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ABSTRACT

This study sets out to investigate the relationship development impacts on small
suppliers and their larger customers in the Taiwanese electronics industry. More
precisely, this research’s principal goal is to outline a framework for relationship
development of small suppliers and their larger customers in the Taiwanese
electronics network. Recent research has shown that small suppliers may face a
range of problems in their relationship with larger customers (Blomqvist, 2002;
Johnsen and Ford, 2002; Johnsen, 2005). This research examines the relationship
development impacts of relationship characteristics of small suppliers and their
larger customers on the process of development of these relationships in the
Taiwanese electronics industry. The chosen study method involves a
phenomenological approach using case studies of the relationships of small suppliers
and their larger customers in the Taiwanese electronics industry. Individual in-depth
interviews in both customer and supplier firms with directors or managers who have

been closely involved in the relationship are employed to collect relevant primary
data.

Through the literature review, a classification of relationship characteristics of small
suppliers and larger customers is developed and a relationship development stage
model identified (Ford, 1980). A conceptual model of the relationship development
impacts of relationship characteristics of small suppliers and larger customers on
their relationship development process is developed, and guides the empirical study.
Five sets of small supplier and larger customer relationships are examined. From
each supplier organisation five persons are interviewed e.g. president, managing
director, and marketing manager. Also five individuals in each of the customer
organisations are interviewed e.g. vice-managing director, purchasing manager and -
others involved in supplier relationships. In total, there are 50 participants in 49
interviews, (since Case B supplier side had two participants interviewed together).
The researcher analyses the findings from these five sets of customer and supplier
relationships through the use of analysis matrices.

The premise of this research is to provide a better assessment of the relationship
development impacts on the relationship characteristics of small suppliers and their
larger customers on the process of relationship development in the Taiwanese
electronics industry. It is hoped that this study can benefit small suppliers by
developing a set of managerial lessons from the study concerning relationship



development with larger customers in the Taiwanese electronics market.
Furthermore, the research provides indicators that different types of relationship
development impacts on the relationship characteristics may influence the
relationship development process between small suppliers and their larger customers
at different stages of relationship.
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Chapter One

CHAPTER ONE: INTRODUCTION TO THE THESIS

1.1 Introduction

This research is concerned with some of the critical issues involving the process of ;
development of relationships between small suppliers and their larger customers in
the Taiwanese electronics industry. These issues centre on how the relationship
development impacts on the small suppliers influence the relationship development
process between small suppliers and their larger customers in the Taiwanese
electronics market.

This chapter sets out the research background, explains the research aim and

objectives, and the structure of the thesis. In brief, this chapter provides an overview
of the rationale for the research.

1.2 Background of the Research

1.2.1 Academic Rationale

Academic interest in business networks and the relationships in industrial markets
have grown in recent decades. There were a number of initial articles on the
distribution channel in the 1960s and 1970s. Then a number of researchers examined
internationalisation in the late 1970s or early 1980s (Ford, 2002). A lot of research
during the 1980s focused on the existence and importance of customer-supplier
relationships in business markets (Ford, 1980; Levitt, 1983; Anderson and Narus,
1984, 1990; Carlton, 1986; Dwyer et al., 1987; Gadde and Mattsson, 1987; Frazier,
et al., 1988). The network perspective has, over the last fifteen years, gradually
become one of main theories for understanding relationships between enterprises
(H&kansson and Snehota, 1989; H&kansson and Johanson, 1993; Anderson et al.,

1994).

More recent research has focused on the investigation of the relationship between
customers and suppliers where there is a difference in size and importance between
the parties (Blomqvist, 2002; Chen and Chen, 2002; Johnsen and Ford, 2004;
Johnsen, 2005). Several papers examine the characteristics of the relationship and
several papers investigate the relationship development process. A few studies link
the relationship characteristics and relationship development process. The present
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rescarch is focused on the relationship development impacts on small suppliers and
their larger customers in the Taiwanese electronics industry. Network and
relationship theory is central to the interpretation of this research. The Industrial
Marketing and Purchasing (IMP) literature confirms the significance of lasting
customer-supplier relationships. The basic network and relationship perspectives of
the IMP literature are derived from the findings of the (Hakansson, 1982; Turnbull
and Valla, 1986; Hakansson and Snehota, 1989; Ford, 1990). A similar perspective
on the characteristics of relationships and on the relationship development process,
1s adopted in this thesis.

1.2.2 Rationale for Research on Small Suppliers and Their Larger Customers in
the Taiwanese Electronics Industry

Relationships and networking are increasingly important topics in research into
customer-supplier relationships. Taiwan is a small country by international standards.
Given the constraints imposed by a small domestic market, the development of
relationships between customers and suppliers in the electronics sector is of critical
importance to the economic growth and development of the country.

Through nearly five decades after the Second World War. Taiwan has promoted
itself from an underdeveloped, agricultural island to an economic giant that is a
leading producer of high technology goods (Central Bank of China, 2008). At
present, Taiwan agriculture constitutes only 3% of the GDP, down from 35% in 1952.
Traditional labour-intensive industries are steadily being moved overseas and
replaced with more capital and technology-intensive industries. Although the Asian
financial crisis had a great impact on Taiwan, the economy continues to expand at
about 5% per year (Ministry of Economic Affairs, 2006). Taiwanese industries have
been involved in global competition, especially in the manufacturing sector. This
situation forced many industries to explore relationship development between
supplier and customer in the domestic market, and to examine how they may sustain
their inputs as a significant contributor to Taiwan’s economic development (Hsiao et

al., 2002).

From January 2002 Taiwan became a member of the World Trade Organisation
(WTO) and Taiwan had to open up its domestic market and further reduce its tariff
rates. The domestic business environment is accordingly becoming more
competitive. The development of relationships with larger customers and the
contribution of these relationships to economic growth has become a critical issue in
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recent years for many small Taiwanese suppliers. Taiwan’s economic growth
depends on the export of electronic products (Hwang, 2002). For these reasons, this
research examines relationship development in the electronics industry of Taiwan
between small suppliers and their larger customers.

1.2.3 Definition of Small and Medium-Sized Enterprises (SMEs)

SMEs exist in all the economies in the world; although their relative importance
may differ from country to country. There is no single definition of an SME, since
the criteria for judging whether an enterprise is “small” will be relative to the
characteristics of the economy in each country.

In terms of the number of employee, capital and sales, in the EU, SMEs are
companies, which employ between 50 and 249 employees and annual turnover not
exceeding EUR 50 million, and/ or an annual balance sheet total not exceeding EUR
43 million (European Commission, 1996).

As far as Taiwan’s SMEs are concerned the Small and Medium Enterprise

Administration, of the Ministry of Economic Affairs recognises, firms that have

legally completed company or commercial registration and meet the following

requirements as SMEs (modified in July 2005): (Ministry of Economic Affairs,

2006)

1. In the case of manufacturing, construction, mining and quarrying enterprises,
paid-in capital must be less than NT$80 million (around US$2.42 million), or
the number of regular employees must not exceed 200.

2. In the case of forestry, agriculture, fishing, animal husbandry, hunting,
plumbing, electrical, gas and fuel oil, commerce, transportation, warehousing,
courier, finance, insurance, real estate, industrial and commercial service, and
personal service enterprise, sales must be less than NT$100 million (around
US$3.03 million) for the previous year, or the number of regular employees
must not exceed 50.

This research focuses on the relationships between small suppliers and their larger
customers in the Taiwanese electronics industry. Therefore, these suppliers will
come from the first category of Taiwan’s SMEs, namely having employees not
exceed 200 and paid-in capital less than NT$80 million (around US$2.42 million).

According to the Hsueh et al. (2007), as of 2006, there were over 1.24 million SMEs
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in Taiwan, accounting for nearly 97.77% of all business enterprises in the country.
The type of industry in which SMEs are involved varies from food to metal.
Moreover, the SMEs in Taiwan hold 76.66% of labour market (Ministry of
Economic Affairs, 2006). Hsiao ef al. (2002), conclude that the small and medium
sized companies are one of the pillars of Taiwan’s economic success.

1.2.4 Defining the Relative Company Size of Small Suppliers and Their Larger

Customers

The company relationsﬁips were selected for study on the basis of the difference in
size between small suppliers and their larger customers. The small suppliers in
Taiwan often have less than 200 employees. In this research, small suppliers are
selected and defined on the basis of number of employees and turnover rather than
paid-in capital. |

Small suppliers and their larger customers included in the study are all located in
Taiwan and active in the Taiwan domestic market for electronic goods.

