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ABSTRACT

This study investigates a system of cooperative buyer-supplier relationships (CBSRs) from
a Japanese manufacturers perspective. It proposes a theoretical framework on an
antecedent and the roles of three attributes of customer trust (contractual, competence and
goodwill trust). The model is tested in a structural equation modelling framework, using
paired difference scores (differences in ratings between two competing suppliers given by
sample firms) obtained from 117 Japanese manufacturers. Our findings strongly support
supplier relationship-specific interaction competence as an antecedent of the three trust
attributes and underscore a unique role of each of the trust attributes in a devel opment of a

CBR

INTRODUCTION

Past research on cooperdtive buyer-supplier rdaionships (CBSRs) hes entalled sgnificart
advancement of knowledge on the subject. The literature now offers rich theoreticd
explanations for reasoning of a CBSR pursuit (Dwyer, Schurr and Oh 1987; Hakansson
1982; Ford 1990 and 1998; Morgan and Hunt 1994; Sako 1992) and defines trust as the
driving vehide of such an inte-firm arangement (Anderson and Weitz 1989; Ganesan
1994; Joshi and Stump 1999; Morgan and Hunt 1994; Sako 1992). The better
underdanding of the subject has led to new sts of ressarch enquiries Among them is a
research problem resulting from the consensus on inter-firm trus as a complex, multi-
dimensond condruct (Butler 1991, Ganesan 1994; Moorman, Zdtman and Deshpande
1992; Sako 1992), that is “which trust and when” (Bigley and Pearce 1998, p.406). This
gsudy amsto generate empiricd ingghtsinto the research problem.

We propose a theoreticd framework on an antecedent and roles of three attributes of
customer trust (contractual, competence and goodwill trust) proposed by Sako (1992) in a
CBSR. We test the modd with EQS, usng the data obtaned from 117 Jgpanese
manufacturers. For this purpose, we employed a unique data set. The modd was tested with



pared difference scores, which are defined as differences in ratings between two competing
suppliers given by sample frms. We bdieve that the data engbles us to capture some of the
complexites of buyer-supplier rdaionship managemet in - multi-sourcing  Setings
Furthermore, as our sample firms (Jgpanese manufacturers) are commonly regarded as best
CBSR prectitioners (Bensaou and Venkaraman 1995; Dyer, Cho and Chua, 1998), the
sudy outcomes ae expected to produce a better undersanding of a CBSR sysem and
prescriptive CBSR management and marketing knowledge,

The proceeding sections are organised as follows Frd, we review literature on inter-firm
trus and provide reasoning for the odection of Sa&ko's (1992) three-dimensond
operaiondisation of the condruct for our study, and cooperdive supplier interactions as
trug-building behaviours. After devdoping 9x research hypotheses, we present research
methodology, findings and discussion, and address research limitations and future reseerch.

TRUST

Trugd is the heat of a CBSR. It evolves through on€s growing knowledge and
underdanding of others (Blois 1998), especidly via direct experiences (Dwyer, Schurr and
Oh 1987; Hakanson 1982). Although it is built on previous experiences, trugt is a future-
oriented concept (Thordli 1986). Cudomer trust in the supplier has long been found to
influence the atitude and behaviours toward the supplier (Schurr and Ozanne 1985).
However, when it comes to its conceptudisation and operaiondisaion, controversy
remains

The inter-firm rdaionship literature offers more than a dozen definitions of trugt. Although
they dl share a common theme of trust as an exchange party’s postive afection towards
the other, there is one important difference among them. While some explicitly encompass
two components of trust, the behaviourd and expectancy conceptudisation of trust
(Moorman, Desphande and Zatman 1993; Mayer, Davis and Schoorman 1995; Rousseau,
Stkin, Burt and Camerer 1998), others focus only on the later (Schurr and Ozanne 1985;
Anderson and Narus 1990; Morgan and Hunt 1994; Ganesan 1994; Sako 1992). In the
maketing literature, there is consensus that induson of behaviourd willingness in a
definition of inter-firm trugt is redundant, as the expectancy conceptudisation implies its



presence. This reasoning is built on Fshbein and Ajzen's (1975) logic that behaviourd
intention is an outcome of an atitude not pat of its definition. Accordingly, “genuine
confidence that a partner can rely on another indeed will imply the behavioral intention to
rdy” (Morgan and Hunt 1994, p. 23). Recent management literature (Lewicki, McAlliger
and Bies 1998; Nooteboom, Berger and Noorderhaven 1997) supports thisview.

