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ABSTRACT

This study is geared towards specialty cosmetic refailers that target female millennials, but struggle fo co-create value
with them. Linking agency theory, consumer socialization, and governance mechanism (trust and flexibility), retailer-

consumer gaps related to hedonic consumption, self- concept, and inventory are flushed out. Through semi-structured

inferviews with beauty specialty retail employees and millennial associates of the second author in the U.S., a cause-
effect diagram, service-quality table, and Porter's Five Forces model are generated. In addifion, the millennial

associaftes responded to a pilot questionnaire (appendix) related fo brand loyalty, digital inferaction, employee

interaction, flexibility, and trust. Using these consumer, retailer-consumer, and refailer-driven arguments, six testable

propositions are suggested that may improve the productivity of cosmetic specialty refailers.

Keywords: Refailer-Consumer, Consumer Socialization, Cosmetic Specialty, E-commerce and Omnichannel.

INTRODUCTION

Millennials are consuming beauty products increasingly
as they continue to enter the workforce. This buyer
behaviour has opened a new growth opportunity for
specialty retailers. However, unlike previous generations,
millennials prefer to purchase these products from
retailers who have atmospherics catering to their hedonic
tastes (Stathopoulou & Balabanis, 2016). In addition, they
want simplified product information and brand choices
(less product complexity) to spend their money wisely in
socially conscious ways. Furthermore, they seek customer
service from like-minded individuals and are drawn to
retailers that use digital marketing (Currid- Halkett, 2017;
Kennedy, 2017; McGee, 2017).

Specialty retailers are, however, finding it challenging to
respond 1o these needs. As per the authors' open-ended
interviews with five employees/managers, each from two
large specialty retail stores A and B, discussed Iater, large
supplier and promotional agencies that control the
industry insist on using product complexity to flood the
market forimmediate profit or threaten to abandon these

retailers by creating and using alternative marketing
channels. Consequently, the focus of digital marketing
connectedness is to sell the excessive inventory caused
by product complexity. Douglas (2016) found specialty
retailers' digital marketing connectedness to be limited to
order fulfillment and promotional pricing rather than to
consumer connectedness; enthusiastic millennial
employees were not encouraged to present innovative
digitalideas on how o engage with consumers.

As aresult of these dysfunctional selling practices, only ten
percent of specialty retailers have seen double-digit
growth in revenues and profits in addition to being top
performers in consumer loyalty and employee
satisfaction. The rest have fallen into the precipice of
inventory clutter (excess inventory and congested
storage), high employee turnover, and rising logistics cost
(Caplice &Das, 2017).

Developing supply-chains without consumer involvement
may be restrictive and inconsistent with current-age retail
thinking. Information about millennial consumers'
consumption habits and willingness to co-create value
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that may benefit such supply-chains are scarce (Koehler
& Wildbolz, 2009).

The authors propose that specialty retailers should not be
fearful of discarding marketing strategies that do not
appeal to the millennials. By building bonding behaviors
with millennials, specialty retailers may offset supplier
threat, increase brand loyalty, and improve financial
performance. Specialty retailers can learn from B2B
organizations that face similar environmental
uncertainties and use relational norms to support sales
growth (Bello & Gillland, 1997). Limited research
aftention, however, has been paid to this consumer issue.
They refine and extend these B2B relationship approaches
foretailer-consumer seffings.

Using agency theory, Retailer Aand B employee opinions,
a pilot study, and Porters (1985) industry analysis,
propositions are developed to show how consumer
socialization, frust, and flexibility bonding fechniques
(Kovoor-Misra & Misra, 2007; Palmatier Jarns, Beckhof, &
Karder, 2009) can be extended to retail-consumer
interaction in beauty supply-chains to overcome adverse
selection, moral hazards, and inventory clutter. Adverse
selection occurs when the agent (retfailers)
ignores/misrepresents the voice of the principal
(consumers), who has less product knowledge. Moral
hazard occurs when the technical makeover and other
product complexities such as multiple SKU's are easily
disguised to make low- and high-quality brands appear
the same in the eyes of consumers. Singh and
Sirdeshmukh (2000) suggested price signaling and trust as
a way of overcoming adverse selection and moral
hazards, but their study was limited to consumers' dining
experiences in restaurants. The author extend these issues
to consumer behaviour for beauty/cosmetic products.

In order to accomplish the research agenda, this paper
unfolds the following: First, they briefly draw upon the
agency theory to explain bonding behaviourmodelinthe
cosmetics industry (Figure 1). Next, the methodology is
discussed. Then, they build six propositions by focusing on
female millennials and cosmetic specialty retailers'
buying and selling activities. Finally, the propositions and
recommend strategies for mass versus prestige brands

Hedonic-Based Resources
Consumer Socialization

Personal and social factors *Loyalty
Self-concept (risk and variety- *Inventory Effectiveness
seeking) Trust/Flexibility

Employee Relationship Incentives

Figure 1. Bonding Behaviour Model

carried by specialty retailers are discussed.

1. Cosmetics Supply-Chain: Agency Theory and Bonding
Behaviours

Agency theory proponents claim that agents are
selected by their principals to carry out the selling and
distribution tasks of reaching out to the market. Because of
the opposition in accomplishing each other's joint and
partially conflicting goals, these exchanges get info
sifuafions of adverse selecfion and moral hazards.
Applying agency theory to supplier-retailer relations points
to controlling retailers via contracts, pricing policies, and
monitoring performance outcomes.

What should retailers do when the supply side is
unnecessarily creating internal environment uncertainty
through product complexity? Moreover, the beauty
supply network is comprised of a myriad of packaging,
chemical, equipment, and financial institution that
create external environmental uncertainty. Product
complexity and the chances of miscommunication call
for unilateral forms of control (Bello & Gillland, 1997).
However, intermingling high product complexity with high
environmental uncertainty may neutralize the effect of
unilateralgovernance (Sachdev & Bello, 2014).