1.3 Aim and Objectives

This thesis examines how the relationship characteristics may create relationship
development impacts on the small suppliers and may influence the relationship
development process between small suppliers and their larger customer (defined by
number of employees and turnover) in Taiwanese electronics industry.

_1.3.1 Aim

The aim of this research is to examine the relationship development impacts on
small suppliers and their larger customers in the Taiwanese electronics industry.

1.3.2 Objectives

In order to achieve the aim, the following objectives, (derived from the literature
review and conceptual framework, and discussed below) have been set.

1. To review the existing published research and frameworks on the relationship

characteristics and relationship development process of small suppliers and
their larger customers
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2. To examine the relationship development impacts of the relationship
characteristics on the process of relationship development

3. To explore small suppliers’ and their larger customers’ approaches to
relationship characteristics and relationship development process in the
Taiwanese electronics industry

4. To contribute both academic and practical knowledge of the relationship
development between small suppliers and their larger customers in the

Taiwanese electronics industry

The first objective aims at establishing the current view of the relationship
characteristics and relationship development process between small suppliers and
their larger customers. This topic has been addressed by IMP Group research. Thus,
a review of the existing published research and frameworks for the relationship
characteristics and relationship development process of small suppliers and their
larger customers will focus on the IMP literature.

The second objective is to review the different types of relationship development
impacts that may influence the relationship development process between small

suppliers and their larger customers. This objective is investigated through the
conceptual framework and construction of links between the relationship

characteristics and relationship development process between small suppliers and
their larger customers.

The third objective is to explore the relationship development impacts of the
relationship characteristics on the process of relationship development in the
Taiwanese electronics industry, with the aim that the thesis conclusions and
framework developed can be used for future research in relevant research areas.

The final objective is to identify research gaps that can form the basis for
recommendations for future research and managerial guidelines for small suppliers
in better managing their relationship with their larger customers in the Taiwanese

electronics industry.
1.4 Structure of the Thesis

This thesis is divided into nine chapters in the order set out below:

Chapter two explains the cultural and economic context of the electronics industry in



Chapter One

Taiwan. This chapter is to understand and learn about the general background of
business in Taiwan, the Taiwanese business culture, and electronics industry in
Taiwan. This is including guanxi in the Taiwanese business culture. It helps
understand Taiwanese electronics industry as well.

Chapter three consists of the literature review related to this research which includes
the network perspective, dyadic relationship perspective, the definitions of the
themes, relationship characteristics, relationship development process, and the key
concepts related to the relationship between small suppliers and their larger
customers.

Chapter four examines the conceptual basis and development of the empirical
investigations. The conceptual framework is based on the literature review and the
primary research. This chapter identifies the relationship development impacts of the
relationship characteristics on the relationship development process between small

suppliers and their larger customers. F inally, this chapter concludes by outlining the
emerging research questions.

Chapter five considers the research philosophy and methodology. This chapter
begins by discussing the philosophical assumptions. The phenomenology was
adopted in this research. The research approach, process and strategies are then
discussed. The Five in-depth case studies between small suppliers and their larger
customers adopted are described, along with the development of data collection
methods, research indicators, designing questions, and data analysis methods.
Finally, the chapter concludes with a discussion of the research validity and
credibility.

Chapter six presents the findings from the five in-depth case studies, using the first
case as an initial pilot study. The overall structure in each case follows the
conceptual framework. Each case is discussed in the same structure and format in
terms of company profiles, relationship characteristics, relationship development
impacts, and relationship development process. Conclusions and reflections are
drawn on each case in sequence.

Chapter seven reports the cross-case analysis. This chapter provides an overview of
the main findings from the five case studies. The analysis builds on the empirical
findings from the case comparisons and identifies patterns emerging from the
research. Finally, this chapter also integrates the reflections on the results into a
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revised conceptual framework which may be useful for future development and
Investigation.

Chapter eight is to investigate the research data from the relationship development
impacts on small suppliers. This chapter focuses on the novelty of the section on
impacts. It discusses the relation of the findings more strongly to the literature and
the wider theoretical literature. The outcome of this chapter leads to the completion
of the finalised conceptual framework.

Chapter nine 1s the final chapter and presents the conclusions from the research. This
includes the discussion and reflections on the research questions set out at the end of
Chapter Four. The chapter then discusses contributions to knowledge, managerial

implications, limitations of the research strategy, and recommendations for future
research,

1.5 Conclusions

This chapter outlines the motivation and rationale for this research into the main
relationship development impacts of the characteristics of the relationship between
small suppliers and their larger customers in the Taiwanese electronics industry on
the relationship development process. This chapter also presents the local definition
of SMEs adopted, to classify small suppliers, and indicates with brief explanations,
the four objectives, derived from the research aim. The research is motivated by an
academic concern, based on the special importance of SMEs in the Taiwanese
electronic industry (Hwang, 2002). Previous research has investigated the
relationship characteristics and relationship development process between small
suppliers and their larger customers, but there is a lack of research into the link
between relationship characteristics and the relationship development process,
especially in the specific context of the Taiwanese electronics industry. Thus, the
aim of the thesis is to examine the relationship development impacts on small
suppliers and their larger customers in this context.



Chapter Two

CHAPTER TWO: THE CULTURAL AND ECONOMIC
CONTEXT OF THE ELECTRONICS INDUSTRY IN

TAIWAN

2.1 Introduction

The previous chapter outlines the topic of this research, presenting the background
of the research, and the aim objectives and structure of the thesis. The purpose of the
present chapter is to examine the particular context and characteristics of the
electronics industry in Taiwan, including the general background of business in
Taiwan covering features of the macroeconomic environment, and specific cultural
factors (notably guanxi) in the Taiwanese business culture. High-tech enterprises in
Taiwan have become key Original Equipment Manufacturing and Original Design
and Manufacturing participants in the value chain. Particular attention is paid to a
discussion of how these factors influence the form of Taiwanese company’s
interaction with the global economy, and with each other, since the former is central
to Taiwan’s survival, and the latter central to the present research.

2.2 General Background
2.2.1 Background of Business in Taiwan

Taiwan is one of the world’s great economic success stories, having been created
essentially from scratch following the defeat of the Japanese colonial power in
WWII (Wikipedia Encyclopaedia, 2008). Despite its limited natural resources,
Taiwan is a highly successful value-added economy, heavily dependent on foreign
trade for survival. Taiwan’s success can, in no small measure, be attributed to the
business ethos of the mainly ethnic Chinese population (Industrial Development
Bureau Ministry of Economic Affairs, R.0.C., 2008).

The official language is Mandarin Chinese, though English is widely understood.
Since the end of martial law there has been a multiparty republican system in place.
Although the Taiwanese practice a variety of religions the culture is strongly
influenced by Confucianism (Shay, 2003; Morrison and Conway, 2007; Wikipedia
Encyclopaedia, 2005).




Chapter Two

2.2.2 The Local Macroeconomic Environment

The economic performance of Taiwan over the past decades has been strong and
stable. Between 1991 and 2000, the average annual growth rate of GDP was about
6.4%. After suffering negative growth for the first time in 2001, the economy
recovered to resume a path of steady growth, and in 2004 GDP grew by 6.4%. In
2005, however, the economic growth rate declined to 4.1% due to a worldwide
slowdown. In spite of the weak growth in 2005, Taiwan still enjoys strong potential
for economic development. The economy grew by 4.9% in the first quarter of 2006,
ald by continuing dynamism in exports, manufacturing production, and private
consumption (National Bureau of Statistics of China, 2007).

Taiwan is now the world’s 171 largest economy, with total trade amounting to
US$341.9 billion. Its foreign exchange reserves of more than US$253 billion rank
third highest in the world. Two-way trade in 2005 expanded by 12.2%. The trade
surplus increased from US$13.6 billion in 2004 to US$15.8 billion in 2005, and it
reached US$3.36 billion in the first half of 2006, up US$76 million from the same
period the year before. Total investment in Taiwan increased at a modest rate of
0.5% in 2005, with private investment declining by 1.3% while investment by the
government and public enterprises expanded by 0.3% (Small and Medium
Enterprise Administration, 2007).

According to the 2005-2006 Global Competitiveness Report by the World Economic
Forum (WEF), Taiwan ranked fifth out of 104 economies around the world and first
in Asia on the Growth Competitiveness Index (GCI), the WEF’s key indicator of
medium to long-term economic growth expectancy. In addition, the number of
Taiwan’s patents registered in the U.S. ranked third in 2005. Taiwan also ranked fifth
in the world in “chances of making a profit from investments” in the Business
Environment Risk Report conducted by the Swiss risk-assessment company, BERI.
Several other prominent international institutes also give Taiwan a high rating for
overall economic performance and competitiveness (World Economic Forum, 2007).

