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SUPPLIER-CUSTOMER COOPERATION, RELATIONSHIP DEVELOP MENT AND SUPPLIER'’S
PROFITABILITY

Marko Kohtamaki and Jukka Vesalainen

ABSTRACT

By focusing on the effects of relational capitalationship structures and suppliers’ relationship
specific investments on customer relationship dgekent and also on the effect of customer re-
lationship development on suppliers’ profitabilithe study contributes to the discussion on the
benefits of networking in an industrial setting.eTstudy analyses a quantitative dataset of 84
small and medium-sized subcontractors and theircBSomer-relationships. The results show 1)
the direct effects of relational capital and re@aship specific investments on relationship devel-
opment, 2) the interaction effect between relatigmstructures and relational capital and 3) the
impact of relationship development on suppliergfipability.

Keywords: Relationship integration, relationship performano@mpany performance, industrial
networks, business relationships

INTRODUCTION

Value chain integration has been a popular topidofith practitioners and researchers since thel@86s.
Over the past two decades, researchers have shoimoraasing interest in value chain integratiopeegally

in the research field of buyer — seller relatiopshiwhich are seen to develop from “arm’s lengthtien-
ships” into long-term partnerships (Thorelli, 1986¢holars of organizational economics, organiratie-

ory, strategic management, relationship marketind aupply chain management have all addressed the
theme, each from their specific viewpoints. Findifiggm the prior empirical research show that valystem
integration has certain advantages in comparis@myopurely market-based organization of the valstem
(Van der Vaart & Van Donk, 2008&%ickery, Jayaram, Droge & Calantone, 2003).

Research on supply chain management has reveakydtiopal performance improvements especially in
terms of better quality, shorter lead times and délivery improvements (Terpend, et al. 2008). Mérig
research from relationship marketing and custoralationship management has focused on joint vaie@-c
tion between the buyer and seller in integratedniess relationships (Walter, Ritter and Gemiund@&©012
Research originating from the new organizationanemics, especially the relational contracting apph
(MaCaulay, 1963) have built on relational capisad especially on trust, as a factor that decredasesaction
costs (Sako, 1992) and enables relationship legri8elnes and Sallis, 2003). In this study we érplala-
tionship development by relational capital, relasibip structures and relationship specific investisi@nd
furthermore, supplier’s profitability by relatioriphdevelopment.

A supplier-customer relationship is a complex fafrorganization involving both learning and inndeatto
jointly create value, but also self-interest bangay to claim value being created (Ghosh & Johr919
Subramani, 2004). Due to the fact that global cditipe has increased buyers’ interest in using reark
mechanism to govern suppliers, and that buyer-gmpmlationships are often asymmetric with the pow
dependence position favoring the large industtigt@mer, there is a reason to be concerned fqrtfiabil-

ity and survival of smaller suppliers (Gomes-Cassef997; Forrest, 1990). However, prior studiegeha
shown relatively little interest in suppliers’ panfhance (and especially that of small and mediwadssup-
pliers) within value systems. For example, a redigeature review of small business networkingr¢st &
Cameron, 2007) lists and analyzes 218 researchrpapélished between 1990 and 2002. The number in-
cludes only a few papers dealing with small/larg® felationships, and only a few of those detdMESsuc-
cesses in partnerships with a larger customer coygeor example Meyer et al. (1997) found that @eep
relationships with larger firms of high integritpé trustworthiness may be advantageous for smatlempa-
nies in terms of survival. Instead, studies analyzhe potential pitfalls of asymmetric SME/largenf part-
nerships are relatively more common. The dangerbedig appropriated by larger firms have been well
documented in prior studies (Alvarez & Barney, 200@01; Gomes-Casseres, 1997; Forrest, 1990). There
also some evidence that overdependence on anye gigigitionship can weaken a small firm’s overali-pe
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formance (Miles, Preece & Baetz, 1999; Larson, }J99&nce, there is little evidence in on the impzfatus-
tomer partnership development on suppliers’ prbiiits.

