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Abstract: Horizontal integration is currently an opportunity to increase the performance of
organizations. While being possible with various entities, it is typical for retail stores and companies
that provide paid logistics services. The literature deals with the benefits of horizontal integration and
barriers to implementation. So far, however, it has not addressed the results of horizontal integration,
i.e. perception of their advantages and disadvantages after the integration process. The paper expands
the theoretical knowledge in the field of disadvantages of implemented horizontal integration. It
presents the results of primary quantitative research carried out in 142 retail stores. Managers of
integrated stores consider the limited influence on the type and breadth of the assortment sold as well
as on the setting of prices, margins, and the need to adhere to a uniform visual style of the store to be
the biggest disadvantage. Managers of independent stores do not perceive the problem of limiting the
influence on the type and breadth of the assortment sold so significantly, but much more significantly
than managers of integrated stores, they see the disadvantage in the lower quality of delivered goods,
limited influence on the distribution of created financial resources and distortion of market
information.
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Introduction

At present, it is already a generally accepted fact that a significant shift in the company's
performance can be achieved through integration activities. Taking various forms, they are
common in the field of supply chain management. Their goal is to increase the performance
of links involved in integrations.

While the reasons, expected benefits, and barriers to integration are addressed relatively
extensively in the literature, the issue of the result, especially horizontal integration (i.e. its
functionality and the actual advantages and disadvantages) is addressed insufficiently. So far,
it is not at all clear what advantages and disadvantages occur after the completion of the
integration process. Nevertheless, identifying advantages, and especially disadvantages, is
important for more successful integration activities in the future. It is because it is easier, for
the time being, to solve horizontal integration in theory than in practice (Yuen et al. 2019).
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The paper aims to define the disadvantages of horizontal integration from the point of view of
retail store managers. To meet the goal thus defined, primary quantitative research was carried
out in retail stores selling fast-moving goods in the Czech Republic.

The paper first defines the theoretical basis as the starting point of primary quantitative
research, followed by the research methodology and its results. Based on the analysis of
research results, the disadvantages of horizontal integration are first specified as perceived by
the managers of horizontally integrated stores. Subsequently, a comparison is made with the
attitudes of managers of independent retail stores. The aim of the final stage of evaluating the
results of primary quantitative research is to determine the degree of consistency in the
perception of the expected and actual disadvantages of horizontal integration.

1 Theoretical basis — horizontal integration, its benefits and barriers to implementation
The basic integration activities in the field of supply chain management include vertical and
horizontal integration (Barratt 2004). Vertical integration involves suppliers and customers
within a single supply chain, often from the input of primary raw materials to the production
and sale of end-use products (Blahacek et al. 2017). Vertical integration is about developing
cooperation between suppliers, manufacturers, and business intermediaries (including
retailers).

Unlike vertical integration, horizontal integration connects the links of different supply chains
(Basso et al. 2019). According to the European Union (European Union: Guidelines on the
applicability of article 81 of the EC treaty to horizontal cooperation agreements), horizontal
cooperation is defined as the joint effort of companies operating at the same level of the
supply and demand system. These companies can be supply chain participants operating at
different levels, i.e. manufacturers, their suppliers, or retailers (Cruijssen 2006). It is typical
for retail stores and, in the case of logistics service providers (such as transport or
warehousing), to be paid.

Horizontal integration is usually carried out by competing businesses (Basso et al. 2019;
Cruijssen et al. 2007b) or independent businesses (Cruijssen et al. 2007b) for mutual benefit.
Its wider application also supports standardization, especially in the provision of products and
services (Butler 1997).

Horizontal cooperation is an innovative solution that will effectively address the growing
logistical challenges from both an environmental and an economic point of view (Pomponi et
al. 2013). It provides an opportunity for future improvement of the performance of companies
involved in a horizontal grouping (Rodriguez et al. 2015).

However, the degree of performance improvement depends on the functioning of the
horizontal grouping itself. This primarily determines the degree of horizontal integration.
Cruijssen et al. (2007b) state that the breakdown according to Lambert et al. (1999) can be
used to define the degree of horizontal integration:

1. Type | — cooperation takes place between mutually respecting partners. To a limited
extent, they coordinate the planning and performance of their activities. Cooperation
takes place at the operational or tactical level and concerns selected areas of activities
or divisions.