2.2.3 The Taiwanese Enterprises

Most of the industries in Taiwan comprise of small and medium enterprises engaged

in manufacturing products (Small and Medium Enterprise Administration, 2007).
Though these small and medium enterprises enjoy great flexibility due to their sizes



Chapter Two

and can respond fast to the market demands, information technology tools can help
them to integrate with their suppliers and customers. In the past, Taiwan’s economy
has flourished because of its OEM/ODM works. However, in recent times, due to
pressure to lower costs and other unfavourable economic conditions, companies
dealing with hardware and semi-conductor products are shifting their bases to China
and other Asian countries. Though most of the Taiwan’s manufacturing companies
are shifting their factories to China, they still have their head offices in Taiwan

(Ministry of Economic Affairs, R.O.C., 2007).

2.3 The Taiwanese Business Culture

Confucianism remains a profound influence in the Chinese society. Taiwanese
practice a variety of religions but the culture is strongly influenced by Confucianism.
Business relationships are based on respect and are conducted in accordance with
the philosophy’s moral and ethical teachings. Taiwanese greatly value social
harmony and benevolent paternalism, both of which are pillars of the major
socialising force in Taiwan (Saner and Yui, 1984). In Taiwanese business culture,
establishing a cordial business relationship is often considered a higher priority than
profits. Relationship building is most often based on ‘guanxi’. The term guanxi
translates into ‘relationship’ or ‘connection’, but refers to a highly formalised set of
social interactions. Guanxi not only signifies connections but also consideration or
obligation, either in terms of obligation to family or others.

In Taiwanese business culture, relationships are based on respect and trust. One will
have to take time to establish goodwill. The Taiwanese usually begin a meeting by
making some preliminary, good natured, “small talk”. Taiwanese businesspeople are
shrewd negotiators. Bargaining is a way of life in the Taiwanese culture, so one
should be prepared to make compromises.

2.3.1 Guanxi

The focus of this section is how companies can run business smoothly and compete
with others by managing their relationships with partners well. There are some
strategic implications of guanxi which are related to this research on social capital,
so this concept must be included. In fact, this idea has already been put into practice

in the Chinese community years ago. Plenty of literature focuses on the utilisation of
guanxi, which is a special and important cultural and social element in the Chinese
community (Kao, 1993; Bjorkman and Kock, 1995; Yeung and Tung, 1996; Luo,
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1997; Tsang, 1998; Fock and Woo, 1998; Yi and Ellis, 2000). Although there are
different ways of looking at guanxi, guanxi facilitates the smooth running of a
company. No doubt, managing relationships plays a major role in the business word,
especially in Chinese society. For instance, Luo (1997) said that “it is widely
recognised that guanxi is a key business determinant of firm performance because
the life blood of the macro economy and the micro business conduct in the society is
guanxi network... No company can go far unless it has extensive guanxi in its

setting” (Luo, 1997, p. 43).

In Chinese, guanxi literally means “relationship” or “connection” (Yeung and Tung,
1996; Luo, 1997; Tsang, 1998). Guanxi is a cultural and social product of Chinese
society. By developing personal and organisational relationships, firms can gain
potential benefits. That is often considered as a necessary condition to run business
in China. Sternquist, Chen, and Huang (2003, p. 36) interpret business guanxi as
“...the process of finding business solutions through personal connections”.

In Bjdrkman and Kock’s (1995) study, all their respondents regarded guanxi as a
prerequisite factor for most information and business exchanges in Chinese society.
As Yeung and Tung (1996) mentioned, there is a popular saying, “Who you know 1is
more Important than what you know.” Personal connections with the appropriate
authorities or individuals (who you know) are an imperative extensive web of
world-wide connections for any company.

In 1997, Luo published an empirical study of the relationship between guanxt and
performance of foreign-invested enterprises in China. The key results show that

transnational investors can obtain a competitive advantage over other competitors in
China by building and maintaining their own guanxi network. Guanxi could become
a most effective and efficient marketing tool (Luo, 1997).

Tsang (1998) analyzed whether guanxi can be a source of sustained competitive
advantage for doing business in Chinese society. In Fock and Woo’s (1998, p.35)
study, even though guanxi is perceived as incurring extra time and cost, but it is
crucial for mangers to build up their guanxi and mount sustained efforts to maintain
it. After reviewing earlier research, they gave guanxi a new and narrower definition:
“a strategically-constructed network of personal connections selected from among
all the potential personal relationships”. They identified four main groups of benefits
derived from guanxi. Firstly, guanxi helps firms to obtain information on
government policies, market trends, and business opportunities. Secondly, it helps to

11
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lower uncertainty and improves efficiency. Thirdly, saves time and eases the
procurement of necessary production resources. Finally, guanxi can help a firm to
build up its company image, etc.

Park and Luo (2001) analyzed the utilization of guanxi, and the impact of guanxi on
firm performance. Their study shows that guanxi leads to higher firm performance,
benefits market expansion and competitive position, but does not enhance internal
operations. Tang (2003) suggested drawing a map of all a firm’s relationships to
understand, describe, and analyse all the relationships. This helps to identify direct
and indirect relationships, and find potential partners. A major advantage of the
relationship map is that it can enable a foreign company to find the ideal
compromise that will make the relationship work for all parties (Tang, 2003). Su,
Sirgy and Littlefield’s (2003) study showed that guanxi is practiced more by Chinese
organisations that have fewer resources than organisations with more resources.
However, their paper shows that people who are more educated tend to rely less on

business relationships to become successful. Education becomes a substitute for
guanxi.

Economic pundits have proposed several concepts as critical factors in the success
of companies during periods of recession. Social capital, networks, and special
relationships/guanxi are examples. In addition, Dunning (2000) proposed a new
concept - Relational Assets as another important factor. As Professor Dunning said,
“Today, the critical assets consist of a kaleidoscope of intangible resources and
capabilities, especially all kinds of knowledge and information embodied in human
and physical capital, both owned and accessed from a variety of sources and by

firms” (Dunning, 2000, p. 4).
2.3.2 Guanxi in the Taiwanese Business Culture

Yang (1994) defined Guanxi as cultivating personal relationships through the
exchange of favors and gifts for the purpose of obtaining goods and services,
developing networks of mutual dependence, and creating a sense of obligation and
indebtedness. Park and Luo (2001) argues that Guanxi is social capital because it
involves exchanges of social obligations and determines one’s face in Chinese
society. In this thesis Guanxi would be treated as social capital (business relationship
between supplier and customer). Chinese philosophy related to Guanxi has been
widely viewed as social capital. The first time when social capital applied to explain
organisation learning was in 1998 by Nahapiet and Ghoshal. They defined social
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capital as the sum of actual and potential resources embedded within available
through and derived from the network of relationships possessed by an individual or
social unit. Social capital comprises of both resources within the network and the
asset that may be mobilised through that network. Similarly, Burt (1992) also
conceptualized social capital as a set of social resources embedded in relationship.
Social capital encompasses many aspects of a social context, such as social ties,
trusting relations, and value systems that facilitate actions of individuals located
within that context. Drawing on a comprehensive review of previous work on social
capital, Nahapiet and Ghoshal (1998) called these different aspects of soctal context
the structural, the relational, and the cognitive dimensions of social capital.

Guanxi is a prominent feature of Chinese culture, and may be loosely translated as
“special relationships” or “connections” (Davis et al., 1995; Fock and Woo, 1998,
Yeung and Tung, 1996). Guanxi, through the cultivation of give-and-take
reciprocation, can get things done (Arias, 1998). Hwang (1987) calls it the Chinese
power game, a socially worldly-wise approach to the acquisition of resources and
the achievement of high customer satisfaction.

Guanxi is an essential part of doing business in Taiwan. There are even classes
teaching people how to manage guanxi (Asia-Learning, 2005). Academic
recognition of, and interest in guanxi, has grown rapidly over the last decade,
concentrating on its implications and benefits in business (Ang, 2000; Fan, 2002;
Fock and Woo, 1998; Merrilees and Miller, 1999; Pearce II and Robinson, 2000;
Wong, Wong, Hui, and Law, 2001; Wong, 1998a; Yi and Ellis, 2000), and relating it
to Western concepts of relationship marketing and competitive strategy (Ambler, ef
al., 1999; Arias, 1998; Gilbert and Tsao, 2000; Wong, 1998b; Wong and Chan, 1999;
Wong and Tam, 2000; Yau et al., 2000). These cross-cultural business studies focus
on the customer-supplier relationship, that is to say, the influence of Chinese culture
on the conduct of B2B and B2C relationships.