Both marketing and management scholars have come to redise thet trust is a complex,
multi-dimengona condruct (Butler 1991; Ganesan 1994; Mayer, Davis and Schoorman
1995; Morgan and Hunt 1994; Sako 1992). This makes a globa evauation of trust with no
atribute spedification highly problematic in research on inter-organisstional  trust  (Blois
1998; Mayer, Davis and Schoorman 1995). Without a richer conceptudisaion and
operdiondistion of trudt, in tems of dimensondity, diagnodic indghts into complex
research problems are not obtainable (Ganesan 1994; Kim and Frazier 1997). However, it is
dso true tha an over-enthusadic conceptudisation and operationdisdtion, for indance
Butler's (1991) ten atribute specifications, certainly curtalls a pragmatic vdue. Finding an
intermediate  precison levd of oonceptudistion  with  only <ient  dimensond
soecifications is of criticd importance to inter-firm rdationship reseerch (Sngh and
Sirdeshmukh 2000).

In this regard, Seko's (1992) three-attribute trust conceptudisation gppears to be most
aopeding. Frg of dl, it is the only one developed for the study of manufacturer-supplier
relationships based on rich context-goedific, empiricd knowledge on manufacturer- supplier
relationships. Secondly, it offers a richer specification of trust atributes. In contrast to past
marketing researchers who conceptualised and operationdised trust as a two-dimensond
condruct — i.e, Ganesan's (1994) credibility and benevolence and Kumar, Scheer, and
Steenkamp’s (1995) honesty and benevolence, Seko offers a three-dtribute trus mode
with contractud, competence, and goodwill trust. Although Mayer, Davis and Schoorman’s
(1995) conceptudisation with integrity, ability and benevolence matches S&ko's, the later's
Uperiority remans intact for the condderation of important differences in psychologica
properties between goodwill and benevolence. As Dore (1987) acknowledges, the former is
“the sentiments of friendship and the sense of diffused personal obligation that accrue

between individuals engaged in recurring contractual economic exchange’ wheress the



letter is “something shown in relations between unequals, by superior to inferior, the
reciprocal which isusually called loyalty’ (p. 170).

Sako (1992) defines trust as an expectation held by one party about the other that the latter
behaves (acts and reects) in a predictable and mutudly acceptable manner. “Predictability
in behaviour exists, however, for different reasons, and this allows us to distinguish
between three types of trust” (p.37), namely contractual trust (on€'s expectations that an
exchange partner keeps its promises), competence trust (one€'s confidence in the exchange
partner's competence, or professond standard, in carrying out specific tasks), and goodwill
trust (one's confidence in the exchange partner's open commitment to supporting and
continuing a focd exchange rdaionship) Gako 1992). She acknowledges that the firg two
atributes are insrumentd to any exchange rdaionship - without them, no exchange can
function properly. What enhances the scope and intendty of interactions in the reationship
is goodwill trudt, as it projects the exchange party’s strong commitment to the rationship.
According to her, these trug atributes are interlinked and mutudly reinforcing, and exist
more or lessin al manufacturer-supplier rlaionships.

THE RELATIONSHIP-BUILDING SUPPLIER INTERACTION BEHAVIOURS
The interaction modd proposed by the Internationd Marketing and Purchesng (IMP)
Group (Hakansson 1982) explains that the exchange episodes in an inter-firm rdaionship
involve four dements of exchange product or sarvice exchange, information exchenge,
finandd exchange and socid exchange Mutudly stisfactory exchange episodes nurture a
seed of mutud trust and promote a cooperdive amosphere in the rdaionship over time. In
redity, however, this seemingly draghtforward developmentd process is highly complex
and chdlenging because of uncertanties that surround the exchange. The uncertanties, or
the source of contingencies, necesdtae exchange paties on-going unilaerd andlor
bilaterd adjusments (adgptations) in the exchange to emsure satidfactory transactions (Ford
1980).

