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Abstract

This paper explores the effects of online reversgians (ORAS) in business markets
using an illustrative case study of the introduttid this tool in relationships involving
a car assembler and three of its suppliers. Inrdinereverse auction, a buyer defines
the terms of the exchange and sellers bid to pgusiprices down either through open or
sealed bid formats. The feasibility of these autgidepends on the precise qualification
of what sellers have to bid for so as to enabléepecomparability of prices.

In practice, it as difficult to codify all the nexsary information required to generate
specifications as it is to separate the processowhulating solutions from their
implementation. Whereas relational contexts totethese ambiguities and grey zones,
tools such as ORAs require precise specificatiort @ear distinctions between the
objects to be transacted and phases of the tramsaCur empirical data shows how
actors work around these difficulties and cope wlith constraints imposed by ORAs.
The paper concludes that online reverse auctiong @ number of intended and
unintended consequences for buyer-supplier relships as well as for the relationship
the purchasing and technical functions within tbgibbg organisation.



Introduction

The popularity of online reverse auctions (ORAspusiness markets has grown apace
in recent years (see e.g. Emiliani, 2004; Jap 2R0Q@3, 2007; Smeltzer and Carr, 2003;
Wagner and Schwab, 2004). The promise of large sagihgs enabled by Internet-
based technologies will ensure that online revarsgions will continue to play a role
in B2B markets for years to come. An auction isaftempt to create the neoclassical
version of markets, with a perfect and transpaigiormation structure and with price
being the only discriminator amongst competing brdd In a reverse as opposed to a
forward auction, buyers offer sellers the oppottyuto bid down their offers to supply a
pre-specified item or lot of items.

Much of the literature that addressed this topis fewused on the design of auctions
and on the conditions for the successful implentemtaof ORAs For example,
Smeltzer and Carr (2003) and Wagner and Schwab4jafi6cuss the conditions that
should underpin a successful auction in terms afbiers of supplier and type of goods
auctioned as well as risks for the parties invo)vedilst others focus on the
characteristics of the process (e.g. lot sizes, thahsparency) that can influence
perceptions of success by the parties involved 2082, 2007; Carter et al, 2004).

The introduction of ORAs has often been concepgadlias a move from a relational
towards a transactional orientation in businessketar (Pillai and Sharma, 2003;
Sharma and Pillai, 2003). For example, Hertz andtrkn (2004) examine how
network position influences the adoption of elegitcauctions whilst lvens and Pardo
(2005) look at the “transactionalisation” of a kagcount relationship. Whereas some
regard this move as the inevitable march of Inteteehnologies (Sharma, 2002), there
have been plenty of cautionary tales about thedhiction of this tool into business
markets. Emiliani and Stec (2002, 2004), for exangermed online auctions a
“destructive cost reduction practice” and claimdthttthey are “more hype and
substance”. Jap (2007) spoke of the “dark side”aattions and concerns over
suspicions of opportunism in established relatigpsh

This paper examines ORAs from a different concdgiaespective, using an illustrative
case study of the introduction of this tool in tieéationship between a car assembler
and some of its component suppliers. Our startimigtps that business relationships
comprise transactions as well as transfers (Baldamd Clarke, 2006). The original
interaction model (Hakansson, 1982) regarded oelskiips as consisting of short-term



exchange episodes embedded into a longer-termripatfecumulative adaptations.
Conventionally, transactional and relational oraions have been conceptualised as
opposites end of a continuum, with transactiona&ntation equated to arms-length
exchanges and relational exchanges encompassinthiranyfrom flexibility to
assistance, information provision and mutualityiiPand Sharma, 2003).

ORAs provide a useful test case to re-examine thieses. On one hand, the attempt to
configure transactions to mirror the neoclassidaal market introduces a template that
runs against the notion that transactions punctomtee complex patterns of exchange
which are dismissed as frictions in the neoclasswald. In such a world, exchange is
effected through atomised sets of dyads, abstrdicigdany social or historical context.
An exchange takes place only when actors percaiie holdings to have increased in
value through an exchange episode. Exchange paramertypically interchangeable
given that only their ability to enhance the otlparty's potency assortment is of
interest. In this idealised world, there are neugetcosts involved in establishing an
identity in the marketplace since the history oftpeelations is immaterial and all
elements of exchange are contained in sharply elefime frames (Araujo, 1999).

On the other hand, the introduction of ORAs thromte sharp relief the investments
required to set up transactional interfaces tharamithe neoclassical market ideal.
Furthermore, ORAs are not just about transformie¢ptional into transactional
interfaces. The introduction of transactional ifgees induces a new form of
calculativeness in business relationships and maye ha number of unintended
consequences. For example, services that weredraatan integral part of transactions,
unmetered and uncompensated transfer, are now rtedvimto a series of discrete
transactions. Once adopted, the calculativenessrpimhing ORAs may quickly spill
over into other areas of existing relationships anduce the proliferation of
transactions in every facet of a business relatiigns

The paper is structured as follows: in the firstte® we will review the literature on
ORAs and introduce our framework to examine theothiction of ORAs into existing
business relationships. In the second section, wecaver the methodology that
underpinned our empirical study. In the third smttiwe present a case study of an
introduction of an ORA system by a car assemblat Bok at is impact in the
relationship between the buyer and three of itspkens. Finally, we offer some
conclusions and implications of our study for thederstanding of ORA’s role in

business markets.



Literature review

In a recent review, Jackson (2007, pp. 236-7) rdmins of the components of the

neoclassical view of markets. Markets are settinlgsre:

Transactions take on a monetary form;

Exchanges are two-way transfers;

Transactions are voluntary;

Transactions are repeatable — not single actsabfasmge;
Homogeneous goods and published prices to faeildamparisons;

Trade is open to new entrants;

N o o bk~ wDbd R

Exchange is subject to competition among buyers sellers who trade

anonymously and transact only by price.