2. Type Il — partners not only coordinate but also integrate part of their business
planning. The time horizon has a strategic dimension, but the duration of cooperation
is not unlimited. However, it covers more areas of activities or divisions.
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3. Type Il — partners significantly integrate their activities and each considers their
partner to be an extension of their own entity. Cooperation has a strategic dimension;
it is not expected to end. According to Cruijssen et al. (2007b), this integration link is
called a strategic alliance, and the cooperation is based on a contractual agreement.

The literature deals with the advantages of horizontal integration and the problems associated
with its implementation. Attention is focused mainly on the horizontal integration of
companies providing logistics services (e.g. Cruijssen et al. 2007b; Krajewska et al. 2008),
and, according to Naesensen et al. (2007), less attention is paid to the integration activities of
retail stores.

The benefits of horizontal integration are described exhaustively by academics. In the area of
preparation of business activities of the horizontal grouping, it is mainly about better access to
market information (Pawlewicz 2014) and sharing thereof (Cruijssen et al. 2007b). In the field
of implementation of these activities, the literature mentions, in particular, the possibility of
overcoming financial (Hingley et al. 2011) and legislative barriers to trade (Cruijssen et al.
2007Db), easier access to loans (Pawlewicz 2014), risk-sharing (Amer, Eltawil 2015), know-
how sharing (Amer, Eltawil 2015; Cruijssen et al. 2007a), resource sharing (Cruijssen et al.
2007b; Prakash, Deshmukh 2010; Hingley et al. 2015) and increasing bargaining power over
suppliers (Rodriguez et al. 2015). Finally, several advantages can also be found in the
evaluation of the resulting success of groups and companies. These include increasing the
level of services provided (Cruijssen et al. 2007a,b; Rodriguez et al. 2015; Pawlewicz 2014;
Fernie et al. 2000; Vanovermeire et al. 2014), increasing employee skills (Cruijssen et al.
2007b), inventory reduction (Fernie et al. 2000), image growth (Cruijssen et al. 2007b),
improving market position (Cruijssen et al. (2007a), increasing revenues (Butler 1997) and
profit (Hill, Jones 2009), higher sales guarantee (Pawlewicz 2014) and other environmental
and social benefits (Amer, Eltawil 2015).

By contrast, the area of barriers to horizontal integration is less explored. Insufficiently
described are not only the problems associated with it (Naesens et al. 2007) but also the
reasons for the failure of the integration process (Yuen et al. 2019).

In the area of preparation for integration, the main barriers to horizontal integration are
considered to be the need to optimize the number of participants in a horizontal grouping
(Basso et al. 2019), the need to harmonize or share interests (Cruijssen et al. 2007b) and
business principles (Basso et al. 2019), the need to establish the management of the whole
group (Cruijssen et al. 2007b; Chen, Tan 2018), the need to implement information and
communication technologies (Rodriguez et al. 2015) and set up the right information flow
(Basso et al. 2019), and the need to re-engineer processes (Smith, Sparks 2004); Fernie et al.
2010). The main barriers associated with the implementation of horizontal integration are
higher costs (Cruijssen et al. 2007b), the elimination of conflicts and opportunism
(Wallenburg, Raue 2011), the loss of identity (Cruijssen et al. 2007b) and competitive
advantages (Stephens, Wright 2002; Hingley et al. 2011), but also the loss of profitability, for
example in connection with changes in the payment of taxes (Pawlewicz 2014).

However, if the emerging barriers are successfully removed during the implementation
process, a horizontal grouping should be created that provides the expected benefits and
advantages. Still, the truth is that horizontal integration can also have many disadvantages.
However, the literature does not mention them yet. Therefore, to fill this gap in theoretical
knowledge, primary quantitative research was carried out.
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2 Research methodology

The primary quantitative research aimed to identify the main disadvantages of horizontal
integration of retail stores from the perspective of managers of integrated stores and to
compare managers' attitudes to these disadvantages depending on whether they manage a
store that is integrated into the retail chain or not.