Caving into suppliers' unilateral controls is resulting in
marketing strategies that millennials dislike, which
negatively impacts retail loyalty (Koehler & Wildbolz,
2009). The supply side is unaffected by reduced loyalty as
long as there is high growth. However, specialty retailers,
who make significant investments in capital outlay and
supply-chain practices (storage, buying, and reselling),
suffer performance-wise from these unilateral control
practices (Caplice & Das, 2017).

As power asymmetry is tilting towards cosmetic suppliers,
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specialty retailers do not have the bargaining power to
use unilateral contfrols and face challenges to
incorporate cooperative behaviours to overcome
uncertainty (Brito & Miguel, 2017). Moreover, Anderson
and Narus (1990) in their manufacturer-wholesaler study
conclude that power-based control practices have
limited shelf life because parties get entangled in conflict;
consequently, alternate business partners are sought.
Evenifthese retailers find large suppliers to cooperate with
them in educating this industry, these practices have
temporary life and eventually cave to the ineffective
power asymmetry control methods (Pretty et al., 2008).
Thus, any protection via vertical control (backward
integration or supplier relations) is problematic because
suppliers threaten bypass actions.

Based on the communication with employees of
specialty retailers A and B, it was noted that low entry and
exit barriers, such as those experienced by low leveraged
and raw materials cost industries, and high substitution
threat, comparable to those experienced by highly
standardized manufacturing industries, increase product
complexity including multiple brands. In addition, a
plethora of new products is being launched by suppliers
before existing products break-even or lose their lustre in
the marketplace. Furthermore, test marketing is costly, so
suppliers prefer to launch products through 'learn-by-
doing' approaches. This allows the suppliers to use push
strategies and power asymmetry fo theiradvantage.

Being closest to the consumers, specialty retailers are the
first to face the negative effects of inefficient inventory
practices. Use of promotional selling techniques to get rid
of waste deflates brand equity. What can be done in
situations where consumers are willing to co-create value
in an exchange that is mutually beneficial for the retailers
and themeselves, but such attempts are thwarted by the
supply-side? Use of confracts and monitoring
mechanisms with consumers are infeasible.

The author suggest that specialty retailers use personal
relationships, incentives, and consumer voices to
streamline the order and delivery logistics process 1o co-
create value and reduce brand clutter (Figure1). Through
consumer bonding, specialty retailers can reduce supply-

chain ineffectiveness and promote efficiency. For
example, consumer socidlization is a way consumers
bond with each other and identify with a company
(Moschis & Churchill, Jr., 1978; Homburg, Wieseke, &
Hoyer, 2009). Bilateral bonding strategies of frust and
flexibility have provided relief in B2B exchanges (Bello &
Gilliland, 1997, Katsekeas, Skarmeas, & Bello 2009).
Consumer gratitude mediates the influence of incentives
offered by retail employees (information provision and
extra assistance) on frust and ultimately performance
(Palmatier et al., 2009). Using pull strategies, these retailers
may create situations where millennial consumers and
retailers see each other as ireplaceable partners.
Thereby, a strong cooperative consumer-retailer signal is
sent upstream to control power asymmetry. They extend
such studies fo elucidate the framework.

2. Methodology

Using open-ended questions relative to employee-
consumer and employee-company interaction in
branding and inventory procedures, employees from one
store each of retailer & A and B located in a cosmopolitan
city were interviewed. These employees had at least five
years of experience with the retail store's strategies and
operations. They were trained about the company and
competitors' beauty products. However, only retailer A
provided the necessary inventory information pertaining
to service- quality and Porter's (1985) five forces (Tables 2
and 3). Moreover, the authors were allowed to observe A's
shelf stocking to backroom inventory process and to ask
questions pertaining fo loyalty and inventory effectiveness
to create a cause-effect diagram (Figure 2).

Based on employee information (2016), RetailersAandB's
stores were located in cosmopolitan cities or near large
universities. Approximately 70 percent of their customers
were millennials with 60 percent of Retailer A's visitors
classified as Caucasian and Hispanics and 70 percent of
RetailerB's visitors identified as Asian and Hispanics.

In 2016, Retailer A had annual sales of $3.5 billion and
partnered with 350 vendors to carry 500 brands and
20,000 SKUs. It had 700 physical stores inthe U.S. Itis widely
known for its ability o provide an integrated shopping
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PEOPLE

PROCESS

High employee turnover

Inefficient process of sorting delivered
products by categories

v

Inadequate fraining on inventory
management and stocking procedures

Lack of communication on

Difficult fo match products with UPC/SKU
label system on the retail floor

Surplus stock at the end of fulfilment cycle | —

product storage placement — Informall §Tocking and inventory
workflow instructions
EFFECT
Disorganization inventory
Unorganized and cluftered Shipments are triggered by computer monitored
inventory levels but the store is unaware of real-time| >
excess and depletion levels
No shelf Iopelir\g convention for
merchandise in the backroom

Distribution centers mix multiple brands
together in each shipped box

Backroom works as inventory storage

and employee breakroom

Boxes shipped are color coded by retail floor
categories instead of specific product —>
functions and brands

PLACE

SUPPLIERS

Figure 2. Cause-Effect Diagram

experience by selling prestige and mass branded
cosmetics and hair care products. In addition, it operates
full-service salons inside its physical stores. In 2016, retailer
B had annual sales of $ 2 billion. It partnered with a similar
numiber of vendors to carry 300 brands and 15,000 SKUs. It
had 300 physical stores in the U.S. The company offers
high-end prestige beauty products. In addition, the
company provides services such as in-store makeup
application and a technology to match products to a
consumer's skin tone and type.