Rexha and Miyamoto (2000) provide a rare indght into how a supplier makes adgptetions
to promote a cooperaive exchange rdaionship with important customers. In the case
reseerch with leading Japanese manufacturers from eight manufacturing sectors, they found



that cusomers prefer (awards a more busness share) those suppliers which not only
perform pre-agreed tasks in the rdaionship (task compliance) effectivdy, but dso
outperform competing suppliers on three cooperdive interaction behaviours (responding,
alerting and initiating). Miyamoto (2001) definesthem asfollows.
responding behavior is a supplier’s interaction behavior to satisfactorily accommodeate a
customer’ s requests, or operationa and/or strategic ‘needs ;
alerting behavior is a supplier's interaction behavior to dert a cusomer, a the earliest
point, of any possble supply problem that affects the customer’s sourcing operdtion in
order to dlow the customer to make, in advance, necessxry adj usments in the exchange
and
initiating behavior is a supplier’s interaction behavior to teke initidives to redize a
customer’s operationad and/or drategic ‘wants.
Notably, supplier competences on those four interaction attributes are not independent.
They ae highly interdependent for the following reason. To be an effective interaction
performer across the interaction atributes, a supplier must possess a competence platform.
Miyamoto and Rexha (in press) define such a plaform as relationship-specific interaction
competence (RSIC) that is built on the supplier's past and present deployment of the
cgpabilities, skills and resources to the focd reationship and learning (knowledge) through

serving the cusomer over time,

AN INTERACTION MODEL OF JAPANESE CBSRs
The Interaction Modd (Hakansson 1982) suggests that a supplier, if successful in ensuring
satidactory exchanges to the customer, can build cusomer trust and promote a partnership
amosphere in the rdationship over time. The supplie’s cooperaive interactions via ort
going active adgptaions to the exchange, not only generde efficdency gans in the
exchange, but dso build cugomer trust (Brenman and Turnbull 1996; Ford 1980; Ganesan
1994). More specificdly, the customer views a supplier RSIC, which manifeds itdf as
upplier effectiveness on task compliance, responding, derting and initiagting behaviors, as
proof of the supplier’s sudtainable ability and dedication to serve the operationd and/or
drategic needs and wants, and thence, finds such a supplier desrable and trustworthy



(Miyamoto 2001 and Miyamoto and Rexha in press). In turn, the established trust motivates
the cusomer to work more dosdy with the supplier for superior joint vaue crestion
(Anderson and Narus 1990; Morgan and Hunt 1994).

Figure 1: The Research Mode
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Along the preceding discussons, the following hypotheses were deve oped:
The difference in the customer firm's perceived supplier RIC of two competing
suppliers entails the difference in the customer firm's contractual trust (H1),
competence trust (H2) and goodwill trust (H3) in the suppliers.
The difference in the customer firm's trust contractual trust (H4), competence trust
(H5) and goodwill trust (H6) in two competing suppliers explains the difference in
the extent to which the customer firmworks cooperatively with the suppliers.

METHODOLOGY
Sample Firmsand Data Callection
A sampling frame was initidly defined as the top 150 menufacturers, in terms of annud
turnover, across 9x sectors found in the Telkoku Databank: Zenkoku Arekore Kigyo
Ranking 1998 (Telkoku Databank 1999), namdy; (1) Food and Kindred Products, (2)
Chemicds and Allied Products, (3) Indudrid and Commercid Machinery and Computer



Equipment; (4) Electronic and Other Electricd Equipment and Components,  (5)
Trangoortation  Equipment; and  (6) Measuring, Andysing, Contralling  Ingruments.
However, due to a large number of non-manufacturers in the ligs additiondl manufecturing
firms liged in the Tokyo sock market were adso induded in the frame. The final sampling
frame condsted of 749 firms.

