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Abstract

Partnering has been the most commonly used term to describe collaboration between a
buyer and its direct suppliers. The automotive industry has been the basis for the
development of most studies on the subject. Despite the many studies on partnering,
some people share the view that largely missing from the literature is a clear definition
of this concept and of how it operates within dyadic (i.e. between a buyer and its direct
suppliers), network and firm contexts. This is found to be particularly important if

automotive companies geographically spread in the globe are to be properly managed.

The purpose of the research presented in this thesis was to explore inter-firm
collaboration and partnering between a subsidiary of a motor vehicle manufacturer and
its direct suppliers, taking into account the ownership ties of firms, such as those of
multinational corporations (MNCs). The objective was to generate new knowledge on
how inter-firm collaboration and partnering operate and on the factors that influence the

business relationships that are established between the referred companies.

The researcher followed a single case study research strategy in order to develop a new
and empirically grounded understanding, while favouring contextualisation and
complexity. The researcher adopted a triangulated research design in which
quantitative and qualitative data were gathered in two stages, through a

self-administered mailed questionnaire and in-depth interviews, respectively.

The findings suggest that: (a) relationships can be characterized by several dimensions,
(1.e. commitment, trust, win-win, long-term orientation, co-ordination, joint problem
solving, flexibility, mutual dependence) each of which is a mix of collaborative and
non-collaborative elements; (b) a diversified scenario of relationships can be explained
by the different combinations of several contextual factors (i.e. organisational,
relational, spatial and network); the importance of each needs to be weighted and

hierarchised; (c) the network affects both to enable and constrain the freedom of action



at the level of the customer supplier dyad, and (d) partnering is contingent on the

position, role and influence at different points in the network.

The research argues that relationship management can be enhanced through the
application of analytical tools to the assessment of business relationships. New
frameworks for analysis are presented as significant contributions to knowledge,
among a series of theoretical, methodological and empirical contributions. The
researcher suggests directions for research which will further enhance the
understanding of inter-firm collaboration and partnering and business relationships

within a multinational network context.

vi
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Chapter 1

Introduction

This chapter will start by outlining the broad field of the study: inter-firm
collaboration and partnering within the automotive industry. Then it will identify the
research gaps and the potential avenues for research that directed the focus of the
study. From this discussion, the focus of the thesis will be clarified and the objectives
of the research will be stated. Then the methodology chosen will be drawn. The
chapter will go on discussing contributions, limitations and the quality of the research.

The chapter will end with an overview of the structure of the thesis.



1.1 Background to research

The automotive industry has been the subject of a great deal of study, largely due to
its importance as “the single largest industrial sector in the world economy”
(Turnbull, Oliver and Wilkinson, 1992). Of major influence has been the work of the
International Motor Vehicle Programme (IMVP) of the Massachusetts Institute of
Technology (MIT) and of the Permanent Group for the Study of the Automobile
Industry and its Employees (GERPISA) of the School for Advanced Social Science

Studies 1n Paris.

The search for synergies has been a determining strategy for the development of the
automotive industry (Wyatt, 2001). This has contributed to the development of buyer-
supplier relationships (BSR) in terms of increasing inter-firm collaboration and
partnering relationships (De Banville and Chanaron, 1991). Convergence in the
methods of supplier relations towards inter-firm collaboration and partnering
relationships in Europe, the US and Japan, despite the existent controversy on the
topic, has been demonstrated by various studies (e.g. Sako and Helper, 1999).
However, the development of collaborative relationships between Western final
assemblers and motor vehicle parts and components suppliers, so that they may jointly
achieve further substantial gains through integrating all the steps down the value chain

from raw material to end customer, remains a major challenge facing these companies
(Jones, 1994).

1.2 The research problem

Whilst evaluating the approaches to empirical research into the interactions between

firms, it is possible to notice a shift of focus from discrete transactional analysis and
profit maximisation to relationship-based analysis (Backhaus and Biischken, 1997;
Cheung and Tumbull, 1998). As Backhaus and Biischken (1997) observed, this shift
reflects the increasing importance given to BSR. This is evidenced in the automotive
industry through, for example: (a) the transference of responsibilities to the suppliers

on the part of final assemblers, namely at the design and engineering level (Freyssenet



and Lung, 2000), and (b) the increasing move from transactional and adversarial to

collaborative relationships with suppliers (Calabrese, 2000).

Within the topic of BSR, partnering has, for many academics and practitioners, been
the focus of attention, with the automotive industry forming the basis for the
development of most studies (Leverick and Cooper, 1998). For Langfield-Smith and
Greenwood (1998) the motor vehicle manufacturers and the motor vehicle parts and
components companies provide an interesting focus for studying partnering. This
argument is based, partly on the difficulty, due to high levels of complexity faced by
those industries in the West, in adopting collaborative relationships, and the deeply
ingrained adversarial supplier relationships of the past. Also Kim and Michell (1999)
consider the automotive industry as a good illustration of both the adversarial and the
relational models of BSR. The attractive context offered by the automotive industry
for further research on partnering, is reinforced by the trends verified over the last
decade which, according to Southey and George (1998), emphasise the importance of
partnering between final assemblers and suppliers. Gules and Burgess (1996) noticed
this importance of partnering, as evidenced by the recommendation, given to firms in

the automotive industry, that they increase their collaborative relationships.

Despite the many studies on partnering, some people share the view that largely
missing from the literature is a clear definition of this concept (e.g. Wyatt, 2001) and
of how it operates both within dyadic (i.e. between buyer and supplier) and network
contexts (e.g. Veludo and Macbeth, 2000; Veludo, Macbeth and Purchase, 2004), as

well as within particular firm contexts (e.g. Young and Wilkinson, 1997; Veludo,
Macbeth and Purchase, 2004).

Recently there is evidence of a sense of frustration and disappointment with the term
partnering (Wyatt, 2001). As chapter three highlights, there is no universally agreed
definition of partnering (Burnes and New, 1996). Moreover, partnering has been
studied by a diversity of academic disciplines, such as supply chain management,
purchasing and marketing. Attempts have been made to bring associated research

under one heading, that of supply chain management (New, 1997), but the result is a



fragmented and poorly understood discipline (Monczka and Morgan, 1997). In fact
there remains a lack of agreement among academics and practitioners as to the extent
and suitability of partnering (Veludo and Macbeth, 2000). Moreover, while some
authors believe that competitive relations, rather than collaborative, will remain the
dominant trading reality for most companies (e.g. Ramsay, 1996), others believe that
partnering has become, and will continue to be, a source of competitive advantage
(e.g. Hendrick and Ellram, 1993). In addition, some others claim that partnering does
not exist, rather, there are ranges of varying collaborative relationships, all of which
are competitive (e.g. Cousins, 2002). Furthermore, Patterson, Forker and Hanna
(1999) argued that existing characterisations of real-life collaborative relationships are
too inadequate to describe the subtle differences in complex BSR. The on-going
debate around inter-firm collaboration and partnering suggests the need for further
research on these topics (e.g. Bresnen, 1996; Das and Hendfield, 1997; Wyatt, 2001).

Most studies on partnering are developed within a dyadic context, and thus, they do
not take into account the network context where firms are embedded (Bello, Lohtia
and Dant, 1999; Olsen and Ellram, 1997). This is particularly true concerning studies
on the automotive industry, which becomes a true spider’s web in which there is little
room for isolationism (De Banville and Chanaron, 1991). Moreover, the research that
has been developed does not often take into account the ownership ties of firms, such
as those of multinational corporations (MNCs), seen as inter-organisational networks
(Ghoshal and Bartlett, 1990). The development of these network forms of
organisation, creates major challenges to the management of partnering and value-
creating networks, and generates a series of new research questions to which

organisational studies must respond (Clegg and Hardy, 1996).

Finally from a critical review of literature it is inferred that there is a lack of a clear
and deep understanding of the factors that shape inter-firm collaboration and
partnering relationships. This is found to be particularly important if operational

Integration is to be properly managed by the participants (Bello, Lohtia and Dant,
1999; Metcalf, Frear and Krishnan, 1992).



In summary, although the research on partnering is substantial, a number of topics still
remain to be explored. An examination of the literature (see Chapter 3) has revealed
- several 1ssues worthy of investigation, such as: (a) the need to better understand the
concept of partnering, (b) the need to understand the implementation of partnering
within a network context, (c) the need to understand partnering taking into account the
ownership ties of firms such as the ones that exist between the headquarters of a
multinational corporation (MNC) and its subsidiaries, and (d) the need to explore the
influencing factors on partnering relationships such as the motivational aspects of

partnering or partnering drivers and the factors that influence partnering as a dynamic

process.

Suggestions given by academics on the directions that research on BSR should
concentrate tend to corroborate the above critical literature review on inter-firm

collaboration and partnering. Some of these are presented in the next paragraphs.

The work by organisational theorists (e.g. Miles and Snow, 1992; Snow, Miles and
Coleman, 1992) and academics largely associated with the Industrial Marketing and
Purchasing (IMP) Group (e.g. Ford, 1990; Mattsson, 1997), suggested that research on
BSR should move from a dyadic business relationships (DBR) approach to business
networks regarded as sets of connected firms (Miles and Snow, 1992) or, as sets of
connected relationships between firms (e.g. Cook and Emerson, 1984; Hakansson and
Johanson, 1993). This shift of emphasis would suggest that research into DBR has
reached its mature stage. However, recent studies related to networks found that the
nature of a given relationship within a network has not been the target of sustained
research, and thus is not well understood (Sheppard and Tuchinsky, 1996). Also
Moller and Halinen (1999) contended that much of the research on BSR rarely makes
a connection between a dyadic and a network approach and thus it fails to catch the

full complexity of BSR. The view supported by Moller and Halinen leaves the
impression that, although there has been substantial research on DBR, some issues
have yet to be addressed at the dyadic level of inter-organisational relationships. They
further highlighted the importance of understanding individual business relationships

within a network context. These relationships form the basic unit of analysis in the



interaction and network approaches (Moller and Halinen, 1999) and in the supply
chain management (SCM) approach (Harland, 1996). Moller and Halinen argued that
the understanding of these relationships forms the prerequisite of the management on
all other three levels of network management (i.e. level one - industries as networks;
level two - firm in a network; level three - relationship portfolios). These authors
recognised that, from a network perspective, the management of BSR should be
regarded as a new topic in both academia and business. Also Anderson, Hakansson
and Johanson (1994) questioned the high level of emphasis given to the research of
business networks, yet recognised how challenging this field of research is. They
pointed out that even when a network approach is taken, the examination of the
individual relationships is often insufficient, with the relationships themselves greatly
reduced to links within the focal network. Aware of these issues, Hakansson and
Snehota (1995) suggested that managers should understand the process of change, in

both the dyad and network of relationships, as a whole. The importance of the dyadic

and network contexts was also given by Anderson, Hikansson and Johanson (1994)
who pointed out that emerging business practices strongly suggest that, to understand

DBR, greater attention must be directed to the business network context within which

these DBRs take place.

Fast changing business environment forces firms to participate in complex
multinational networks in which the management of multiple relationships and
partnering relationships becomes exceedingly complex (Johnston, Lewin and
Spekman, 1999). A broader set of issues emerges when business transactions and
business organisations span institutional and economic systems (Johnston, Lewin and
Spekman, 1999). The importance of developing studies in a specific institutional and
economic context becomes clearer if we take into account that individual countries,
regions and localities, by interacting with the larger-scale process of change, produce
specific outcomes (Dickens, 1998). Much research has been conducted on domestic
industrial relationships and as such often lacks the complexity of international
industrial ones (Johnston, Lewin and Spekman, 1999). Young and Wilkinson (1997)
suggested that studies should be conducted to investigate the types of relationships
that emerge in particular cultural and industrial contexts. This is relevant for studies to

be undertaken within the automotive industry. This industry shows increasingly



complex organisational chains, which are embedded within national and socio-

political contexts, and show production processes divided on a geographical basis
(Dickens, 1998).

It was the identified research gaps and potential avenues for research that directed the

focus of the research and raised questions for the researcher.

1.3 Focus of the research

The research detailed in this thesis is focused on the exploration of inter-firm
collaboration and partnering between a subsidiary of a motor vehicle manufacturer

and its direct suppliers, taking into account the ownership ties of firms, such as those

of multinational corporations (MNCs).

This research 1s developed using the perspective of a MNC as an internally
differentiated inter-organisational network (Ghoshal and Bartlett, 1990) or, in other
words, as an inter-organisation system rather than as an organisation. In addition, in
accordance with Andersson and Forsgren (2000), this research assumes that a
subsidiary, irrespective of the type of MNC, is engaged in its own unique network

context formed by the business relationships it establishes, and on which its

development is based.

The general confusion and lack of sufficient theoretical understanding surrounding
inter-firm collaboration and partnering, and their implementation, emphasises the
requirement for the development of a more grounded understanding. This is achieved
through the exploration of these topics from the perspective of those involved: buyer
and suppliers. The goal is not to create a complete picture or model of inter-firm
collaboration and partnering; rather, it is to explore aspects of most relevance to buyer

and suppliers. The research therefore aims to generate new knowledge that can

contribute to future theory development.



1.4 Research objectives

The objectives of the research detailed in this thesis are:

Research Objective 1:

To explore how inter-firm collaboration and partnering operate between a
subsidiary of a motor vehicle manufacturer and its Portuguese based direct

suppliers.

Research Objective 2.

To explore the influencing factors on inter-firm collaboration and partnering

between a subsidiary of a motor vehicle manufacturer and its Portuguese based

direct suppliers.

1.5 Research methodology

The methodology selected for this research is driven by the exploratory nature of the
study and by the research objectives. The emphasis is to generate theory from the data
collected, as opposed to testing hypotheses associated with existing theory (see
Section 4.2.2). The aim is to create a rich understanding of complex variables
associated to inter-firm collaboration and partnering, generating new knowledge from
the experience of those involved. The researcher plays the role of a bricoleur-theorist
(see Section 4.2.3) within a continuum that can be discerned between the postposivist

and constructivist paradigms (see Section 4.1.1, Section 4.2.1). A single case study

strategy is followed to generate theory (see Section 4.2.5 and 4.3.2) in the belief that

good story telling about a single case can provide better theoretical insights than
multiple case research based on creating good constructs (Chelly, 1996). Quantitative

and qualitative evidence are used within the frame of a triangulated research design
(see Section 4.2.4). The research is conducted in two stages. Stage one involves a self-
administered mailed questionnaire to collect quantitative data, which is used to

provide a description of inter-firm collaborative and partnering practices between

buyer and suppliers. Exploratory data analysis is used to analyse the results obtained.



Stage two involves a series of in-depth interviews and telephone conversations to
collect qualitative data, which is used to understand the rationale underlying inter-firm
collaborative relationships revealed by the quantitative evidence, to explore the factors
influencing these relationships %and to generate theory. A grounded theory approach is
used to collect and analyse qualitative data, leading to findings that are a result of an
interaction between the researcher and the researched. In practice, data analysis begins
early in the data collection with the coding of the transcripts of tapes and field notes,
and then moves on to the interpretation of the data (see Section 4.3.3.4). This

methodology is flexible, allowing emerging themes to be pursued.
1.6 Contributions

This research brings more conceptual clarity to inter-firm collaboration and
partnering, by showing to what extent these concepts can operate at different points of
a network and what factors can influence their implementation and development
within a network context. Furthermore, this research brings insights into dyadic
business relationships within multinational network contexts where the i1dentification

of the supply chain members and the types and levels of integration of processes are
critical issues that need to be understood (Hakansson and Snehota, 1995).

A relevant contribution of this research is the creation of new connections between
conceptual ideas on inter-firm collaboration and partnering. This is demonstrated in
the two frameworks generated, which integrate several areas of knowledge, such as
supply chain management, industrial marketing and purchasing (IMP) and the
multinational and subsidiary theory. This has not been done, to the same extent,
before. The findings extend an existing body of knowledge on the multinational and
subsidiary theory by showing: (a) the relationships established between the

subsidiaries of a MNC, and (b) how business relationships may affect and be affected
by the organisational design of a MNC.

Another contribution of this research is that the emergent theory can be testable with

constructs that can be readily measured.



Management research is predominantly based on deductive theory testing and
positivistic approaches. However, these approaches fail to give deep insights and rich
data into inter-firm collaboration and partnering in practice within organisations
(Leonard and McAdam, 2001). In this situation a grounded theory approach is
considered to be more appropriate (Wyatt, 2001). The methodology used in this
thests, facilitating the pursuance of emerging themes, is a contribution on its own. The
novelty of this research in part lies in the combination of the postpositivism and
constructivism philosophical views in attempting to understand inter-firm
collaborative relationships in the automotive industry in Portugal from the perspective
of buyer and suppliers involved (see Section 4.2.1). Quantitative evidence is used in a
theory building context. The triangulated design enables the combination of the
quantitative and qualitative approaches, with a resultant richness of robust data.
Moreover, the use of a grounded theory approach has also enabled the focus on many

variables associated to inter-firm collaboration and partnering, rather then selected

ones, as most earlier studies have done.

Main empirical contributions (see Section 6.5 for more details) are: (a) evidence on
the role and development of the subsidiary as integration takes place within the
European Union, (b) a deeper understanding of the strategies of an American
automotive manufacturer should inform those industrial strategists and policy-makers
concerned with the development of the automotive industry, and (c) a network vision
of business relationships which can be useful for the actors involved in this research
(either individual organisations or MNCs); this is because, the better the network

vision of a firm, the better its chances of foreseeing the strategic changes initiated by

specific actors.
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1.7 Limitations

Self-selection of case researched has various disadvantages, as pointed out by Lewis-
Beck, Bryman and Liao (2004). In fact, the process of randomization followed in
order to have access to interviewees did not give the researcher the opportunity to
control the useful amount of data to collect. Lewis-Beck, Bryman and Liao explain
that knowledge of a topic is not randomly distributed in the population. This means
that collecting data by chance would result in excessive data being collected on topics
that are generally known, and inadequate or insufficient data on less common topics.
The researcher believes this can explain why some areas of analysis were slower to

saturate than others or appeared thin.