Data were collected by the method of interviewing store managers using a structured
questionnaire. Since there is no suitable selection support for research in stores with fast-
moving consumer goods, deliberate selection techniques were used in the data collection. The
selection criterion was mainly the size of the sales area, which reflected trends in the
development of the structure of stores in the Czech Republic (Nielsen 2016; SOCR CR and
Nielsen 2019). To ensure sufficient variability of stores in the research sample (and thus
increase its representativeness), 142 stores from various regions of the Czech Republic, from
different-sized municipalities, with various types of fast-moving goods in the sales range and
belonging to various retail chains, were included in the research. However, the research
sample can only be considered representative with regard to the size of the sales area. The
structure of the research sample of retail stores is shown in Table 1.

Table 1: The structure of the research sample of retail stores

Sorting attribute Store type Percentage (%)
Integration into the retail chain Independent store 44
Chain store 56
Up to 50 m? 37
Size of the sales area 51-400 m? 50
Over 400 m? 13

Source: own

As part of the survey, respondents’ attitudes to the disadvantages of horizontal integration of
stores into retail chains were measured. The respondents were asked to select a maximum of
three main disadvantages of horizontal integration from a list of twelve pre-specified
disadvantages. The specified disadvantages were based on the expert judgment and
experience of the authors from previous research in retail stores. For this reason, respondents
could specify another significant disadvantage if it was not included in the list. This option
was used by 8 (6 percent) respondents, but in all cases, it was a more detailed specification of
a disadvantage that was already generally part of the list of examined disadvantages. For this
reason, the list of disadvantages that have been included in the research can be considered
exhaustive.

The data obtained were analysed by selected methods of exploratory and inferential statistics
using statistical software IBM SPSS Statistics. The data analysis took into account whether
the store currently belongs to a retail chain or is an independent store. The statistical
significance of differences in respondents' attitudes (or the perceived importance of the
disadvantages of horizontal integration) was verified by Pearson's chi-square test at a
significance level of 5 percent.

3 Research results

Through the implemented quantitative research, a number of disadvantages of horizontal
integration were revealed, but some of them are considered by retail store managers to be
more significant (i.e. they were mentioned more often in the research). A comparison of the
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significance of the disadvantages of horizontal integration of retail stores selling fast-moving
goods in the Czech Republic is given in Table 2.

It is quite clear that the biggest disadvantage of horizontal integration of retail stores is the
restriction of business independence, especially the reduction of the influence over the range
of goods (its type and breadth), prices (and thus margins). Significant disadvantages can also
be considered to include the loss of one's own identity and the reduction of the influence over
the supplier selection.

Concerns about the loss of identity are, according to the literature, one of the cited barriers to
horizontal integration (Cruijssen et al. 2007b). The results of the research show that these
concerns are justified because, according to the chain store managers, limiting one's own
identity is one of the main disadvantages of horizontal integration.

Table 2: Disadvantages of horizontal integration from the point of view of store managers
integrated into retail chains

Frequency of 5 "
Disadvantage of horizontal integration answers ercentage %

N % respondents (%)
Limited influence over the type and breadth of the range of goods
sold 32 17 41
Limited influence over pricing and margins 32 17 41
Need to adhere to a uniform visual style of the store 27 15 34
Limited influence over supplier selection 27 15 34
Higher purchase prices and/or worse payment terms 14 8 18
Lower store image 12 6 15
Limitation of closer cooperation with suppliers 9 5 11
Limited influence over sales promotion 9 5 11
Lower quality of supplied goods 7 4 9
Lower level of logistics services 5 3 6
Limited influence over the distribution of created financial 5 3 6
resources
Distortion of information about customers, competition and market 4 5 5
development
Total 183 100 X

Source: own

The negative perception of the limited influence on the supplier selection is in direct conflict
with the theoretically stated advantages (Rodriguez et al. 2015), for which horizontal
integration is implemented. If the merger of a larger or large number of retail outlets increases
bargaining power vis-a-vis suppliers (Rodriguez et al. 2015) while making it possible to
achieve better purchasing conditions (Pawlewicz 2014), this must necessarily mean limiting
the influence on supplier selection. Retail stores are likely to find it problematic to lose the
opportunity to profit from the mutually beneficial relationships built with suppliers in the past.