2.3.3 Summary Guanxi in the Taiwanese Business Culture

There is an old Chinese saying, “If you have a relationship, you have a road.” The
first stage for any company is to know all of their relationships; thus relationship
mapping (Tang, 2003) is a suitable tool. Once a firm knows its key partnerships and
potential partnerships, it should try to develop and maintain them. Trust and
commitment are two important elements for long-term relationships.

13



Chapter Two

[s there a difference between guanxi and relationship? Actually, both them share
similar concepts, but guanxi includes more elements, such as ganqing (pronounced
gahn-tchin), which is a measure of the emotional commitment of the parties
involved. Two actors could have a relation but no ganqing. For example, two alumni
may have a relationship because they come from the same university, but that
doesn’t mean that they have a good and close connection if they don’t have further
interactions to cultivate ganqing (Tsang, 1998). Furthermore, face is another
distinctive element in guanxi, which means an individual’s public image (Tsang,
1998), favour owed or a credit slip. These credit slips constitute a huge set of credit
which the holder could call in if necessary (Coleman, 1988). That is, guanxi implies
an obligation to return favour to the other side.

All these concepts are related as closely as each breath is to the next one. While the
value of social capital, network and relationships has long been recognised in
Western business literature, the peculiarly Chinese concept of guanxi can give us
more ideas to scale new heights in business. Throw away the shady sides of guanxi;
we should obtain more worth concept from guanxi. Because personal relationships
are the quintessential basis for all business, guanxi isn’t suited only for Chinese
businesses. All firms need to establish, sustain and even enhance the quality of their
relationships with every partner. That will bring them unexpected gains. That’s what
people call, Relational Assets (Hayes and Schmenner, 1978). Tsang (1998) and Fock
and Woo (1998) mentioned that guanxi may help firm to get more convenience
when running business. For instance, banks will faster approval of loans for your

company or government will faster approval licenses your company apply for. This
another kind of flexibility that makes a company can running business more
smoothly than its competitors.

2.4 Electronics Industry in Taiwan

This section attempts to describe the special features of the Taiwanese electronics
industry in the context of the SE Asian and global economies, and relate these to the
research investigation. Taiwan ranks third (after the US and Japan) in global IT
production yet its IT manufacturing sector is dominated by relatively small locally
based enterprises, with a limited multinational presence. High-tech enterprises in
Taiwan have become key Original Equipment Manufacturing and Original Design
and Manufacturing participants in the value chain (Minister of Economic Affair,
R.O.C., 2008). The advantages they have are based on cooperation in supply chain
systems generally controlled by larger global enterprises. This section describes the
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electronics industry and the cultural features that may facilitate cooperation by and
between Taiwanese electronics SME’s.

2.4.1 History

Taiwan’s economy has gone through several distinctive phases. Due to its
subtropical climate, agricultural products flourish in Taiwan and until the 1950’s the
economy were mainly agrarian. After land reform policies, the government
implemented a series of policies aimed at making Taiwan self-sufficient.
Consequently, the manufacturing sector expanded dramatically in the 1950’s and

Taiwan became a major exporter of textiles and cheap manufactured goods (Hsiao et
al., 2002; Essig and Ulli, 2001).

In the 1960’s Taiwan’s manufacturing sector shifted to electrical equipment and
electronic goods causing the economy to grow between 1962 and 1985 at an average
annual rate of almost 10 percent, more than twice the economic growth rate of
industrialised countries during the same period. By the 1980’s and 1990’s industry

began shifting to chemical product exports and high technology (Ministry of
Economic Affairs, 2007).

Taiwan developed its electronics manufacturing capabilities over the past four
decades. In the 1960s, Taiwan assembled such products as transistor radios, tape
recorders, and some transistor packaging. In the 1970s, Taiwanese firms entered the
component manufacturing business with CRTs, IC pilot production of ICs (via
ERSO), electronic watch production, and VCR magnetic drum developments. In the
1980s, Taiwan entered into computer manufacturing with United Microelectronics
Corporation’s (UMC’s) semiconductors, the IBM-compatible PC, 256K DRAM
development, colour monitor production, and establishment of Taiwan
Semiconductor Manufacturing Company (TSMC) (World Economic Forum, 2007).
Electronics became the number one export and Taiwan became the fifth-largest
supplier of PCs (Hsiao et al, 2002). In the 1990s, Taiwan moved iInto
microelectronics manufacturing and became the number one supplier of
motherboards, monitors, scanners, and mice. In 1995, Taiwan became the number

three supplier of computers, with a value of $19.7 billion. In 1995, Taiwan produced
$3.3 billion in semiconductors, began mass production of 16 Mbit DRAMSs, and
opened four of 20 planned 8-inch wafer fab operations (CETRA Power Sourcing
with Taiwan Trade, 2008). Today, Taiwan is targeting the markets for
semiconductors, optoelectronics, displays, and packaging (Ministry of Economic
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Affairs, 2007).

In the early 1970s, the Taiwanese government targeted electronics as a *“strategic”
technology and heavily promoted it through various policy instruments. Since then,
the Taiwanese electronics industry has achieved outstanding success, especially the
semiconductor and information products sectors (Chang, 2004; Glover, 2001;
Hwang, 2002). For example, today Taiwan is the largest provider of personal
computers and the fifth largest producer of integrated circuits (Department of

Statistics MOEA, 2008).

2.4.2 The Characteristics of the Electronics Industry

Taiwan is a global leader in the manufacture of information and communications
technology (ICT) products. However, most Taiwan high-tech companies are original
equipment manufacturers (OEM) and as a result are less likely to develop brand
names and global marketing strategies. As a result, Taiwan electronics
manufacturers frequently attend trade shows and advertise their products in trade
magazines and newspapers to develop marketing channels. The newest marketing
promotion and communication channel for manufacturers is the website. A large
number of the companies are displaying products and providing information online
and some have comprehensive e-commerce sites. Local companies are also

designing websites for buyers to place orders, to eliminate intermediaries, and
increase profits.

Taiwanese government officials consider Taiwan’s primary strengths to be in
electronics manufacturing (Hwang, 2002; Small and Medium Enterprise
Administration, 2007). While Japan has been Asia’s benchmark in electronics’ R&D,
design, manufacturing, marketing, and sales, Taiwan has been strongest in all areas
of computers and in component technologies (Chang, 2004; Glover, 2001; Hwang,

2002).
2.4.3 The Importance of the Electronics Industry

Taiwan’s electronics industry, with 670 companies listed on the Taiwan Stock
Exchange (TSE) and the OTC (over-the-counter) Securities Market and having an

annual production value of US$300 billion, has been central to Taiwan’s long-term
economic development (Chiger and Karp, 2003).
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Taiwan has become a world-class manufacturing centre and has a leading global
market share in many products. Many products made in Taiwan and made by
Taiwanese companies that ranked No. 1 globally in terms of production value or
volume such as IC Foundry, IC Packaging, Notebook PCs, PDAs, and so on
(Industry & Technology Intelligence Service (ITIS) and IDB, 2006).

2.4.4 The Global Context

The term “globalisation” describes the progressive integration of economic activity
across national borders, accompanied by a reduction in the fiscal barriers to trade
imposed by national government regulation in a prevailing climate of economic
liberalism (Dicken, 1998). Globalisation is eliminating the boundaries for
manufactured goods, commodity and capital flows, intensifying competition and
shortening the life cycle of many products.

The process may be regarded positively, as giving universal access to global markets
and opportunities, or negatively, as reflecting and promoting the uneven distribution

of wealth and power, associated with the increasing hegemony of (mostly US-based)
multinational corporations (Gilpin, 1987).

Both these views of globalisation as a homogenising process are simplifications,
since the manifestations of globalisation are heavily dependent on local financial,
political, cultural and structural factors. The positive economic effect is concentrated
in certain regions, notably North America, Europe, and Japan/South East Asia, and
varies greatly within and between them. Taiwan in particular does not match very
well with a simple hegemonistic view of globalisation.

2.4.5 The Local Context

Taiwan’s IT industry was outstandingly successful in the 1990°s, growing at over
20% per annum, making the country the third largest producer of IT hardware (after
the US and Japan) by 1999, and driving a doubling of GDP between 1988 and 1999,
(MOEA , 2000) yet the industry is dominated by local Small and Medium
Enterprises (SME’s), mostly started after 1980. This contrasts with the situation in
Singapore, where the government has successfully promoted the establishment of
multinational subsidiaries, and Japan and Korea, dominated by a few large domestic
conglomerate corporations. Of 153 Singapore-based electronics companies surveyed
in 1997, 108 were wholly foreign-owned, and the remainder were joint ventures.
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Overall, locally owned firms accounted for only 8% of Singapore’s exports in 1992
(Yue, 1997). It 1s thus of some interest to consider how this situation has been
avoided in Taiwan.