In much of economics and indeed marketing, marlkgisear as a natural given as
exemplified by Williamson’s (1975, p. 20) dictumIn®the beginning there were
markets”. Indeed, the tendency of economics isxflan the absence of markets as in
the case of public goods or externalities, or thailure as in Williamson’s (1975)
explanation for the existence of firms as casemafket failure. Loasby (1999, p. 112)
makes a cogent argument against this view: “It seefhgar that is called “market
theory” tells us rather little about markets... Masare much too important and much
too amenable to economic analysis, to be treatgdiagives”.

The new economic sociology has also moved into témstory by elaborating on the
notions of calculativeness and the framing of erges. Callon et al. (2002) make a
useful distinction between products and goods. Adganplies a stabilisation of
characteristics at the moment an entity, produseovice, is made tradeable. A product
iIs an economic good that can be seen from a vadétgerspectives: production,
circulation and use. Thus a product corresponda farocess, a trajectory in time,
whereas a good corresponds to a state at a potmhé Services can be turned into
goods too by defining and objectifying their praps making them tradeable — e.g. a
leased machine for a limited period and for precdjmel uses.

Products may have long and complex biographiesahatemporarily interrupted by
the attachment and detachment of property rightau and Spring, 2006). The same

product can have a multifaceted biography and datesta different good at different



stages of its life-cycle (e.g. a new and secondittam). At each point in this trajectory,
when it is traded, it is necessary to stabilize sindularize its properties as a good (e.qg.
placing a newspaper advertisement specifying tleg mgjeage condition and so forth,
of the car).

Through a process of qualification, a product isgpessively transformed into a good
that slots into the world of the buyer, becomingaegled into the networks of socio-
technical relations that constitute this world (Galand Muniesa, 2005, p. 1234).
Callon and Muniesa’s (2005, p. 1245) are primadbncerned with explaining how
goods can be calculated as the outcome of distibagencies “...whose encounters are
organized and stabilized to a greater or lesseregég The organisation of these
encounters is provided by what Callon and Muniesié algorithmic configurations.
Algorithmic configurations perform a variety of fcoons: a) they determine the
particular configuration of calculative agencieattparticipate in a particular encounter;
b) they organize the way these agencies are limkea concrete instance; and c)
establish ground rules for the ordering these cctioes (Callon and Muniesa 2005, p.
1242). Thus a physical space like a supermarket,virtual space such as an electronic
market, are examples of algorithmic configurationbere calculative agencies can be
assembled and markets emerge as collective calauldevices. As Barry and Slater
(2002, p. 181) put it: “In the case of markets,|cotativeness’ depends upon the
separation or individualisation of objects into adete transactable entities with
(temporarily) stabilised properties that can be@thwithin a frame of calculation”.
Whereas these approaches touch on what markethelodon’'t shed much light on
where market transactions emerge and why. In sgmpeoaches such as transaction

cost economics, transactions emerge across giehndtgically separable interfaces:

“A transaction may thus be said to occur when goods service cross a technologically
separable interface. One stage of processing ermdwg activity terminates and another one
begins [...] A well working interface like a well wdng machine can be thought of as one
where these transfers occur smoothly” (Williams681, p. 1544).

Baldwin and Clark (2006) ask the question: “whesdrdnsactions come from?”. They
adopt an engineering systems approach to definlmgyemMransactions should be located
in a complex production system, conceived as aor&taf tasks that agents perform

and transfers of material, energy and informatietwieen and amongst agents.



The driver for defining transaction loci is the oot of mundane transaction costs, or
the costs of defining what is to be transferredjntimg, valuing and paying for the
transfers. At some points in the system, transéees simple, and thereforeasy to
standardisegasy to count anckasy to value. At other places, transfers are comptek a
in some casesnpossible to standardisempossible to count, andmpossible to value.

The basic unit of analysis in a network is the taB&sks are interlinked due to the
underlying logic of their technologies and are iearrby agents including people and
machines. No agent is capable of carrying outaaks due to physical and cognitive
limitations Thus transfers are ubiquitous and ntaeke place in a logical order — i.e.
transfers need to be designed as much as thetteskselves

Baldwin and Clark (2006, p. 16) argue that tranesastare desirable, since they provide
standard interfaces between actors and facilitabedination in decentralised systems,
but expensive because they require investmentsttogsinstitutions to support them.
But what transfers could most easily qualify assections? Baldwin and Clark suggest
that the cost of turning transfers into transaciearies widely across different types of
transfer. The lowest mundane transaction costsydapghe transfers of simple, discrete,
material objects which can be aggregated in siee#dis. Conversely, the highest
mundane transaction costs are incurred in the rogatit transfer of services, involving
complex bundles of information, know-how and acitg.

As Baldwin and Clarke’s (2006) remark, transactishsuld be expected to occur at the
thinnest crossing points in buyer-supplier integlacHowever, these transfers are the
exception and not the rule. In well-designed nekwof productive tasks, complex
transfers should take place within transaction freaes, while transfers with low
mundane costs should be turned into transactioremsactions thus constitute thin
crossing points between encapsulated local sysaéehs form of coordination between
these systems.

In their analysis of a more complex transactionweenh two enterprises, where
specifications could not easily be translated imtoduct characteristics, Baldwin and
Clarke (2006) contend that the two parties hadeicome locally and temporally de-
encapsulated with respect to the specificationeisgu their terms, buyer and supplier
had to allow a whole set of material, energy arfdrmation transfer to occur across
their boundaries, which were uncounted, unstansaddiand uncompensated. The
implication drawn from this example is that prodbeased transactions involve a whole

series of service-based exchanges that resembdefim transfers.