In the second part of the statistical analysis of the data, it was examined whether the attitudes

of managers to the disadvantages of horizontal integration differ depending on the type of
store they manage. The result of this analysis is shown in Table 3.
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It is apparent from Table 3 that attitudes to the disadvantages of horizontal integration are not
the same in both groups of respondents. It depends on whether the addressed manager
manages a store that is integrated into a retail chain or operates as an independent store. A
statistically significant difference (*> =8,817; P = 0,003) was identified in the attitude to a
limited influence over the type and breadth of the range of goods, one of the main
disadvantages of horizontal integration. Managers from chain stores reported this
disadvantage much more often (41 percent of respondents) than managers from independent
stores (17 percent of respondents).

The opposite trend was observed for the attitudes of store managers to less significant
disadvantages (lower quality of supplied goods, limited influence over the distribution of
created financial resources and distortion of information about customers, competition, and
market development). As Table 3 shows, managers reported them much more often from
independent retail stores. However, the differences found are not statistically significant due
to the low values of the observed frequencies.

Table 3: Comparison of disadvantages of horizontal integration from the point of view of
integrated store managers and independent store managers

Percentage of respondents
0, i-
Disadvantage of horizontal integration (%) Chi-square test
Independent
store Chain store | Chi-square | P
Limited influence over the type and breadth of the range of 17 41 8,817 0,003
goods sold
Limited influence over pricing and margins 38 41 0,085 0,770
Need to adhere to a uniform visual style of the store 33 34 0,011 0,916
Limited influence over supplier selection 35 34 0,009 0,926
Higher purchase prices and/or worse payment terms 17 18 0,002 0,968
Lower store image 17 15 0,133 0,715
Limitation of closer cooperation with suppliers 16 11 0,607 0,436
Limited influence over sales promotion 10 11 0,130 0,719
Lower quality of supplied goods 17 9 2,342 0,126
Lower level of logistics services 8 6 0,138 0,710
Limited influence over the distribution of created financial 14 6 2,497 0,114
resources
Distortion of information about customers, competition and 13 5 2,641 0,104
market development

Source: own

Based on the analysis of the research results, it can thus be concluded that horizontal
integration does have many perceived disadvantages, but there is no need to be overly worried
about lower quality goods, limited influence over the distribution of financial resources
generated, and distortion of market information. By contrast, it may come as a surprise to
independent retail stores that, once integrated into a retail chain, their influence over the type
and breadth of product range sold may be limited.

Conclusion

The paper elaborates on the issue of the impact of horizontal integration on retail stores. It
fills a gap in theoretical knowledge about the disadvantages of horizontal integration. The aim
was not only to specify the main disadvantages of horizontal integration of retail stores but
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also to determine whether managers' attitudes to the disadvantages of horizontal integration
depend on the type of store they manage. Through the analysis of the results of primary
quantitative research in retail stores with fast-moving goods in the Czech Republic, it was
found that the biggest disadvantages of horizontal integration are considered by the managers
to include the restriction of business independence, especially the reduction of the influence
over the range of goods (its type and breadth) and its prices (and thus margins), loss of own
identity and limited influence over supplier selection. However, the attitudes of store
managers to disadvantages in some cases depend on whether the manager comes from a store
that is part of a retail chain or not. The main difference is especially in the perception of the
limited influence over the type and breadth of the range of goods sold, which may be
surprising after the implementation of horizontal integration, as it is not expected in advance.
The expected lower quality of goods, the limited influence over the distribution of created
financial resources and the distortion of market information are disadvantages expected rather
than real.

Given the method of data collection used, the research results cannot be considered fully
generalizable. Nevertheless, they can contribute both to scientific knowledge and to the
success of further integrations. We consider it appropriate to continue to verify and deepen
them. Further research seems to be appropriate to focus on whether the perception of
disadvantages (or advantages) affects the affiliation of the store to a particular retail chain. We
assume that the perception of disadvantages (or advantages) can be influenced both by the
nationality of the group owner (domestic retail chain versus foreign one) and by the
uniqueness of the organization and the style of work of individual retail chains. The results of
follow-up research would then make it possible to recommend a suitable way of horizontal
integration as well as an optimal organization of activities.
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