As a theory built from case study research strategy is essentially a theory about
specific phenomena (Eisenhardt, 1999), then the emergent theory generated by this

study is likely to be seen as limited. However, the researcher claims that this
limitation is lessened by the possibility of predictability in the sense that if elsewhere

approximately similar conditions obtain, then approximately similar consequences

occur (see Section 4.4).

1.8 The quality of the research

This study is predominantly qualitative in nature although following quantitative
methods to gather quantitative evidence. Qualitative research has often been subject to
criticisms regarding their validity and reliability. These assessments of a study’s rigor
and subsequent worth are, however, grounded in the traditional scientific needs for
repeatability and generalisability. It will be stated many times throughout this thesis
that the aim of this study is to generate new insights through an empirically grounded,
context specific investigation. The study is therefore not aiming for generalisability in
the way quantitative researchers define it. With regard to validity and depth of the
information generated makes it hard for an outsider to assess true validity of
qualitative research (Lewis-Beck, Bryman and Liao, 2004). Janesick (1994) is one of

a number of qualitative researchers who replace the emphasis on validity with an
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emphasis on credibility. In his view “validity” in qualitative research has to do with

description and explanation, and whether or not a given explanation fits a given

description. In other words, is the explanation credible? The aim of this thesis is to

provide credible findings to both academics and industrialists alike. Thus findings

should not be measured against traditional assessments of validity and reliability;

rather their quality and worth should be established through their degree of credibility

in the eyes of the reader. A number of mechanisms have been included in the study

design to illustrate its credibility. These include triangulation and member checking,.

The essence of qualitative research in this context is the rich exploration of complex

real world issues. The extent of its credibility will therefore be realized through the

extent of new insights given to practitioners and researchers.

The expectations the researcher has about what the study is and is not designed to

achieve are summarised in Table 1-1.

Table 1-1:  What the study is designed to achieve
The study will The study will not
Enhance our understanding of inter-firm | Produce objective truths

collaboration and partnering between a subsidiary

of a multinational corporation and its direct

suppliers within a network context

Provide insights that can be tested further in
additional studies

Have a focus on those influencing factors of inter-

firm collaboration and partnering that are most

salient to those involved

Incorporate and compare the perspectives of both

parties

Focus on the main themes

Focus on the emerging understanding and not the

potential for variables to mediate or moderate

Establish the relevance of existing theory

Be generalisable to all subsidiaries

Provide a complete picture of inter-firm
collaboration and partnering

Explore all comments made by all participants

Use population variables to compare differing

perspectives

Be a relevant and meaningful starting point Provide all the answers
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1.9

Thesis structure

This section provides an overview of the thesis in chapter format. The organisation of

the thesis is divided into five main parts, which correspond to six chapters, as

illustrated in Table 1-2.

Table 1-2:  Thesis structure
Chapter (s) Aim (5)
To provide the reader with an
Chapter 1 overview of the thesis and an _
Introduction |understanding of the thesis [hesis structure I
structure |
Chapters 2 To describe the context for the
| The Automotive Industry: |research, and to identify the
An Overview novelty of this work
| Research objectives
~ Chapter3 To review partnering related
Inter-Firm Collaboration |issues and to identify the
and Partnering novelty of this work
To select the most appropnate
Chapter 4
research methodology through
Research methodology _ _ _ Research methodology
comparison with alternative |
approaches
Chapter 5 To Present and discuss the
I Opel Portugal empirical data obtained through Key findings
| Case Study two stages of data collection
| Chapter 6  |To summarise the approach| Conceptual frameworks |
Conclusions, Contributions, [taken and the  overall and
Implications and contributions to knowledge | Recommendations for future
Recommendations made research

13



1.10 Summary

This chapter has outlined the main arguments, context and structure of this research. It
started providing an overview of the logic behind the development and formation of
the research objectives and the construction of the research. Then the methodology

was briefly described, the key contributions and boundaries were given and finally the

thesis structure was drawn. On these foundations, this thesis proceeds with a detailed

description of the research.
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Chapter 2

The Automotive Industry: An Overview

It has been reported that the automotive industry is the largest manufacturing industry
and one of the fastest growing industries in the world; as such, it has received a great
deal of attention from academics and practitioners alike. The automotive industry
appears to be a vibrant and dynamic industry, with unique challenges and equally
relevant learning opportunities. The researcher believes that before one can even begin
to discuss strategies concerning the automotive industry in Portugal, it is essential to
understand the directions of the industry as a whole, placing the Portuguese industry
within a global and European context. This belief provides the major structure for this
chapter. Thus, in order to provide the reader with a basic framework for understanding
the context of the research, this chapter will be developed along six sections,

excluding this introductory note.

Firstly, a brief history of the industry will be provided. Secondly, particular attention
will be given to the European automotive industry. The following section will
describe the automotive industry in Portugal, including an historical perspective of
this industry. Then, the main trends and features will be identified. The chapter will go
on by reviewing and discussing how relationships between vehicle manufacturers
(VMs) and their direct suppliers - a main focus in this research - have changed over
time. By covering these issues, the researcher expects to give an overview of the

automotive industry at a global, European and national level (i.e. Portugal), and thus

to provide a short diagnosis of the industry.

The classification of the automotive industry, by Beecham and Cordey-Hayes (1998),
into two main sub-sectors, is the basis of the structure of this section. These two
groups of companies are: (a) the motor vehicle manufacturer or final assembler (also
designated in the literature by OEM - original equipment manufacturer), and (b) the

motor vehicle parts and components manufacturers/suppliers.
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2.1 An evolutionary perspective of the world automotive industry

This section will give an overview of the history of the automotive industry using
three ages of production as a framework for discussion. The situation is obviously
more complex than a simple move between the three ages. Today, craft production,
mass production and lean production exist in various forms and in parallel (Wyatt,
2001). The aim is to provide the reader with an understanding of how the industry
came to be what it is today. The content of this section is predominantly taken from
the work of Womack, Jones and Roos (1990), Clark and Fujimoto (1991), Lamming
(1993), Hines (1994) and Wyatt (2001).

2.1.1 Craft production

Car manufacture began in Europe at the end of the 19" Century. In 1894 Panhard &

Lavassor (P&L), a machine tool company based in Paris, was the world’s leading car
company, producing several hundred vehicles a year. Every car that P&L made was
unique; the components were bought from workshops across Paris and skilled fitters at
P&L brought them together into the final product. The suppliers were all experts in
their own field, used their own tools and had their own approaches to designing and
making their parts. Little is written about the specific nature of the relationships
between P&L and their suppliers, but it is clear that every firm involved was viewed
as a specialist and was responsible for co-ordinating their own activities. For example,
the customer frequently specified his requirements for the vehicle and discussed these
with both P&L and the suppliers involved. By 1906, the industry had grown. P&L

faced competition from hundreds of other companies across Western Europe and
North America.

For craft manufacturers, building a car is a labour intensive, time-consuming process.
Craft manufacture is characterised by low volume, highly individual products that are
expensive to produce and buy. Craft producers, however, have two major strengths:
the uniqueness of their products and the ability to tailor vehicles to satisfy the exact

requirements of customers. These strengths mean that craft production has survived
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the major changes in the industry and is still in evidence today in some niche markets,

such as luxury and sports cars.

2.1.2 Mass production

Mass production had its origins in the US with the Ford - Sloan model of production

and marketing. The term “mass production” encompasses both the standardisation

principles of Ford and the market differentiation of Sloan.

Ford’s initial success was based on the production of huge volumes of a standardised
car for a mass market. Ford’s aim was to build a car that would be available to
everyone, a car that was low in price and easy to run and maintain. His approach was
to standardise materials, tools and machines, the assembly process and the tasks

performed by his employees. The result was the ability to produce high volumes of

cars that were low in price, low in complexity and identical.

By 1926 General Motors (GM) led by Alfred Sloan Jr, in order to compete with
Ford’s products, introduced an element of differentiation. Sloan created the concept of
a model line, by dividing the market into five segments and developing individual
products to suit each segment. All income levels were to be catered for by a broad
range of models, each of which was modified on a yearly basis by incorporating

gradual engineering improvements and regular style changes.

At first, Henry Ford attempted to purchase the components he required from
subcontractors, but soon realised that his demanding standards and high volumes
would make this impossible. In contrast to the autonomous relationships of craft
production, Ford began a process of integrating suppliers into his operations. GM
followed suit, but continued to outsource simple components. Where outsourcing
occurred, 1t was characterised by fiercely adversarial purchasing policies and
relationships; an option available to a vehicle manufacturer (VM) able to use a variety
of suppliers for the same part (Liker, Kamath, Nazliwasti and Nagamachi, 1995).
Adversarial relationships are characterised by a hands-off process, which involves

open tendering with focus upon price competition. In this system the identity of
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trading partners does not matter as long as the required goods are produced and
developed (Morris and Imrie, 1993). Channels of distribution operated on the premise
that buyers could rely on a large number of suppliers who could be played off against
one another to gain price concessions and ensure a continuity of supply. Buyers would
allocate portions of their business to suppliers to keep them in line, but on a short term

basis; in doing so, they assumed an arm’s length posture (Herbig and O’Hara, 1994).

The “big three” US carmakers (i.e. Ford, GM and Chrysler) expanded their operations
into Europe, by creating regional operations designed to satisfy regional needs. By the
1930s many traditional craft producers in Europe followed their example and turned to
mass production, where the range of consumer tastes further validated Sloan’s
approach to differentiation. From the 1940s until the early 1970s the automotive
industry enjoyed a period of relative stability. Trade barriers and protectionist policies

brought in after the Second World War, meant that competition remained at a national

rather than an international level. The oil crisis of 1973 had a significant impact on the
world automotive industry. The situation of regular expansion had given way to a

more cyclical pattern, superimposed onto a trend of much more limited growth.

The Ford - Sloan model of the automotive industry began to fade as consumer power

has placed a growing emphasis on variety and quality. This has dramatically increased
the importance of product differentiation, with which more flexible production
systems are better able to deal (Bloomfield, 1991).

In summary, mass production in the automotive industry is characterised by large
volumes, standardisation of tools and processes, specialisation of work tasks at every
level and a concentration of the industry into large final assembler organisations.
Component manufacture is vertically integrated into the assembler, and single parts
are aggressively outsourced. The customer benefits from the availability of low cost
cars, and has a range of models from which to choose. However, mass producers also
found that they suffered from a number of problems. Firstly, standardisation leads to
economies of scale and subsequent cost savings, but in parallel it also leads to
reductions in flexibility. Secondly, quality problems can remain hidden in the large

production volumes leading to the extra cost of rework or simply waste. Thirdly,
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employees on the shop floor become dissatisfied over time, as they gradually lose
interest and motivation in their low skill, low variety environment. Finally, the

integration of suppliers results in high levels of bureaucracy for the VM and

potentially a loss of competitive edge for the supplier.

2.13 Lean production

After the second world war, the Japanese were subject to strict trading regulations and
internal protectionist policies. The government focused its efforts on rebuilding the
economy and curbing the enthusiasm of Western manufacturers to enter into their
fragile market. While Western mass producers enjoyed stability, the Japanese internal
market was both highly segmented and in a constant state of flux. The Japanese were
building cars in the 1930s, but were forced to re-evaluate their entire approach. Eiji
Toyoda and Taiichi Ohno of Toyota were the driving forces behind the third
transformation in manufacturing practices in the automotive industry. Amongst the

Japanese practices, the so-called “keiretsu structure” and the lean production system

received particular attention.

Keiretsu is a term used to describe Japanese business consortia which rely on co-
operation, co-ordination and joint ownership and control to competitively position
businesses and industries. While keiretsu is an organisational form, it also represents a
methodology, a unique Japanese way of competing, which reflects Japan’s culture,
economic philosophy and industrial organisation (Ellram and Cooper, 1993). The
“keiretsu structure” is characterised by a tiering system of suppliers (Dyer, Cho and

Chu, 1998; Clark and Veloso, 2000) and obligational contracting (e.g. Sako, 1992).

A tiering system means that suppliers are arranged into tiers. Thus, the VM deals with
tier one suppliers, who then play a strategic role marshalling the efforts of their own
suppliers (Lamming, 1996). Whithin this structure, it is the motor vehicle
manufacturer that takes the lead. The Japanese recognised the disadvantages of
vertical integration for their suppliers, but at the same time they could not imagine a
system in which there was no reciprocal obligation (Womack, Jones and Roos, 1990).

They viewed their suppliers as critical to their own success and so developed an
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approach that reflected their interdependence. The contrast between the Japanese
model of subcontracting and that which, until the mid 1980s at least, pertained in the
West, can be summed up as a contrast between obligational contracting in the former
and adversarial contracting in the latter (Morris and Imrie, 1993). Obligational
contracting implies that the firms involved recognise their interdependence and the

importance of maintaining an ongoing relationship for future business (Sako, 1992).

The VM sits at the top of the keiretsu and its direct suppliers are small in number
compared to mass production. The keiretsu binds its members together in many cases
through transfers of equity, personnel and information (Ealey, Robertson and Sinclair,
1996); interdependence is therefore a physical reality as well as a mutual philosophy

in obligational contracting.

Lean production is intrinsically more complex than either craft or mass production,
and reflects a broader philosophy. The lean manufacturing techniques emphasise
quality and fast response to market conditions, using technologically advanced
equipment, and a flexible organisation of production processes (Ramcharran, 2001).
The logic of lean production is that companies jointly identify the value stream for
each product from concept to consumption and optimise the value stream regardless of
traditional functional or corporate boundaries (Hines, 1994). The aim is the removal of

all forms of waste.

The following list highlights some of the ways in which this is achieved:
e Production is driven by customer needs so that inventory levels of stock and
finished products are reduced,;

e Suppliers are required to deliver their components using JIT systems, again

keeping inventory levels to a minimum;

e A quality philosophy, which incorporates goals such as zero defects, leads to a
transparent process, where problems are identified so that they can be rectified

as soon as they occur, minimising rework and waste;

o Activities are team-based and the teams work concurrently to eliminate hold

ups in process;



* Information flow is high;

* Responsibility is developed as far as possible down the organisation,

empowering those who have most knowledge to solve problems and improve

ProCcCsscs,

* The number of players (e.g. suppliers, dealers) is reduced and relationships are
improved;

* Suppliers are viewed as long-term assets in achieving competitive advantage.

Lean production came to the attention of Western automotive manufacturers in the
early 1970s. There have been a number of studies conducted (e.g. the work of the
IMVP throughout the 1980s; Womack, Jones and Roos, 1990; Morris and Imrie,
1992; Ellison, Clark, Fujimoto and Hyun, 1995), comparing lean production in
Japanese factories to more traditional mass producers in the West. Hines (1994) based
on Womack, Jones and Roos (1990) argued that typically the best of the Japanese
manufacturers use half the time and effort to design the product, half the human effort
to manufacture the product with half the defects and considerably less than half the

inventories.

2.2 The European automotive industry: Brief evolution and main

characteristics

In the 1950s and the 1960s, the European automotive industry consisted of a number
of national industries, each producing vehicles to its own design, using a national
supply base and selling mainly to the national market. For example, until the late
1960s, GM maintained largely independent operations in the UK and Germany. The
political developments of the late 1980s and early 1990s in Europe, with the
emergence and strengthening of the Single European Market, brought major strategic
opportunities for final assemblers operating in Europe. GM, for example, created
international integrated design and sourcing across multi-country production systems.
By the late 1990s, there had been a significant move towards a European Motor

Industry. A huge contiguous region (i.e. the European Union) appeared with the

potential of being a large consumer market and a low-cost production location.
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Freyssenet and Lung (2000) referred to the European Union as forming an integrated
economic pole for the automotive industry, in which companies define their strategies
and production investment on a continental scale. He further notes that at the scale of
each region, companies organise a division of labour that relies on the specific
advantages and competencies of each place. In the view of Lagendijk (1997),
economic integration genecrates a shift to a less vertically integrated production
system, which benefits from stronger economies of specialisation. Moreover, this is
also facilitated by the nature of the industry, which offers the possibility or
organisational separation of the individual processes prior to final assembly (Dickens,
1998). Aller, Ubillos, Beldarrain and Garcia (1999) argue that recent changes in final
assemblers’ and systems suppliers’ strategies have caused a reorganisation of the
industry, which has affected suppliers at the European periphery (i.e. Portugal and
Eastern Europe).

Most final assemblers concentrate the main automotive company headquarters (HQ),
research and development (R&D) departments, and the assembly of the higher-end
models of vehicles in Europe’s industrial heartland (particularly southern Germany). It
iIs common that vehicles at the lower end of the market are assembled in the periphery.
Aller et al (1999) reported that companies located in the periphery found themselves
with two options to meet assemblers’ size requirements; be acquired by a MNC or
undergo rapid growth. In these authors’ view, the first option represents a beneficial
arrangement for both parties. On the one hand, the MNC increases its production
scale, it can obtain more efficient production by exploiting local productive factors
and furthermore, it can enter a new market or reinforce its position. On the other hand,
the local supplier ensures its continuity as a direct supplier of a final assembler, since
the multinational offers the conditions needed to meet the final assemblers’ demands

(e.g. capacity for product development, international scope and main offices close to
the final assemblers’ HQ).

Hyun (1994) described the European motor vehicle parts and components industry as
highly fragmented with very few regional or inter-continental players. He found that

most suppliers were grouped around their home country assemblers, both physically
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and in terms of long-term relationships. Aller et al classified suppliers into two
groups: systems’ suppliers, specialised in production of those systems which account
for their largest market share and those suppliers specialised in a particular process.