In 2016, twenty-five millennial female friends of the
second author that routinely shopped at Retailers A and B
in a cosmopolitan city in the U.S. were contacted via
Facebook to participate in a pilot study pertaining to
brand loyalty, digital socialization, tfrust, and flexibility. Ten
fiends completely filled out the questionnaire items
(Appendix) and committed to providing information

about their buying experiences with A and B through an
open-ended discussion. The information about Retailer A
and B was compared to build the propositions. Table 1
provides the results of the pilot study (correlations between
the constructs).

Qualitative research using mulfiple data collection
methods, such as semi-structured interviews, archived
literature, and a pilot test to gather empirical affitudinal
data are appropriate for building testable proposition

Digital Interaction  Interaction Identification/ Flexibility Credibility Brand

Commitment Loyalty

Digital Interaction 1.0 0.86* 0.79* 0.86* 0.24
Identification/ 1.0 0.67** 0.76* -0.01
Commitment
Flexibility 1.0 0.79* 0.06
Credibility 1.0 -0.02
Benevolence 0.48 0.56 0.21 0.33 0.68**

*p < 0.05

**p < 0.10

Table 1. Spearman Correlations
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(Eisenhardtf, 1989). Semi-structured interviews with @
handful of knowledgeable participants to provide
sensitive information are useful for exploratory
investigation (Balmer & Liao, 2007). Through these
approaches, issues pertaining to ineffective retail
inventory management practices are flushed out.

3. Propositions

As millennials prefer to conduct business with retailers that
involve them in co-creating value, agency theory may be
applicable to their buying behaviour. Being the initiators of
the tfransaction, consumers are considered the principal
and retail employees, the agents (Singh & Sirdeshmukh,
2000). Lacking knowledge and information, consumers
cannot visually differentiate between mass and premium
brand's quality (adverse selection and moral hazard).
Consequently, consumers look for cues as a substitute for
knowledge.

Information asymmetry may be reduced through
resource investment. Asset-based investment strategies
that are specific to an alliance have improved B2B
exchanges (Bello & Gilliland, 1997). Retailers may reduce
consumer uncertainty by making asset-based
investments (store layout, location, design, and shelf
management), imparting brand knowledge, and
providing the service-quality experience tied to
consumers' hedonic consumption.

Millennials prefer shopping at retailers that provide
upscale quality cues equivalent to an “at- home”
experience that are seamlessly navigable (Coresight
Research, 2018). They dislike in-store clutter and desire
restock products to be out of sight. They enjoy shopping
experiences that incorporate tongue-in-cheek humor,
whether it be novel mannequin displays, playful imagery,
or witty signage. Millennial shoppers like stores that investin
high-end displays that connote merchandise quality
(Eddie, 2016).

Millennials want their task environment to be less stressful
on their decision-making. In addition, they seek instant
gratification and anything that deters their attention away
from the focal product should be avoided. Even complex
packaging that is difficult to process instantly disengages

millennials (Tjarks, 2018). Furthermore, they focus on the
beautification attributes of a product and readily process
informational cues from stores that invest in cleanliness
and organized interior decor. The store atmospherics
should be simple and devoid of multi-faceted wall colors.
Simplified interior layouts are easier on the eyes and
connote transparency (Diedrich, 2015; Eddie, 2016;
Tardiff, 2017). Millennials find dark cues such as shades of
black appealing and associate it with sophistication,
elegance, and formality (Augustin, 2019).

Based on the pilot study, millennials prefer store
atmospherics that appeal to their hedonic tastes; retail
stores need to tell a story that is reflective of the aesthetic
aftributes of the brands they carry. Millennials like store
colors depict optimism, happiness, creativity, cleanliness,
and modernism. In-store displays should promote
graphical images of employees using/showing products
to millennials. Simplistic text fonts (e.g., sans-serif), which
are creative and colorful should be used. In addition,
displays should be changed regularly to reflect a
company's new brands and product variety. Furthermore,
retail stores should have high product visibility, be brightly
lit, and have windows or simulate natural sunlight to
portray transparency.

These millennials liked retailer B's non-distracting sales
slogans and pictures; its brand signage had fewer
graphics, which created a feeling of purity and social
responsibility. Moreover, Retailer B's shelf displays were
similar for all of its retail locations, which added to the
shopping convenience. The foreground music played in
B's stores were from artists that adhered to millennial
tastes. Retailer B's store wall colors were a blend of black,
white, and accents of red. Black is construed as classic,
sophisticated, and elegant and red connotes power and
success. Retailer A did not indulge in such store appeals,
although its wall colors were pearl white, which connotes
tfransparency and cleanliness. Retailer A's shelf displays
varied from one location to the next. Retailer B was better
than A at reducing adverse selection. This leads to
propositionP1.

P1. Specialty retailers' investment in hedonic-based
resources willenhance millennial loyalty.
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Millennials learn about new products from friends, store
employees, and reward programs that cater to their
memorable shopping experience (Harris, 2015; Herich,
2017). Value-expressive products such as personal
grooming are key socializing topics. Using these value-
expressive products, women convey to society who they
are and who they are not, which contributes to statements
such as ... “beauty is a fundamental value that can even
supersede health” (Townsend & Sood, 2012). Specialty
retailers may benefit from participating in consumer
socialization. The more millennials agree that beauty is
associated with intelligence, social skills, ethical
behaviour, or job competence, the more they consume
beauty products (Townsend & Sood, 2012).

Consumer socialization is a trustworthy bonding process
that requires reciprocal actions among participants. It
includes consumption habits formed through life
experiences, interactions with digital media, and one's
references and aspirational groups, such as family, peers,
and celebrities, which feeds into one's self-concept. This
self-concept is expressed through purchase behaviours,
such as risk-taking, variety-seeking, and loyalty fo
enhance one's professional and social belongingness
(Moschis & Churchill Jr., 1978; Sachdev, Murphy, & Belassi,
2016).