Market-based transactions conform neatly to thenest of interfaces between buyer
and seller. Transfers that score low on standdrdisalow on ease of counting and
valuing belong to the realm of hierarchies andti@hal contracting. This framework
leaves a number of questions open. Transactionseg@ded as pinchpoints along
sequential processes of production and use witle libom for interaction between
market participants. For example, when products racglified in anticipation of a
buyer’s idiosyncratic preferences or customisetbfahg interaction between a buyer
and a supplier, when does a product become a g@wdi-when does a good revert to
becoming a product?

Transaction do not emerge spontaneously where ptediross thin buyer-supplier
interfaces. Many transactions are embedded in c@mbplyer-supplier relationships
with multiple product and service exchanges. Theraction model (Hakansson, 1982)
embeds short-term exchange episodes or transactimoslonger-term, routinised
patterns of interaction. Transactions comprisingdpcts and/ or service exchanges
matched by financial flows between the interacpagies do not exhaust the patterns of
short-term exchange episodes. Information and kegizhange episodes, often closely
aligned with transactions, are influenced by arithémce transactions. In Baldwin and
Clarke’s (2006) terms, information and social exde episodes can be classified as
transfers since they are unstandardised, uncoamgdincompensated.

The second major issue concerning transactioreteseto the time dimension. In a pure
transaction, the goal of both parties is to brimgrgthing from the past and everything
in the future to the immediate present - therel@aiting a compressed and well bounded
time-frame, sharp-in, sharp-out scenario (MacnEl80). In complex exchanges, it
neither not possible to compress everything ingingle time frame nor to identify the
transaction as a single discrete event. As Foal €003, p. 65) remark, offerings are
combinations of a variety of elements (productsyises, advice, logistics, adaptations)
that are often the subject of protracted discussi@pecifications, developments,
deliveries and so on. Similarly, payment schedutey vary depending on particular
episodes (e.g. deliveries), fixed milestones inmterof time or pre-specified
performance levels.

Lastly, the move towards transactional interfaceplied by the introduction of ORAs
assumes that precise specifications can be drawpriapto the set-up of auctions so
that all offerings can effectively be compared owoly price. Araujo et al (1999)

distinguish between different types of interfacasdd on which customer and supplier



are aware of each other’s context. Standardisefates represent the classical arm’s
length market relationship. There are no relevaethiical or organizational
interdependencies between the two parties, spatidits are well-understood by both
parties and price act as the main coordinating agebietween buyer and seller. The
offering must be identical from all sellers andtie eyes of all buyers (Easton and
Araujo, 2003). If it were not, then buyers would Bble to discriminate among
competing offers and would be willing to pay higlpeices for closer-matched offerings.
In practice, this type of standardisation is difficto achieve. While the physical
specifications of the product may be equivalenteotlements of the offering will be
less easy to standardise. Service-based offeringfsas pre or post-sales advice may be
impossible to codify and standardise.

In summary, the set-up of transactions in busimesskets is neither easy nor costless.
As Baldwin and Clark (2006) suggest, the set-uprarfisactional interfaces is easiest
and incurs the lowest mundane transaction codtseirtase transfers of simple, easily-
specifiable, discrete, material objects which cam dggregated in sizeable lots.
Conversely, the most difficult and expensive tratisaal interfaces occur in the
contingent transfer of services, involving complaxdles of information, know-how
and activities.

In this context, where would we expect ORAs to a&cefin business markets? Jap
(2002) provides a list of conditions starting wjphoduct characteristics. ORAs suit
products for which the purchase price accountsttier majority of the total cost of
ownership. Smeltzer and Carr (2003) express a aimdndition in terms of the need
for a clear commodity specification — including tityarequirements, delivery lead
times, order quantities, service issues and sd\tren products become commoditised,
Internet technologies free transactions from thestraints of time and space to an
unprecedented level. On the other hand, online amesims to do not facilitate the
expression of non-price attributes of offerings mw they allow for changing
specifications to be traded-off against price clesngEaston and Araujo, 2003).

As far as sourcing strategies are concerned, Jap2)2ooks at the introduction of
ORAs in the context of ongoing purchasing strategiehis strategy could involved
efforts to rationalise the supply base, aggregaspetdsed lots or introduce further
competition for specific items. Jap (2002, p. 5&Hnders how established suppliers
might fare in relation to new suppliers in the aauction of ORAs. On one hand,

established suppliers might bid less aggressivalgabse they rely on numerous



intangible aspects of their relationship they trwgt be taken into account by buyers.
On the other hand, established suppliers may tutricobe aggressive bidders because
they have the most to lose.

Lastly, Jap (2002) looks at the supply base charatics as a determinant for the
introduction of ORAs. The existence of spare capanithe supply base is a sign that
prices can be driven down and suppliers may bevaueiil to pursue additional business
through lowering their costs or pursuing economiésscale. The existence of a
sufficiently large number of rival suppliers foryaone commodity is another bedrock
condition for the introduction of ORAs (Smeltzedadarr, 2003).

The above discussion raises a number of interestugmues for further research. If
buyers attempt to introduce ORAs in situations ttmnot fulfil the ideal criteria, how
do the auctions unfold and what are their consetpssh For example, if buyers are
unable to specify precisely the conditions of affgrprior to the auction, how are these
gaps papered over during and after the auctionegeitJap (2002, p. 515) raises the
spectre that suppliers shirking on some paraméteys quality), reducing service levels
or converting key intangibles (e.g. post-salesisesy into separate transactions as a
away to formally meet the conditions of their bwdhilst making the whole process
more burdensome for buyers.

A second question relates to the value placed ostiey relationships by different
functional areas of the buyer. Whereas ORAs ardigaiged on significant reductions of
purchasing bills, the costs of codifying specificas and the impact of developing new
routines to dealing with new suppliers or adjustiogtines to deal with incumbent
suppliers in new ways, falls to other areas of fiha (e.g. engineering, operations).
Thus the costs and benefits of introduction andraipm of ORAs may be seen
differently from different perspectives within thelying organisation. In the empirical
section, we will examine a case study which examsmme of these issues in greater
depth. Before we present our empirical data, wé explain the method employed in

our study.