This second group of suppliers does not carry out product development, as their

innovation is focused on improving the production process. These suppliers are

expected to be capable of regular price cuts and to fulfil quality and delivery

requirements. Aller et al noted the tendency for the growing power of some systems’
suppliers (e.g. Bosch) in the automotive value chain. That power can be manifested,
for example, in the negotiation of prices (within certain limits). This situation is seen
as typical of those systems which are complex enough to generate high entry barriers
to new producers in the short term. Aller et al expect that in order to ensure supply at
reasonable prices with a minimum amount of uncertainty, the final assembler will

seek long-term contracts with this type of supplier.

2.3 The automotive industry in Portugal

This section will review the history and will assess the actual context of the
automotive industry in Portugal. Section 2.3.1 will present a brief history of the
development of the auto industry in Portugal, starting in the sixties, when the
government used a number of policy initiatives to foster the development of this
industry. Section 2.3.2 will make a more detailed characterization of the actual
scenario of the auto components industry in Portugal. Section 2.3 is based on reports
from AFIA (i.e. Association of Motor Vehicle Parts and Components Manufacturers
in Portugal), ICEP (i.e. Department of Trade and Industry in Portugal), and IAPMEI
(i.e. governmental institution to support small and medium size enterprises in

Portugal), as well as studies from several Portuguese analysts.

The automotive industry is widely recognised as one of the industries with greatest
importance in the development of a country’s economy (Vale and Vila, 2002). This
importance was irreversibly recognised, in 1963, by the Portuguese Government.
Since then, the automotive industry assumed, with some drawbacks, an increasing

importance in the Portuguese economy, representing about 7% of the GDP and 20%
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of the exports in 1997 (Vale and Vila, 2002). The automotive production grew
strongly, approaching the 250,000 vehicles in the year 2000, whereas more than 90%
were exported to foreign markets (Vale and Vila, 2002).

At the present, automotive industry trends can be summarised in the following points
(Vale and Vila, 2002): reduction of the number of assembly lines, increasing size of
the companies, reduction of the number of platforms, increasing production series,

intensification of foreign capital, and orientation to the external markets.

2.3.1 Historical perspective of the automotive industry in Portugal

The history of the automotive industry in Portugal during the last half century has
been shaped by the interaction between two main players: (a) the state, through the

definition of policies specifically addressed to the sector, and (b) International

investors, led by automotive manufacturers. In the background, somewhat defining the
boundaries for players’ behaviours, there are economic integration processes, such as

the one represented by the Economic and Monetary Union.

Before 1960 the automotive industry in Portugal was not of significant importance,
which has been explained by the lack of constraints to the importation of vehicles
(Selada and Felizardo, 2002). Having this in mind, the automotive industry in Portugal
can be divided into three main stages: (1) the period of assembly of “complete knock

down (CKD) vehicles, (2) the Renault project, and (3) the Auto-Europa project.

Assembly of CKD vehicles

The 1960s were dominated by the so-called “assemblying law”. In 1963, the
Portuguese Government, recognising not only the importance that the automotive
industry could assume in the development of the country’s economy, but also the
relative weak stage of development of this industry in Portugal, issued a decree to
block the import of “completely built up” (CBU) vehicles. The same decree imposed a

25% limit as the minimum national value added in vehicles assembled locally. This



was basically an import substituting device (Guerra, 1990). It was aimed at both
curtalling imports and stimulating the development of domestic component
manufacturing firms or, in other words, local production. As a result, final assemblers
were forced to establish assembly plants within national territory. This happened in
the context of direct foreign investment operations or licensing agreements, with the
objective of protecting or even increasing market shares. Analysts like Feria (1997)
concluded that the multiplication of small assembly units, addressed to a protected
market, did not enable the emergence of a true motor vehicle parts and components
industry. Feria further added that the negative effect of market size was compounded
by the commercial origin of the Portuguese companies involved in the process, rather
than the manufacturing one. By 1973, 30 assembly lines were producing passenger
and commercial vehicles in Portugal. Due to the small size of the national market,
these assembly lines were of a reduced scale, and consequently inefficient (Veloso
and Felizardo, 1998). Moreover, the production level made it difficult, for the
Portuguese components suppliers, to work exclusively for the automotive industry on
a profitable basis. Only those firms with an organisational structure that allowed the
commercialisation of items in foreign markets, and thus able to attain economies of
scale, were able to produce high value added components. The remaining companies
were limited to the production of low value added components. The crisis that

followed the 1974 political revolution further aggravated the situation of an already
fragile industry.

The Renault Project

From 1976 onwards, a policy reorientation started to take shape. This was the result of
the recognition of the meagre results of previous years and of the commitments
stemming from the European Economic Community’s (EEC) agreement. By 1980, a
new framework for the automotive sector (Law 352/79) was defined. This legislation
allowed the imports of CBU and “complete knock down (CKD) vehicles, as long as
they were compensated through the export of locally produced components. In other
words, imports could only be increased to the extent they were offset by exports of
manufactured items. Simultaneously, foreign direct investment (FDI) was stimulated

through the governmental offering of financial incentives, which partially financed the



investments of foreign companies in Portugal. As a result of this new policy, the
smaller component companies, with inefficient production structures and limited
presence in foreign markets, faced increasing pressures, while bigger companies with
a European presence were prospering. Some final assembers, of which GM is the best
example, responded to this policy by investing in component manufacturing. The

main result of this policy is the launching of the so-called “Renault Project™.

Renault was attracted by the exceptional conditions offered by Portugal: the direct
investment incentives and the access to the Portuguese market. The project enabled
the creation of a relatively coherent automotive manufacturing system, involving a
metal casting unit (i.e. Funfrap), an engine and gear-boxes producing plant, as well as
an assembly unit with a capacity of 80000 vehicles per year. The size of the project,
the local purchasing policy and the support provided to several Portuguese component

manufacturers, made the “Renault Project” a landmark for the modernisation of the

Portuguese automotive industry.

The Auto-Europa Project

The privileged conditions granted to Renault came to an end with Portugal’s accession
to the EEC in 1986. During 1988, all remaining restrictions on EEC imports were
lifted. Moreover, the programme PEDIP (1.e. EEC programme to help the
development of the Portuguese industry) was launched. This programme aimed at
accelerating the development process of the national industry. Within this context, the
installation of another large VM in Portugal gained strategic importance for the
development of the auto components industry and for the national industry as a whole.
As such, by 1995 the Auto-Europa (i.e. Ford/Volkswagen joint venture) started the

production of multi-purpose vehicles (MPV) for the Volkswagen and Ford groups in
Palmela. This project, together with the opening of Central and East European
markets, led to a fading-out process by Renault in the following terms: the assembly
unit was closed, the engine and gear-boxes plant was granted juridical autonomy to
pursue its own independent way, and the metal casting unit gave origin to Teksid - a

new firm resulting from the merger of Renault and Fiat assets in the metal casting
field.
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While the investment by Renault was only possible under the domestic market
protection, the Auto-Europa project, was a consequence of a regional integration
process. Originally a joint venture between Ford and Volkswagen, set up in 1991,
Auto-Europa was an export-oriented investment. It involved the setting up of a final
assembly plant with a capacity of 80000 vehicles per year. Auto-Europa espoused
some of the most recent trends concerning the manufacturing process and supply
chain management such as: JIT, collaboration with suppliers - some of which located
at Auto-Europa premises — and environmental protection. It was expected that Auto-
Europa would play a pivotal role in: (a) the attraction of new foreign investments,
including joint ventures with Portuguese firms; (b) the upgrading of local suppliers in
terms of, for example, quality, reliability, logistics, and product engineering, and (c)
putting Portugal on the map of major location alternatives for setting up new
automotive plants. By 1996 the Auto-Europa assembly line was responsible for

approximately 82% of all passenger cars produced nationally. This value further
increased in 1998 when the last Renault Clio was produced in July at the Setubal

plant. During 1999, the Ford Lusitana plant, where the Transit model was being
produced, ceased its activity. The Ford facilities were acquired by Opel. Actually, the
most important final assemblers in terms of number of vehicles are Auto-Europa and
Opel Portugal (Monteiro, 2001). Though Renault and Auto-Europa played a key role,
these were not stand-alone projects. They gave rise to the formation of supply

networks as well as to learning processes inside those networks (Simoes, 2002).

2.3.2 The Portuguese motor vehicle parts and components industry: main

features

The motor vehicle parts and components industry has shown a strong growth in the
past ten years. According to a report written by Vale and Vila (2002), analysing the
evolution of this industry, it is possible to verify that the number of jobs in this
industry has increased from 24.100 in 1991 to 34.500 in 1994. In terms of size, the
companies are mainly small to medium enterprises. In 2001, 77.9% of the component
companies had less than two hundred and fifty employees. The turnover volume has

increased from the middle of the 80’s till the middle of the 90’s, reaching the highest
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values at the start of the Auto-Europa project. Since then the motor vehicle parts and
components industry has been showing an instable growth. Since the middle 80’s until
today, more than 50% of the production is for export. The increased production in the
number of vehicles, and particularly the installation of Auto-Europa, had a direct
impact on the expansion of the internal market of the component industry, whose size

tripled during the nineties. According to AFIA, foreign capital had been invested in

2001 in 27% of the Portuguese based component companies.

The main market of the component companies is the VM and not the segment of
pieces of replacement. This reflects the effort of Portuguese companies to remain
direct suppliers of the largest final assemblers. Initially strongly coupled to the
national downstream value chain, the motor vehicle parts and components industry
has gradually been gaining ground in other markets. Its dependency on the Portuguese
located assembly lines has been diminishing. As previously mentioned (see Section
2.3.1), this situation has partially been induced by public policies aimed at boosting its

capacity and importance at national and international levels.

According to the IMVP programme, cited by Veloso, Henry and Roth (2000),
Portuguese owned companies are sub-assembly manufacturers, or in other words,
process specialists with additional capabilities (e.g. machining) except for the design
of the entire sub-assembly or other components. Thus, a significant part of local
demand, more specifically of modules and systems, cannot be filled by national
companies. As a result, the assemblers have to purchase from foreign suppliers, some

of which do not possess production sites in Portugal.

!

As process specialists, the Portuguese owned motor vehicle parts and components
companies have developed around a limited number of core competencies. They have
been incorporating new technologies so as to maintain or gradually increase the added

value of their products. However, most Portuguese owned companies remain weak in

terms of new product development.
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The international involvement of the Portuguese owned motor vehicle parts and

components companies followed several phases:

a) The exportation of components for international markets through independent
channels (e.g. import and export agents). One of the reasons is that the low
value added of the components did not require a physical presence of the
companies (Vale and Vila, 2002). This phase involves a distribution network
of components in the external markets.

b) Installation of commercial branch offices in the international markets.

¢) The geographical proximity to final assemblers, which allows a closer

participation in product development
24 The automotive industry: Main trends and features

The researcher believes that a perspective of the main trends and features of the
automotive industry is needed to understand the dynamics of the interactions taking

place between the players under investigation. A few main aspects deserve to be

mentioned.
24.1 Intense competition within the industry

As has already been described in Section 2.1.2, between 1940 and 1970 the
automotive industry enjoyed a period of relative stability. Competition was largely
regional and the industry was dominated by the “big three” US manufacturers and the
Western Europeans. The Japanese began exporting cars in the 1960s but it was not
until the early 1970s that they began to have an impact on the world market. The oil
crisis of 1973 had a significant impact on the world automotive industry. The situation
of regular expansion had given way to a more cyclical pattern, superimposed onto a
trend of much more limited growth. Until the end of the 1980s, despite some overseas
presence of VMs, competition would still be mostly within regional brands. American
automakers dominated the US market, Japanese the Asian market and European
automakers their regional market. During the 1990s, this picture changed completely.

The North American share of world output has continued to decline. At the same time,
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the region has also experienced the greatest fluctuations in levels of production. An
important e¢lement in this is the fact that the North American market is the most
mature in terms of saturation, and possesses the oldest production infrastructure. The
automotive industry of Western Europe has declined slightly in relative terms. There
have been fluctuations in the levels of output, albeit not as severe as in North
America. Within the region itself some locational shifts have taken place, as the
industry in UK has declined, and that of Spain has expanded. The exception to the
trends described above has been the Japanese industry, which has been the driving
force of rapid change, while continuing to expand its output. For example, despite the
severe recession and dramatically shrinking European automobile market in the half
of the 1990s, the Japanese market share in Europe continued to grow (Rehder and
Thompson, 1994). The competitive advantage of lean production was becoming
increasingly evident. Overcapacity in the mature markets of US, Europe and Japan has

continued to accelerate in recent years. New entrants such as Daewoo and Hyundai

have added to competition and saturation levels.

2.42 Globalisation

As well as the volume and value of production, changes in the profile of markets are

also an important indicator of the competitive climate in this industry.

In the 1990s, the stagnation of vehicle production and sales in the Triad regions (i.e.
North America, Western Europe and Japan), together with the dynamism and the
performance of the automotive industry in a wide range of emerging markets
(including Central and Eastern Europe, China, Korea, India, Argentina, Brasil and

Mexico), brought the issue of globalisation and relations between the Triad and

emerging markets to the centre of the debate. During this period, there was

simultaneously an increasing integration of Triadic markets (Ruigrok, Van Tulder and

Baven, 1991) and a drive to gain positions in promising emerging markets.
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A growth of transplants in the 1990s led to a presence of all competitors in virtually
every continent (Sturgeon and Florida, 1999), particularly in emerging markets (e.g.
China, India and Brasil) where VMs are fiercely disputing market shares as demand
picks up. As a result, automakers are now planning operations on a global scale,
having similar models launched at the same time in different locations with similar
standards (Veloso, Henry and Roth, 2000). Simultancously, global competition
generated brand proliferation and pressures for continuous restyling of models. As a
result, sales per model have declined, preventing automakers and suppliers alike from
reaching economies of scale in manufacturing, with important adverse impact on cost.
The solution automakers have been exploring is to share components and systems
among cars and models (Lung, Chanaron, Fujimoto and Raff, 1999). This involves the
development of standard platforms that homogenize basic structures of the car, while
allowing adaptations of the interior and the exterior through modules that can be
configured to particular vehicles. Suppliers have been active participants in this
process, aiming to market modules and systems as diverse as an ABS or a seat frame

across car models and even different VMs.

Despite the fact that final assemblers operate in one and the same global environment,
there is a great variety in the specific corporate strategies adopted by the leading
companies (Dickens, 1998; Freyssenet, Mair, Shimizu and Volpato, 1998; Belis-
Bergouignan, Bordenave and Lung, 2000). If, for example, the strategy of most
companies in Western Europe and North America has been to attempt to maintain
their market position, Japanese companies have pursued a strategy of growth, which
has been facilitated by moves into the higher-priced market segments. Furthermore,
Belis-Bergouignan et al noted that an examination of the different paths followed by
the North American companies to adapt to an increasingly global environment, reveals
a wide range of geographical strategies. Moreover European manufacturers have been

seen as defining themselves in terms of a mono-regional space, reflecting the

difficulties 1n integrating themselves into the same process of globalisation.
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Although automotive manufacturers’ strategies may differ, globalisation is a major
shaper of competitive strategies in the industry. Automakers are trying to replicate
supply chain structures across locations, demanding suppliers to be present in the
regions where they are present, often near their plant. However, many VMs are
pursuing a 141 supply structure, that is, having a global supplier — capable of
following them wherever assembly plants are established — and a smaller local
supplier whose main role is to compensate any disruption in supply by the global
player. This means that a need to make creative syntheses between global and local
forces remains (Simoes, 2002). The increasing recourse to platform approaches may
be justified by the need to match scale and scope economies with the maintaining of
local flavours, since markets still have different demands and grant higher value to
different features. The international expansion of supply chains, namely in emerging
markets, is another expression of the local/global match. These moves to some extent

add a new perspective to the strategy taxonomy suggested by Ruigrok, Van Tulder

and Baven (1991): “glocalisation” (i.e. an international intra-firm division of work)
and “globalisation” (i.e. the division of work among a geographically concentrated
group of firms). The new perspective might be called global localisation, characterised
by the international replication of different locations of variations of a value chain

made of global players (Simoes, 2002).

Auto suppliers have seen VM globalisation as an opportunity to improve market
presence and expand sales volume. Nevertheless suppliers are still behind any of the
VMs as true global players, having sales and capacity of less than 50% outside their
home markets (Group, 1998).

Major suppliers initially considered VM iInvestments in emerging markets as the
generation of important business growth opportunities. They reasoned that, because of
their previous experience in Europe or the US, those that would decide to set up a
plant near one of these new VM operations would be well prepared to supply the same
components to the new plant. In particular, it would give them a potential edge in the
supply bidding process. As a result, some firms quickly followed automakers into
emerging regions where a multitude of assemblers were present. Therefore,

component production volumes in these areas are often small, often below economical
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scale. This situation was further aggravated by the financial crisis that has swept most
of the developing world in 1997 and made the car sales slump. As losses for supplier
plants in emerging areas mounted, investment decisions became more conservative.
Suppliers realised that the economic return of investments in some of these regions
could be negative, or at least below the one that a firm may get through investment in
another region in the Triad. This led some large international firms to decide to be out
of some of these regions, or at least have a limited presence there, preferring instead to

concentrate resources in Europe, the US or Japan.