Through socialization, consumers may feel a retailer's
social connectedness (Moschis & Churchill Jr., 1978).
Using college students and retail salespersons of a
clothing store as a conduit to social connectedness, Dahl,
Honea, and Manchanda (2005) found that when
consumers' purchase expectations were not met by the
salespersons, but social connectedness existed between
them, quilt resulted. These consumers rewarded the
salespersons by spending money during their next visit to
reduce this guilt. Trust may have been built during these
socialoccurrences forconsumerstoreturn.

Millennials are interested in co-creating value through
feedback, sharing personalinformation, and involvement
(Bedgood, 2016). In addition, instant gratification is a
norm among millennials; they expectimmediate resultsin
all areas of their lives. They desire convenience, speed,
and efficiency when it comes to receiving information,

communicating with others, or making a purchase. If they
do not get animmediate response to their guestions from
aretailer's employees, they leave (Shethi, Kaur, & Wadera,
2017; Tjarks, 2018). Capturing on such service desires is
advised forthese retailers.

Moreover, millennials have easy access to an assortment
of brands that are offered at lower price points and
directly delivered to any address using Omni channels
(Coresight Research, 2018). As Retailers A and B do not
have exclusivity to the brands they carry, their employees
generally agreed that it is easy for consumers to bypass
them and buy the same brands elsewhere. These factors
can confribute to moral hazards. Brand licensing may
improve retailers' sales (Abbamonte, 2018).

Furthermore, according to Retailer A and B's employees,
millennials prefer customized, memorable services that
allow them to discover something new about themselves
or their surroundings pertaining to beauty. Millennials want
store employees to provide the necessary information
upfront as an aid in sampling a variety of colors within a
product to make a more informed decision. For instance,
Retailer A provides a full-service beauty saloninits facilities
and offers in-store kiosks to fry different brands to
encourage shopping behaviour at its store. Examples of
such services include hair salons, nail bars, and eyebrow
studios. Retailer B lacked such experiential strategies.
Based on the pilot study and Table 1, millennials liked this
service experience. Consumer socialization using digital
methods improved credible trust. This leads to
proposifion 2.

P2: Specialty retailer's service differentfiation through
consumer socialization will improve trustworthy relations
with millennials.

When contfractual governance becomes limited in ifs
scope, supply-chain integrity is needed to resolve alliance
vulnerability and complex supply-chain issues. Concepts
such as customer lifetime value, customer relationship
management, and sustaining a customer attest to such
infegrity (e.g. Kumar, Anand, & Song, 2017). “The
consumers see the relationship as a means of fulfillment
of a goalto which one had earlier and perhaps tentatively
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committed” (Bagozzi, 1995).

Trust and flexibility are two socialization mechanisms that
allow planning for uncertainties and product complexity
and can be effectively implemented with minimal costs
(Bello & Gilliland, 1997; Katsikeas et al., 2009; Tieman, van
der Vorst, & Ghazali, 2012). Trust is the wilingness of a
retailer and consumer to be vulnerable based on the
expectation that each party will perform frustworthy
actions (Mayer, Davis, & Schoorman, 1995). Flexibility is
each party's openness and agility in modifying behaviour
toaccommodate each other's needs.

Millennials prefer co-creating value with retailers that
uphold a prior products information to the highest
standards while delivering product value and contributing
to social causes. Based on Porter's five force analysis
(Table 2), although millennials are seekers of variety, they
do not need multiple brands or SKUs to entice purchase
behaviour. On the contrary, they want a full-service
beauty experience and store employees to impart
credible knowledge while they try different products.

Millennials use digital platforms such as social media,
blogs, and YouTube and online promotions such as digital
coupons to co-create value (Herich, 2017). They also
engage (i.e., think, research, and discuss) with orands and
store personnel before making a purchase (Meredith,
2014). Based on store employee interviews, Retailer B
practices better digitized marketing fo engage
millennials. It uses an in-house app to interact the
shoppers who have agreed to accept personalized
messages; personable digitalized assistants that
represent employees offer advice to shoppers 1o
enhance their shopping experience.

Quoting several psychologists, Palmatier et al. (2009)
conclude that, “feelings of gratitude, pleasure in
reciprocating, and quilt for failing fo reciprocate
represent well-developed, genetic- based "systems" that
support reciprocal and cooperative behaviors” (p. 2).
After consumers receive personalized investments from a
seller (e.g., small gifts), the consumers may reciprocate
via a purchase (Paimatier et al., 2009). Based on Table 1,
the greater the employees identify and commit to being

part of the retailer, the better the co-creation of value
through digital interaction. Such employee interaction
was positively associated with credible trust and flexibility.

Trade literature reinforces the above discussions.
Millennials assert that product value is the most important
factorin beauty product purchases, and digital marketing
(e.g. electronic coupons) is an appropriate pull strategy.
They are willing to provide brand feedback to employees
and also to look- alike make-up artists of a store that are
knowledgeable and open to discuss beauty products
(Bedgood, 2016; mindfree.com, 2016; Zaczkiewicz,
2015). Thisleadsto proposition 3.

P3. The more the digital marketing and employee
interactive forms of consumer socialization, the higherthe
frust and flexibility between specialty retailers and
millennials.

Managing an alliance is a business expense. The retailer
builds its markets by aggregating individual consumer
requests. Specific consumer requests may vary, and
retailers need to respond with agility and resilience.
Appropriate cost-effective relationship mechanisms and
fransaction continuity are needed to recuperate these
costs (Ivens, 2005).