2.4.6 Participation in the Value Chain

Globalisation involves the stimulation of international trade, and the increasing
Importance of multinational companies in international trade, symbolised by the
ubiquity of their brands. World Bank Group (2004) statistical indicators of global
economic integration show general and sustained increases, for example
international trade increased from 32.4 to 40%, gross private capital flows from 10.3
to 29.1%, and gross direct foreign investment from 2.7 to 8.8% of Gross Domestic
Product between 1990 and 2000. Globalisation has tended to favour high technology

industries, and companies in a controlling position in their value chain, (Porter, 1986;
Whitley, 1996).

The concept of the value chain was introduced by Porter (1986) who applied it to
describe the trading relationships of a company. With “pure” globalisation, the value
chain may cross national boundaries unhindered, with its component “link”
activities in the most profitable locations worldwide. Gereffi (1999) distinguishes
two types of commodity chains, producer-driven, involving capital intensive
technological products, and buyer-driven, involving labour-intensive industries in
which the marketing and manufacturing agents set up production networks,
principally in developing countries. Economic benefit to the producer is much
greater in the former case, although these chains are dominated by multinational
corporations' who extensively sub-contract actual production under original
equipment manufacturing (OEM) arrangements, much of it carried out in Taiwan.

2.4.7 Cooperation Versus Competition

Global marketing can bring significant economies of scale. These economies of
scale are realised by large scale investment, which, along with the market
dominance of established global brand leaders, is a significant barrier to global
market entry. These barriers can, to an extent, be circumvented by various forms of
cooperative venture, either “horizontal” , involving, for example, joint distribution
and marketing ventures with overseas companies with complementary product
ranges, or “vertical” participation as a supplier or distributor, in an established
global brand leaders supply chain (Youngdahl and Loomba, 2000; Matear et al.,
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2004). Taiwanese companies have generally used the latter means to gain exposure
to global markets, though in a few cases they have eventually acquired the capability
to market their own products globally under their own brands (Chang and Liou,

2000).

Optimal matching of supply and demand, in space and time, reduces costs and
increases customer satisfaction (Handfield and Nichols, 1999; Jayaram et al., 2000;
Youngdahl and Loomba, 2000; Cousins and Spekman, 2003). Information can
now be transferred instantaneously, but for physical goods, mismatches in supply
and demand are accommodated by buffer/safety stocks, or reduced by the rapid
exchange of production and customer order information, (the so-called virtual
inventory) required in just-in-time production techniques. These techniques are
critically dependent on coordination in the supply chain.

2.4.8 Supply Chain Cooperation

There are two main ways to promote coordination in the supply chain. Either the
supply chain is taken under direct ownership, or cooperative relationships are
promoted between legally independent supply chain members. The former
mechanism is now rather unfashionable, with companies tending to concentrate on
their “core competencies” and outsourcing other functions. The cooperative
relationship required by the second mechanism tends to produce a few long-term
supplier partners, with closely coupled information systems. Within a company, the
required coordination may be mediated by an Enterprise Resource Planning (ERP)
System, with coordination of external entities via Supply Chain Management (SCM)
and Customer Relationship Management (CRM) Systems (Dornier et al., 1998;
Chang, 2002; Ettlte et al., 2002; Cagliano, Caniato and Spina, 2003).

2.4.9 The Virtual Enterprise

This IT-mediated coordination has resulted in the emergence of the concept of
the “extended” or “virtual” enterprise, consisting of cooperating but legally
independent companies forming a supply chain. In this model, competition is
considered to occur between rival supply chains rather than between the component
companies of a supply chain, and attention is focused on optimising the performance
of the whole supply chain, rather than that of individual component companies
(Melin, 1992; Mclean, 1999; Lin et al., 2002; Rajagopal, 2002; Sarker and Lee,
2004). In the computer manufacturing sector, IBM, Dell, and HP provide examples
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of the benefits of SCM, providing a level of vertical integration previously only
contemplated (and seldom achieved) by organisations with sole ownership of their

supply chains.

2.4.10 Reality Check: The Limits on Cooperation

While this model has achieved wide acceptance, perhaps partly because it contrasts
interestingly with the conventional view of unrestricted and general competition, it
is perhaps worth remembering that such competition is still arguably the norm in
commercial relationships. Even for “classic” cases of the extended cooperative
enterprise, such as those mentioned above, there are powerful disruptive forces
tending to re-assert “pure” competition. For example, in the “commoditisation”
process commonly encountered in IT, a product technology becomes ubiquitous, so
that competing products come to be regarded by the consumer as equivalent, and
purchasing decisions are taken solely on the basis of availability and price. Dell’s
build-to-order business model was successful in commercial marketing terms when
the base price of a laptop was $2000. It is less so now, when the base price is $600

(Senior Dell employee, Personal Communication, 2008).

Traditional adversarial supply chain relationships, where a manufacturer might
typically promote price competition among multiple suppliers, do not encourage the
free exchange of information. According to Dalton (1999), only 36% of US
enterprises were happy to share production, marketing and demand variation
information with corporate customers. There are, however, some grounds for a belief
that business cultures in Asia may be more predisposed to cooperation.

2.4.11 Guanxi in the Taiwanese IT Business Culture

Stubbs (1998) suggests that Asia-Pacific cultures have evolved an ethos of social
cohesion and obligation which predisposes them to the formation of mutually
beneficial business networks. Within this general cultural context there is naturally
considerable local variation. Whitely (1998) contrasts the Japanese kaisha
(corporation) and powerful Korean chaebol (‘financial cliques’) with the Chinese

family business model dominant in Hong Kong and Taiwan. The latter tend to be
‘quite specialised in their business activities (although they may invest in a variety of

other businesses) and the managers in a business group (“traditionally” members of
one family), are not usually structured in a strict hierarchy.
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Applied to high tech electronics businesses, this model encourages flexibility and
the formation of alliances between complementary specialism, with social networks
of former classmates and colleagues supplementing and substituting for family
connections.

This extended network of mutual obligation is a manifestation of the “Guanxi”
described above. In the 70’s many Taiwanese engineers worked and trained abroad,
and formed persistent and extensive links with Silicon Valley in California, partly
mediated by overseas Chinese engineers and venture capitalists living and working
there. (Saxenian and Li, 2003). In general Taiwan’s SME’s have not initiated new
basic technologies but have become very adept at techniques for rapid commercial
production, leading to Taiwan becoming the production base for IC technologies
initially developed in the US.

Taiwan now ranks third (after the USA and Japan) in annual per capita US patent
registrations.

2.4.12 Comparison with Western Business Culture

Co-operative relationships between Western businesses tend to be more formal,
contractual, and hence less flexible. (Whitely, 1998; Reynolds, 1999). The relatively
few large Taiwanese IT companies tend to follow standard Western business models,
not always entirely successfully. Taiwanese computer company Acer’s global
expansion strategy in the 1980’s involved significant horizontal and vertical
acquisition and merger, buying US-based Counterpoint Computers in 1987, Texas
Instruments DRAM fabrication in 1988, Altos Computer Systems in 1990, router
company Pivotal Networking in 1999, and merging Acer Semiconductor
Manufacturing Inc. with Taiwan Semiconductor Manufacturing Company to form
TSMC-Acer Semiconductor Corporation in 1999. The company thus directly
controls a large proportion of its supply chain, and its operations range from the
manufacture and distribution of basic components to the selling of finished
equipment both to other global brand leaders, and under its own name. The risks
reflect the scale and scope of this global operation. Assimilating the mergers, and
coordinating such a wide ranging operation, has lead to high restructuring, inventory
and staffing costs (Jayaram ez al., 2000; Lin e al., 2002; Huang and Liu, 2004). In
2000, Acer Inc operating losses were $135 million, forcing a substantial withdrawal
from the US market to concentrate on Asia, and a reduction in the product range.

Arguably the company has lacked focus, and its unusual mix of OEM and
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own-brand global marketing has potential for conflict, since the brand may compete
with OEM customer’s products (Burns, 2001).

This “integration by ownership” model is generally unavailable to Taiwanese
companies due to their limited size, and contrasts with that employed by other global
brand leaders in the PC industry, notably Dell, which outsources its component
supply to “partner” organisations, which are closely integrated with Dell’s direct
marketing system, allowing “build to order (BTO)” and “configuration to order
(CTO)” from a customer specification (Malcolm, 1998; Dell, 1999; Rajagopal, 2002;
Ettlie et al., 2002; Cousins and Spekman, 2003).