This situation opened new field opportunities for smaller local players in the Triad,
which were increasingly feeling trapped in their own market. Faced with component
standardisation and demands for more development responsibility and presence
abroad, firms traditionally installed in a single location and supplying one or two VMs
realised that they would be given less and less responsibility if they were to remain in
a local market. They faced three alternatives: either become a small process-focused
company that works as a second or third tier supplier of small parts, sell the operation
to an international firm aiming to expand capacity or become themselves a
multinational firm. While the two first options are found in a number of cases, more
ambitious firms soon became aware of the market gap that the auto supply industry
restructuring was generating in emerging regions. Automakers in these regions often
did not trust local firms and were not being able to interest the larger suppliers to enter
the market at the pace they required. The smaller companies used their limited
experience to leverage this opportunity. In a small region like Portugal, for example,
one in every eight local firms has embraced some form of international investment,
most towards emerging markets. By tackling this VM supply need, they not only
became multinational firms, but they often were given further responsibilities in

development through the adaptation of components plant to particular conditions.
2.4.3 Concentration: mergers and acquisitions
The automotive industry exhibits a strong market concentration. According to Vickery

(1997), in 1996, the 20 biggest automakers were responsible for more than 90% of

world output, while the four biggest accounted for a share above 40%. Since then, the
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concentration ratios increased again, namely as a consequence of the alliances
between Daimler and Chrysler, Renault and Nissan, and GM and Fiat, as well as the
acquisitions of Volvo and Saab by Ford and GM respectively. The motor vehicle
manufacture is now in the hands of a small number of very large firms (Dickens,
1998). The wave of mergers and acquisitions that has swept the automotive industry
will probably continue during the next few years but at a slower pace (Monteiro,
2001). Analysts anticipate that, within 5 to 10 years, fewer than 7 automakers,

operating with a minimum 10% share in a region, will dominate the industry
(Monteiro, 2001).

In previous mergers, market overlap has generally been avoided. Also the different
brands existing within the groups have been maintained. In a period when differences
between distinct models within the same group have, progressively, been eroded,

brands are becoming the principal distinguishing factor between vehicles.

While the reasons underlying merger and acquisition decisions may vary among VMs,
the high level of concentration in the motor vehicle manufacture is largely the result of
the drive to achieve efficiency in: (a) technology, through the development of new,
common technical solutions or the sharing of specific technologies; (b) production,
encompassing co-production agreements and common use of manufacturing platforms
to benefit from economies of scale, and (c) marketing, through reciprocal marketing

agreements to counter situations of excessive market segmentation.

This concentration and the move carried out by some final assemblers towards world
car programmes, will have significant repercussions on the relationships with

suppliers. Capacity may be a main issue that suppliers will have to deal with, if they

want to maintain a first tier position. In fact, since most mergers are partially based on
exploiting the cost benefits of using the same components in different models and
brands, suppliers may have: (a) to boost production capacity in order to supply a
group as opposed to supplying a single VM, and (b) to follow VMs irrespective of
assembly plant location (see Section 2.2.2), as such, to invest in creating capacity

where 1tis needed, that is, near the assembly plant. Some suppliers have met this
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challenge by establishing joint ventures and acquiring firms in the countries where

VMs have manufacturing facilities (e.g. Portugal).

For Clark and Veloso (2000) it is undeniable, that concentration was a pervasive
phenomenon that has also affected component manufacturers. For example, in 1997,
the 4 biggest component manufacturers (i.e. Delphi, Visteon, Bosch and Denso)

accounted for 29% of the sales of the 50 biggest component manufacturers (Stephan
and Pfaffman, 1998).

244 Strategic alliances

In some instances alliances involved equity swaps and links between final assemblers,
as well as the creation of joint ventures. Examples of these include Auto-Europa in
Portugal, in the 1990s, and Nedcar, launched by Volvo and Mitsubishi in cooperation
with the Dutch public authorities. The strategic goals behind these moves are

concerned with size and the creation of synergies to enable the leveraging of the

capabilities to cofnpcte globally. However, a number of alliances have shown to be

relatively volatile.

According to a report of the Automotive Consulting Group (ACG) (Virag and Mount,
1998), strategic alliances are being created between all types of suppliers in all vehicle
product areas. As global sourcing becomes more prevalent, strategic alliances between
suppliers on different continents or in different countries are increasing. In terms of
the vehicle area, suppliers are establishing strategic alliances both within and outside
their vehicle area to be able to supply systems in accordance with the requirements of
their customer base. The same report listed a number of drivers for strategic alliances
between suppliers. Many have hoped to expand their customer base and product lines,
to increase their global capabilities, to become a full service supplier, or to enhance
product margins. Others have made that decision due to a request or demand of one or
more of their VM customers. Supplier alliances take a variety of forms. In their
broadest sense they can be either formal or informal. Formal alliances include
mergers, acquisitions, joint ventures and licensing agreements. Informal are usually

due to small scale deals. They are characterised, among several features, by synergy,
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collaborative strategy development, sharing of benefits and risks, mutual incentives to

improve products and processes and information sharing (Virag and Mount, 1998).

2.4.5 Standardisation

Standardisation appears through: (a) the use of standard designs (also known by
follow design); (b) the use of common suppliers across markets (also known by follow
sourcing); (¢) development of common platforms, and (d) the implementation of
standard processes in vehicles of similar dimensions. The primary objective

underlying standardisation is the reduction in product and process development costs.

There is a tendency for design adaptations for the local market to be carried out in the
home country. The consequence of this is that the resulting advance towards
technological capability in host countries (e.g. Portugal) is very limited (Humphrey,
Lecler and Salerno, 2000).

An important effect of standardisation is the creation of manufacturing plants that are
able to produce various vehicles simultaneously (the so-called global car), by using
common platforms in vehicles of similar dimensions, and thus respond to sudden
changes in demand. Underlying the use of platforms is not only the search for
economies of scale (Lung, 2000), but also for the increase of the life cycle of the
components, in order to guarantee increased competitiveness of the products by

decreasing unit costs associated with development and production.

In Western Europe, the number of mainstream light vehicle platforms, used by the
major final assemblers, is expected to fall from approximately 67 in 1998 to 52 in
2005 (Group Global Interest, 1998). Particularly in the European market, market gains
tend to be based on the differentiation and in the development of market niches, which
causes the number of vehicles based on the same platform to be higher than in the case
of vehicles produced for the American market. This difference has a double effect.
Firstly, the differentiation associated with different market segments reduces the range
of the use of the common parts, and secondly, the American groups tend to relocate

the development centres associated with the low and medium segments to Europe.
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The final assemblers strategy of standardisation affects the direct suppliers, who try to
spread out costs, and benefit from economies of scale and scope, by using complex
components (which entail major investments in R&D) in vehicle models produced
globally, and sometimes by using the same components on different models (Lung,
2000). From the suppliers’ point of view, increased pressure will be put on production
capacity, since VMs tend to decrease the number of first tier suppliers. Whereas for
the larger suppliers this may mean greater levels of specialisation, in case of smaller
suppliers that wish to maintain a first tier position, the answer may be in increasing

overall production capacity (Monteiro, 2001).

2.4.6

Modularisation

The employment of modules (i.e. integrated parts, such as a door) is increasing. The
attribution of responsibilities to the more integrated parts suppliers is an attempt for

the final assemblers to reduce assembly time and to reduce the costs associated to it,
and as a result, give the suppliers a greater margin for the exploitation of innovations

associated with the supply of integrated parts.

2.4.7 The restructuring of the supply chain

The final assemblers have been developing great efforts towards lean production, not
only in terms of the manufacturing process, but also in terms of the size of the
assembly plants. As a result, the final assemblers have been transferring
responsibilities to some suppliers in terms of development of components or parts, and
design and assembly of systems and modules, and standardised platforms. The trend
towards -increasing delegation of design responsibility means that suppliers must
ensure that they compete not just on product design but also on the quality of service
they provide to the final assembler. Many VMs have suggested they will keep future
specialisation in the areas of vehicle design, final assembly, marketing and sales. As

the suppliers take on more responsibilities, they tend to also restructure themselves.
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The important tendencies underlying final assemblers’ strategies have directly
influenced the role and the technical, technological and financial behaviour of the
component suppliers, which have been acquiring an increasing importance within the

industry. Nowadays, suppliers’ positioning seems ever more dependent on taking over

activities that are being abandoned by final assemblers.

This new equilibrium point can only be struck if the number of first tier direct
suppliers with whom VMs interact is substantially smaller than it is today. The strong
pressure towards the reduction in the number of suppliers that interact directly with
final assemblers, motivated by the demand for greater efficiency in supply, is evident
(Aller, Ubillos, Beldarrain and Garcia, 1999; Calabrese, 2000; Lagendijk, 1997).
Bates and Croom (1998) demonstrated that final assemblers now recognise the
importance of minimising their direct interactions with the supply base, while

recognising that in certain technological situations this would not be suitable.

As a consequence of the reduction in the direct supply base of the final assemblers,
some suppliers will tend to abandon this industry. Others will seek for a strategy based
on the continuous improvement imposed by the high level of demand of the final
assemblers, and on the increase on the number of services supplied to them. Final
assemblers, on the other hand, tend to reinforce pressure on suppliers by promoting
the competition between them in the assignment of business. The direct suppliers of
the final assemblers tend to repeat upstream the pressure felt downstream on their
activity, so as to maintain their competitive positioning. As a consequence, the

traditionally called second tier supply base finds itself under similar pressure to

reorganise.

As an answer to this set of pressures directed towards the reorganisation of the supply
structure, the existing suppliers seek a new and stronger positioning, according to the
following possible scenarios: (a) sell the business; (b) move up in the hierarchy
(through moving from the manufacture of components towards manufacture and
assembly, and from this last phase to system production and finally module

production), and (¢) consolidate position (this involves the permanent search for
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product development and the implementation of strategies based on decisions, related

with for example, flexibility quality and cost).

These trends brought changes in the structure of the supply chain, which are causing it
to diverge from the traditional organisation in tiers (see Section 2.1.3). Today,
suppliers are increasingly characterised and distinguished by their function and
capabilities and less in accordance to their position in the supply to the assembly lines.
As a result of the IMVP Program, the following typology of suppliers was established:
(a) system integrator; (b) system manufacturer; (c) assembly manufacturer; (d)
component manufacturer, and (¢) suppliers of raw materials and suppliers of

specialised equipment and tools.

The key players in the industry are facing a double process of repositioning
(Lagendijk, 1997). On the one hand, final assemblers are engaged in a struggle for
dominance. On the other hand, firms are reconsidering their position in wider socio-

political contexts, particularly in Europe.
2.4.8 Increasing partnering agreements and collaboration practices

According to Bertodo (1990), partnering agreements and collaboration between
complementary companies are set to become the key automotive strategies of the

1990s (see Section 2.5 for further details on partnering throughout the 1990s and in
the early 2000s).

2.5 An evolutionary perspective of buyer-supplier relationships

The three ages of production referred to in Section 2.1 highlighted a number of

alternative relationship-types of VM-supplier relationships.

Lamming (1993) was one of the first authors to discuss the nature of VM relationships

with their direct suppliers. In a four-phase model, which charts their history, Lamming
describes the following four stages of BSR: traditional (before 1975), stress (from

1972 approximately to 1985), resolved (from 1982 approximately to 1990) and
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Japanese (from 1990 onwards). The fourth model is an amalgamation of Japanese

practices and the enduring co-existence of the stress and the resolved models.

The traditional model (in the period before 1975) was characterised by low pressure in
the relationships, in a flourishing market where the lack of effective competition did
not require improvements. The stress model (1972-1985) featured fierce and chaotic
competition, high pressure in the relationships and a generalised conflict climate. In
the resolved model (starting from 1982), relationships in the true sense of the word
began to emerge, with a redefinition of roles; some collaboration was arising despite a
still closed competition, as well as a certain sense of relief in the relationships. The
partnership/Japanese model began to be adopted from 1990 onwards, even though no
company was practicing it integrally; in this model there would be a more
collaborative competitive climate and a high degree of stress in relationships, due to
the higher level of requirements imposed on the partners. The fourth model is an
amalgamation of Japanese practices and the enduring co-existence of the stress and
the resolved models. The author pointed out that, in particular relationships, as well as
in national situations, characteristics of different models might co-exist. It has been

recognised (e.g. Cousins, 1994) that these models fail to typify the complexity of the

practical business situation.

Before the 1970s

Dickens (1998) reported that before the 1970s, during the so-called period of mass
production, the American and European final assemblers established low cost
objectives, which led them to search the world for low-cost component suppliers and
develop relationships with their suppliers based on short-term, cost minimising
contracts. The close geographical proximity of buyer and supplier, which had been a
feature of the early years of the industry, began to break down as developments in
transports and communications started to evolve, facilitating long-distance
transactions. Dickens described the buyer-supplier relationships, at the time, as

distant, both functionally and geographically.
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During the 1970s

The literature (e.g. Thomas and Oliver, 1991) often talks about “traditional”

approaches to supplier relationships when referring to the Western methods that were

used in this period. Others such as Carlisle and Parker (1989) talked, instead, about an
“adversarial” approach whose underlying assumption is one of a relationship between
a buyer and a supplier where there is a one-off exchange of goods for money aimed at
achieving the best price possible for the buyer. This approach is well illustrated in
Porter’s (1985) model of strategies towards buyers and suppliers, which essentially
advocates the creation of bargaining power relative to the focal buyer or supplier. This
approach assumes an inherently adversarial interaction between firms. Moreover, the
recommended strategies follow from an overall objective of extracting concessions
from the exchange partner. The overall implication of Porter’s model for purchasing
strategy 1s for buyers to deliberately keep suppliers at arm’s length and to avoid any
form of commitment (Heide and Stump, 1995). Carlisle and Parker (1989) observed
that both buyers and suppliers, in most manufacturing chains, seemed to spend their
energies too often in sophisticated forms of bargaining in hopes of making their own

piece of transaction pie larger than the one received by the other party in a win-lose

approach.

Throughout the 1980s

Brennan (1997) reported that, during the 1980s, the final assemblers recognised that
competitive success would increasingly result from product innovation, quality and
speed to market, combined with high cost performance. He observed that to achieve
this, the final assemblers felt compelled to maintain constant pressure on their
suppliers, despite the recognised advantages of the establishment of stable buyer-
supplier relationships with a high degree of trust, extensive sharing of information and
joint work to bring improved products to the market or, in other words, collaborative
relationships. However, as Leverick and Cooper (1998) reported, up until the early
1990s, the typical US and European model of supplier management was one of short-
term, relatively adversarial relationships between final assemblers and suppliers.

Furthermore, within these relationships the final assemblers undertook the majority of
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design and product development work, and the supplier was chosen on price

considerations.

Throughout the 1990s

Western VMs have realised that the adversarial approach to buyer-supplier
relationships is no longer viable. Dyer (1994) noticed that US managers knew that the
success of Japanese automakers stems to a great extent from their close relationships
with suppliers. In the view of Hyun (1994), Western companies, as a result of this
perception, restructured their supplier network and relationships. Hyun stated that

these restructurings evolved around the following directions:

a) More cooperation
Increased cooperation where both the final assemblers and the suppliers

collaborate to reduce the production cost, to improve quality and delivery

and to increase innovation.

b) More coordination
More co-ordination appears as the result of the increased cooperation
between final assemblers and suppliers, which implies the synchronised

management of the interfacing activities.

c) More communication
More cooperation and more coordination demand more communication. To

facilitate communication EDI systems were implemented.

De Banville and Chanaron (1999) demonstrated that collaboration and partnering
relationships among final assembers and parts and component suppliers grew
exponentially during the 1980s and 1990s. According to these authors partnering
agreements were driven by a variety of logics: economies of scale and/or variety
(scope) in production, technological and organisational learning, economies in
rescarch and development, and savings in localisation. In this context, final
assemblers-suppliers partnering relationships, characterised by highest levels of

collaboration, have increasingly become the norm (Virag and Mount, 1998).
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Not all authors share this view and not all studies got to the same conclusions about
the development of buyer-supplier relationships within the automotive industry in the
last decade. For instance, Brennan (1997) demonstrated that in the 1990s, in Western
countries, there were still buyers emphasising cost reduction above other aspects, and

suppliers who restrict information disclosure to their customers with fear that it will be

used against them.

Lagendijk (1997) also demonstrated how final assemblers have used collaborative
strategies with suppliers primarily for their own strategic benefit. According to this
author, most final assemblers have imposed, rather than negotiated predefined
collaborative styles of interaction on their suppliers. Lagendijk argued that the
collaboration strategy was not born out of a genuine wish to change the position of the
suppliers and to improve quality, but of the need to find response to rising
competition. Lagendijk views collaboration, and partnering in particular, as a survival
strategy of the final assembler in which cost-cutting takes prominent place. This
opinion is shared by Aller, Ubillos, Beldarrain and Garcia (1999) who also see final

assemblers as having changed their relational strategies in an attempt to lower costs.

These views were confirmed by other studies of the automotive industry, which had
concluded that the meaning of the term “partnering” was not reflected in its
application. For instance, the report written for the Department of Trade and Industry-
UK (Lamming, 1994) showed that, in UK, there was a large degree of rhetoric and
little actual translation of collaborative practices between VMs and their suppliers,
into real partnering. The main findings pointed out some progress towards the
implementation of partnerships that had been made, but they were limited to a few
firms. Overall, the scenario was one of a sense of confusion and disillusionment with
the concept of partnering, much due to the discrepancy in approaches and application
by the VMs involved in the study (Wyatt, 2001). Authors such as New and Burnes
(1998) suggested that there were signs that some partnerships were not providing all

of the benefits anticipated. These authors stated that it was buyers who would tend to

win and suppliers who would tend to pay. Helper and Sako (1995) indicated that

performance improvements often came at the suppliers’ expense. These authors found

that suppliers were stockpiling inventory to meet the JIT delivery demands of their
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buyers, and in addition that buyers often obtained price reductions by reducing
supplier margins rather than supplier costs. Turnbull, Oliver and Wilkinson (1992)
suggested that Europeans were not wholeheartedly behind the partnership movement.
Bresnen (1996) stated that the notion of true partnership was misleading, since new
terms and conditions were often simply those imposed by more powerful
manufacturers on dependent suppliers. Bresnen took his argument a step further by
suggesting that partnerships were simply another form of control mechanism for the
buyer. In a survey conducted in conjunction with A. T. Kearney, Burmnes and New

(1996) found that the terms “partnership” as well as “partnering” were becoming

devalued through over use and abuse and, as a result, were difficult to define and

execute.