Based on Table 2, the following may be noted: Given
several brand choices, consumers have some power and
control over retailers. Millennials have superior product
knowledge and competitive information relative to what
Retailer A and B provide to them. In addition, retailers
should manage their product complexities to serve this
market. Millennials preferred to remain loyal to Retailer A or
B as long as there was information transparency, healthy
relationships, and the correct amount of beauty products
in stock. Because information is swiftly exchanged among
millennials, Retailer A and B should use proper social
connectedness such as frust and flexibility to influence
them.

Alfruistic behaviour builds customer value and loyalty.
Using retailer cues and employee trustworthy behaviours,
the consumer trusts that the products have the
appropriate ingredients and quality as communicated to
them by the retailer (Singh & Sirdeshmukh, 2000). Trust
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Bargaining Power of the Suppliers (Low)

Because of raw material availability and the low cost and ease of manufacturing
beauty products, there are few large and many small suppliers contributing to
product complexity. In addition, promotional agencies and several distributors
of beauty products also drive the marketing mix of this industry. Although large
specialty retailers like "A" have high purchasing power, consumers are easily
approachable by these suppliers and agencies through several marketing
channels, keeping the retailers in check.

Bargaining Power of the Buyers (High)

The explosion of digital media has contributed to the swiffness with which
information is exchanged between consumers about brand competition.
Beauty frends are frequently changing to keep up with customers' modem
thinking. Consumption of the trendy new product design and waste is  high.
Customers dictate what products remain on the shelves and which
products/brands get discontinued.

In addition, many millennials prefer repeat purchase and remain
store loyal as long as the retailers continue to provide transparency in information
dissemination, relational exchange, and the correct beauty products. Specialty
retailers provide a one-stop shop platform for these customers to purchase their
prefered brands. Millennials would like retail employees to provide the
necessary information to help them sample a variety of colors of a product to
make a more informed decision. With respect to individual beauty brands,
customer propensity to switch brands is low. If Retailer A does not carry a
customer's preferred cosmetic brand, she is less likely to shop at the retailer.

* Millennials are looking for variety but not necessarily multiple branding
* Millennials are looking for the full beauty retail experience. They prefer to test
multiple products and store employees to help them make decisions.

Threatto New Enfrants (Low)

High marketing expenditures give large manufactures and promotional
agencies the political clout o control the industry. Intense industry competition
prevents new players (products and retailers) to enter the market unless they work
with these large manufacturers or promotional agencies or find small niche
markets. Major existing retailers have penetrated the market and with their
respective established supplier networks. It is challenging to establish a credible
new brand in a multiple brand/SKU market.

Competitive Rivalry (High)

Practicing differentiation using beauty retail channels exist. Ecommerce (e.Q.
Amazon) has imposed high threat to Retailer A. Customers are able to access a
wider assortment of beauty products through online distribution at lower price
points with the convenience of direct delivery. Retailer A's salon service also
competes with independent full service salons; examples of such services
include hair salons, nail salons, and eyebrow studios. Since Retailer A's products
are not exclusive, it is easy for consumers to access them through multiple
merchandisers, department stores, drug stores, and other specialty retailers.

Besides specialty retailers, the industry works under monopolistic
competition. Brand and store positioning along with merchandise assortment
are ways of differentiation. For example, Retailer A differentiates itself as a one-
stop shop to attract the time-sensitive shoppers. Although retailers need to sell a
diverse set of products to attract all segments of the population, upscale
specialty stores such as Retailer A primarily target the millennials.

Other forms of differentiation include store personnel interaction,
digital marketing forms of creatfive advertising and promotions, and delivery
methods. In-store personnel (beauty advisors) that provide unbiased advice to
the customers add to the shopping experience.

. Broad merchandise across product categories, price points, and
brands are offered for the general audience. Besides serving the premium
quality needs, they carry products found in department stores, salons, drug
stores and mass merchandisers (Company Annual report, 2015).

Building valuable proprietary database for understand consumer purchasing
pattems to be used for digital marketing strategies and new store site selection
are under consideration.

Substitute Products (Low)

Millennials do not consume substitute products (e.g. cosmetic surgery) in a
majorway.

Table 2. Porter's Five Forces — Industry Analysis

makes product knowledge less costly to fransfer. Besides
curtailing opportunism, trust has been noted to reinforce
satisfaction and promote dependent behaviours and
performance in B2B settings (Katsikeas et al., 2009).

Flexibility is a source of competitive advantage as well as
a normative influence (Fawcett, Calantone, & Smith,
1996). At the strategic level, it is tied to how well resources
and capabilities of inter-organizations are allocated and
managed to serve customer needs (businesses or
consumers). At the operation level, it is tied to inventory,
manufacturing, volume, storage, and target market
needs (Fawcett et al, 1996). B2B studies find flexibility to
drive customer retention, extension, and referrals
(Hartmann & Grahl, 2011).

Suppliers, retailers, and consumers may better influence
each other by using social bonds. By making each other
knowledgeable about brand strategies, they may better
dllocate their resources, improve financial risk, and the
economy. Customer relationship tools, such as trust and
normative compliance, may help in this regard because
they encourage psychological bonding through social
interaction (Bagozzi, 1995). If a consumer believes that a
retailer is exclusively pursuing its financial business goals
without properly resolving consumer needs, they will
consider the retailer as practicing malevolent behaviour
(Rampl, Eberhardt, Schutte, & Kenning, 2012). Based on
Table 1, the greater the retailer's benevolent frust, the
greater the brand loyalty. Millennials prefer shopping at
retailers that use authentic and personalized content and
offer flexible fulfillment and return options that are better,
faster, and more memorable than competitors
(Bedgood, 2016). This leads to proposition 4.

P4: The greater the frust and flexibility between retailer and
consumers (a) the greater the brand loyalty and (b) the
betterthe inventory management.