Case Study: C_AUTO and its suppliers

Our empirical study took place between the middl@@5 and the beginning of 2006
and involved four companies, three suppliers ofiggent and services and their main
customer, a car assembler plant, initially para gbint venture between two prominent
global auto groups. The suppliers (labelled SUR_dnd 3) are located within a 30 km
radius of the assembler’s plant. Since our intenest to understand the impact of the
introduction of ORAs in a hitherto relational coxttewe selected three suppliers who
had had a long-standing relationship with C_AUT®eJe suppliers had first-hand
experience in the shift from a relational to a sactional context and were experienced
participants in ORAs — please see table 1 for &rttetails on nature of goods supplied
and figures on supplier participation in auctions.

To allow the suppliers to relate some of the maretle and idiosyncratic aspects of
their experience with C_AUTO, we adopted a semuestired format for our face-to-
face interviews, combining both standardised andstandardised items (Ackroyd and
Hughes 1992, p. 104). Each interview lasted twordiaan average some of our
informants were contacted again by phone to oltkinfications and/ or to seek new
information.

At C_AUTO our key informant was a senior purchasimgnager who was involved in
the set-up of ORAs and looked after some 50 austsimce the tool was introduced in
his organisation. In the suppliers, we intervievebief executives, all with experience
in relating to the customer prior to the introdaaotiof ORAs and since then, directly
involved in the analysis of tendering specificaicand the submission of bids as well
as the actual implementation of solutions at tretamer’s plant.

As far as data analysis is concerned, and in kgepith the extant literature on the
subject, the initial stages focused on the impad¢he introduction of the ORAS, their
perceived costs and benefits for both the cust@ndrthe suppliers. At a latter stage of
the analysis as the links between different isdoesome clearer, the problems of
generating specifications and defining the objett tansactions became more
prominent. The progressive clarification of thisue shed further light on the
differences between transactional and relationptagrhes and highlighted how the a
relational context helped the parties deal withsoderable zones of ambiguity in the
generation of specifications and in the implemeniabf solutions. Conversely, a focus

on this issue also allowed us to analyse in furttegasth how the parties adopted work-
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around strategies to deal with ambiguity in a ceintbat purportedly relies on the
exhaustive codification of all aspects relatech transaction.
The following table clarifies the position of easlipplier and its experience with ORAs

conducted by the buyer:

SUP 1 SUP 2 SUP 3

Systems  for  C; X X X
AUTO’s  assembly

line

Mechanical & X
Metallurgical

equipment & services

Maintenance services X

Automation systems X

Welding equipment X

& consumables

Participation in ORAS 19 9 26
for C_AUTO

Table 1: Goods supplied and suppliers to C_AUTO

The Purchasing Practicesof C_ AUTO

Since the mid 1990s, when C_AUTO Iinitiated its \attj the assembler has been
involved in a variety of joint projects with theréle suppliers involved in this study,
aimed at making improvements in their assemblyslinEhese projects involved the
purchase of a variety of products and servicesudioy standard and customised
equipment, installation services, training of stafid the monitoring of the start-up of
new assembly lines. The company launched an Irttporéal in 2002 with the purpose
of facilitating transactions with suppliers of nessential components and opening up
access to new suppliers. From 2002 to 2006, C_Aldganised a total of 187 ORAs.
These changes in purchasing practices as wellkaso$t savings achieved by C_AUTO
were substantial. Before the introduction of ORg, company used a small number of

suppliers for the products and services listedhim table above. Often, new requests
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emerged during regular meetings between technidf fom both sides and in
situations where problems were discussed or oppitigs for improvements surfaced.
On other occasions, a number of suppliers were diyyntonsulted, but according to
one of our informants, “...the orders seemed to la@eshamongst the various suppliers
the buyer had a privileged relationship with, iway that allowed all of them to keep
their interest in the customers’ business”.

Nowadays, when faced with new orders, the purchhadepartment of the customer
seeks out a minimum of three suppliers to underdak®RA. Technical personnel from
the area of the plant where the project is to bplemented put together a list of
specifications and pass them on to the selecteplisup A few days later, purchasing
sends out request for quotations (RFQs) and seeksital proposals from the bidding
suppliers. Supplier proposals are then sent taisembler’s technical personnel who
check the conformity of the proposals with the égkgpecifications. The proposals are
then returned to the purchasing department for taildd analysis of the financial
conditions put forward by the suppliers, such agment schedules and penalty clauses
in case of contract breaches.

The assembler then sets a reserve target priceghéIORA. The auction operates
according to an open format and a “soft-close-r@lelp, 2002) — i.e. bids are visible to
all participants and suppliers can place bids witminimum 2% lower than the last
registered bid. The auction is automatically exezhtbr a further 5 minutes anytime a
bid is placed. After this interval, the auctions#g if no further bids have been placed.
If the reserve target price is not attained, thetian does not have a winner and is
followed by direct negotiations with the lowest déd. C_AUTO judges the reaction of
the suppliers is always negative when the auctasro winner and for suppliers, the
perception is that auctions are often used as httoselect the most competitive
supplier and subsequently obtain further price essions.

The purchasing department of C_AUTO estimates @RAs have allowed price
reductions in the region of 40%. These reductiangetbeen achieved partly by placing
orders with new and often geographically distaqpsiers, as well as the squeezing of
margins from established suppliers. For one infomaithin C_AUTO, these
reductions: “...demonstrate that some suppliers wavecomfortable, reaping benefits
from their existing relationship with us which prded them with sizeable and

profitable orders at predictable intervals”.
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In addition to price reductions, the same C_AUT@imant highlighted the reduction
in the cycle time of negotiations with suppliersulkiple face-to-face negotiations
involving the coordination of busy diaries and &pdtavel can now condensed into
shorter time frames and without the need for castietings (see Carter et al, 2004).
This simple cost-benefit logic becomes far more glem when we investigate the
cascade of often unintended effects caused bytheduction of ORAS, seen from both

a customer and supplier perspective.

