retail stores to systematically obtain innovative ideas from their
customers.

With respect to the first role, the study reveals a high level of innovation in the sample
of sports stores in Austria. The results clearly suggest that the development of own
ideas, concepts and prototypes for new products is disseminated through an important
portion of the retailers within the sport market. In addition, a notable fraction of the
innovations are commercially exploited and are associated with a high market potential.

As managerial implication, we can argue that the involvement of retail representatives
in the early stages of the product development process is a promising strategy for
manufacturers with a current need for innovations. The existing focus of the research
on the relationship between manufacturers and retailers is, however, too narrow.
Relationship marketing should include efforts directed at capitalizing the creative
potential of the retail employees. As such we suggest that future research should
consider this important objective of the supplier-dealer dyad and should try to tackle
guestions like: Do retailers actually transfer their own and their customers’ ideas to
manufactures? Do manufactures value this type of innovation-related information?
Which factors may facilitate or hamper an intensive exchange of innovation-related
information between both parties? Based on these findings, researchers and
practitioners could conceive measures in order to establish trust, commitment and,
particularly, stable relationships that are centred on the generation of innovations.

Regarding the second role, i.e. the activities of retailers as mediators of user-initiated
ideas, we find a rather low appreciation of consumers as a source of innovation. The
respondents perceive that users do not often communicate substantial suggestions for
new product development. As a consequence, retailers refrain from engaging in
specific marketing research activities to obtain innovation-related input from their
customers. It was already mentioned, that this result questions existing empirical
studies on user innovations in the sports field which report high levels of innovation
activities among the surveyed user samples. It is a limitation of this study, that we can
not assess whether the retailers’ perception is a valid reflection of the “true” consumers’
creative potential. Similarly, it is not clear whether the decision to refrain from
systematic marketing research is rather the cause or the consequence of the low
recognition of the customers’ creative potential. Future research should seek to
simultaneously collect data from retail associates and their customers to better control
for information bias and, by this, to enhance validity of the measurement.

Manufacturers willing to capitalize the innovative ideas of the end users, may react in
two ways to the low activity level of retailers. The first way is fostering the marketing
research activities to directly communicate and cooperate with consumers without
using the retailer as mediator. In this context, an application of the Lead User method
has proven to be a promising approach to generate ideas for breakthrough innovations
(Lilien et al. 2001). More recently, it has been suggested to integrate customers as co-
designers by offering them user-friendly design toolkits. Toolkits enable users to
develop innovations for themselves via an iterative trial-and-error process. (von Hippel /
Katz 2002). The toolkits translate specifications into the language of the customer into
technical designs that can be realized and produced by the manufacturer.

The second strategy is to prompt retailers to intensify their activities as innovation
gatekeepers and to act as innovation agents of the suppliers. After all, the findings of
this study indicate that consumers often choose to share their ideas rather with the



product dealers, than with the product manufacturers. When conceiving measures,
manufacturers have to take into account that the gathering of product ideas is not of
primary interest for the retailers. When dealers engages in activities of relationship
marketing, they mainly expect to establish stable relationships with their customers to
maximize their own sales and profits. Even if they use consumers as “part-time
employees” they mainly hope solving their own service problems instead of acquiring
ideas for product innovations. Reward systems may be used as a tool to motivate
retail managers to act in the manufactures’ best interest. Measures taken by the
manufacturers could also include active signalling that they are open for innovation-
centred cooperation with retailers and that this cooperation is likely to pay for the
participating dealers.

If manufactures strive to involve retailers in new product development projects, they are
well-advised to carefully select promising retail associates as cooperation partners.
The model test presented in this study strongly suggests that this selection can be
based on characteristics suitable to distinguish between innovation-active and
innovation-passive retail stores. Considering the findings, information on the use
experience of the employees, the speed of adoption with respect to new products from
industry, the competitive strategy of the retailer and own innovation activities should
enable manufactures to efficiently search for retail representatives with high innovation
potential. This procedure differs from the often observed tendency of suppliers to
primarily interact with their biggest, large-scale dealers.
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Appendix 1: ltems in the model

Construct

Formulation of items

Use experience
of employees

5 point rating scale (1= not at all true; 5= very true)

Please indicate to what extent you agree with the following statement: “The
employees in my store are active in sports and use the products intensively.”; “It is
an imperative requisite for hiring a candidate that he/she is active in sports.”

Retailer’'s
adoption
behavior

5 point rating scale (1= not at all true; 5= very true)

Please specify your adoption behavior with respect to new products: "l integrate
new products immediately into my assortment.”; “| rather stick to the established
and reliable products than to adopt new products (reverse scale).”; “I order new
products only after | get requests from my customers and after preliminary market
experience exist (reverse scale).”l am usually better informed about new products
than other dealers.”

Retailer's generic
competitive
strategy

Are you a dealer with a small assortment of products for a narrow market segment
or rather a broad-line dealer for a large customer segment?

5 point rating scale (1= large segment/large assortment; 5=narrow segment/small
assortment;)

Are you a quality leader (high-priced, high-quality products) or rather a price leader
(low-priced products, satisfactory product quality)?

5 point rating scale (1=price leader; 5= quality leader)

Generation of
own innovation

dichotomous scale (yes / no)
Have you or the employees in your store ever had an idea for new or improved

prototype sports products?
Frequency of (1= never; 5= very often)
user input How often do you get the following innovation-related input from customers in your

store? "Suggestions for improving existing products”, “Substantial ideas for
developing totally new products”

Potential of user
input

(1= never; 5= very often)

Please rate the suggestions and ideas from your customers:: "Are the ideas new
and innovative?”; Arte the ideas sophisticated with respect to the incorporated
technology?”; “Do the ideas have a high market potential if commercialized?”

Appendix 2: Bivariate Correlations for Study Variables

Variables 1 2 3 4
Use experience of employees

Retailer's adoption behavior .07

Retailer's generic competitive strategy .11 12

Frequency of user input .20** .14 4B

Potential of user input 22%* 37 297+ 30%**

*p<.10; *p<.05; **p<.01,