However, in Japan, the most used contract between a final assembler and supplier is
based on collaboration. Stuart and McCutcheon (1996) recognised that in Japan a
movement in supplier management has been the increased development of closer ties
with selected supplier firms, with broadened expectations about what both buyer and

supplier receive through their ongoing relationship.

In the early 2000s

Component suppliers are increasingly involved in different kinds of functional
relationships with the final assemblers, as these are passing on more responsibility to
the suppliers. Furthermore, different types of buyer-supplier relationships are
established. They are part of the series of technological and organisational changes,
which occurred in the automotive industry. These were summarised as follows
(Wyatt, 2001):
a) Technical collaboration
Technical collaboration is associated with new product development, and

improvement of production processes or technical suggestions. Nonetheless,

the level of collaboration depends on the technological capabilities of all

parties.



b) Multi-functional involvement

Multi-functional involvement is inevitable for relationship management, as

collaboration becomes more technological.

c) Restructuring of the supplier network
The trend in the reduction of the number of suppliers leads to further
industrial concentration with more technological competition, wherein some
suppliers try to become specialists in high technologies to keep their

position as preferred direct suppliers of the final assemblers.

d) Supplier network cooperation

Supplier companies share and exchange experiences or even resources.

e) Increased multi-directional information flows

Communication exchange between the final assemblers and the component

suppliers is increasing. In addition, information flows are multi-directional

within the supplier network.

Overcapacity, slow growth in the major markets and the intense pressure on costs has
led to an increasing amount of collaboration between the assemblers (Calabrese,
2000). The progressive integration of buyers and suppliers becomes evident in the
implementation of specific co-ordination mechanisms (e.g. JIT) and the widespread
use of information technology. Moreover, other forms of alliances take place, varying
from loose arrangements to increase manufacturing capabilities, through joint
development projects to complete mergers or takeovers. It appears that firms are
seeking to combine their strengths and overcome weaknesses in a collaboration that is
much broader and deeper than the typical marketing joint ventures that were used
previously. Competitive advantage is now dependent on an entire network of
organisations (i.e. VMs, their first direct suppliers, their second tier suppliers, etc.) and
competition is no longer at the individual firm level (Purchase, 2000). Rather,
networks are competing with networks (Dyer, 1994). For a network to be competitive,
VMs need to work alongside the components industry to make it viable and strong
(Boston Consulting Group, 1993). Despite the intensive cooperative activities that are

observed and recommended, for American and European automotive manufacturers,

the BSR continues to be extremely tense (Calabrese, 2000).
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Langfield-Smith and Greenwood (1998) suggested that the transition to cooperative
relationships between buyer and suppliers may be difficult to implement for Western
final assemblers, due to high levels of complexity, long lead times and the adversarial

supplier relationships of the past. If, for some authors such as De Banville and

Chanaron (1999), the duration and the acceleration of this process remain open to
question, for Freissenet and Lung (2000), the tendency for collaboration between final
assemblers and suppliers 1s inevitable. This is because global scale product
development requires new methods in relation to the management of relationships
between the different services and departments involved in the design of a global car.
Calabrese (2000) noted that the increasing outsourcing of production to suppliers
pushes buyers and suppliers into cooperation. Despite the existent different opinions,
1t appears undeniable that the Western automotive industry is moving away from its
traditional philosophies and structures for supplier relationships (Calabrese, 2000).

This author claims that the actual approach is from adversarial relationships to more

collaborative ones.
2.6 Conclusion

This chapter has shown how the automotive industry has been evolving since the
1920s and it continues to evolve as a result of many forces of change that have been of

influence over the last two decades. The automotive industry has been influenced by

three groups of forces:

a) One is largely the result of the implementation of corporate strategies (e.g.
Internationalisation, investment, production, purchasing, and assembler-

supplier relationships).

b) A second group of factors is largely outside of the control of the automotive
manufacturers. These include the macroeconomic, regional, sectoral and
environmental policies adopted by the governments. The automotive
industry is thus greatly influenced by the reorganisation of the global

economic and political space. For example, economic integration in Europe,

offering new opportunities for the automotive industry.
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c) The third group of factors includes the specific characteristics of production
and demand in emerging markets. The future development of the
automotive industry will be influenced by the ways in which the global

strategies of the companies deal with these local realities.

Cars were first manufactured using craft production techniques developed in Europe
in the late 19™ Century. Craft production involved the work of highly skilled,
independent component manufacturers and the fitters in the coordinating
manufacturer. Craft production was overtaken by mass production in the early 20™
Century; an approach developed in the US to standardise vehicles and reduce costs.
Mass production is characterised by high levels of supplier integration and aggressive
outsourcing of simple parts. The dominance of the mass producers of the US and
Europe lasted until the early 1970s. At this moment the period of the stability in the
automotive industry came to an end. Western VMs faced increasing external pressures
and heightened internal competition, particularly from the Japanese, who came to
prominence with lean production techniques, removing waste, increasing flexibility
and improving the quality of the final product. Lean producers engage in obligational
contracting with their suppliers, where suppliers remain independent but tied together
through equity stakes. Initially the first reaction of Western automakers was to use
suppliers as a focus for cost reduction, creating strongly adversarial relationships and
ultimately damaging the competitive status of the components industry. It then
became clear that Western automakers were looking to imitate the Japanese through
the implementation of lean production methods and the reduction of their supply base.

VMs moved towards globalisation, consolidating their operations through alliances

and mergers.

The move from adversarial to collaborative relationships with suppliers constitutes a
major shift in approach for the Western automotive industry. Collaboration within the
automotive industry has arisen out of a need to strengthen the industry in a time of
maturity and over-capacity. It reflects the acceptance in the West of the competitive
advantage demonstrated by the collaborative approaches of the Japanese. There is no
blueprint for Western manufacturers to copy. The Japanese developed an industry that

is appropriate for their culture and their work philosophy. Western firms have been
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blurring their established boundaries and engaging in forms of collaboration that
resemble neither the familiar alternative of arm’s length market contracting, nor the
former ideal of vertical integration. Western manufacturers have emulated various
elements, attempted a shift in philosophy but ultimately are adapting what they have

learnt from the Japanese to suit a different context.

After years in which “lean production” has been at the top of final assemblers’
agendas, the end of the reorganisation of the industry seems not yet in sight
(Lagendijk, 1997). It is the view of Bates and Croom (1998) that, despite the final
assemblers’ expressions of confidence in the health of the market, and in their own
ability to satisfy the customer, the automotive industry is still facing significant
challenges, including: (a) over capacity in the market; (b) the need to reduce costs; (c)
the challenge of being innovative even with a mature product; (d) shortening product

development lead times; (€) resolving the conflict between standardisation and

customisation, and (f) improvement in buyer-supplier relationships

If the challenge facing the automotive manufacturers in the 1980s was how to change
their industrial model, that of the last decade has been how to reorganise
internationally (Freyssenet and Lung, 2000). Moreover, competitive advantage is now
dependent on an entire network of organisations (i.e. VMs, their first direct suppliers,
their second tier suppliers, etc.) and competition 1s no longer at the individual firm
level. Rather, networks are competing with networks (Dyer, 1994). For a network to
be competitive, VMs needed to work alongside the components industry to make it

viable and strong (Boston Consulting Group, 1993).

From the literature review it has become clear that largely missing in the reports and
empirical studies on the automotive industry is an analysis of the internationalisation
courses followed by automotive companies in terms of the inter-firm collaborative and

partnering strategies that have been applied in specific contexts at different points of

the respective automotive multinational networks. This suggests that there are issues

related to inter-firm collaboration and partnering within the automotive industry,
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which require further investigation. The next chapter will describe predominant
thinking on these topics in order to give the reader the theoretical context for the

research.
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Chapter 3

Inter-Firm Collaboration and Partnering

This chapter will start by reporting a variety of definitions on inter-firm collaboration
and partnering, which on its own will give the reader an idea of the complexity of
these concepts. Then it will review main contributions of some theoretical
perspectives to the understanding of these topics. These are: the resource based view
theory, transaction cost analysis and network theory. The chapter will go on providing
a short overview of partnering related issues, including disciplinary perspectives,
characteristics, and influencing factors. In this chapter the conceptual framework that
was used as a basis for the empirical work, will be introduced. This framework

contemplates defining variables of partnering, which the researcher has found in the

literature.
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3.1 Introduction

A review of literature, originated from several fields of research, has shown a wide
range of work written on inter-firm collaboration and partnering. Theoretical
perspectives, models and typologies on business relationships have included in their
frame of analysis these topics. In what concerns theoretical perspectives, the diversity
in theoretical backgrounds presents some problems as to how to order the
development process of inter-firm collaboration and partnering. A great amount of

research on BSR has focused on a debate regarding the need for closer relationships

between buyers and suppliers (Lamming, 1996). The arguments start with the theory
of the firm of Coase (1937) and the transactional economics work of Williamson
(1975), and proceed with the concepts of inter-organisational relationships of writers
such as Van de Ven, Emmit and Koenig (1975), which are at the basis of the
development of the network concept as opposed to supply chain (Lamming, 1996).

This research interest on inter-firm collaboration and partnering has accompanied the
many changes and competitive trends in recent years in the world’s automotive
industry, which have forced firms to look at adding value and reducing costs. These
changes and trends include increased globalisation of both sources of supply and
markets and higher levels of quality consciousness (Hendrick and Ellram, 1993). As
Womack, Jones and Roos (1990) mentioned, these changes have brought cost
reduction programs, quality improvement initiatives, inventory reduction programs,
carly supplier involvement in product design and increased emphasis on cycle-time
reduction. Japanese firms, followed by Western companies, found that a way to
reduce costs was to work closer with their suppliers. The philosophical underpinnings
of this approach, often designated indistinctively by collaboration, cooperation
(Young and Wilkinson, 1997), closeness (Ford, 1998), partnership, partnering,
strategic alliance (Spekman, 1988) or co-makership (Bevan 1987), originate from
Deming’s (1986) fourteen points on quality, which were developed in the late 1940s

(Cousins, 1994). Deming argued that firms should work more closely with fewer

suppliers to facilitate communication flows and to achieve the maximum of synergy

from their relationship (Cousins, 2002).
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3.2 A discourse on inter-firm collaboration and partnering: definitions

Despite the diverse terminology used interchangeably to express one of the several
alternatives of people’s interpretation of their goal interdependence (i.e. closeness,
collaboration, cooperation, partnership and partnering) (Young and Wilkinson, 1997),

there have been attempts to define, distinguish and establish the frontiers between

terms.

For instance, Bello, Lohtia and Dant (1999) defined collaboration as the joint action of
buyer and supplier personnel, which results in an interpenetration of organisational
boundaries due to the sharing of resources and responsibilities as the personnel from
the two firms conduct activities in a highly coordinated and integrated way. Spekman,
Kamauff Jr. and Myhr (1998) referred to collaboration as the highest level of intensity

in the exchange between trading partners, which requires high levels of trust,

commitment, information sharing and a shared common vision of the future.

In turn, Ellram and Hendrick (1995) provided a distinction between partnering,
cooperation and collaboration. The authors considered that partnering relationships go
beyond cooperation (i.e. relationships that exist to improve operating procedures and
efficiency) to include collaboration (i.e. relationships that exist to develop new

products and/or new technologies).

For Hendrick and Ellram (1993) partnership is the concept, whilst partnering refers to

the associated activities and the process of interchange.

Recent definitions of collaboration and partnering seem to go in parallel with the

recognition of the complexity (e.g. Cheung and Turnbull, 1998) and variety of
relationships (e.g. Gadde and Hakansson, 2001) that can arise as a result of an

interactive process. This appears to be apparent in subsequent views on inter-firm

collaboration and partnering.
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As a result of the governance mechanisms or the way economic activity is organised,
relational forms (i.e. types of relationships) occur. Some authors describe relationships
within a continuum ranging from one extreme to another opposite extreme (e.g.
MacNeil, 1980; Matthyssens and Van den Bulte, 1994; Sako, 1992; Wilson and
Vlosky, 1997). Some others follow this view of a continuum or spectrum of
relationships but consider many variations of collaborative relationships in between
the extremes. Some of these classifications of intermediate relational forms appear to
be broad and qualitative in nature (e.g. Lamming, 1993) whilst others have devised a
detailed approach, which permits quantitative measurement of the buyer-supplier
relationship (e.g. Sako, 1992). Contrary to this view of a continuum of relationships
with two opposite extremes (e.g. Sako, 1992), lies Young and Wilkinson (1997) for
whom collaboration and competition emerge as separate dimensions rather than
opposite poles of the same dimension, suggesting that relationships comprise different
mixes of each other rather than being one or the other. Competition is seen as a form
of opposition, which is object-centred, indirect and impersonal. Collaboration is
defined as involving a combination of object-centred and collaborator-centred activity
based on compatibility of goals, aims and values. Young and Wilkinson also stated
that relationships are multi-dimensional, including both elements of collaboration and
competitiveness. This view of a firm conducting a number of different relationships at
the same time, and at different levels is gaining ground (e.g. Araujo and Mouzas,
1997; Mudambi and Helper, 1998). Similar to Young and Wilkinson’s perspective is
the one claimed by Mudambi and Helper who admitted non collaborative behaviour
within a context of formal collaboration. Cox (1996) suggested that organisations
require an awareness of the benefits of both competitive and collaborative strategy and
need to operate along both dimensions. In other words, there is a need for senior

managers to start to conceive a strategic view of the right mix of competitive or

collaborative relationships within the external supply chain.

Veludo and Macbeth (2000), in turn, defined buyer-supplier partnering as “a
purposeful strategic relationship-type, precisely and clearly established between a

buyer and a supplier who share compatible goals, strive for mutual benefits, and in

which the mutual dependence requires mutual efforts to ensure that the commitment is
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both sensibly targeted and effectively managed” (p.798). This definition reflects a
recent trend, which considers partnering as a strategic collaborative relationship-type
within a portfolio of relationships (e.g. Ford, 1998). Veludo and Macbeth view
partnering as a “relationship type that has to be defined and targeted at the start of a
learning process leading to previously agreed objectives” (p.803). The authors have
distinguished partnering, as a formal arrangement, from vertical collaboration
comprising both the set of joint activities practised by buyer and supplier and the
parties’ behaviour (which is a combination of co-operative and non co-operative
behavioural features). Moreover, Veludo and Macbeth view partnering as a wide
combination of possible features which may differ from one dyad to another but have
in common those “necessary and sufficient conditions™ that constitute the core of the
partnering approach. In this line of thinking Bensaou (1999) had distinguished
collaborative relationships (within the scope of straightforward transactions) from

relationships that are strategic partnerships. In this case, long-term commitments and
substitutability of suppliers are the variables the author takes into account to

distinguish both types of relationships.

From the above discourse on inter-firm collaboration and partnering it can be inferred
that partnering is a complex concept (Lamming, 1993). As Burnes and New (1996)

mentioned, there is no agreed definition of partnering.

33 Contributions of theoretical perspectives to the understanding of

inter-firm collaboration and partnering

Researchers have adopted different theoretical perspectives such as resource based
view (RBYV), transaction cost analysis (TCA) and network theory in order to explain
relationship governance. These three perspectives appear to be particularly relevant to
the study of partnering and collaboration within the automotive industry, which is an
industry of large MNCs with activities organised on international integrated networks,
as the following authors will demonstrate. According to Fynes (1998) these theories

have all contributed to the modelling of buyer-supplier relationships both in the

identification of the underlying dimensions of relationships (e.g. trust, adaptation) and
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in the selection of the unit of analysis (i.e. firm, dyad or network). Furthermore Doran
(2001) observed that in recent years there has been a growing interest in applying
TCA within a supply chain context, in which partnering fits. Moreover TCA has been
used to address a wide range of topics related to co-operative strategy and strategic

alliances such as modes of entry to foreign markets and the selection and structuring

of alliance forms (Child and Faulkner, 1998). Finally, it is the view of Ghoshal and
Bartlett (1990), and Tseng, Yu and Seetoo (2002), that the network theory provides a

more accurate description of MNC operations than the traditional views of

organisation.

Transaction cost analysis

TCA developed by Williamson (1975, 1985), was originally inspired by Coase’s

(1937) work. TCA emphasises the efficiency and cost-minimising rationales for
collaboration (Child and Faulkner, 1998).

Within TCA it is assumed that a firm will be able to reduce transaction costs (relating
to exchange, contract and control) with its suppliers by reducing the supply base and
by entering into close and long-term collaboration with its key suppliers (Child and
Faulkner, 1998). It is recognised that close relationships, however, involve the risk of
opportunistic behaviour (Child and Faulkner, 1998). Therefore, it might be necessary
to include safeguards (e.g. penalty clauses related to poor delivery performance or
quality products) and credible commitments (e.g. joint investments in specialised tools
and equipment, joint training programmes and exchange of employees between the

firms) in supplier agreements (Child and Faulkner, 1998).