The Hidden Costs of Codification

The preparation of ORAs turned out to be very tooasuming especially in relation to
the elaboration of technical specifications by CTAs personnel. Technical
specifications must be sufficiently detailed antiaxstive so as to prevent the need for
meetings with potential bidders as well as avoidstypurchase problems in the
implementation of solutions. On occasions, someleens are invited or even mildly
coerced into meetings at the customer’s plant &oifgl technical issues related to
equipment or its uses within the assembly lineeséhmeetings are designed to avoid
problems in the implementation phase due to teahmisunderstandings or omissions
in the bidding phase.

These problems are well recognised, and in casesewthere is no time to prepare
detailed specifications, C_AUTO refrains from us@BAs. In this event, the company
resorts to the traditional practice of negotiatimigh a few selected suppliers who are
more experienced at working with the plant and haveetter understanding of the
customer’s standards. However, it is not uncommosituations where comprehensive
specifications have been drawn up, for problemsld@gelop in the implementation
phase.

An informant from the purchasing department at CTAUrecognises that, after
prompting by the interviewers that despite the ledftrts of technical personnel, it is
not always possible to draw up sufficiently detditgpecifications to ensure the absence
of problems in the implementation of a winning s$iwno. For both the buyer and the
suppliers, changes in the assembly lines as a i@sthle introduction of new equipment
can generate problems that are not predictableat®itunderstandable in light of the

complexity of interactions between different tymdsequipment. But, for suppliers, the
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frequency of and the time taken to resolve thesblpms are a direct consequences of
the introduction of ORAs.

The difficulty of separating the generation of teical solutions from their
implementation, including changes to agreed saigticaccounts for most of these
problems. These difficulties are all the more sdlighen contrasted with the experience
of suppliers with the customer prior to the introtlon of ORAs. As an informant from
C_AUTO recognises:

“Many of the suppliers have been with us sincedfagt-up of this plant. Beyond the business
relationship, there are strong interpersonal libkéween people from both sides. For these
suppliers, the introduction of ORAs has contributedchange in these relationships which
became more impersonal and colder, which obviodisésn’t please the suppliers.”

It is clear that these changes are not necessqupyeciated by the customer’s technical
staff, bearing in mind possible conflicts and atitions of blame in case of failure or
the fact that suppliers can be allowed to pursterradtive solutions to avoid further
problems in the execution of projects. AccordingCto)AUTO’s purchasing department,
the availability of suppliers to support the getiera of technical suppliers is much
reduced under the ORA regime. If suppliers are estpd to help this process their
motivation to accede rests on their fear of compsorg their chances of participating
in future auctions. In what concerns the implemimtaphase, suppliers appear to be
less willing to cooperate in training the custoreestaff to operate their equipment and
even less wiling to participate in what our respamtd called “baby-sitting” — i.e. the
phase of the project when the supplier follows ithigal phase of operation of the
equipment they supplied in situ. In these casesijldd changes requested by the plant
operators are negotiated on a case by case bastharged for as discrete transactions.
This change in outlook is explained by both therding of the “shadow of the future”
(Axelrod, 1984) and the suppliers’ new found termjerto dissect technical
specifications with a fine toothcomb. This lastexgps particularly evident for one the
purchasing staff at C_AUTO:

“In the implementation phase, suppliers look clpsal what has been agreed in terms of
specifications and have no intention to add thelestahing to what has been agreed”.

According to the same informant, in the implemaatatphase, the supplier has the

chance of taking advantage of the temporary depwmed®f the customer on the
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supplier for the timely completion of the projesirnce non-completion can bring about
temporary shut-downs or other problems such asstimgpages.

For the suppliers, these practices make senseeigdhtext of the type of relationship
that the customer wishes to promote. Price is s@etihe only order-winning criterion

and as working independently from the history eélationship. As one of our supplier

informants put it:

“This tool (ORA) has served the purpose of playsngpliers against each other. With auctions,
the era of squeezing suppliers has truly arrivagttiins have been responsible for the demise

of some suppliers”.

The Impact of ORAs on Suppliers

One of the obvious impacts of the introduction &A% on the suppliers studied was
the need to reduce or eliminate the possibilityadng on unprofitable orders. Due to
the need for detailed analysis of the customer&hrieal specifications, suppliers’

ability to find a lower-level limit to price thewofferings has substantially increased. As

one of our informants put it:

“At first, we won some orders and made some mistabat afterwards we became more
rigorous and lost the majority of the bids. It catmea point when we simply entered our lower-
level limit, switched off the computer terminal aledl the auction runs its course. The customer
was phoning us, saying that we had to remain abidders but we replied that our bid was set
and wouldn't be lowered.”

Although ORAs suggest a clear and stable framewbriechnical specifications, this
vision is more apparent than real. SUP_1 claimsdkan if the proposals from all the
different suppliers have already been checked byctistomer’s technical personnel,
they are hardly ever identical in terms of techhwalutions. The equipment to be
supplied may differ in terms of reliability andigt impossible to verify that for similar
equipment, the quality of the parts, assembly raiddes service and so on, will not be
compromised in order for suppliers to be able toduw their bids. It is because the way
to fulfil technical specifications and prices se¢ at stake in ORAs that it is possible to
achieve significant price reductions.

At the same time, the codification of technical@feations has also increased in detail

in the last few years, as an informant from SUPuts fi:
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“As an example, in earlier years, the customer e specified that the welding gauge would
have to fix a metal sheet in 4 places through pragignpincers. Now they specify the exact
coordinates of these 4 points, the type of pneunpéticers, the gripping force, etc.”