In order to better compete, specialty retailers need 1o
strateqize their stores' layouts, shelf-space, and costs by
determining what consumers desire from beauty
products. Given the growth of e-commerce and
Omnichannel, the retail industry is in the state of flux.
Increasing product complexity may not be an
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appropriate solution since it leads to higher inventory and
requires a service level that is an exponential function of
the inventory carried (Dubelaar, Chow, & Larson, 2001).
Moreover, product complexity spreads retailers' resources
thinto support market opportunities and serviceability.

The unnecessary task environment uncertainty (excessive
SKUs) caused by the suppliers affects the respective
supply-chain plant capacities, human resource
allocation (manufacturing and trade skills). As a result of
these actions, economies of scale problems occur due to
re-allocation of management, distribution, and buying
processes for unnecessary activities (Bain, 1968).
Moreover, such practices may not only confuse
consumers, buf also increase the bullwhip effect,
generate inter and intra-organizational conflict across the
supply-chain, and liquidate the retailer (Ton, 2014).

Approximately 50 percent of a retailer's supply-chain cost
is fied to its in-store operations. Backroom storage,
congestion, and supply-chain errors are major
contributors to these costs (Sternbeck & Kuhn, 2014).
Based on Table 3 and Figure 2, the physical distribution of
SKUs from unloading docks through the backroom to
shelving units is unorganized. Given the size and number
of beauty products (miniscule to large bottles),
streamlining this process becomes difficult. Boxes are
heavy and/or placed in high locations, making them hard
to locate and reach. Limited backroom space
necessitates this form of storage. Moreover, after breaking
the bulk, this tedious, unorganized process results in
ineffective UPC labeling andinventory tracking.

Asthe number of inventoried items (SKU) increases, hands-
on fraining and collaboration become problematic.
Moreover, multiple-branding practices may result in poor
staffing of full and part-time employees and inventory
clutter in retail locations (Ton, 2014). Retailer A and B's
employees, management, and staff do not have the
proper information with respect to inventory levels,
shipments, and locations of each SKU. Because of
product complexities and uncertainties in the types of
shipments, the retailers cannot properly streamline and
keep track of inventory on a real- time basis within a store.
In addition, several of the beauty products (e. g, mascara

Dimensions

Convenience Boxes are heavy and/or placed in a high location,

making them hard to reach and locate.

UPC codes on retail floor shelves are sometimes
missing, out of order, or hard to match with
physical products.

Backroom shelves are cluttered and messy;
hard to identify stock availability.

Reliability Products are shipped in boxes with color coded labels,
making it easy to identify the broad category of

product placement on the floor.

UPC codes on the floor aren't always updated for
new products.

Communication is disjointed between employees
and managers, adding to the inventory unawareness.

Time Takes long time to find or stock items in the backrooms.

Takes long time to match product UPC's with UPC's
on the retail shelves.

Assurance Associates not confident about their product knowledge,

inventory levels, shipments, and inventory location.
Inaccurate information is conveyed to customers about
store stocks and shipment arrival; more formal training

is needed.

Backroom functions as a breakroom and a stockroom,
so it gets messy, cluttered, and dusty quickly.

Poor space utilization.

No orderly methods delineated on how to count

and stock inventory.

No system in place for applying First-In First-Out method
(cosmetics have expiration dates), which contribute fo
profits loss and waste.

Tangibles

Consistency

Communication across employees regarding new
products and where items should be placed is
inconsistent.

Conformance  Retail floor shelf space aren't designed well fo fit the
products adequately; easy for customers fo

disorganize displays.

Cut-out in stock room aren't ideally designed to sort
and place smaller items effectively.

Lack of labeling process for inventory in the stock room.

Table 3 Dimensions of Quality

and eyebrow liners) are miniscule in size and are easily
misplaced or lost during the breaking apart the bulk and
fransporting the items to shelves or while consumers
examine the products on the retail floor (Table 3).

Furthermore, approximately fifty percent of the
employees are part-time and easily get dissuaded to quit
their job for the lack of fraining and belongingness.
Management does not motivate their full-time employee
o properly train part-time employees nor give them time
and space to collaborate and learn from each other
(personal interviews). Such issues create moral hazards
and adverse selection problems between upper
management and front-line employees and between full
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and part-time  employees. Providing proper fraining
manuals and other product-related information can
serve as a quick reference foremployees to better answer
consumer guestions.

Inventory decentralization tied to product complexity is
an employee disincentive and ineffective employee
empowerment strategy. Irrespective of information
technology, the complexity and dynamics in sorting,
assortment, and allocating products and the ratio of part-
fime fo full-time employees make experiential learning
challenging (Table 3 and Figure 2). In-store employee
dissatisfaction is high because of the following issues: low
employee empowerment, limited decentralized
decision-making, limited employee promotion from
within, limited work schedule flexibility, and no incentives
for training part-time employees. Retailer A received poor
service- quality scores from their employees along the
service-quality dimensions of convenience, reliability,
time, assurance, tangibles, consistencies, and
conformance (Table 3).

Based on Table 2, competitive intensity such as types and
numbers of retailers selling mass and premium beauty
products is high, which demands high cooperative
behaviours between retail employees and consumers to
reduce switching behaviours. The greater the employees
identify and commit to their workplace, the greater their
credible frust and flexibility (Table 1). Retailers that invest in
improving employee retention and social engagement
with consumers may find their store sales to increase
(Shpétim, 2012). When front-line associates trained their
peers in big-box retail chain stores, it improved sales
(Ayad, 2008). Based on employee interview, Retailer B is
better than A at offering employee incentives. "B” offers
free in-house educational programs (i.e., tfechnology and
management courses) to their employees that are
tailored to the company's goals. This leads to
proposition 5.

P5: The greater the specialty retailer's relationship
incentives fied to employees' managerial growth, the
greaterthe employee's trust and flexibility.