For daa collection, we employed a mail survey and sngle key informant method, defining
a purchasng manager as a key informant. We prepared survey packages in Japanese and
maled them from Audrdia Prior to a follon-up reminder, we received 9 letters declining
ther involvement, 9 unddiverable packages, 46 usable, and 2 nonusable responses.
Follow-up reminders were mailed to 731 firms and generated a further 71 usable and 1 non
usable response. Thus, the mall survey achieved a 16 per cent response rate (117 usable
responses from the effective sample sze of 731). A nonresponse andyss was conducted by
comparing responses returned prior to and after the follow~up reminders, following the
procedure recommended by Armsrong and Overton (1977). The finding of no dgnificant
group differences suggested an unlikdy non-response bias in the data The followings are
the find sample firmrsector didribution and the origind firm-sector didribution (shown in
parentheses): (1) Food and Kindred Products 15 (110); (2) Chemicds and Allied Products
20 (137); (3) Indudrid and Commercid Machiney and Computer Equipment: 35 (158);
(4) Elecronic and Other Electricd Equipment and Components 14 (141); (5
Trangportation  Equipment: 27 (121); and, (6) Measuring, Andysng, Controlling
Ingruments: 6 (82).

In the quedionnare, informants were fird asked to sdect an operationdly and/or
drategicdly important input sourced from a least two suppliers and then to provide
information on their firms busness rdaionships with and atitudes towards the largest (the
preferred supplier) and the third largest business share supplier of the focd product, or the
second largest supplier in the case of dud-sourcing. We bedieved thet this questionnaire
desgn would better smulae informants red-life supplier auditing Stuations and thus
produce more accurate responses. For this research, we caculated gap scores between the
two suppliers a each sample firm by subtracting scores of the non-preferred supplier from
those of the preferred supplier.



Measuresand Measure Validation

All condructs in this reseerch were measured using multi-item scaes on severrpoint Likert
scaes, indicaing one as “Strongly Disagres®’ and seven as “Strongly Agreg’, except for
supplier RSIC posited as a higher order factor of supplier task compliance, responding,
deting, and initiaing behaviors. In ausence of exiging scdes for dl eght condructs we
developed multi-item scales based on their concgpud definitions in the literaure. All
sdes were quditaivdy evduated through interviews with three Jgpanese purchesng
managers prior to the mal survey. Though this process resulted in minor modifications in
wording, it did not reved any mgor flawsin scaes

Prior to a confirmatory factor andyss (CFA) for the examinaion of internd congstency of
eech ocondruct, we dso conducted an andyds of item inter-corrdations, item-tota
corrdations and an exploratory factor andyss. This process produced consgtent findings in
support of the internd condstency of item scaes for each congruct. A CFA was performed
with the maximum likdihood egimaion (MLE) method, usng the dructurd eguaion
modding program EQS 5.7b which fadlitates the following two atractive fegtures (1) a
robust & gatistic (the Satorra-Bentler scded statistics SCALED c¢?, and Comparative Fit
Index (CF1) corrected by the ¢?, Robust CFl) that incorporates a scaling correction for the
c? datistic when digtributional assumptions are violated (Satorra and Bentler 1994), and (2)

robust standard errors that are correct in large samples even in the aosence of multivariae
normdity (Bentler and Dijkstra 1985).

Frd, we examined the adequacy of the proposed second-order factor modd of percelved
supplier RSIC, based on Marsh and Hocevar's (1985) target coefficient - the ratio of the ¢ 2
of the firs-order modd (base modd) to the c ? of the more restrictive modd. For

evauaion of mode fitness, we employed robust gatigtics due to the observed large degree
of multivaiae kurtods in the daa (the normdized etimae of multivaiae kurtods
exceeding 30). After three rounds of modd respecification through item deetions in the
light of the multivariate Lagrange Multiplier test datidtics a target modd was obtained
with fourteen variables Ingpection of a datigicd property of input data and fit of internd
sructure indicated a sdtisfactory modd fit, except for the sgnificant c? likelihood ratio



sdtidtic (+2 71, N= 117) = 11048, p < .01; SCALED+? (71, N= 117) = 70.67, p > 0.48;
Non-Normed Fit Index (NNFI) = 0.96, RCH = 1.00, Root Mean Sguare Error of
Approximetion (RMSEA) =070 and its confidence interva of .042-.093). The proposed
second-order factor modd dso produced a stisfactory fit of internad sructure and overdl
modd fit index: SCALED+? (73, N = 117) = 77.90, p > 0.32; NNFI = 0.96; RCFI = 0.99;
RMSEA = .077 (.052-.099). A target coefficient of 0.91 (70.67/ 77.90) supported the
adequacy of the proposed higher-order factor modd. Obtained standardised factor pattern
coeffidents in the modd are as follows 0.89 for responding behaviour, 0.92 for derting
behaviour, 0.86 for initiating behaviour, and 0.78 for task compliance.

