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ABSTRACT

This era of globalization has generated unprecedented challenges for the companies in
the market place, where the competition is now being waged between supply chains
and not confined to only between companies any more. The conventional business
models must, therefore, integrate an array of activities across the supply chains; this,
however, calls for an effective knowledge transfer to the appropriate employees across
the organizations. Due to its technological nature, the pharmaceutical industry is
intimately involved in the adoption, generation and preservation of knowledge; thus
for the strategic initiatives to bear fruits in this competitive business landscape,
effective knowledge management across different entities of the supply chain is of
utmost importance. The current research examines, from managerial perspective, the
impact of supply chain management (SCM) and knowledge management (KM)
practices on business performance among drug manufacturers in the pharmaceuticals
industry of Bangladesh. In so doing, it explores the interrelationships among the above
three constructs of the proposed model that incorporates two other mediating ones,
namely, business competitiveness and customer satisfaction. For this purpose, a
questionnaire containing fifty five statements, besides those of demographic and
general information of the companies, is provided to the managers working in
different pharmaceutical companies. In order to ensure the reliability of the
measurement scales of the underlying constructs as well as the readability of the
statements, a pilot study is performed. A total of three hundred and four managers
have participated in this survey with a response rate of fifty eight percent. Structural
equation modeling (SEM) is employed as the principal data analysis technique using
software AMOS version 16.0. The findings of the study demonstrate that out of ten
research hypotheses, five are validated with customer satisfaction fully mediating
between the two antecedents, namely, SCM and KM practices and the two
consequences, namely, business competitiveness and business performance. Five
competing models are put forward and compared with the baseline model, the revised
research framework. The study also performs two structural invariances and finds that
although the managerial positions of the executives exert moderating influence on the
baseline model, their boundary-spanning roles do not. The theoretical implications of
the study call for adopting systems thinking theory and theory of constraints, where
the current approach of cost minimization is to be supplanted by that of throughput
maximization, with each entity considering its profitability being contingent upon that
of the whole supply chain. The policy recommendations of the study vis-a-vis the
industry relate to a host of issues: shrinking the current large supplier base,
recognition of purchasing as a strategic weapon, considering the business operations
from a holistic perspective and tailoring the IT infrastructure to the needs across the
supply chain, the paramount importance of top management commitment and
imparting of training, instituting benchmarking practices and rewarding the executives
based on their know-how and for knowledge sharing in the performance appraisal
process. The study concludes with a few limitations and suggestions for future
research.
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CHAPTER ONE

INTRODUCTION

1.1 BACKGROUND OF THE STUDY
The world, metaphorically and yet so cogently argued by Friedman (2007), has turned
‘flat’, thanks to the onslaught of globalization. While it has blurred the geographical
divides, it has as well, as its corollary, spawned fierce competition among the
companies in the marketplace. The competitive edge of a company over its rivals is
hinged heavily on its ability to cope with multiple challenges to rein in cost, enhance
product quality and offer superior customer service (Lei, 2007). Shaped by sweeping
technological innovations and shifting customer demands, this competition has pitted
the companies against each other, so much so that the key to their survival is
contingent upon obtaining the products/materials from the right source or suppliers, at
the right price, with the right quality and quantity and in real-time (Onesime et al.,
2004). This calls for a doing away with the conventional business practices on their
part in order to be more nimble, in a bid to garner the benefits of what Sull (2009)
calls ‘the upside of turbulence’. A very compelling reason for this is attributed to the
fact that the competition is now being waged between or across supply chains, and not
confined to only between companies any more (Seth ez al., 2006; Fynes et al., 2005;
Vickery et al., 2003).

Given the unprecedented changes taking place at an exponentially faster rate in
the arena of information technology, traditional business models must harmonize an
array of activities across the supply chains to suit the demands of the fast-changing

business environment. In so attaining, integration, however, calls for an effective



transmittal of knowledge amongst the individuals within the firm (Pagell, 2004;
Sanders and Premus, 2005). Notwithstanding the radical advancement of
technological prowess vis-a-vis knowledge transfer between individuals (Narasimhan
and Kim, 2001; Zhou and Benton, 2007), effective communication would fall through
if it is done only over phone or through e-mails or with scattered reports (Choo et al.,
2007). This is majorly due to the fact that knowledge, which is so specialized in
nature, could carry a distinct or no meaning to people working in different functional
departments. It does, therefore, warrant a shared understanding of knowledge (Zahra
and Nielsen, 2002), through which disseminated information would appear
meaningful to the appropriate employees across the organization (Slater and Narver,
1995; Baker and Sinkula, 1999). This, according to Luo et al. (2006), would facilitate
effective knowledge transfer, and aid the employees from getting inundated in what
Goldratt (1991) coins as ‘Haystack Syndrome’, in ‘sifting information out of the data
ocean’.