Whilst TCA provides a framework for exploring the choice between market and
hierarchy as governance modes, it does not take into account how the relational

aspects of collaboration evolve over time and which affect the nature of the
transaction themselves (Child and Faulkner, 1998).
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Resource based view theory

Young, Bell and Crick (2000) noted that the RBV is not a single or integrated
perspective, but rather a set of contributions published mainly since the early 1980s,
which suggest a wide variety of ways in which a firm can obtain the supply of
resources critical to its survival and growth. According to these authors, a firm’s
resources and capabilities may be generated from either inside or outside the firm. For
example, strategic alliances represent a way of enhancing competence through
accessing the expertise possessed by partners, reducing risks, achieving economies of
scale or learning through joint R&D (for more examples within the automotive
industry see Section 2.4.4). Skjoett-Larse (1999) pointed out that the RBV
recommends companies focus on their core competencies and develop capabilities
which are valuable, difficult to imitate, and socially complex. He considered the
development of partnerships as examples of distinctive capabilities, which have those
characteristics. With its focus on needed resources, the resource based view of the
firm (RBV) indicates that, when resources and competencies are not readily or

sufficiently available to firms, these are more likely to establish linkages with other

entities.

Skjoett-Larse contended that this perspective provides a good description of the inter-
organisational processes that develop between the partners in a long-term relationship.
Despite the contributions that this theory may bring, the author pointed out as one of

its limitations the fact that there is no operational definition of resources, capabilities

and core competencies.

Network theory

Network theory derives from social psychology and inter-organisational theory.
Grandori and Soda (1995) noted that this theory has become increasingly important

due to its capacity for explaining co-operative organisational interdependences.
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A central construct to this theory is the network concept. The network concept was
initially applied to describe the social relationships among individuals (e.g. Tichy,
Tushman and Fombrun, 1979). Since the 1980s, the network concept has become
Increasingly prevalent and important for the strategic management and organisation of
firms (Ebers and Jarillo, 1997). Later, as co-operative strategies in business became
more popular, researchers then applied the network concept to strategic management
(Johanson and Mattsson, 1987). Nowadays the concept is used in a variety of
perspectives, including organisation theory, communication theory and small group
theory (Grandori and Soda, 1995). As the concept has been widely used, the term
network has lost precision (Nohria and Eccles, 1992). According to Araujo and Easton
(1996), some researchers use the term network as an illustrative metaphor. This means
that the concern is more with social and economic processes, and structures are

regarded as the temporary effects on these network processes.

Network is a concept also used by authors such as Ghoshal and Bartlett (1990), and
Tseng, Yu and Seetoo (2002) to refer to a particular type of organisation. Tseng, Yu
and Seetoo view a network as a mode of organising economic activities through inter-

firm co-ordination and co-operation.

The literature seems to suggest two different interpretations of the network
organisation: the organic organisation and the small central organisation. The organic
organisation is designed to handle tasks and to contend with environments that
demand flexibility and adaptability (Kanter and Eccles, 1992). The other interpretation
1s that of a small central organisation which relies on other organisations to perform
some of its business functions. In this case, the network organisation is viewed as a
group of specialised units co-ordinated by market mechanisms, instead of a chain of
command (Miles and Snow, 1992). Achrol (1999) advocated that all organisations
have internal networks and that all participate in external exchange networks. Achrol

defined a network organisation as a network of exchanges linked by the multiplexity

and reciprocity of the ties among its members.
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The MNC has attributes similar to those of a network organisation (Tseng, Yu and
Seetoo, 2002). During the last decade, it has become more and more prevalent to refer
to the MNC as an inter-organisational network (Birkinshaw, Holm, Thilenius and
Arvidsson, 2000), and as a web of exchange relationships among different
organisational units, both inside and outside the MNC (Nohria and Ghoshal, 1997). A
MNC has been conceptualised as an inter-organisational network that is embedded in
an external network consisting of all other organisations, such as customers, suppliers,
and governmental institutions, with which the MNC must interact (Ghoshal and
Bartlett, 1990; Andersson and Forsgren, 2000). A subsidiary, as a member of a MNC,

is part of the network organisation, while having its own network (Tseng, Yu and
Seetoo, 2002).

Networks comprise three sets of inter-related elements or dimensions: actors,
resources and activities (Hakansson and Snehota, 1995). Actors are entities involved
in activities to convert resources to finished goods and services for consumption by
end users. In other words, actors are defined by the activities they perform and the
resources they control. Therefore, actors are both resource holders and resource users.
They possess different resources, depending upon the nature of the global
environment they are working in and the position they hold in the network (Harland,
1996). One main assumption in the network theory is the dependence of the firm on
resources controlled by other firms. The firm gains access to these resources through
the interaction with other firms. According to this theory, a firm’s relations with other
firms often constitute its most valuable resource (Skjoett-Larse, 1999). For example,
firms that operate within technologically advanced lines of business do not have the
opportunity to follow the most recent technological development within all fields, due
to the high costs and high level of resources involved. By entering into close co-

operation with suppliers who maintain complementary competencies, the individual

firm will be able to make use of resources and skills controlled by other players.
Actors carry out activities; they pursue their own goals and possess their own
perceptions of the interacting party (Hakansson and Snehota, 1989). The network as
configurations of actors carrying out value activities, form the contextual domain the

firms are embedded in (Moller and Halinen, 1999). From the ongoing process of
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interaction taking place, actor bonds (AB), resource ties (RT) and activity links (AL)
emerge and evolve. Bonds between firms in a network are influenced by a number of
factors such as social, economic and technical (Easton, 1992). It is assumed (e.g.
Halinen and Tornroos, 1998; Moller and Halinen, 1999) that it is the characteristics of
network of actors and the relationships among them, which determine what activities
will be performed in the network and by whom. Furthermore, the nature of network
activities determines what resources are needed, how these resources will be acquired,
and which actors are best suited to perform various network activities. A further
assumption is that the network connects the participants through different activity

chains.

Network theory regards each firm as being engaged and operating in a unique network
context, consisting of a specific set of interconnected relationships, considered
relevant by the firm. Anderson, Hakansson and Johanson (1994) argued that every
firm should be viewed as being part of a network. Furthermore, two connected
relationships can be both directly and indirectly connected with other relationships, as
part of a larger business network. This idea has led the authors to the concept of
business networks, which they regard as sets of connected firms or alternatively as
sets of connected relationships between firms. The dyadic relationship is the unit of
primary interest within business networks. The authors argued that an essential
commonality of a dyadic business perspective and a business network perspective is a
consideration of interdependencies that exist between firms doing business with one
another and the resultant need for collaboration. Collaboration is expected to be more

or less the rule in a network (Hakansson and Sharma, 1998).

The relations between the firms are developed through exchange and adaptation
processes. Exchange processes include, for example, exchange of information, goods
and services. Adaptation processes Include, for example, mutual modifications of
products. Through interaction, the parties in a network will develop various kinds of
mutual bonds. Stability and change is another issue addressed in this theory. Networks
are considered as stable and dynamic at the same time (Easton, 1992). New relations

are established, and old relations come to an end for various reasons. Some relations
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are stronger than others. Also existing relations will change over time. Thus, a
network has a dynamic nature as it is in a permanent state of change. In this theory it
is assumed that there is a power structure where the different participants have
different powers, which determine the role and position of the individual firm in
relation to the other firms in the network. Furthermore, the perception of the firm’s

role and position in the network is essential for the firm’s strategic identity.

The network theory has been extensively used as a basis to describe the dynamics of
buyer-supplier relationships. However, it gives few normative directions as to when
inter-organisational co-operation is more efficient than alternative govemance

structures (e.g. market or hierarchy) (Skjoett-Larse, 1999).
3.4 Partnering

Literature does not seem to provide a coherent picture of partnering. The study of
partnering resulted in a degree of frustration for the researcher as definitions and
characteristics are broad and idiosyncratically selected by researchers dependent on
their particular background or area of research. Moreover, much of the literature uses
terms inter-changeably like “partnering”, “partnership” and “collaboration”, adding to
the broadness and confusion surrounding the term itself. This reveals a patchy
understanding of the nature of the concept and of how it operates. Hill summarises the
topic by stating that partnering is the relationship between two organisations in order

for them to survive within the marketplace.

For the purposes of this review the researcher will explore the broadness of the
concept to guide the remainder of this thesis. This section will then provide a short

overview of: (a) partnering related literature; (b) disciplinary perspectives on

partnering; (¢) partnering characteristics, and (d) influencing factors on partnering.
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J4.1 An overview of related literature on partnering

There 1s a body of literature which deals with a variety of issues including:
characteristics or critical success factors of partnering; benefits and risks of partnering
relationships; partnering implementation; procedures involved in identifying a suitable
partner; factors that seem to affect the willingness of companies to engage in
partnering relationships; applicability of partnering; partnering activities, and models

for partnering implementation. An overview of this literature is presented in Table 3-1
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Cyert and March

(1963)

Farmer
(1970s)
Williamson
(1975)
Ford
(1978)
Farmer
(1980s)
Porter
(1980)
Spekman and Hill

(1980)

Hakansson (ed.)
(1982)
Kanter
(1983)
Ring and Van de Ven

(1984)

| Contribution (s)

The authors introduce the stakeholder theory. A main concern of their

work 1s the effect pressure groups have upon the firm. The authors
develop methods for identifying key stakeholder groups and then

| show how the firm can manage these groups within its environment.

Topics on purchasing and supply from strategic to operational issues.

The author introduces transactional cost analysis, which is concerned

with exploring markets and hierarchies within governance structures.

Relationships are defined using “marriages™ as a metaphor.

The author focuses on the strategic importance of purchasing and

supply. Supplier selection is critical to firm’s success.

Strategic implications of the purchasing function are discussed within

the value chain concept.

The author develops the five-force model, including determinants of

buyer and supplier power. The authors focus on the strategic

| importance of purchasing and supply.

According to the IMP Group, co-operation is a product of the
exchange episodes that take place between buyer and supplier.

The author focuses on the strategic and organisational perspective on

partnership management.

The authors examine the developmental process of co-operative inter-
organisational  relationships that entail transaction-specific
investments in deals that cannot be fully specified or controlled by the

parties in advance of their execution.

Continued on next page
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Van Weele
(1984)

Porter

(1985)

Spekman
(1985)
Williamson

(1985)

Deming

(1986)

Continued

Contribution (s)

The author focuses on the strategic importance of purchasing and

supply.

Competitive Rivalry Model.

The author looks at strategic implications of the purchasing function
discussed within the value chain concept. According to the author
firms can only attain competitive advantage by aligning the buyer and
supplier value chains. The author emphasises that alliances companies
may establish are, by necessity, long-term relationships, due to the

very nature of the time taken to develop new technologies and

| approaches. The author claims that these alliances can also allow the

sharing of activities without the need to enter new industry segments.
Moreover, the forming of close working relationships or alliances
with strategic counterparts can bring the advantages of vertical
integration without the physical integration of the parties and
ultimately can lead to a distinctive competitive advantage for the

parties involved.

The author advocates that purchasing strategies must conform to the
strategic plans of the firm and reflect considerations for the firm’s

present and future competitive posture.

The consideration from markets to hierarchies is based on transaction
cost economics. Markets and hierarchies appear as two organising
principles for economic activity. According to the author the features
of a transaction, in particular the degree of asset specificity should
play an important role in the choice of a suitable governance structure.
The employment contract is the legal basis for these governance

structures, providing a structure for authority.

The author takes a quality perspective on relationship management.

Continued on next page
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Table 3-1: Partnering: an overview of related literature

Author (Year)
Spekman and Strauss

(1986)
Wilson and Mummalaneni

(1986)

Dwyer, Schurr and Oh
(1987)
Lamming
(1987)
Contractor and Lorange

(1988)

Spekman

(1988)

Carlisle and Parker

(1989)

Continued

Contribution (s)

Factors influencing the establishment and development of buyer-

supplier relationships.

Factors influencing the establishment and development of buyer-

supplier relationships.

Factors influencing the establishment and development of buyer-

supplier relationships.

The author develops the lean supply strategy.

The authors concentrate their ideas on strategic collaboration
especially in the area of technical collaboration. They extend

Hennart’s (1986) work by presenting a few more motivations for the

establishment of partnering relationships.

The author discusses both the term strategic alliances and
collaboration, specifically as they relate to the purchasing function.

The author characterises collaborative relationships.

The authors provide a practical overview to relationship strategies
concentrating on the negotiation aspect of the relationship. The
authors claim that a firm should not take a short-term approach with
annual negotiations, but build on a longer-term contract view which
will allow the partners to work continually at improving the
relationship. The authors also provide the essential steps towards
creating a successful partnership.

Continued on next page



Table 3-1:

Author (Year)

Kanter

(1989)

Landeros and Monczka

(1989)

Cavinato
(1990)
Ford
(1990)
Anderson and Narus
(1990)
Heide and John
(1990)

Macbeth, Baxter, Ferguson and
Neil

(1990)
Macbeth and Ferguson
(1990)

Womack, Jones and Roos

(1990)

Partnering: an overview of related literature

Continued

Contribution (s)

Concept of partnerships/stakeholders. The author adopts a strategic
perspective of partnership management. The author identifies what
she called the “six I’s” to guide companies in the implementation of

the partnership approach: importance, investment, interdependence,

integrated, informed and institutionalised.

The authors use Porter’s model to support strategic role of purchasing.

The authors have presented a general description of co-operative

buyer-supplier relationships.

The author focuses on the strategic importance of purchasing and

supply.

Summary of the work of the IMP Group on interactions, relationships

and networks.

A Model of Distributor Firm and Manufacturer Firm Working
Partnerships.

Model of closeness in industrial buyer-supplier relationships.

Development of the customer-supplier relationship audit as a

management guide.

Strategic aspects of supply chain management.

Lean production.

Continued on next page
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Farmer and Ploos Van
(1991)

Hennart (1991)

Slack (1991)

Metcalf, Frear and Krishnan

(1992)

Sako
(1992)
Cooper and Gardner
(1993)

Gardner, Joseph and Thach
(1993)

Hendrick and Ellram

(1993)

Continued

Contribution (s)

Pipeline management, which is primarily concerned with optimising

the complete value chain.

Main objectives for establishing partnering relationships.

Supply chain management is seen as a networking approach to value

chain optimisation.
The authors introduced the concept of degree of co-operation

The development of close relationships between buyers and suppliers
is a function of three processes: exchange, co-operation and
adaptation. According to the authors, a co-operative atmosphere is
often a pre-condition for substantial investment actions made by one

or both parties. The authors have identified a number of partnering

characteristics.

The ACR-OCR framework. Relationships are based on a continuum

from arm’s contract relationship to obligational contract relationship.

The authors explore when and how to establish a wide range of

business relationships.

The authors present a model of the full range of relationships,
including partnerships between suppliers and distributors.

The competitive-coercive and the cooperative-collaborative models.
The authors conclude that supplier partnerships will continue to be an
enduring major purchasing strategic initiative. The authors identify a

number of partnering characteristics.

Continued on next page
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Table3-1:  Partnering: an overview of related literature

Continued
Author (Year) Contribution (s)
Lamming The four-phase model in which the partnership model is included.
1993 Lamming’s typology outlines the essential characteristics of buyer-
( ) supplier relationships within the UK automotive industry. Lamming’s
partnership model recognises the strengths associated with the closer
buyer-supplier relationships adopted and developed by Japanese
companies.
Lamming Lean supply model.
l
(1993)
Stuart The author indicates that partnerships are strong inter-company
dependency relationships with long-term planning horizons.
(1993)
Burt and Doyle The authors develop the idea that suppliers should be viewed as
keiretsu partnerships. Provide examples of how partnerships increase
(1994) competitive advantages for both the supplier and the buyer.
Cousins The vendor management model (a positioning tool).
(1994)
Ganesan Factors influencing the establishment and development of buyer-
supplier relationships.
(1994)
Hines Network sourcing model. The author argues that competitive
(19 advantage can be achieved without full organisational integration. He
1994)

introduces the concept of supplier associations, suggesting a four-

stage approach to implementing this strategy.

Continued on next page
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Table 3-1:

Author (Year)

Macbeth and Ferguson

(1994)

Nisigushi

(1994)

Spekman and Mohr
(1994)

Sako, Lamming and Helper
(1994)

Akacum and Dale
(1995)
Ellram and Hendrick
(1995)

Grandori and Soda

(1995)

Partnering: an overview of related literature

Continued

Contribution (s)

The authors develop the RAP-3 framework, which focuses on results
through action on purpose, people and process. The model
demonstrates the decision making process that needs to be considered
when developing relationships. The authors also propose a partnership
sourcing strategy, which involves a change process along the supply
chain, from a system in which the parties expect to obtain one-sided
advantages to another in which interdependence and mutual obligation

prevail.

The author, follows Hines’s (1994) applying identical perspective in a
Japanese business environment. The author also substantiates
Lamming’s (1993) arguments, adding to his work the idea that value

analysis is a key component of Japanese success.

Characteristics of partnerships.

The authors analyse partnering in a dynamic way in their report
conducted in the worldwide automotive industry on the development
of close relationships between final assemblers and component

suppliers.

Characteristics of partnerships. The authors are also concerned with

difficulties that may occur with the implementation of partnerships.

Characteristics of partnerships.

The authors make out ten basic co-ordination mechanisms that sustain

and regulate inter organisational co-operation.

Continued on next page
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Hakansson and Snehota

(1995)

Landeros, Reck and Plank

(1995)
Mudambi and Mudambi

(1995)

Lamming, Cousins and Notman
(1996)

Mudambi and Schrunder
(1996)
Sheppard and Tuchinsky

(1996)

Biong, Wathne and Parvatiyar
(1997)

Brennan

(1997)

Buono

(1997)

Continued

| Contribution (s)

The authors, in their ARA model use the word collaboration without

emphasising the construct. They consider collaboration as a natural

l and regular event between buyers and suppliers.
|

A model for developing and maintaining partnerships.

A game theoretical model of close but adversarial buyer-supplier
| relationships in which formal commitment is accompanied by non-

cooperative behaviour.

| The RAP (Relationship Assessment Program) model.

The authors introduced the concept of degree of partnerships.