Millennials purchase beauty products for similar reasons

(i,e., homogeneity) and prefer receiving customized
digital messages (Herich, 2017). At times they would like
options such as using physical stores as showrooms and
then buying the products online (Shethi et al., 2017).
Specialty retailers may benefit by maintaining a
centralized inventory to cater to these alternate ways of
purchasing products such as Omni channels. By
consolidating inventory, they can avoid the cost and
difficulty in training employees to manage diverse
inventoried products at each store. Through this
approach, specialty retailers may reduce their task
environment uncertainty felt at the store level. Moreover,
scalability reduces supply task redundancies that do not
benefit the marketplace and improves distribution
efficiency (Hearnshaw &Wilson, 2013).

Furthermore, increasing product complexities that
increase the level of stocked inventory, enhance
employees' logistical errors (e.g., replenisnment and
shelving); these factors create inventory clutter and
phantom stocks (Ton & Raman, 2010). Unnecessary
product complexities create task level mismanagement.
For example, multiple brands are shipped in a single box;
product assortments are matched by the retailer's floor
signs instead of by each beauty product's function.
Multiple brands of mascara kits are infermingled with
eyebrow pencils, which creates phantom stocks (Figure 2
and personalinterviews). This leads to proposition 6.

P6: The more the specialty retailers can centralize their
inventory, the better the inventory management.

4. Discussion

Most consumer research focuses on product choice as a
reflection of one's self-concept. Only a few articles have
focused on the reverse effect such as consuming
products with high aesthetic (i.e., attractive) appeal to
positively affect one's self-affirmation (Townsend & Sood,
2012). In this research, the author combine both
approaches to build six propositions to illustrate how
retailers and female millennials may co-create value by
practicing strategies that appeal to retail employees and
consumers. These forms of consumer socialization skills
may improve the retailers' margins through reduced
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inventory cost and waste and enhance millennial
consumers' beautification experience and store loyalty.

Through Proposition 1, they propose that specialty retailers
should invest in resources catering to millennials' hedonic
consumption to improve loyalty. Millennials favored
Retailer B over A with respect to store atmospherics, such
as color, graphics, lighting, and upscale quality themes.
Holbrook and Hirschman (1982) suggest that catering to
consumers' hedonic tfastes improves their shopping
behaviour. Wakefield and Baker (1998) found retailer
atmospherics designed around hedonic needs to
improve consumers' store expetrience. This study applied
agency theory to the cosmetic retail environment by
illustrating store atmospherics to reduce adverse
selection and moral hazard for female millennials.

Digital marketing such as social media and web-based
interaction techniques need to be differentiated for mass
versus prestige products. For prestige products, specialty
retailers should use dynamic forms of imagery to sell
prestige products. For example, they should install
electronic mannequin displays and signage that readily
changes to matfch their shoppers' tastes. Affractive
packaging may be used as a hedonic cue for high-end
brand selection (Tjarks, 2018). Different sets of loyalty
programs may be designed for mass versus prestige
brands. Redemption of points could be tied to high
volume purchase of mass products and to the high price
paid for prestige products. Through proposition 2 it is
suggested that specialty retailers need to improve service
differentiation in the direction of trust. Mobile Apps such as
personal assistant may be designed for in-store
experiences. By scanning a barcode in the app,
consumers could receive brand reviews and pricing
information for the different prestige brands available in
the store. Specialty retailers should use consumer
socialization as a means of strategizing their brand and
service offerings. Full-service salons of these retailers may
complement their sales by applying exclusive branded
products on their consumers. For example, they could
encourage group reservations, where friends can
socialize with beauticians while salon services (eyelbrows,
hairstyling, nails, etc.) are performed. These forms of in-

store selling and personal interaction to co-create value
may retain consumers. By demanding brand exclusivity
for prestige products using such strategies may offset the
power asymmetry with their suppliers.

Based on proposition 3, specialty retailers should develop
socialization techniques that are positive, transparent,
and memorable. Use of social identification literature that
addresses the positive relationship between group
identification such as shopping attributes & self-concept
will benefit these retailers (Bergami and Bagozzi, 2000).
Relationship investments improve inter and intra-firm
productivity in B2B settings (Homburg et al., 2009; Singh &
Sirdeshmukh, 2000). This extend B2B alliance literature by
suggesting that specialty retailers should encourage
employee interaction and use digital marketing while co-
creating value with the millennials. Specialty retailers
could offer a subscription box to motivate consumers to
fry new products on a monthly basis. Such tactics could
promote beauty enthusiasts to discover new products
and offerfeedback.

The personal assistant mobile apps could make
recommendations through interactive dialogue with the
consumers. Employees could be trained to provide
similar answers to questions irrespective of the store
location and build flexible approaches to their digital
marketing practices. For example, surprise coupons may
be offered to consumers. Pop-up digital quizzes, etc. may
be given at different parts of the store on a variable
frequency. A retailer may offer free upgrades on an
infrequent basis for mass branded products. Social forms
of identification that spur excitement and improve a
consumer's self-definition need also improve store
belongingness (Edwards, 2005).

According to proposition 4, specialty retailers' trust and
flexibility along the lines of millennial thinking will improve
brand loyalty. By making consumers inclusive of their
supply-chain through co-creation, the performance of
specialty retailers can be improved. Value is generally
created through co-production (i.e., organizations
involved in manufacturing the product) or by involving
value-in-use actors (Sinkovics, Kuivalainen, & Roath,
2018). Specialty retailers should focus on co-creating
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value-in-use with consumers. How consumers are using
the product, for how long, and under what weather
conditions, should be observed.

Without some reasonable amount of relationship, the
goals of the involved parties may not be achieved. In
general, when systems get complex, trustful actions help
cope with such situations (Thompson, 1963). Trust is
needed to coordinate each party's tasks to complete a
satisfactory exchange. The more the exchange partners
learn how to imbibe value propositions the easier it is to
build frust (Anderson & Narus, 1990). In addition, by
incorporating flexibility, exchange partners favor a
socialization process that fosters shared values to craft
order and realize mutual gains (Bello & Gilliland, 1997).
Managing price, material assortment, and delivery
adjustments are effective ways of being flexible (Kim, Kim,
Pae, &Yip, 2013).