However, systems for the customers’ assembly liae#ien complex and idiosyncratic.
This means that there are many details in thederagsthat are left uncodified and are
part of the tacit knowledge built up through mutwalderstandings in a business
relationship developed over a number of years. &epksuppliers distant from the
customer does not mean that the importance of thhegecomponents disappear. On the

contrary, as one respondent noted, the dangeatishte customer may be unable to:

.. appreciate that a proposed solution may disiigty itself through a technical detail that
reveals both the tacit knowledge the supplier Haghe customer’s context as well as the
capabilities the supplier possesses in that pdatitechnical domain”.

This more creative component of offerings is alsghighted by SUP_2. In their
perspective, it is almost impossible for the custonto ensure that all detailed
specifications are fulfilled. This has allowed S@2Ro find alternative but functionally

equivalent solutions in many cases, despite hawamyop quality standards:

“Instead of using zinc-coated screws we use cheapennatives since the specifications don’t
go this far. Instead of using specialised subcotira, we try to find cheaper and less qualified
subcontractors. The finishing details in terms ainping and protection are gone. In terms of
“babysitting” the start-up phase of projects, wettr get around the number of teams we deploy
in the customer’s plant.”

The detailed and tacit knowledge lying behind teécdinspecifications and proposed
solutions can only be acquired through joint leagnideveloped over a long period, and
cannot be codified in project manuals for assenibBs and welding in general. These
are technically complex domains and experientiabvdedge is paramount. For

example, the choice of welding equipment, the typksvelding electrodes and the
welding parameters (e.g. time, intensity) are action of a particular welder’s

knowledge and experience. There are many posdiniioations of these parameters
and, in recent years, the introduction of new ahiom-based alloys in car assembly
lines has made this picture even more complexhigevent, there is much to be gained

by confronting the technical knowledge of the costo and the supplier.
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Opportunities to develop joint knowledge have l&rghsappeared since the number of
visits to the customer’s plant, either motivatedtéghnical and commercial purposes,
has been curtailed to an absolute minimum. Befoedritroduction of ORAS, ideas for
introducing improvements into the assembly linesough the replacement of
equipment or consumables, or the introduction @f equipment took place through the
normal pattern of contacts between technicians footh sides, on the customer’s shop

floor. As one of our respondents put it:

“In earlier times, we had the time and a type datienship which allowed close interaction
between our respective teams when we were settingelding equipment on the assembly line.
There was a fair amount of knowledge sharing in dbese that they informed us how our
equipment had performed and we taught them new wéyssing our equipment, welding

electrodes and so on, so that can improve thenatipas and reduce waste”.

The difficulty of providing exhaustive specificati® become more apparent in the
implementation of solutions especially when it cenmt® making changes to the

proposed solution and the need to allocate respititiss between buyer and supplier.

In the past, any changes were carried out by thpleuw and without additional charges

for the customer. In a sense, the supplier's margioorporate the probability of those

occurrences. In the new scenario, and in casefofeseen problems, each party tries to
take advantage of each other’s difficulties — a.groblem with the technical solution of

the supplier, a mistake or omission in the cust&repecification including changes in

the plant that were not communicated to the suppliee costs of these problems may
be significant to the customer. A failure may s@pwvhole assembly line, alter its

rhythm of the line or compromise the quality of #esembled vehicles leading to the
need for repairs when finished vehicles exit the.li

In case of SUP_2, the loss of profitability and thereased risks of undertaking

projects for C_AUTO have led the company to focudhe sale of welding equipment

and consumables whilst cutting in half the workéosmmployed in the engineering and
project section. This reduction in headcount did go further because the supplier
harbours the faint hope that the customer may ahdtsgpurchasing policies and the
supplier may yet be able to re-use the capabilitidsveloped to serve this customer. In
the words of one of our informants: “... we hope é&odble to capitalise on the fact that
we moulded ourselves to this customer, after yedrsvorking according to their

technical norms and standards.
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For SUP_3 in the automation area, the reductiomafgins in the C_AUTO business
has led to disinvestment, reductions in headcountt even the closure of some
departments and companies. SUP_3 is now the opplisuin the country who can bid
for sizeable projects in this area. In the casthisfsupplier, there has been a reduction
in expenditure in tools, internal training prograssnin the development of new
solutions and the quality of service.

For this supplier, the problems that have emergéul pvojects for the assembly of new
models at C_AUTO could have been resolved if thmpkers had been geographically
closer to the plant. The increasing complexity loé tassembly lines with an ever
increasing number of robots and automatisms |ehéset equipments to suffer ever
more complex breakdowns. The reliability of thegeipments can only be improved
through a detailed and local knowledge of the dpmral conditions at the assembly
line and cannot easily be codified into technigedafications.

As in other cases, the reduction in the qualityh&f equipment supplied and / or the
levels of service provided have been the means#b with downward pressures on
prices. Thus the supplier is now using lower-cagtlbss specialised subcontractors as
well as cheaper parts which may nevertheless bosakdmore often and require
costlier repairs, especially when cheaper automaparts make it more difficult to
access information on breakdowns (e.g. absencgfediagnostics kit).

In general, it is possible even after the awardrobrder, for a supplier to replace some
parts for others which did not feature in the aradispecification. In a more limited
fashion, it is also possible to include parts thahot feature in the standard lists issued
by the plant since it is not always easy for thetamer to perform exhaustive checks.
In some cases, these changes are the outcomewohaifagreements between technical
specialists on both sides. This is only made péssibcause there is a degree of trust on
the technical capabilities of the supplier, as sulteof the success of past projects, a
degree of flexibility on the interpretation of tewtal standards on the part of the
customer’s personnel and some empathy with thelienispredicament. Our informant

in SUP_3 went as far as saying that:

“The customer’s technical personnel are well awdrthe squeezing on our margins and have
closed their eyes on a number of occasions, tovelho unforeseen situations and reach some
compromises so as to not create any further olestéclthe completion of the project.”