The authors consider a number of factors influencing partnerships.

Factors which drive companies to resist to engage in partnering

relationships

Benefits and costs of implementing partnerships,

The authors develop an alliance-based intervention model, which 1s a

| way for managers to conceptualise and improve issues related to
'

creation, maintenance and assessment of partnerships. In this model

critical components of a partnership process are presented.

Continued on next page
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Campbell

(1997)

Cooper, Ellram, Gardner and
Hanks (1997)

Cox

(1997)

Crane et al

(1997)

Fontenot and Wilson

(1997)

Mclvor, Humphreys and McAleer
(1997)

Olsen and Ellram

(1997)

Continued

Contribution (s)

The author is concerned with the factors that play an important role in
whether or not firms engage in co-operative relationships. His work is

based on flexible packaging industry.

The authors define partnering as referring to an area on a continuum

of possible relationships. They introduce the concept of degree of

partnership, which is related to the more or less inter-organisational

linkages companics may establish.

The collaborative approach is not necessarily more effective than the

competitive approach.

Partnering process model. This model consists of five steps that a

| company entering a partnering relationship must work through to

ensure a successful partnering relationship.

The authors review four models of relational exchange to introduce
theoretical constructs and to illustrate the ways in which relationships
have been deductively studied in marketing. They conclude their work
by presenting a prediction matrix for partnering activities and typical

distributor-manufacturer relationships.

The authors provide an overview of the impact that partnership
sourcing has upon buyer-supplier relationships. The authors assess the
stages involved in developing closer buyer-supplier relationships and
outline the difficulties that companies face when moving from
traditional adversarial modes of commercial relationships to the more

co-operative approach associated with partnership sourcing.

Factors influencing partnering relationships.

Continued on next page
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Young and Wilkinson
(1997)
Wilson and Vlosky

(1997)

Beecham and Cordey-Hayes
(1998)

Langfield-Smith and Greenwood
(1998)

Levenick and Cooper

(1998)

Continued

Contribution (s)

Co-operation and non co-operation may coexist. Firms may choose to
co-operate with regard to some goals and not to co-operate with

respect to others.

Attempt to formulate an inductive model of partnering activities using

qualitative data.

Introduction of the concept of technology partnering as a relationship
between a buyer and a supplier that encourages the development of
technology to meet the buyer’s requirements. The authors identify
four levels of technology partnering. They also identify a set of

contributory factors considered important in a partnering arrangement.

The authors provide an overview of the development of buyer-
supplier relationships within an automotive context. They demonstrate
that practical difficulties and potential solutions associated with
moving towards the latter stages of Lamming’s typology (i.e. the
partnership and the lean models). Using a case study of Toyota
Australia to demonstrate the factors perceived to be influential in the
development of such relationships, they conclude that there were, and
continue to be, difficulties associated with moving from arm’s length
to co-operative relationships. They conclude that the effective
development of improved buyer-supplier relationships is likely to be
improved 1if consideration is given to similarities between the industry
and technology of the two parties, employees’ prior experience of
change, the improvement of communication levels and experiential

learning.

The authors are concerned with risks in implementing partnering and
how to lessen them. They assume that partnerships are build
gradually. The authors showed that for close buyer-supplier
relationships to succeed the parties must consider the importance of
selecting the right partner, guaranteeing effective communications and
the ensitive issues of information disclosure and partnership

monitoring.

Continued on next page
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Macbeth, Boddy, Wagner and
Charles

(1998)

Mudambi and Helper

(1998)

Nielson

(1998)

Spekman, Kamauff Jr and Myhr
(1998)

Thompson and Sanders

(1998)

Vlosky and Wilson
(1998)
Vlosky et al

(1998)

Continued

Contribution (s)

They introduce the change process model, which includes the

organisational areas of objectives, results, business processes,

| technology, structure, people, power and culture.

The application of the close but adversarial model of buyer-supplier
relationships to the US auto industry. The model incorporates non-
cooperative behavior within a context of formal commitment, using

data from the US auto industry.

The author defines the concept of closeness and identifics the role that

it plays in a partnering relationship.

A perspective on the implementation of partnerships in the supply

| chain: an empirical investigation. The authors showed that closer

| buyer-supplier relationships should only be encouraged where the

component is viewed as strategically critical to the buyer and that
non-strategic relationships should adopt the more traditional open

market negotiations approach.

The authors argue that many “shades” of partnering exist, based on
the degree of objectives alignment between involved parties. As a
result, the authors develop the idea of a partnering continuum, made
of four general stages: competition, co-operation, collaboration and

coalescence.

Benefits of partnerships.

The authors develop a framework of partnership structure as defined
by the activities of highly successful partnering firms in contrast to
average or typical inter-firm relationships. Their contribution is a
profile of partnering activities as they are manifested in the

manufacturer/distributor channel in the woods products industry.

Continued on next page
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Table 3-1:  Partnering: an overview of related literature

Author (Year)

Bello, Lohtia and Dant

(1999)

Bensaou
(1999)
Kim and Michell
(1999)

Hall and Andriani
(1999)
Patterson, Forker and Hanna
(1999)

Ahuja

(2000)

Boddy, Macbeth and Wagner
(2000)

Calabrese

(2000)

Tuten and Urban

(2001)

Continued

Contribution (s)

Their work examines overall collaboration across the major

development stages for component parts and empirically tests

| strategic and cost antecedents. In addition to specific assets and

uncertainty, the production cost factors of task-related scale and
OEM-specific scale are shown to influence collaboration during

component development.

The author distinguishes collaborative relationships from relationships

that are strategic partnerships.

Partnerships are costly to establish and maintain. Furthermore, they

reduce a customer’s ability to switch away from inefficient suppliers.

The authors define partnership as an explicit and as an implicit form

of governance.

The authors are concerned with factors influencing partnerships.

Importance of inducements and opportunities in the formation of

inter-firm linkages.

The authors present an interaction model of partnering which shows
seven contextual factors that shape and are shaped by individuals. The
interaction model brings insights into both the content and process of

supply chain partnering,.

Co-operative relations with suppliers can be considered a means for
final producers to scan the technological knowledge base of related

industries and to keep its progress under control.

An expanded model of business-to-business partnership formation and

SUCCCSS.

Continued on next page
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Table3-1:  Partnering: an overview of related literature

Author (Year)

Weber

(2001)

Cousins

(2002)

Ramsay and Caldwell

(2002)

Wynstra and Pierick

(2002)

Continued

Contribution (s)

The authors identify prospective foundations for supplier-reseller
relationships, by tracing the evolution of supplier-reseller partnerships

and by introducing a set of solutions designed to build more efficient

and productive supplier-reseller partnerships.

A conceptual model for managing long-term inter-organisational

relationships.

The author argues that partnership relationships do not exist but
instead, there are ranges of varying collaborative relationships, all of

which are competitive.

“The partnership metaphor shares the same attention narrowing
effects as the dyad metaphor” (p. 632). The metaphor focuses on the

human social aspects of business interactions.

Supplier involvement in single development projects. The authors

establish guidelines for the interfaces in the different collaborative

| relationships.
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3.4.2 Disciplinary perspectives on partnering

This section will discuss the way in which partnering has been viewed within a variety
of disciplines with an interest on the topic. The researcher expects, this way: (a) to
give to the reader the disciplinary contexts in which inter-firm collaboration and
partnering have been studied, and (b) to identify where further research is required and
the broad principles of how it should be conducted. Supply chain management,
purchasing and industrial marketing are three of these disciplines where much of the

literature written on inter-firm collaboration and partnering can be traced to.

Supply Chain Management

The concept of supply chain management (SCM) has its roots in the 1960s concept of
logistics management (Lazzarini, Chaddad and Cook, 2001), and it has evolved since
then. The concept of SCM has been used to represent a variety of different meanings,
some related to management processes, others to the structural organisation of
businesses (Harland, 1996). Lazzarini, Chaddad and Cook found that despite
divergences that may exist on the conceptualisation of SCM, the literature on SCM
has been emphasising, in general, the role of management to co-ordinate the flow of
products, information and decisions in supply chains in order to minimise costs,
optimise production flows, or capture value along the chain. Despite this view on
SCM it seems that more and more the term supply chain is giving place to the term
supply network, which considers the complex non-linear network of relationships that
exists for any product or service that is provided for an end customer (e.g. Cox,
Sanderson and Watson, 2001). According to Harland, Lamming, Zheng and Johnsen
(2001), the supply network concept appears to be more complex than the traditional
supply chain concept. The authors argued that whilst SCM tends to concentrate on
more simplistic, linear, and unidirectional flows of materials and associated
information, supply networks encompass the complexity of networks involving lateral
links and two-way exchanges. Christopher (1998) has recognised a lack of precision
of the term “chain”, suggesting that the term “network” is more realistic and that

ideally it should be “demand” and not “supply”. However, for Christopher, more
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important than the words is the way firms manage upstream and downstream
relationships with suppliers and customers on an integrated basis. The distinction
between supply chain and supply network seems to become clearer when taking into

account the different levels of analysis within supply chain management, as
considered by Harland (1996). These are:

* The internal supply chain, which integrates business functions involved in the

flow of materials and information within the firm,

* The dyadic relationship level, which involves the management of dyadic or

two party relationships with immediate suppliers,

* The external chain level as the management of a chain of businesses also

being described as a pipeline (the term was introduced by Farmer and Ploos
Van, 1991), and

* The inter-business network level, which relates to the management of a

network of inter-connected businesses in the supply of products and services.

For Christopher (1998), one of the most significant breakthroughs in SCM thinking
has been the realisation that individual firms no longer compete as stand-alone
entities, but rather as supply chains (as formed by suppliers and alliance partners). The
author views that the opportunities for achieving sustainable competitive advantage
through the supply chain are considerable as the basis for competition switches from
the individual firm to the network. He further suggests that in today’s increasingly
global markets, the way to reach sustainable competitive advantage lies in managing
the complex web of relationships that link highly focused providers of specific
elements in a cost-effective value-added chain. In the view of Stock and Lambert
(1992) this can be achieved only if traditional adversarial relationships between
channel members are abandoned and replaced by a partnership based on mutual trust
and the desire to increase performance within the entire pipeline. Chopra and Meindl
(2001) reinforce this idea, when they argue that effectively managed supply chain

relationships foster co-operation, and thus support increasing supply chain co-

ordination.
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This importance given to relationships is demonstrated by the increasing emphasis on
the establishment and management of supply chain partnerships (Wyatt, 2001).
Partnerships are increasingly viewed in terms of the dyadic relationships between two

organisations, and also as core elements of competitive advantage in supply networks
(Wyatt, 2001).

Ellram (1991) recognised that the relative “newness” of supply chain management and
its multidisciplinary nature had resulted in difficulties for researchers in the area. This
view is shared by Monczka and Morgan (1997) who emphasise the fragmentation that
exists within the discipline and assert that after almost a decade of existence, supply
chain management continues to be a poorly understood, badly explained and
wretchedly implemented concept. Particularly in relation to partnering research,
Stannack (1997) states that there is as yet no comprehensive model which can be used

to explain inter-firm relationships. For Stannack, as a result, partnership strategies

may well be self-defeating.

Purchasing

Today, moves towards collaboration have expanded the approach taken by purchasing
to supplier management and supplier development activities (Wyatt, 2001). However,
much of the literature on partnering within the purchasing domain reflects the
enduring belief in the dominant role of the buyer in buyer-supplier relationships
(Wyatt, 2001). For instance, supplier development practice, which is associated to a
collaborative approach (Krause and Ellram, 1997), has its essence in an active partner
(the buyer) who puts resources into improving its suppliers (Burnes and New, 1998).
As a consequence of this buyer-centric perspective, much of research on partnering
has tended to focus on the role of the customer in establishing and managing
partnering relationships (Burnes and New, 1996). The purchasing discipline is itself
dominant in the research of buyer-supplier relationships and partnering in particular,

producing the most papers and owning highly respected journals (Wyatt, 2001).
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Industrial Marketing

Over the last two decades, research in industrial marketing has moved steadily away
from the emphasis on analysing organisational purchasing decisions in discrete
transactions, to the study of how organisations interact in industrial markets. In a brief
literature review, Ford (1980) considered that the majority of the research in industrial
marketing, particularly in the US, had fallen into a general research tradition, which he
labelled as the “industrial buying approach”. This approach had focused into two main
areas: (a) the understanding of the industrial purchasing decision and the supplier
choice process, and (b) the understanding of the impact of different elements of the
marketing mix on industrial markets. He also mentioned a tendency to isolate the
study of the industrial buying process and industrial marketing activities, rather than
look at the interplay between the two. The dissatisfaction with this state of affairs, and
the recognition of the importance of interdependence of buyers and suppliers in
industrial markets, led to a new approach to the study of industrial marketing and
purchasing, which attempted to readdress some of the imbalances pointed out in Ford
(1980). One of the starting points of the new approach, labelled the “interaction
approach”, was to view the process of industrial marketing as “the mirror image of the
industrial purchasing process and to look at the interaction between two active
partners in a buying/selling episode” (Araujo 1990: 29). A significant legacy of this
approach is the interaction model by Hakansson (ed.) (1982).

According to the interaction approach, each interaction between companies, whether
for product, service, financial, social, or information exchange is an episode within the
relationship between the companies. Each episode within the relationship (which may
be close or distant, complex or simple) is affected by the relationship, and in turn may
affect the relationship itself. The relationship between the companies consists of
learned rules and behaviours that provide the atmosphere within which interaction
takes place. Individuals will approach each episode on the basis of their experience
within the relationship and elsewhere and on the basis of the values that they hold,

both in general and in regard to the particular relationship. The interaction approach
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has introduced the concept of atmosphere to capture the subtle co-existence of conflict

and co-operation within a business relationship (Hakansson (ed.), 1982; Turnbull and
Valla, 1985).

Criticisms to the interaction approach have been made, among which: (a) “the
tendency to overemphasise harmony in buyer-seller relationships and neglect, to some
extent, the disruptive impact of competitive forces on a relationship” (Ford, 1980:
236), and (b) very little guidance on adaptation decisions (Brennan and Turnbull,
1998). Also Wyatt (2001) noticed that its application to the study of the European
automotive industry has been limited. According to Wyatt it is also the case that the
model has a theoretical basis as it was developed from concepts and assumptions
taken from inter-organisational theory and new institutional economics as well as

trends in marketing and purchasing literature.

Based on the knowledge accumulated in the study of exchange relationships in
industrial markets and recognising the limitations of a dyadic level of analysis, a
number of Swedish researchers proposed a “network approach” to the study of
industrial systems (e.g. Johanson and Mattsson, 1987). The network approach has
become a major research direction in industrial marketing (Cheung and Turnbull,
1998). This is due to the fact that more and more researchers in industrial marketing
are aware that dyads are only part of an overall picture and with a dyadic approach the
network view is lost since connectedness is assumed away (Backaus and Buschken,
1997). According to Purchase (2000), researchers (e.g. Axelsson and Easton, 1992;
Araujo and Easton, 1996) within the network approach have begun to consolidate
their research around the Actors-Resources-Activities (ARA) model originally
developed by Hakansson and Johanson (1992) and further extended by Hakansson and
Snehota (1995). The ARA model was developed to describe industrial networks and

to integrate network stability and development into a single model.
The network approach adds to the interaction approach the awareness that the focal

relationships cannot be managed in isolation from the other relationships a firm has

(Moller and Halinen, 1999), and that these focal relationships represent a conduit to
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other relationships through which resources may be accessed (Easton, 1992). The
network approach emphasises co-operation, complementarity in relationships and co-
ordination. Within this approach, cooperation depends on the relationships between
the firms’ objectives. For Easton, competition and co-operation are two “dialectical
processes in networks”. Easton considered two types of co-operation: (a) instrumental
in that each firm seeks to gain different ends from the same means, and (b)
complementary in the objectives both parties held. The author assumed that firms
buying and selling from one another have to have a minimum level of co-operation.
According to Low (1997), the network structure and the positions occupied by the
actors in the network are a result of mutual co-operation and adaptation. Easton
(1992), and Easton and Araujo (1992) have included both vertical and horizontal
relationships in network analysis. Horizontal, competitive interactions, are mediated
by vertical, cooperative relationships between buyers and suppliers. The recognition
of the interdependence between horizontal, competitive relationships and vertical
buyer-supplier relationships reinforces the argument for moving beyond a dyadic to a

network level of analysis.