Flexibility generally comes at a gain in value for one party
versus an expense to the other; some signal of prolonged
relationship is needed to overcome the costs of being
flexible (Chu, Chang, & Huang, 2012). Brand loyalty may
be a signal (Paimatier et al., 2009). Therefore, specialty
retailers should ensure that sufficient brand loyalty is
created to offset this cost. Trust is a good bonding agent
for reciprocal actions (Palmatier et al., 2009), which may
offset some of the administration costs, if properly
established. Organizations benefit from frusting
behaviours for value-in-use situations; it is a cash cow that
does not need financial resources to be maintained
(Sezen & Yilmaz, 2007). Collaboratively cultivating value-
added activities is a customer-centric approach (Lusch,
Vargo, & Malter 2006).

Via proposition 5, the authors suggest that incentives to
employees be given through employee empowerment.
Decentralized decision-making and flexible hours for
fraining part-fime employees will enhance retailers'
abilities to impart trust and flexibility with consumers.
Previous studies (e.g., Homburg et al., 2009) found a high
employee-company identification to be positively
associated with high employee-customer orientation for
fravel agencies. Ingene and Lusch (1999) found the
amount of retail floor space and employee labor hours

allocated to a product to improve store sales. Specialty
retailers should provide formalized fraining to its full and
part-time employees and showcase stories of employees
that have benefited from this process.

In order for specialty retailers to survive in this intense
digital environment, collaboration with vendors,
employees, and customers need to be well planned and
implemented at every hierarchical level of the
organization. Specialty retailers may need different types
of flexibility (a) for modifying the confractual agreements
with their employees and (b) for fulfiling the diverse and
emergent desires of consumers.

Proposition 6 needs to be used in conjunction with
Preposition 5 to complete the inventory cycle
management through centralization. Syed, Mohamad,
Rahman, & Suhaimi (2016) found the following factors to
result in ineffective inventory management practices fora
textile retail chain: fluctuating demand forecast, inventory
clutter, lack of systematic inventory count system traced
to unorganized inventory, no specific cycle count, and
poor record-keeping. They recommended that inventory
should be managed by a group of employees who are
experts in this area. Findings of the study suggest that
specialty retailers should centralize the slow-moving
and/or high-end product lines. Fast-moving mass brands
should be stored locally, and slow-moving items should be
sold online only for direct shipmentto a consumer.

5. Limitations

Research studies are not without their limitations and as
such, this study suffers from being limited to specialty
retailers that sell prestige and mass brands. Moreover,
qualitative research using one's Facebook close friends
and employees of two large retailers who chose to
participate in the study are not without their stereotypical
and group conformity problems. Redundancies in the
information gathered may not be ruled out. However, the
information gathered from practitioner and theoretical-
oriented journals and websites do provide face and
content validity to the answers obtained from semis-
structured interviews and the pilot study. The typical
demographic profile of these two specialty retailers, limits
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the results to Asians, Hispanics, and Caucasians
millennials.

Conclusion

This study provides a set of testable propositions to extend
B2B allionce management to B2C cosmetic specialty
retail environment. Given the influx of information
technology and other digital marketing methods of
communicating with the consumers, cosmetic supply-
chains should be advanced to include consumers to co-
create product value. Acknowledging the limitation in
consumers' technical know-how of a product, they should
be engaged in the value-in-use process 0 improve
inventory management in retail cosmetic supply-chains.
Co-creating value with consumers through incentives,
frust, and flexibility should be the starting point for
improving the sales of these specialty retailers. Consumer
response function should be integrated into the entire
supply-chain.

Using secondary data sources, a small convenience
sample of friends, and employees (millennials) at two
store outflets of two major specialty retailers, it is
recommended that specialty retailers integrate
consumer socialization and their infegratfed marketing
communications strategies 1o co-create cosmetic value-
in-use. Millennials will better respond to specialty retailers
that use digital marketing tools in engaging and
enfertaining these consumers. Moreover, co-creation
should focus on the elements of employee-company
and consumer-company identification that connote trust
and flexibility. All these factors will ultimately reflect upon
increasing a store's brand value through active consumer
involvement and brand loyalty.
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| enjoy exploring several different brands of beauty
products while shopping.

Digitalinteraction (Boateng & Narteh, 2016)

| write comments and messages on the retailer's social
mediapages.

My retailer's online platforms engage my attention

| contfribute to conversations on my retailer's online
platform.

| inferact with other customers of my retailer through the
internet.

Specialty Retailer[Employee interaction with you
(Kumar, & Pansari, 2016)
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Based on my interactions with the retaileremployees:

The employees are proud of being a part of this specialty
retailer.

They feel a sense of ownership toward this organization.

When someone praises the employees' store, the
employee takes it like a personal compliment.

They are committed to share their knowledge of the brand
with the customers. They are committed o delivering the
bbrand promise to their customers.

Flexibility (Bello & Gilliland, 1997)

This retailer is flexible enough to handle unforeseen
customer problems.

This retailerhandles change well.

This retailer can readily make adjustments to meet my

needs.

This retaileris flexible in response to requests Imake..
Credibility (Katsikeas et al., 2009)

This retailer does not make false claims.

This retaileris knowledgeable regarding their products.
This retaileris not openin dealing withme (R).

This retailer is honest about the problems that might arise
from the product.

Benevolence (Katsikeas et al., 2009)
Thisretailer cares forme.

This retaileris like a friend.

This retailerhas"gone outon alimb"to help me.

This retailer sides with me.
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