Prior research provides some evidence of the aséete of relationship development. Previous schatan-
phasize the role of relational capital, relatiopssiructures and relationship specific investmeRgdatively
little evidence exists on the effects of thesediebn relationship development. Even if strongedassed
evidence exists (Dyer and Hatch, 2004; Liker andi@000; Sako, 2004), previous literature lacksmndjite:

tive empirical evidence on the role of these fexton relationship development (Holmqvist 2003).tiEar

larly sparse is the research concerning the mddgredle of relational capital, which we also intdeto study.
We suggest that relational capital moderates tiledetween relationship structures, relationshgcgj in-

vestments and relationship development.

Our research task is two-fold: Firstly, we expleghationship development by relational capitalatienship
structures and relationship specific investmemd, study whether relational capital moderates ¢tegtion of
relationship structures, relationship specific stweents and relationship development. Secondlyintead to
reveal the advantages of supplier's engagememttégtiated partnerships with their key customersthgy-
ing the connections between suppliers’ profitapiand the development of suppliers’ most imporizus-
tomer relationships. Moreover, we construct oueaesh questions as follows: 1) to what extent dategra-
tion increase relationship development (in terménfroved costs efficiency, quality, delivery acacy and
the use of capital), and 2) to what extent doesticgiship development affect a supplier’s profifiags? Our

data are drawn from 84 companies and 253 busiedéssonships from the Finnish metal and electromes
dustries. To test our research model, we apphalgbical regression analysis and a moderation mitel
are attempting to contribute to the body of knowkedound in the literature of value system intagrain

general. Our special interest is in manufacturiagnerships between smaller suppliers and larghisinial

customer firms operating mostly in internationarkess.

The article is structured as follows: after theseoductory remarks, the second section reviewdititrature

on relationship integration and sets out five hjzpses on the impact of relationship integratiorredation-

ship performance and the effect of relationshiggrarance on a supplier’s profitability. The thirecsion de-
scribes the conceptualization and methodology isfgtudy and the fourth section presents the esiilthe

empirical study. After the results section, a déston follows underlining the implications for fer research
as well as for managerial practice.

THEORY DEVELOPMENT AND HYPOTHESES

The present study focuses on the effects of suppbestomer relationship integration on relatiapstevel-
opment and furthermore, on suppliers’ profitabiliye suggest that relationship integration, in ptherds,
relational capital, relationship structures anatiehship specific investments facilitate relatioipsdevelop-
ment, which furthermore increases relationshipgrardnce and eventually suppliers’ profitability.

Prior scholars have conducted only a little emplriesearch on the benefits of suppliers’ custorakation-
ship integration (Kalwani & Narayandas, 1995; Bagdr, 1997; Vickery et al. 2003; Kulp, Lee and Ofek
2004; Subramani, 2004; Terpend, et al, 2008). Tidysmost closely akin to our research intereshat of
Kalwani & Narayandas’ (1995) on the advantage®ofjiterm customer relationships to suppliers. Adicay

to their study, suppliers favoring long-term cussorelationships outperform suppliers using a taatisnal
mode in sales growth, inventory turnover and pabiiity (ROI).