2.5 Summary

In summary, there are reasons to believe that Taiwanese electronics SMEs may be
predisposed to a higher level of cooperation than is the Western commercial norm,
both culturally, and because their small size makes it mandatory in the global market.
It could perhaps even be argued that the Taiwanese networked business model,
mediated by “guanxi” prefigures the IT-mediated cooperative production model
exemplified by Dell. This interpretation encouraged an investigation of several
electronics SME supplier — customer relationships, via case study interview aimed at
determining the nature of their business relationships, and the influences on their
development.
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CHAPTER THREE: LITERATURE REVIEW

3.1 Introduction

The aim of the research is to examine how the relationship characteristics of small
suppliers and their larger customers create relationship development impacts on the
small suppliers and influence the process of their relationship development.
Therefore, this research’s primary function is focused on the dyadic relationships
between buyer and seller. A dyad is defined as a “group of two” (Wilkes and Krebs,
1983) and thus represents two levels of organisation: firms and relationship. As each
relationship is part of a network. A business network is defined as a set of two or
more connected business relationships, in which each exchange relation is between
business firms that are conceptualised as collective actors (Emerson, 1981). The
network will be discussed at the beginning of the literature review to explore its
influence on the development of a dyadic relationship between a customer and

supplier, which is the main area of focus of this study.

Existing academic research has investigated distribution channels and
Internationalisation extensively in the 1960s to 1970s. Internationalisation became a
focus of investigation from the late 1970s and early 1980s to 1990s. At present,
researchers are interested in and trying to understand the network perspective (e.g.
Johanson, 2000; Ford, 2002). The network theory is one of the main research areas
of the Industrial Marketing and Purchasing Group (IMP Group) (H&kansson, 1982;
Turnbull and Valla, 1986; Hakanson and Snehota, 1989; Ford, 2002). It is argued
that the nature of the interaction between the network and the dyadic relationship 1s
an important aspect of the network view of business relationships (Alajoutsijirvi et
al., 1999; Anderson et al., 2003). Therefore, the network and relationship theory will
be addressed in this research to understand current thinking on how relationships
between customers and suppliers develop.

Relationships and networks are of current interest from both an academic and a
practitioner viewpoint (Henneberg et al., 2006). The IMP Group (H&kansson, 1987;
Hakansson and Snehota, 1998; Ford, 2002) has been an important influence in this
research area. No business exists without networks and relationships (Hakanson and

Snehota, 1989). Ford et al.,, (2003) suggested that each company has to research
their own customers and suppliers in the area of products, service, technology,

finance, and advice. In his view companies should pay more attention to their
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competitors and collaborators. The focus of this study is to identify the relationship
development impacts on small suppliers and their larger customers in the Taiwanese
electronics industry. In other words, the relationship development impacts of
relationship characteristics on the process of development of these relationships.
Therefore, part of the study will examine existing literature on the network and
relationship perspectives, as discussed in the following sections.

3.2 Network Perspective

Networks have been defined variously as “sets of connected exchange relationships”
(Cook and Emerson, 1978, p.725), as “a structure where a number of nodes are
related to each other by specific threads” (Hékansson and Ford, 2002, p.133). Easton
(1992) points out that the network is a mode describing a large number of entities
that are related. Network theorists (Ford et al., 1980; Hallén and Johanson, 1939)
have emphasised the strong bonds business partners develop over time in
business-to-business markets. Hdkansson and Ford (2002) explain that the nodes are
business units. The nodes include resources, knowledge, and understanding in many
different forms (Hakansson, 1997). In particular, nodes in the networks are not
individual and isolated transactions between companies. However, each node is
related to others in different ways by virtue of its unique technical and human
resources.

It is argued by Purchase and Olaru (2003) that networks are built of both dynamic
and stable elements. Johanson (2000, p.3) mentions three essential network views as
follows:

“First, it is between two firms’ resources in a long-term exchange. Second, it 1S
frequent and tends to important in the resources exchange. Final, both are in terms of
volumes and function for the firms.”

Business networks within the IMP Group tradition are based on the dyadic
buyer-seller concept of marketing. This tradition looks at industrial marketing from
different relationship perspectives (Hakansson, 1982; Turnbull and Vallia, 1986;
Hakansson and Senehota, 1989; Ford, 1990). Within an organisation the interaction
and exchange processes were classified into actors, activities and resources by
Hiknsson and Snehota (1989). This developed into what is also called the basic
structure of the industrial network model, which has been an important model in
developing an understanding of the interconnections and elements in any business
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network.

3.2.1 Basic Structure of the Industrial Network Model

The basic structure of industrial networks model was developed by Hakansson
(1987); Hékansson and Snehota (1989, 1995). The principle of this model is to
“make possible an integrated analysis of stability and development in industry”
(Hakansson and Johanson, 1992, p.29). A second aim of the model is to understand
“the roles of actors and sets of actors in industrial development processes, given the
relation between industrial stability and development” (ibid, 1992, p.29). The
industrial network model depicts the relationship between actors, activities and
resources. (See Figure 1)

Figure 1: Basic Structure of Industrial Networks

Networks of
actors

Networks of Network of
activities resources

Source: Hakansson (1987); Hédkansson and Snehota (1989)

According to Hdkansson and Johanson (1992), the first variable is actors. Actors are
nodes, which conduct activities and use resources in these activities. In other words,
actors are like individuals, groups of individuals, parts of firms, firms, and groups of
firms. Therefore, actors have different levels of organisation in the industrial
network. Actors in the lower levels could be part of higher level actors, whereas
higher levels are independent. Hakansson and Johanson (1992) argue that actors
have five characteristics. Firstly, actors achieve and manage activities. Secondly,
actors can develop relationships with others via exchange processes. Thirdly, actors
direct their activities and manage resources in a goal oriented fashion. Finally,
different actors have different knowledge of the activities and resources and this
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differential knowledge may be exploited for advantage in their relationship with
other actors.

The second variable of the model is activities. Cook and Emerson (1984) maintain
that sets of connected exchange relationships between actors control business
activities. Hakansson and Johanson (1992) provided two types of activities;
transformation activities and transfer activities. Transformation activities are directly
controlled by one actor, whereas transfer activities involve shared control over the
transfer of resources from one actor to another. Transfer activities link the
transformation activities of different actors to each other. Therefore, a complete
activity cycle always includes both transformation and transfer activities. A single
actor never controls activity. In the industrial network, a single activity 1s not
necessarily conducted by a specific actor. The activities in the industrial network
change over time, and links to actors and resources in other organisations may
change dynamically to reflect this.

The final variable of the model is resources. The transformation and transfer
activities described above require transformation resources and transfer resources,
respectively. Transfer and transformation resources are interdependent. Hakansson
and Johanson (1992) describe knowledge and experience as other important
resources. Furthermore, Purchase and Olaru (2003) describe the movement of
resources in terms of knowledge and skills brought together, and technology and
information distributed. For example, companies may do business with various
markets and customers, and have to deploy different knowledge and experience for
dissimilar markets and customers. Thus, knowledge and experience are key
resources, and their management is a key skill.

The basic structure of industrial networks was provided by these three variables. In
addition, actors are influenced by power and knowledge. Actors often affect the
stability and development of the network. Therefore, the model is used to
demonstrate how stability and change in industrial systems do not coexist. From the
above model description, we can understand the basic element of the industrial
network model is the relationship between two companies. The purpose of this
research is to focus on the relationship development impact of relationship
characteristics of small suppliers and their larger customers on the relationship
development process, by analysing both sides of the buyer and seller relationship. In
other words, the dyadic relationship between small suppliers and their larger
customers will be explored in this research. Thus, the basic structure of the industrial
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network model is relevant to a better understanding the relationship between
customer and supplier and the impacts on that relationship from the surrounding
network.

3.3 Dyadic Relationship Perspective

Having discussed networks briefly, the dyadic relationship perspective will now be
considered. A network consists of nodes or positions and links manifested by
interaction between positions (Thorelli, 1986). These “links™ are usually called
relationships (Ojasalo, 2002). A relationship is defined by Hakansson and Snehota
(1995, p.25) as “mutually oriented interaction between two reciprocally committed
parties”. Forsstrom (2003) describe relationships between companies as connected
by process and interdependence. Relationships are important in determining network
structure and providing a context for the processes that characterise companies’
behaviour towards each other.

The IMP Group has focused on customer-supplier relationships and interaction
between parties (Ford, 1980: IMP Group, 1982; Ford et al., 1986; Hakansson, 1987).
In empirical IMP research, it was found that the major marketing problems in the
firms concerned the establishment, development and management of business
relationships with customers, suppliers and other important actors. From this
observation research has tended to focus on interaction in business relationships
(H&kansson and Ostberg, 1975, Hikansson, ed., 1982). Ford et al., (2003) use the
relationship model to describe the interaction between buyer and seller.