The pharmaceutical industry caters to the healthcare needs of a country —
developed or developing. The innovation of new drugs and their distribution have
been instrumental to the significant rise in longevity of the human race over the past
century (Rao, 2008). However, as the pharmaceutical marketplace confronts daunting
challenges with various stakeholders demanding the pharmaceutical products to be
affordable, strategic planning would be of the essence (Holdford, 2005; Birdwell,
1994). For the pharmaceutical industry, it assumes special significance as medical
commodities would require to be delivered through the supply chain, one of the aims
of which is to guarantee a continual flow of drugs to consumers at a reasonable price,
with minimal postponements and stockouts, with zero allowance for defects, and to

their full satisfaction (Vecchione, 2009; Enyinda, 2009).



Due to its technological nature, the pharmaceutical industry is intimately
involved in the adoption, generation and preservation of knowledge, with research and
development playing a crucial role in the entire process. The current competitive
business landscape demands a continual probing into the environment so that
knowledge is gamered and disseminated promptly, to the appropriate personnel
throughout the supply chain. For the strategic planning to bear fruits, effective
knowledge management across different entities of the supply chain is of utmost
importance as it helps the pharmaceutical industry acquire core knowledge and gain a
competitive edge (Hung ez al., 2005).

With the above background, this research examines the influence of the supply
chain management (SCM) and knowledge management (KM) practices on the
business performance (BP) of drug manufacturers in the pharmaceuticals industry,
with that of Bangladesh being taken as a case study. In doing so, it explores the
interrelationship between the two antecedents, i.e., SCM and KM practices, and
measures their impact on organizational outcomes i.e., business competitiveness,
customer satisfaction and business performance of the pharmaceutical companies in
Bangladesh.

The next section presents the pharmaceuticals industry landscape giving an
overview of the Bangladesh pharmaceuticals industry, the statement of the problem of
the current study and its significance followed by the research questions and
objectives to be pursued in this study. However, first, a brief outline of the Bangladesh
health sector vis-a-vis public health expenditure as well as people life expectancy is

provided below.



1.2 HEALTH SECTOR OF BANGLADESH

Since independence in 1971, Bangladesh did not have any coherent policy vis-a-vis its
health sector until 2000, when the first National Health Policy came into being
(Chowdhury and Osmani, 2010). Prior to this, a number of Five Year Plans were
introduced to address the problems that plague this sector; such plans would envisage
actions geared toward public and private sector participation to impart healthcare
services to the people, with an emphasis placed on primary as well as maternal and
child health care. In order to facilitate these healthcare services, focus is given to the
construction of community clinics for every 6000 people. Table 1.1 provides public

health expenditure per capita during the last three decade (1981 — 2010).

Table 1.1
Public expenditure on health, on average (1981 — 2010)

Total
expenditure on | 1981- 1986- 1991-1995 1996- 2001- 2006-
health 1985 1990 2000 2005 2010
At constant
prices (Taka®) 62 67 107 137 155 212
per capita
At Dollar
prices per 1.20 1.46 2.46 3.16 3.41 5.22
capita
Asa
percentage of 5.21 5.09 6.79 6.83 6.23 6.66
total budgetary
expenditure

Source: Bangladesh Bureau of Statistics, Statistical Yearbook, various years; Ministry
of Finance, Bangladesh Economic Review, various years (as cited in Chowdhury and
Osmani, 2010)

“Taka: Currency in Bangladesh



As can be inferred from Table 1.1, per capita public expenditure over a period
of three decade (1980 — 2010) has increased by almost three-and-a-half times, from a
yearly average of Tk. 62 per person to Tk. 212 per person. In dollar terms, this shows
an even higher annual increase, from $1.2 per person to $5.22 per person over the
corresponding period. While the increase shows an upward trend, the absolute figure
of expenditure seems quite paltry. This low absolute amount is as well reflected in the
allocation of funds to public health sector as a percentage of total budgetary
expenditure.

Against this situation, Bangladesh has, however, gained some progress in
meeting targets of Millennium Development Goals (MDG) by 2015. There has been a
significant decline in infant and child mortality resulting in an increase in life
expectations of the people. Table 1.2 exhibits life expectancy at birth along area and

gender divide.

Table 1.2
Life expectancy at birth in terms of gender and location (2001 — 2010)

Life expectancy at birth
Year Urban Rural Male Female
1991 65.0 55.8 55.7 56.5
2001 67.2 60.2 64.0 64.5
2002 67.6 64.4 64.5 654
2003 67.8 64.3 64.3 65.4
2004 67.9 64.3 64.4 65.8
2005 68.0 64.6 64.4 65.8
2006 68.1 66.0 65.4 67.8
2007 68.3 66.2 65.5 67.9