We began modd specification of a find measurement modd by incorporating the second-
order factor moded to four other modd congructs measured by fifteen vaiadles (four items
for each trus condruct and three for cooperation). After discarding three variadles an
acceptable modd was developed. Obtained datigtics supported an overdl modd fit and fit
of internd structure (SCALED=2 (285, N = 117) = 348.84, p < .01; NNFI = 0.91; RCFI =
0.93; RMSEA = 0.086 (.073-.096)). Except for the +* vaues, dl statistics were within the
acceptable  ranges. Standardized  pattern  coefficients and scde  rdiabilities  supported
convergent vdidity and rdiability of dl modd condructs All factor inter-correlations were
aso found to be Sgnificant and each congtruct was digtinct from one ancther.

The initid edimation of the proposed sructurd modd did not produce an acceptable result,
requiring further modd respedification. It not only found hypothess 4 (the path from
‘cusomer contractud trust’ to ‘cooperation’) nonsignificant (dandardized b = -0.094, t =
-0.747), but aso produced rather poor goodness-of-fit indices highlighted by the upper
limt of RMSEA confidence interva greater than 010 (RMSEA = 0.092 (.080-.102)
(MacCdlum, Browne and Sugawara 1996). Optimisstion of modd fit necesstated two
modd respedifications, namely dropping the dructurd path and dlowing two erors in
equations s of contractua and competence trust) to correlate freely. The edimation of the
find modd produced the following goodness-of-fit indices SCALED+%(289, N = 117) =
364.23, p<.01; NNFI = 0.90; RCFI = 0.91; RMSEA =0.089 (.077-.099).



FINDINGSAND DISCUSSION
The findings provide strong support for dl hypotheses, except for hypothesis 4 (Table 1).
TABLE 1: Tests of Hypothesised Relationships

Endogenous Exogenous Congtructs

Congiructs RSIC CNT CMT GWT R?
CNT H1: .86 (8.55) - - - 74
CMT H2: .54 (3.46) - - - .30
GWT H3: .88 (7.46) - - - T7
COOP - H4: dropped  H5:.21(206) H6:.66(6.19) .62

Note: Standardised estimates of path coefficients are followed by t-vauesin parentheses
RSIC = perceved supplier RSIC; CNT= Contractud Trust; CMT= Competence Trust;
GWT= Goodwill Trugt, and COOP= Cooperation.
ZenTemMT = W52

Ovedl, our data quantitatively vdidated the notion that perceived supplier RSIC, projected
by four key supplier interaction atributes, is an important determinant of dl three trugt
attributes, and customer trugt is a powerful predictor of the inter-firm cooperation.

The research found that the prefered supplier's superior RSIC was most dominantly
reflected by the superior performance on derting behaviour (9 = 0.92). The RSIC resulted
in the sample firms grester confidence in their preferred suppliers dong with al three trust
atributes, though in varying degrees, goodwill trus @ = 0.88, t =7.46), contractuad trust O
= 0.86, t = 8.55) and competence trust (= 0.54, t =3.46). Given the nature of the behavior
(@ supplier's voluntary, cooperdtive information disclosng behavior) as a maker vaiable
of the RSIC, the observed ranking in path coefficient Szes gppearsto be plausble.

As to determinants of cooperation, we found different roles and impacts for eech of the
three trugt dtributes. Sample firms greater goodwill trust in their preferred suppliers was
found to be the key driver of their more cooperative working relaionships with suppliers @
= 066, t = 6.19). This is in agreement with Sako's (1992) early case research finding. Y,
our findings advance the knowledge a dep further. They not only identify another
determinant of cooperation, but dso shed light on the difference in impact on cooperation



between the two determinants. Although its impact was more than three times lesser than
goodwill trust, competence trust was adso found to determine the extent of cooperation in
the rdaionship (0 = 021, t = 206). These findings seem to reflect the redity of the
complexity of manufecturer-supplier rdaionship management; thet is, the firm cannot
force a supplier that lacks the commitment to the rdationship, into superior joint-velue
cregtion, nor can the firm redize much bendfit from joint-value cregtion with a supplier thet
is openly committed to the exchange, but lacks necessary competencies Our findings
suggest that a cusomer emphasses a supplier’s dedication to the redionship as a more
critica qudity then the competencies.