It is also common in automation projects to fincnticipated problems and to witness

last-minute changes in response to specificatiops gar failures. As a result, the
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customer often requests that the supplier proloings follow-up period after the
solution is implemented on the shop floor. In theases, the supplier is now charging
the customer for additional services: As our infamremarked:

“In the past, we never charged for extras and nevelarge for everything and anything. It was
possible to spend two or three months at the cietgmite without charging extras; now it is
ten days and anything above that is charged faraggy”.

For this supplier, these problems stem from thengba in the supplier’'s purchasing
policies. In earlier times, the customer seemeéraésted in keeping a number of
suppliers happy by allocating regular orders tarth€he geographical proximity of the
suppliers allowed them to develop an intimate kmaolge of the customer’s plant, the
technical standards used by the customer, produgiimblems and a number of
operational issues. When unforeseen difficultiesergied, the supplier showed a
willingness to help solve these problems quickigjuding the case of breakdowns with
equipment supplied by others.

In our informant’s perspective, the change in thstemer’s purchasing policies had a

mixed impact within the customer’s organisation:

“The purchasing hierarchy in C_AUTO was able tmshihanks to the introduction of ORAs
but with a total lack of respect for the techniaeda who have inherited a set of problems and
the suppliers with whom they had developed a getationship”

Faced with this predicament, SUP_3 has decidecdock for new customers in the
same sector who can ensure a regular stream afscadd allow the company to reduce
its dependence on C_AUTO. This change has not greasy to implement. Whilst the
relationship with C_AUTO has allowed the supplier ihitiate contacts with other

customers, the development of new relationshipsostly due to the investments
necessary to develop new routines and capabiltbesleal with these customers,

including the detailed knowledge of their intertethnical norms and local practices.

Analysis

The introduction of ORAs into relational context®yides an excellent opportunity to

examine the differences between the ideal of nesidal markets and relationships.
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The organisation of ORAs relies on a number of genciples (Smeltzer and Carr,

2003; Wagner and Schwab, 2004):

1) the existence of a perfectly specified good fidpild a space of calculability where
all offers can be compared only on one variabliegpr

2) large lot sizes to be auctioned so as to engewappliers to bid;

3) a sufficiently large number of suppliers biddsm as to foster competition amongst
rival bidders.

As Callon (1998, p. 20) has highlighted, all thedements contribute to frame

transactions in a way that disregards any previelationships between the customer
and the bidding suppliers and construct an arerexevbupplier offers are compared on
price alone. ORAs provide one way through whichketr can be made in the image of
the neoclassical, textbook ideal depicted by Jatk®007).

The following discussion revisits the two questioaised earlier:

1) If ORAs do not match the ideal criteria outlinglobve, how do buyers and suppliers
cope with this mismatch?

2) Does knowledge stemming from past interactiamsige in the context of a process

that is purposefully designed to disconnect the sides of the transaction?

It could be argued that none of our cases fulfitsitleal conditions for ORAs. This fact
did not stand in the way of C_AUTOQO'’s push towardbstantial cost reductions through
the use of ORAs and its attempt to shake up what peaceived to be a somewhat
complacent supply base. In addition to significemdét savings, C_AUTO'’s purchasing
team also cited the huge simplification of hithettad been complex and costly
negotiation processes. Processes that may have ve#eks to organise can now be
condensed into much tighter time frames. In summiiom C_AUTO’s purchasing
perspective, ORAs introduced greater responsiverefsiency and transparency in
their supplier relationships.

The perspective of suppliers and other departmeittsn C_AUTO turned out to be at
odds with this view. The difficulty of C_AUTO to gerate exhaustive and precise
specifications led to a series of coping strategieshe part of suppliers. On one hand,
during the bidding phase, suppliers consistently tw explore loopholes in the
customer’s technical specification by using cheam@rons whenever possible. Thus
every component down to the coating of screws ialyged and downgraded if

specifications allow. In extreme cases, as exemgliby SUP_3, suppliers try to
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smuggle in non-standard parts in their offeringhwatr without the complicity of the
customer’s technical personnel. When resortingibcgntracting, suppliers seek lower-
qualified and cheaper labour.

On the other hand, suppliers are quick to explppartunities to cut costs and / or
charge the customer for extra work, during the en@ntation phase of a project when
unforeseen problems often emerge. Thus they trgitamise their involvement during
the implementation phase in the customer’s pladtseek to seek to adhere strictly to
what was agreed when the deal was clinched. Anytlover and above what was
initially agreed is charged as extras to the custom

The introduction of transactional interfaces resimgbthe neo-classical market ideal
helps configure market agents in the imagehaio economicus, as Callon (1998)
remarked. Rather than being hard-wired, the cdivelaess of economic agents in this
example has been largely shaped by the frame irddms©RAs. If this calculativeness
has had some benefits in terms of making suppbet structures more transparent, it
has also induced the proliferation of transactippastunities where squeezed suppliers
feel they can try to take advantage of buyers wntblssue complete specifications and
with less than perfect foresight.

This consideration leads us to a similar argumenterning the nature of opportunism
in bilateral relationships. For Williamson (1993ppmrtunism is a familiar and
pervasive feature of economic life. Economic thedriof organisation should
encompass the possibilities that agents lie, clséad), conform to the letter but violate
the spirit of agreements as well as engage in faissrategic behaviour, including the
deliberate breach of contraciifl, p. 101). Although our empirical examples do not
reveal blatant forms of opportunism, they show havwdegree of opportunism has
invaded the relationships between C_AUTO and ippkers. Thus suppliers will try to
work around specifications and collude with thepposite numbers in bypassing
technical norms and standards for the purpose tihgea job done. The use of less
well-qualified subcontractors during the implemeioia phase may compromise the
good functioning of the installed equipment as destated in the case of SUP_3.
Cheaper parts may suffer from lower-reliability dadlt diagnosis may prove harder in
case of breakdowns with consequences for the daratid cost of repairs.