According to Johnston, Lewin and Spekman (1999), the complexity of relationships
Increases when business relationships occur at an international level. From an
industrial network perspective, internationalisation of the firm means that the firm
establishes and develops network positions in foreign markets (Johanson and
Mattsson, 1988). For Fletcher and Barrett (2001), in the international business context,
business transactions are embedded in networks of relationships that cut across
cultural boundaries. In addition, the authors observed that these relationships, in turn,
are embedded in different national as well as global business environments.
Furthermore, these environments include social networks, institutional networks and
market networks. This means that: (a) there are likely to be differences in the political
environment; (b) there will be different institutions and organisations to deal with, and
(c) the nature of the market is likely to be different. Johnston, Lewin and Spekman
(1999) believe that a changing global environment is forcing firms to move closer to

their exchange partners, to form international alliances, and to participate in complex

multinational networks.
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343 Partnering characteristics

Studies have been conducted that look at the nature of partnering in terms of its main
characteristics. Academics have been stating the boundaries of partnering by defining
the concept through the consideration of the so-called dimensions, attributes, features,
critical success factors or indicators of partnering success. The identification in the
literature of the defining characteristics of partnering is not an easy task because
different authors use different constructs to express similar ideas, which creates
methodological problems in establishing comparisons and in looking for similarities.
Perhaps this happens because the literature on partnering characteristics does not
appear to represent a common stream of research. In spite of the divergences
concerning the key characteristics of partnering, some commonalities emerge. Authors
appear to converge to consider joint work, sharing of resources and mutual benefits as
key defining characteristics of partnering. Key partnering characteristics extracted
from literature and respective authors are displayed in Table 3-2. Based on these
characteristics, the researcher developed a framework for partnering, which is
illustrated in Table 3-3. This framework was developed by the researcher to provide
guidance in exploring and analysing partnering relationships and thus aid further
discussion. In this framework the dimensions correspond to the defining features of
partnering, which in turn can be defined though a number of characteristics. It is not
the objective of the researcher to explore in detail what has been written on each
construct, which would extend this thesis beyond what the researcher believes to be
necessary to the understanding of the concept of partnering following a constructivist

and grounded approach, and as a basis for the fieldwork.
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Table 3-2:  Partnering characteristics

Characteristic (s) Author (s)
Spekman (1988)
Co-ordination Metcalf, Frear and Krishnan (1992)
Young and Wilkinson (1997)
Herbig and O’Hara (1994)

Sako, Lamming and Helper (1994)

Ellram (1995)

Commitment

Valsamakis and Groves (1996)
Buono (1997)

Spekman, Kamauff Jr. And Myhr (1998)

Spekman (1988)
Communication: Ellram (1995)

Two-way communication Mudambi and Schrunder (1996)
Leverick and Cooper (1998)
Spekman (1988)

Conflict resolution .
Hendrick and Ellram (1993)

Continuous improvement focus Ellram and Hendrick (1995)

Flexibility Mudambi and Schrunder (1996)
Vlosky and Wilson (1997)

Information disclosure & sharing Bertodo (1990)
Morris and Imrie (1992)
Sako (1992)
Hyun (1994)
Dyer (1994)
Campbell (1997)
Leverick and Cooper (1998)

Continued on next page
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Table 3-2:  Partnering characteristics

Continued
Characteristic (s) Author (s)
Joint planning Spekman, Kamauff Jr. And Myhr (1998)
Joint problem solving Landeros and Monczka (1989)
Sako (1992)
Burnes and New (1998)
Joint R&D Morris and Imrie (1993)
Dyer (1996)
Ellram and Hendrick (1995)
Campbell (1997)
Motwaldependence — |Ladecsand Moncza (1989)
Sako (1992)
| Lamming (1993)
Bensaou and Andersen (1997)
Leverick and Cooper (1998)
Sharing benefits Hendrick and Ellram (1993)
| Blancero and Ellram (1997)
New and Burnes (1998)
Sharing risks Herbig and O’Hara (1994)
| Ashmore (1995)
Ellram and Hendrick (1995)
Campbell (1997)
Sharing goals Ellram (1995)
Spekman, Kamauff Jr. And Myhr (1998)
Supplier development Krause and Ellram (1997)
Trust Sako (1992)
Ellram and Cooper (1993)
Mudambi and Schrunder (1996)
Willingness to help one another Ellram and Hendrick (1995)
Vlosky and Wilson (1997)
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Table 3-3: A framework for understanding partnering

Dimension (s) Characteristic (s) Indicator (s)

Commitment Formal commitment
|
Trust An 1nherent trust
Sharing of nsks

Win-Win Sharing of benefits |

Increase in joint competitiveness

Expectation of continuity

Long-term

orientation

| A continuous improvement focus

Supplier development

84

Type of contracts
Type of contracts

Negotiation

| Ordening procedure

Technology transfer

Quality inspection

Information disclosure

Type of contracts

Substitutability of suppliers
Length of contracts

Information disclosure on long-

term forecasting

Assessment schemes

Multi-functional teams

| Assessment schemes

Payment performance

Cost reduction projects

Supplier development programme

Continued on next page



Table 3-3: A framework for understanding partnering

Continued
Dimension (s) Characteristic (s) Indicator (s)
Joint strategy setting
Planning product mix
Joint planning Management of capacity l
Joint cost planning
Co-ordination Joint design

i Prototypin
Joint R&D | YPInE

Joint product development

Joint process definition

. Channels of communication
Two-way communitcation

Frequency of interaction

Willingness to help one another

Conflict resolution

Flexibility in agreements
Flexibility Two-way flexibility
Flexibility in delivery
Proportion of buyer total demand
provided by the supplier

| Importance of this item /product class

A reduced supply base to buyer

Number of suppliers for this
Mutual dependence

item/product class bought

Number of alternative sources

Supplying on an exclusivity basis
A reduced customer base pPPIyIng y

| Proportion of buyer’s purchases
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344 Factors influencing partnering

In the literature there is a lack of emphasis and of a clear distinction between the
factors that motivate the choice of a partnering relationship-type (i.e. the motivational
aspects of partnering or partnering drivers), the factors that influence partnering as a
dynamic process and the success factors of partnering implementation. The researcher
proposes in this section to bring some insights into these factors and briefly discuss

the work that has been developed.
344.1 Partnering drivers

Empirical studies have indicated a wide variety of driving forces behind the
development of partnering relationships (Hendrick and Ellram, 1993). These drivers
are not mutually exclusive and a participant can manifest more than one at different
times or in different circumstances (Ford, Mcdowell and Tomkins, 1998). For
instance, different industrial settings may have different drivers (Bello, Lohtia and
Dant, 1999). According to some authors, partnerships are motivated primarily to gain
competitive advantage (e.g. Mudambi and Helper, 1998; Vlosky et al, 1998) through
the development of potentially important synergies between firms with different
capabilities (Dodgson, 1992). According to other authors, although partnering
relationships can be implemented for a variety of strategic and operational goals
(Ellram, 1991; Monczka and Trent, 1991) it is agreed the improvement of the product
development process and access to innovative technologies are of paramount
importance (Hakansson and Eriksson, 1993). Firms may choose to collaborate with
respect to some goals and not to collaborate with respect to others (Young and
Wilkinson, 1997). This may explain the myriad of ways in which buyer-supplier
partnering relationships begin and are developed (Hendrick and Ellram, 1993). For
example, a partnership focused on the trading partners with a long-term horizon
differs from a project-based partnership; in this case two firms may jointly work
towards a common goal and dissolve their agreement after achieving the goal. The

main drivers or motivations for partnering (i.e. partnering drivers) emphasised in the

literature are summarised in Table 3-4.
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Table 3-4:  Partnering drivers

Author (Year) Driver (s)
Contractor and Lorange | Linking of the complementary contributions of the partners in the value
(1988) chain (e.g. access to technology, materials, labour, capital).

Dodgson | The promotion of synergies between firms with different capabilities.

(1992) l
Co

usins | The development of partnership philosophy appears as a result of

(1994) | firms’ need to reduce costs.

Mudambi and Schrunder

(1996)
Beecham and
Cordey-Hayes

(1998)

Langfield-Smith and
Greenwood
(1998)
Mudambi and Helper

(1998)
Vlosky and Wilson
(1998)

Bello, Frear and Krishnan
(1999)

Calabrese
(2000)

Corbett, Blackburn and

Van Wassenhove

(2001)

Main drivers: better integration of design efforts, improvement of

specific areas, increased stability of supply.

Technology is increasingly the focus of collaboration. However, there

| are broad differences in the actual focus of collaboration between

industries. In some industries the focus can be in product development
and in others it can be in process development. Moreover, the focus of
collaboration changes over time, sometimes with product life cycles.

Main drivers: cost reductions, improves product quality, productivity

and lead-time.

Ultimately firms are driven by the desire of greater competitive
advantage.

The ultimate goal of collaborative relationships is to develop strategic
advantage by pooling resources, gaining access to market and/or
technical information, leveraging of complementary strengths and
achieving of economies of scale.

Firms collaborate not only to safeguard assets and enhance adaptation,
but also to lower the costs of conducting development tasks by joining
together to exploit scale economies better.

Collaborative relationships with suppliers can be a means for buyers to

scan the technological knowledge base of related industries and to keep

its progress under control.

| Main drivers: increased market share; inventory reductions; improved

delivery service; improved quality; shorter product development

cycles.
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According to Biong, Wathne and Parvatiyar (1997), resistance of firms to engage in

partnering relationships is driven by:

* Fear of Dependency
Firms will be reluctant to engage in partnering relationships when they fear
unilateral dependency on the other party due to: (a) loss of flexibility in
strategic choices (e.g. in choice of suppliers); (b) fear of opportunistic

behaviour of the partner, and (c) loss of personal or organisational control.

* Lack of perceived value in the relationship
Firms will be reluctant to engage in partnering relationships unless significant
value added is proposed in terms of: (a) cost reductions; (b) new sources of
revenue such as development of new products and access to new markets; (¢)
superior market position; (d) development of new competencies (i.e. new
technological solutions can provide advantages for both the customer and the

supplier), and (e) social rewards (e.g. the effect on company’s reputation).

* Lack of credibility of partners
Firms will be reluctant to partner with other firms that: (a) are small relative
to the firm’s total demand in terms of size and capacity; (b) are unreliable in
fulfilling agreements (e.g. related to delivery, quality); (c) lack an innovative

outlook, and (d) have a generally low reputation.

* Rapid technological changes
In industries with rapid technological changes, large growth and many actors,

firms will resist engaging in partnering relationships.

* [Lack of relational orientation in the buying company
Firms with low relational orientation will be less inclined to engage in
partnering relationships. This low relational orientation could be due to: (a)
inhibitive firm policies; (b) transactional-based reward systems; (¢) corporate

belief systems; (d) rigid organisation structure, and (e) restricted flows of

communication.
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3.4.4.2 Factors influencing the partnering process of implementation

Literature has identified a large number of factors that shape inter-organisational
relationships and has offered numerous categorisations for investigating each set of
factors. For example, literature suggests that to fully understand buyer-supplier
relationships one must consider the characteristics and behaviour of the supplier, the
characteristics and behaviour of the buying organisation, the interaction process
between buyer and supplier (e.g. Wren and Simpson, 1996), the network where the
dyad is embedded (e.g. Hakansson and Johanson, 1992), the political and socio-
economic environment under which both parties are operating (e.g. Hakansson (ed.),
1982), and the characteristics of the industry both buyer and supplier are associated
with (e.g. Campbell, 1985). Such categorisations are apparent in models of buyer-
supplier relationships and in many studies, either conceptual and/or empirical. Some
of these models, which will be listed in Table 3-5 at the end of this section, have
brought together many significant influencing factors related to inter-firm
collaboration and partnering. The models in this table follow Fynes’s (1998)
classification in order to facilitate their identification. They are by no means an all-
encompassing list of the models possible to find in the literature. They have appeared
in several disciplines such as channel management, operations management, supply
chain management, relationship marketing, and industrial marketing and purchasing.
It happens that not all focus the same aspects of relationship management and when
addressing the same issues, they examine them from a different perspective and even
use a different terminology. Classifying models into discrete streams is an inexact task

due to the level of duplication across literature.

A review of the literature revealed four groups of models exploring the influencing
factors of buyer-supplier relationships: one exploring the behaviour of only one party
(e.g. Sheth, 1973), another exploring the buyer-supplier dyad (e.g. the IMP interaction
model), a third group emphasising the network in which the firm is embedded (e.g.
Hakansson and Johanson, 1992) and a fourth group attempting to bring together the
dyadic and the network elements (e.g. Hakansson and Snehota, 1995). Unfortunately

this research has not been evolutionary, which means that the resulting models of
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buyer-supplier relationships have not built on previous models (Wren and Simpson,
1996). This has led to a body of research rather disjointed, as well as confused and
confusing (Cheung and Turnbull, 1998). The use of different terms to express the
same category of factor is illustrative of this. In some cases, the categorisations and
labels given to constructs not only confuse meaning, but also make it difficult to
compare and summarise. Another example 1s found on the lack of clarity of the type
of influence a factor may exert on buyer-supplier relationships. It often remains to be
explained if a factor is influencing the overall buyer-supplier relationship or a
particular feature of a relationship. Other times, impacts on collaborative or partnering
relationships are mentioned without specification of the feature in question. Models
and studies refer to factors influencing buyer-supplier relationships, but often ignore
factors that will affect each relationship uniquely and to a varying extent (Veludo,
Purchase, Macbeth, 2001). It seems in these cases that the complexity of relationships
is not fully taken into account. The researcher believes that results and conclusions of
studies are quite dependent on the type of research methodologies that have been
employed. The researcher claims that in certain cases the methodologies used were

not the most appropriate or sufficient in terms of complementary methods to be used.

Some factors influencing the partnering process of implementation, which have been

uncovered in literature are summarised in Table 3-6, at the end of this section.
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Table 3-5:  Selected models of buyer-supplier relationships

Type of Model Author (Year) Model (s)
Hakansson (ed.) The interaction approach
(1982)
Campbell Buyer-seller interaction model: an interaction
IMP (1985) approach to organisational buying behaviour
Models - Metcalf, Frearand | Structural model of the relationships among the
| Krishnan (1992) interaction processes
mP&itI—WME
(1992) interaction
Hakansson and Snehota | Network model of organisation-environment
(1989) interface
Hakansson and Johanson | A model of industrial networks
Network (1992)
Models  Hakansson and Snehota | The Actors-Resources-Activitics (ARA) model
l (1995) |
Mittila The Relation Trine
(2000)
Anderson and Narus A model of the distributor’s perspective of
(1984, 1987) distributor-manufacturer working relationships
Heide and John The role of dependence balancing in safeguarding
(1988) | transaction-specific assets in conventional channels
Heide and John The impact of norms in exchange relationships
(1992)
Channel Gardner, Joseph and Modelling the continuum of relationship styles
Models Thach (1993) between distributors and suppliers
Morgan and Hunt Deductive model of the commitment trust theory
Wilson and Croom- The product, process, facilitation (PPF) model
Morgan (1994)

Wren and Simpson A dyadic model of relationships in organizational

(1996)

buying

Continued on next page
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Table 3-5:

Type of Model

Process
Models

Partnership
Models

Selected models of buyer-supplier relationships

Author (Year)
Dwyer, Schurr and Oh

(1987)
Frazier, Spekman and

O’Neal
(1988)

l Wilson and

Mummalaneni (1988)
Ring and Van de Ven
(1994)
Wilson
(1995)
Young and Wilkinson
(1997)

Anderson and Narus
(1990)
Heide and John
(1990)
Sako
(1992)
Hendrick and Ellram
(1993)
Lamming
(1993)
Lamming
(1993)
Hines
(1994)
Macbeth and Ferguson
(1994)

Continued
Model (s)

A relationship development process model

A four-stage model in the explanation of exchange

behaviour of just-in-time relationships

A bonding model of long-term relationships

Developmental processes of cooperative inter-

organisational relationships

An integrated model of buyer-seller relationships

Model of relationship development

A Model of Distributor Firm and Manufacturer
Firm Working Partnerships

Model of closeness in industrial buyer-supplier

| relationships

The ACR-OCR framework

The competitive-coercive and the cooperative-

collaborative models

The four-phase model

Lean supply model

Network sourcing model

| The RAP-3 framework: results through action on

purpose, people and process

Continued on next page
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Table 3-5;

Selected models of buyer-supplier relationships

Continued
Type of Model | Author (Year) Model (s)
Landeros, Reck and | A model for developing and maintaining
Plank partnerships
(1995)

Partnership
Models

Mudambi and Mudambi | A game theoretical model of close but

| (1995) adversarial buyer-supplier relationships in

which formal commitment is accompanied by

non-cooperative behaviour

Lamming, Cousins and | The RAP (Relationship Assessment Program)
Notman model
(1996)
T Camceral | Parmenngprocessmodel
(1997)
~ Mudambi and Helper | The application of the close but adversarial
(1998) model of buyer-supplier relationships to the US
| auto industry
Macbeth, Boddy,
Wagner and Charles The change model
(1998)
Tuten and Urban An expanded model of business-to-business
(2001) partnership formation and success
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Table 3-6:  Factors influencing the partnering process of implementation

Author (Y ear)
Campbell
(1985)
Jackson

(1985)

Bertrand
(1986)

Metcalf, Frear and Krishnan
(1992)

Hendrick and Ellram
(1993)
Sheppard and Tuchinsky

(1996)

Campbell

(1997)

Factor (s)

Product characteristics.

Strategic tendency for buyers to be more willing to develop

co-operative relationships with suppliers when the supplier item is
critical. This view would be criticised later on by Bello, Lohtia and
Dant (1999) whose findings failed to support the role of criticality

in motivating joint action.

Partnerships draw on supplier expertise in developing new

products.

The development of close relationships between buyers and
suppliers is a function of three processes: exchange, co-operation
and adaptation. Adaptations represent durable, transaction-specific
investments. The perceived product importance is another factor to
take into consideration. The construct satisfaction may also affect

the development of close, long-term relationships as well.

Customisation of products.

Long-term orientation influences partnering relationships in that a
firm makes an investment in some asset anticipating the other’s

existence as a partner in the future.

Environmental factors such as task and competitive environment

play an important role in whether or not firms engage in co-

operative relationships.

Continued on next page
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Table 3-6:  Factors influencing the partnering process of implement

Continued

Author (Year) l Factor (s)

Olsen and Ellram Transaction specific investments, expected continuity, the

(1997)

perceived uncertainty, trust and dependence due to factors such as

the product importance, are among the important factors

determining the long-term orientation and the level of collaboration

in buyer-supplier relationships.

Saxton Alliance behaviour is a function of the combined economic value

of a resource per se and the likelihood that a satisfactory

(1997) relationship will be formed in a social structure.

-
Langfield-Smith and Many behavioural (e.g. willingness to accept change which

Greenwood (1998)

depends on similarities in industry and technologies, positive prior

experiences of change, effective communication and information
sharing and experiencing learning), organisational (e.g. low
i resources dedicated to the sharing of innovative research and
development between buyer and supplier) and environmental

factors (e.g. uncertainty created by geographica<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>