The relationships of a firm in a domestic network can be used as bridges to other
networks in other countries. Relationships in business markets are increasingly
important in many companies’ operating strategies. Nowadays relationships have
become strategic and the process of relationship development is accelerated as firms
attempt to create relationships to achieve their goals (Turnbull et al., 1996; Johnsen

and Ford, 2000).
3.3.1 Interaction Approach
The interaction model was developed by a group of researchers known as the

International Marketing and Purchasing (IMP) research group (IMP Group, 1982;
Hékansson and Johanson, 1988; Ford, 1990; Hdkansson and Snehota, 1995).
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The interaction approach looks at how companies behave towards each other and
how relationships are built up between two parties, a customer and a supplier. For
example: IMP Group successtully applied the interaction approach to the buyer and
seller relationship (Cunningham, 1980). The IMP Group (1982) claim that the
interaction approach is based on elements that is very important in industrial
marketing research.

In the interaction model, IMP Group (1982) highlights four groups of variables.
These variables illustrate and influence the interaction between buyer and seller
companies. These four variables in the interaction model are explained below. (See

Figure 2)

» The interaction process

> The participants in the interaction process

»  The environment within which interaction takes place

>  The atmosphere affecting and affected by the interaction

Figure 2: An Illustration of the Interaction Model
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IMP Group, (1982), International Marketing and Purchasing of Industrial Goods:
An Interaction Approach, Chichester: Wiley, pp. 10-27.

The Interaction Process

The interaction process discriminates between short-term exchange episodes or
long-term relationships (Hakansson, 1982; Ford, 1990). The major elements of
exchange episodes in the interaction process are products and services, information,
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finance, and social interactions.

The product or service bought and sold is the core of the interaction and exchange.
However the product or service affects the transaction process undergone by the
buyer and seller. Several aspects of information exchange are of interest, such as its
content (technical, economic, or organisational questions dominate the exchange),
and the degree of formality. Financial exchange is an indicator of the economic
importance of the relationship. Social exchange is a key function in reducing
uncertainties between customer and supplier (IMP, 1982).

The Participants in the Interaction Process
Some major characteristics of the buyer and seller companies are discussed below:

Technology: The production technology of both buyer and seller companies is very
important. This is because the interaction process can be interpreted as tying the
technologies of the customer and supplier together.

Organisational size, structure and strategy: The size and power of the parties give
them basic positions from which to interact and share resources.

Organisational experience: Important organisation experience is not restricted to the

companies experience in the relationship, but also includes all outside experience
and activities.

Individuals: At least two individuals, one from each different organisation, are
involved in a relationship. These are usually a customer and a supplier. The
individuals’ exchange of information develops relationships and builds up strong
social bonds. Some individuals at different levels in the organisation have different
roles in the inter-company personal interactions. For example, higher level staff in
an organisation may sign formal contracts, but lower staff may maintain the
relationship on an interpersonal level in practice, perhaps with little formal control.
Individuals can thus have a key influence on a business relationship.

The Environment within which Interaction Takes Place

Although often influential, the analysis of relationship interaction between a buyer
and seller company cannot be limited to the individual level but must also consider
the wider context including market structure, dynamism, and the social system. The
market structure includes the concentration of both buyers and sellers and the
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stability or rate of change of the market. The degree of dynamism in the market
influences the ability of companies to make plans in their relationship. The social
aspect the buyer and seller relationship enables the company to really understand
problems arising between the buyer and seller companies, Also important is
experience in choosing trading partner companies.

The Atmosphere Affecting and Affected by the Interaction
In the Figure 2, the model shows the short-term and long-term interaction process

between buyer company and seller company. The short-term exchange episodes
include product/ service, information, financial, and social exchange. The long-term
relationships involve institutionalisation and adaptations. Both the short-term and
long-term interaction process is considered to be influenced by organisation and
individual. The interaction process between two companies has to consider
environment. Environment consists of the market structure, dynamism,
Internationalisation, position in the manufacturing channel, and social system.
Finally, atmosphere has to consider the development of the relationship between the
two companies. Atmosphere contains power/dependence, cooperation, closeness,
and expectations. This model identifies connections between the variables on
different levels. The parties in the exchange process are related to the interaction
environment. The two parties in the exchange are related to the exchange process,
and the product exchanged is related to the information that is exchanged. Finally,
environment, company, and interaction categories provide a number of interaction
atmospheres within different linkages. The model is thus an attempt to describe how
relationships between customers and suppliers are maintained and established. |

3.4 Relationship Development

The study of relationship development primarily involves research into structures
and processes in the dyadic relationship between customer and supplier (Ford, 1980;
Ford et al., 1986; Hakansson and Snehota, 1995; Wilson, 1995; Alajoutsijérvi ef al.,
1999). Hékansson and Snehota (1995) argue that the relationship development
process concerns an interaction where connections have been developed between
two parties that produce a mutual orientation and commitment. The relationship
structure is described in terms of three layers: activity links, resource ties and actor
bonds. These three functions can be used to characterise the nature of a relationship
that has developed between two companies.

The research framework developed here for the dyadic relationship between
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customers and suppliers’ characteristics is derived to a large extent from the IMP
Group’s work, from authors such as Ford et al., (1986); Hdkansson and Gadde,
(1992); Alajoutsijirvi et al., (1999). Ford et al. (1986) describe the four aspects of
companies’ interactions as capability, mutuality, inconsistency, and particularity.
These characteristics have tended to be used to describe the nature of interaction in
relationships between customer and supplier where the parties are of similar size and
importance to each other, rather than in situations where there is a relative difference
in size and importance between a customer and supplier. Recently Johnsen and Ford
(2004) have argued that capability should be excluded from classifications of
relationship characteristics, as capability should be viewed as a firm characteristic
rather than a relationship characteristic per se.

The following classification has been developed to enable a better understanding of
possible characteristics of relationships between small suppliers and larger

customers, based on set of common relationship characteristics that has been derived
from the literature.
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3.4.1 The Characteristics of the Relationship

Table 1: Classification of Relationship Characteristics

Relationship Froc_u_s_(.)f Literature | ]
Characteristics
IMutuality Ford et al. (1986, p.33)

Mutuality is defined as “how the parties handle the relationship
between their respective and common interests”.

Shared goals or common interests between companies.

Particularity Ford et al. (1986) I

i Particularity is the quality of uniqueness possessed by a givc—‘:n1

interaction.

e ————
Trust Pruitt (1981, p.16)

| “Trust 1s the belief that the other party is also ready to undertake]
coordinative actions”. l
Anderson and Weitz (1989, p.312)
Trust as “one party believes that its needs will be fulfilled in the
future by actions taken by the other party”.
Cooperation Anderson and Narus (1990)
Cooperation can be defined as similar or complementary
coordinated activities performed by firms in a business
relationship to achieve mutual outcomes or singular outcome
with expected reciprocity over time.
Contractor and Lorange (1988); Ring and Andrew (1992)
describe cooperation by listing a number of different cooperative
strategies or relationships.

Inconsistency Ford ef al. (1986)
Inconsistency is defined as ambiguity or lack of clarity in
l interaction.

Power/dependence{Anderson and Weitz (1989)

Power as the ability of one partner to get the other partner to do
something they would not normally do.

IWilson (1995)

Power is directly related to one partner’s dependence on the other
partner.

: iEmerson (1981)

| Dependence is the obverse of power.
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Mutuality

The concept of mutuality involves of the importance of the shared goals or common
interests between companies. Mutuality can be defined as a measure of how much a
company is prepared to give up its own individual goals or intentions, so that it can
increase the positive outcomes of orders and in this way its own ultimate well-being
(Ford et al., 1986). For example, many customers will share technology, information
and knowledge with suppliers so that both benefit. On the other hand, it may make
small and medium-sized suppliers faced with adapting to the needs of a demanding
customer feel that all the efforts are geared for the customer benefit with little
impact on their own well-being (Johnsen and Ford, 2001). Therefore, developing
shared goals through interacting with a customer and researching the customer’s
needs could be very important to the small supplier. This could result in improved
suppliers’ performance through a better understanding of the customer. However,
sometimes a small supplier may not have access to customers in order to develop
shared goals and so a supplier may consider its customers are selfish and
untrustworthy as they focus mostly on comparing price and benefits. Ford et al.,
(1986, p.34) argue that “mutuality is the mirror of the trust which exists between
parties”. Johnsen (2005) maintains that mutuality mirrors the past, present, and
future relationship between companies. Therefore, for mutuality to develop between
a small supplier and larger customer it may be important for both parties to dedicate
time and effort to developing shared goals and to give signals that they believe the
other party.