Some of the previous studies suggest that an edordownturn favours the suppliers using long-terant{p
nerships. For example, the empirical results fraohkch and Westbrook (2001) show that firms that ia-
tegrated with both their up- and downstream congsperform better than non-integrated firms in segh
marketplace measures (market share, profitablR@1), productivity indicators (e.g. manufacturiregd time,
delivery lead time and labor productivity), and feductivity indicators (such as customer serviogs-
tomer satisfaction and supplier quality). Also Ketpal. (2004) find that manufacturers who emplayiaus
information integration techniques benefit fromdheractices in terms of profit margins. It seeha tol-
laborative practices especially, such as vendoraged-inventory, somewhat explain manufacturer profi
margins.
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The present study argues that supplier’s increpsgfds partially result from developments that acm key-
customer relationships. The concept of relationgtégelopment is grounded in network and relatignshi
learning research and thus based on the orgamahtearning theory. Prior network learning reshatefines
learning as either cognitive or behavioral charggight, 2002). In this study, we apply the lattedadefine
learning as relationship development, which is mes$ as an outcome variable in terms of developriment
productivity, quality, order-delivery accuracy, aefficiency in the use of capital. Prior studiesd@mpha-
sized the role of learning in business networksiiagy that since partnerships are in definition idifft to
switch, organizations need management skills tpeuddearning in relationships (Adler, 2001; Kohtn
2009). Thus, due to the recognized significancinigfphenomenon in business networks, the numbstudf
les conducted in this field has increased in regeats (Holmqvist, 2003). However, prior researtdrdture
consist only a limited number of empirical studsemlyzing the antecedents of learning in businelsgion-
ships and networks. For example, Chang and Go{@é7) studied the effects of relational capital aela-
tionship specific investments on relationship I&@agn According to their study, both relational dapiand
relationship specific investments do increase imlahip learning, and relational capital does fad# the
relationship between relationship specific investteeand learning. Also Claro, Hagelaar and Omta032
See also Kohtamaéki et al., 2006) ended up emphasiki significance of trust as they showed thasttin-
creases joint problem solving and furthermore ghiat problem solving explains supplier’s saleswgtto and
improvements in customer satisfaction.

The impact of relational capital, relationship structures and relationship specific investments on rat
tionship development

Some prior studies have analyzed the effects afioglal capital and, in particular, trust on redasghip learn-
ing (Chang and Gotcher, 2007; Selnes and Sall@3)28nd suggest that relational capital is an ingdran-
tecedent of learning. Relational capital referentest, open interaction and a feeling of sharesting
(Adler, 2001). The concept of relational capitabi&sed on the social capital approach (Tsai andsiatho
1998) and is argued to affect business-relatiossimpiumerous ways. According to prior studiestiatel
capital and in particular trust may decrease tretitga costs, increase relationship commitment, Kedge
sharing and learning (Claro et al., 2003; Hakanssarila and Pedersen, 1999; Sako, 1992). In thidys we
focus on the impact of relational capital on reaship development. The effect that relational tedyhias on
learning is based on the interaction that trustifates and which then enables new knowledge meatnd
sharing (Dyer and Chu, 2003; Kale, Singh and Pdtbnu2000; Larson, Bengtsson, Henriksson and Spark
1998). As relational capital has also been founddoease the commitment to the relationship (Namdgas &
Rangan, 2004), we conclude that relational capit} play an important role in a joint developmerntcess.
Thus, by increasing information sharing and refegfop commitment, relational capital facilitatemjalevel-
opment processes and also development and leamtinig the supplier-customer relationship. Thus:

Hla. The greater the extent of relational capital, the higher the level of relationship devel op-
ment.

The concept of relationship structures is base@rganization theory. We define relationship struesuas
structural bonds between the supplier and custothat,is, IT-systems, process descriptions and vedys
working established between the companies (seeZatsopand Parasuraman, 1997; Bensaou and Venkatra-
man, 1995; Kothandraman and Wilson, 2000). Priseaech literature lacks empirical evidence on itimgsict
of relationship structures on relationship develeptn but some studies seem to suggest that redatjpn
structures facilitate social interaction betweetwoek partners that furthermore has a positive ichpan
learning in relationships and networks (Cai, Yand Blu, 2008; Dyer and Nobeoka, 2000; Preiss andayur
2005). For example, Adler and Borys (1996) argu &mabling hierarchical structures may suppograd-
tion through regularly arranged development mestmrgsupplier audits. Formal structures providéagfgrm
for interaction that may increase knowledge sharemgble joint problem solving and hence facilitegka-
tionship development (Cai et al. 2008; Claro et2003).