On the other hand, as to the finding on the effect of contractud trust on cooperation, some
sendble interpretation is needed. Our data faled to support the hypothess — i.e, “The
difference in the customer firm's contractual trust in two competing suppliers explains the
difference in the extent to which the customer firm works cooper atively with the suppliers.”
Y¢, the finding is not & dl to suggest an inggnificant role of the trugt atribute in a CBSR
pursuit. Insteed, it seems to suggedt its didinctive psychometric property from the other two
atributes — that is, the property of a dichotomous condruct (‘trust present’ vs. ‘trust nor
present’). More spedificaly, the firm's primary concern seems to rest on the question of
whether the supplier keeps its promises, rather than the question of how well the supplier
does 0. In turn, this highlights a supplier’s contractud trustworthiness as a prerequiste for
awy insupplier. Thee offer logicd explanations for the non-presence of datistica support
for the hypothesized correspondence between the variations of the two modd condructs.

LIMITATIONSAND FUTURE RESEARCH
Findings of this research need to be trested with some caution because of its associaed
limitations Fraly, some limitations are inherited in our data collection method that used a
gngle key informant on only one dde of the dyad and in a crosssectiond desgn. The
posshility of a common method bias (the sdection problem and perceptud agreement
problem) resulting from this method is not diminated. Secondly, our findings were dravn
from a rdaivdy smdl sample 9ze and somewhat uneven sectiond sample representation.
A gmdl sample dze is often associaed with ingability of modd parameter etimetes



While our sample dze meds the convertiondly recommended minimum sample sze of
100 to 150 for the appropriate use of the MLE method in sructurd equetion modding, it
does not give as much confidence in modd parameter estimates where the sample Szes ae
much larger. The sample Sze is aso sugpected as one of sources for the acceptable, but not
highly stifactory overdl modd fitness experienced in this sudy. Another potentia source
of the somewhat poor modd fitness is our assumption that a preferred supplier (the larget
busness share) is a patner supplier among competing suppliers. As Miyamoto (2001)
acknowledges, when a patner supplier does not have a large production cgpacity, the
cudomer rewards it not with the larges busness share, but by other means (finencid and
technicd supports). Findly, though our data supported congruct rdiability and vdidity of
our own scdes, they should be examined further and improved in future sudies. Condruct
vaidity of measures is Something thet can never be completely established.

Conddering its criticdity in the devdopment of a CBSR, trus is ceatanly an under-
reseerched subject. This is evident in the insuffidency in literature on empirica knowledge
on the complex subject. Further empirical research is drongly needed through richer
conceptudisation and operaiondisation 0 as to fadlitate the further deveopment of our
underganding of the key CBSR condruct. Our finding on contractud trust offers a garting
point in this pursuit - compaison of psychometric properties among different trust
dtributes In addition, future research is drongly needed to identify ‘an intermediate
precison levd of inte-firm trus conceptudision with only <dient dimendond
specification. Another research issue that chdlenges future researchers is the empirica
quantitative study of a factor dructure of multi-dimensond trus modds and a CBSR
system across cultura research settings.

CONCLUSON
We invedigaed influence patterns and magnitudes of three aitributes of customer trust
(contractud, competence, and goodwill trust) on cooperdive vaue cregtion in buyer-
supplier raionships, together with ther criticd antecedent, in a dructurd equation
moddling framework, with daa collected from 117 leading Jgpanese manufacturers.
While supporting the citicaity of supplier rdationship-specific interaction competence in a



CBSR pursuit, our sudy successfully reveded unique roles of each of the trugt atributes in
the rdaionship. Though both goodwill and competence trus were found to be ingrumenta

precursors to cooperdive working rdaionships the former was found to be a more
powerful driver of cooperation.
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