Particularity

The concept of particularity is concerned with the direction and uniqueness of the
interaction between supplier and customer in the relationship (Ford et al., 1986).
Some firms may approach their relationships in a standardised or contractual way,
such as some larger customers in their interaction with small suppliers. The larger
customers may even act as a group, controlling the development of a range of small
suppliers in aspects such as product, technology, and process development for the
customers’ benefit. This behaviour limits the customer’s particularity towards its

suppliers.

Particularity is concerned with the extent to which a small supplier specifically and
uniquely meets the needs of the larger customer in the relationship, by efforts in
product innovation or product technology. Particularity is often closely related to
costs (Ford et al., 1986). However, small suppliers may have limited financial
resources to make specific investment dedicated to their interaction with their larger
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customers. Thus, particularity requires small suppliers to seek ways to give special
treatment without increasing costs.

Trust

Anderson and Weitz (1989, p.312) defined trust, as “one party’s belief that its needs
will be fulfilled in the future by actions taken by the other party”. Ford (1984)
suggests trust is an important consideration, since:

e many aspects of relations between customers and suppliers cannot be

formalised or based on legal criteria. Instead relationships have to be based on
mutual trust.” (Ford, 1984, p.18)

In long-term buyer-seller relationships, Sako (1992) differentiates between three
types of trust contractual trust (one’s expectations that an exchange partner keeps its
promises by contract), competence trust (one’s confidence in the exchange partner’s
competence, or professional standards, in carrying out specific tasks), and goodwill
trust (one’s confidence in the exchange partner’s open commitment to supporting
and continuing a focal exchange relationship), and suggests these will differ in
relative importance at different stages in a relationship’s development. For example,
contractual trust may be most important in the early stage or dissolution;
competence trust may be most important in the developing stage; goodwill trust may
be most important in the stable stage.

Trust 1s a common notion in industrial network research (Johanson and Mattsson,
1987; Ford et al., 1990; Hakansson, and Snehota, 1995). Trust is enhanced by the
degree of the two-way communication between customers and suppliers. Trust can
make communication, information sharing and conflict management more open
(Sako, 1992; Barney and Hansen, 1994; Aulakh et al., 1996; Creed and Miles, 1996;
Bidault and Jarillo, 1997; Blomqvist, 2002). Trust is often stated as a vital factor in
successful relationships (Conway and Swift, 2000). Trust has an important influence
on the stability of the dyad. Trust leads buyers and sellers to focus on long-term
benefits of the relationship (Ganesan, 1994). Trust has been recognised as an
important  factor In  team  success intra-organisational  cooperation,
inter-organisational partnerships, strategic alliances, and the performance of
networks of small firms (Larson, 1992; Dogson, 1993; Aulakh et al., 1996; Sako,

1998: Blomqvist, 2002).
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Cooperation
Cooperation can be defined as similar or complementary coordinated activities

performed by firms in a business relationship to achieve mutual outcomes or
singular outcome with expected reciprocity over time (Anderson and Narus, 1990).
It involves working together, jointly creating value, and sharing benefits.
Alajoutsijérvi et al. (1999) suggest that cooperative companies intentionally seek
common goals and procedures. Long-term cooperative relationships between buyers
and sellers are based on a clear distribution of activities and resource contributions.
Relationships based on cooperation indicate a shared interest to work together
towards a mutual goal (Bengtsson et al., 2003). In the relationship development
framework of Dwyer et al. (1987), cooperation is a part of the initiation and
expansion phases.

Relationships between buyer and seller in different industries involve a wide range
of cooperative activities from R&D to marketing (Powell et al., 1996). Firms’
cooperate in business relationships in order to gain profit or some other payoff
(Blankenburg et al., 1996; O’Toole and Donaldson, 2002). Small suppliers may feel
it difficult to cooperate with their larger customers if the latter are only interested in
their own unilateral advantage.

Inconsistency
Inconsistency is described as ambiguity or lack of clarity in interaction (Ford et al.,

1986). Inconsistency may be dependent on the developmental stage of relationship
(Ford, 1980). Interpersonal inconsistency relates to the personal expectations and
individual interests influencing the interaction. This may be inconsistency in
communication. Alajoutsijirvi et al. (1999) maintain that high levels of interpersonal
inconsistency are likely to result from organisational complexity hindering
communication between firms, units, and departments. Inconsistency is a common
relationship characteristic between customers and suppliers and may accordingly be
an important influence on the relationship development process. Small suppliers
may have less competitive advantage compared with larger suppliers.

Inconsistencies are important to both sides in an interaction and may lead to conflict,
due to misunderstanding between small suppliers and their larger customers. In the
relationship development process, each different stage has a different level of
inconsistency. Inconsistency does not exist to any significant extent in the mature

stage. Small suppliers may have to overcome inconsistency in creating long-term
business relationship with their larger customers.
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Power/dependence
Dahl, (1961, p.202-203) defines power is “the ability to get another person to do

something that he or she would not otherwise have down”. Bachrach and Baratz
(1970, p.44) suggest that the existence of conflict 1s obscured by power, as issues are
“suffocated before they are voiced, or kept covert; or killed before they gain access
to the relevant decision-making arena”. Lukes, (1974, p.24) suggests that the
powerful view their situation as “divinely ordained and beneficial” and are able to
“imagine no alternative” to it. Dependence is defined as the obverse of power
(Emerson, 1981). Hakansson (1987) distinguishes different types of dependence;
technical, knowledge, social, logistic and administrative dependence. These
distinctions are relevant to the present research since the relationship between small

suppliers and larger customers may show dependence in some areas and not in
others.

When a relationship is mature it may be possible that power is more balanced
between a supplier and customer as they have had time and opportunity to accustom
themselves to each other’s way of working. In contrast, it is possible that in the
earlier stages of a relationship small suppliers may be controlled by larger customers
in areas such as pricing, design, and product development as they have yet to
establish their position in the relationship and prove their value to customers. For
example, some larger customers may control small suppliers’ products and pricing.
Thus, the small supplier cannot introduce new products and ideas to their larger
customers and may have limited influence in these areas.

The discussions on the characteristics of the relationship have begun to identify
some of the influences on relationship development. Extending this requires the
links between the structural characteristics of the relationship, and the influences
that these may have on relationship development, to be examined in more depth. The
following section therefore examines the relationship development frameworks and
literature and identifies the potential relationship development impacts of
relationship characteristics on relationship development patterns.

3.4.2 The Relationship Development Process
Scanzoni (1979) identified five phases within the relationship development process:

awareness, exploration, expansion, commitment, and dissolution. This classification
can be compared to Ford’s (1980) four relationship development stages;
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pre-relationship stage, exploratory stage, developing stage and stable stage. However,
Ford did not consider dissolution in the relationship development process. Not every
relationship between customers and suppliers will be successful, and Ford’s
relationship development stage model, while a powerful analytical perspective is to
this extent incomplete. Small companies are seen as slow in learning within
relationship development (Elo, 2003). Not every relationship tested in the
exploration stage enters expansion stage or progresses to the commitment stage
(Dwyer et al., 1987). Therefore, dissolution may be very important in the
relationship between small suppliers and their larger customers.
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Stage 1: The Pre-relationship Stage (Awareness

Dwyer et al. (1987) argued that awareness 1s party A’s recognition that party B may be
a possible exchange partner. The awareness is similar to the relationship development
stage model, stage one: the pre-relationship stage. In this stage the parties are not yet
playing the roles of customer and supplier. They only raise awareness of each other
and have communication without commitment. Suppliers try to create and develop
cooperation and trust with customers but at this stage there may be little mutuality,
and cooperation. For example: the small supplier may introduce new product to the
market. Customers may evaluate a new supplier and new product, if it offers a lower
price or better solution to a current problem. A customer may have questions such as:
Do I change my current product or supplier? Do I trust the new small supplier? Does
this small supplier have goodwill? They both may start to look for and evaluate a new
counterpart in the pre-relationship stage.

Stage 2: The Exploratory Stage (Exploration)

Dwyer et al. (1987) pointed out that exploration refers to the research and test phase
in relational exchange. Exploration characterises stage two of the relationship
development model: the exploratory stage. In this stage customers and suppliers
engage in discussion and negotiation about a possible first time business. Each party
has to convince the other that they are seriously interested in the relationship and
other party. They also lack trust in the other firm’s commitment. There may be little
mutuality and cooperation but high inconsistency. <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>