In summary, the introduction of ORAs contribute$dstering opportunism at all levels.
As Jap (2002, p. 251) had earlier noted, if supploelieve that buyers are increasingly

short-term and transaction oriented, looking athimgf but cost-savings, suppliers will
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respond in kind and mirror the buyer's behavioumpp@rtunism and obsessive
calculativeness, rather than being hard-wired dterstics of economic agents, are
features developed in interactions framed by aqaatr logic. ORAs made in the image
of the neoclassical market ideal help shape agemisbehave according to the model's
assumptions.

The other major issue thrown up by the disjunctietween the logic of relationships
and neoclassical markets concerns the nature oflkdge and learning. ORAs thrive
on exhaustive codification of the goods to be auwetd, as we highlighted above. The
view of knowledge that prevails in much of econasrig that much of what constitutes
knowledge can be equated with information and econdools are well-equipped to
deal with the problems of creating, storing andigeing information (Amin and
Cohendet, 2004). Duguid (2005, p. 111) argues ith& impossible to codify all
knowledge involved even in the most elementary m@cpices and even if that was
possible, it would prove unhelpful. There is muatbé said for the economy of leaving
as much as possible unsaid or implicit. Furthernasrdohnson et al (2002, p. 256) note,
the conversion of tacit into codified knowledgenist a simple transfer of knowledge

from one form into another: "....the [codification]rgcess includes not only
transformation from tacit to codified knowledge,t lalso direct losses of knowledge.
Parts of local tacit knowledge never get codifi¢chla but rather are inactivated, and
after a time forgotten and lost".

Much of what goes on in close relationships betwserall teams within or across
organisational boundaries, develops as joint buait tand distributed knowledge
(Hakansson, 1993). The products of joint learning part and the parcel of what
constitutes a business relationship. In the languzgBaldwin and Clark (2006), the
development of this joint knowledge occurs in a eaaracterised by uncounted,
unstandardised and uncompensated transfers. Intheeichtroduction of a transactional
logic would conceivably destroy the very possilildf generating joint learning in a
relationship.

Our case provides evidence of the shift in attisudencerning the development of joint
knowledge that marked the transition from a refwlao a transactional context. The
experience of SUP_2 provides a good example ofsthifs. The experience of working
side by side with C_AUTQO'’s personnel on the assgnlibk allowed both parties to
learn about the use of welding equipment and tatlypdevelop minor improvements in

the operation of the assembly line. Welding linesvigle a particular good example
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since the choice of parameters depends crucialth@wcharacteristics of the task and on
the experience and skills embodied in particuladividuals. The reduction of

opportunities for closer interaction with customasswell as the increase of perceived
risk in obtaining new orders, has led SUP_2 to $oon standardised solutions and to
downsize its technical department. As SUP_3 receghiover a period of time, the
joint learning developed in these relationships hatendency to decay due to the
distance imposed by ORAs and the constraints &yantion imposed by the prevailing

transactional logic.

Conclusions

This paper has examined the introduction of ORAgravious relational contexts using
a case study in the automobile sector. Our objectas neither to investigate the
conditions for the successful implementation of GR#or to decry their destructive
effects on buyer-supplier relationships. Our ains waunderstand how ORAs embody
a particular economic logic and how that logic pesgively shaped the characteristics
and behaviour of market agents. In this sense,aneclaim that ORAs perform markets
and configure market agents in ways that resemide neoclassical market ideal
(Callon, 1998). Thus contexts that were largelyrabirised, in Baldwin and Clarks’
(2006) terms, as de-encapsulated transfers wenesforaned into transactional
environments characterised by obsessive calcufesge and rise of opportunistic
behaviour on both sides of the dyad.

Some of the most virulent critics of ORAs cite thek of benefits for suppliers, their
feelings of alienation and the absence of oppdisito improve productivity in order
cope with squeezed margins as arguments agaisstotli (see e.g. Emiliani and Stec,
2004). Our empirical data sheds further light o telated aspects: first, the use of
ORAs may in the long run destroy the very competiiess of the supply base that
auctions were supposed to promote. Secondly, tiftefishm relational to transactional
can have the unintended effect of degrading joiddyeloped, specialised capabilities
and severely constrain opportunities for learning.

As far as the first issue is concerned, the ineéashort-term cost competitiveness of
the supply base in our case has had the effedinohating some suppliers and promote
disinvestment in others. Lacking any assurancerdaya future orders and having to

look after the profitability of every single ordesuppliers are either seeking to reduce
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their dependence on the focal customer or reconfigutheir offerings whilst
downsizing their operations. The absence of oppdrés to interact outside the
confines of ORAs and a purely transactional logas lalso led to the degradation of
capabilities and constrain learning in these retethips. As the experience of SUP_3
demonstrates, a relational context allowed forttine parties to teach and learn from
each other about the performance of the suppliegeipment on the customer’'s
assembly line. The imposition of a transactiongldan the relationship eliminated the
possibilities of de-encapsulated transfer zoneshvtolerated ambiguity and promoted
joint problem solving (Baldwin and Clark, 2006).

Our final conclusion takes us back to the intecactinodel (Hakansson, 1982). This
model conceptualised relationships as a mix of siations and transfers in the
language of Baldwin and Clark (2006). Transactiaresseen as serially interdependent
and embedded in patterns of complex exchanges eartsférs, bridging inter-
transaction periods. Rather than seeing transactad transfers as opposite sides of a
continuum, the interaction model looks at relattops as a mix of transactions and
transfers where transfers are crucial in lubrigatiransactions. ORAs, by embodying
the neo-classical ideal of serially independeningaations and by configuring
obsessively calculative agents, eliminate the pd#giof transfer zones. In doing so,
they also thwart the possibility of developing kdeslge and mutual understandings

that cannot be codified and transacted throughntigishanism.
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