H1b. The greater the extent of structural integration in the relationship, the higher the level of
relationship devel opment.

Prior studies suggest that relationship developrofieh requires investments that are relationspgciic
(Liker & Choi 2000). The present study defines Sigpjs relationship specific investments as asHes are
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dedicated to a particular relationship and are telatively difficult to apply in other customerlagonships
(Dyer and Singh, 1998; Williamson, 1985). Accordioghe resource-based view, various resources, &sic
tools and machinery, human capital or organizationiure, create an important source of competitha-
vantage (Dyer and Singh, 1998). Based on the rescaased view, researchers argue that relatiorsgiep
cific investment may strengthen the supplier's mese-base and engage the supplier in a processabion-
ship development as the deployment of resourcasresglearning from the organizational members (@ha
and Gotcher, 2007; Liker and Choi 2000). Since beygp relationship-specific investments strengtliea
suppliers’ resource-base, they may also improvestippliers’ ability to serve their customers. Irdigidn,
relationship specific investments may facilitatéatienship development by engaging the organization
members from both sides of the relationship ineaaning process in which the investments are geplo
(Liker and Choi, 2000). For example, Liker and C{&00) argue that deployment of resources setsitepn
targets for organizational members that may furtivee facilitate learning. Thus, we conclude théatien-
ship specific investments may have a positive effeaelationship development.

Hlc. The greater the extent of relationship spedaifvestments, the higher the level of relation-
ship development.

The moderating role of relational capital on the réationship between relationship specific investmest
structural capital and relationship development

Prior studies suggest that learning requires intema facilitated by the relationship structuresu(@h & Ko-
tabe 1997). However, relationship structures mag airn out to be slow and coercive, structuresabaally
prohibit interaction, information sharing and ldam Following on the argument of Adler and Bor{9%6)
that bureaucratic structures may be either coemmivenabling, we suggest that it is actually thedemating
role of relational capital, that is, trust, opetenaction and a feeling of shared destiny, thag¢githe enabling
form for hierarchical relationship structures tliatthermore facilitate facilitates relationship eé&pment
(Adler, 2001). This argument is based on thoser @tiadies that suggest that relational capital ksaposi-
tive, enriching knowledge creation and sharing initthe hierarchical structures that create therfofor
learning (Chang & Gotcher, 2007, Tsai & GhoshaR8)9 Within the hierarchical structures, it is tieda-
tional capital that alleviates the fears of parspossibly opportunistic behaviour and releasesdhintellec-
tual resources of both partners to joint value towea Therefore, we suggest that relational capitatierates
the relationship between relationship structuresratationship development.

H2a. The greater the extent of relational capiked,greater is the impact of structural capital on
relationship learning.

Scholars have also argued that the impact of oslsliip specific investments on relationship develenpt
ought to be facilitated by relational capital (Cbaa Gotcher 2007). The purpose of relationship gpein-
vestments is to create valuable resources fordlaionship. However, according to resource-babkedry,
resources per se are important, but the true valaeated through the deployment of those ressufideat is,
resources lead to capabilities and capabilitielsiémice performance (Barney, 1991, Wernefelt, 198#jce
in the supplier-customer relationship, customer &asmportant role in the deployment of suppliees
sources, relational capital is needed to suppoghdpformation sharing, before the investment islendo
ensure that resources fit to the needs of the mestand after the investment, that the new resswae being
utilized to a full extent (Joshi & Stump, 1999).tBwf these factors, that is, the fit of the resesrbeing in-
vested and customer’s knowledge about investediress, support relationship development. Therefare
argue that since relational capital facilitatesropgormation sharing, it may have a moderating foétween
relationship specific investments and relationsteépelopment (Adler, 2001; Chang and Gotcher, 208@j
& Ghoshal, 1998).

H2b. The greater the extent of relational capited,greater is the impact of the relationship
specific investments on relationship learning.

Relationship development and supplier’s profitabilty

Scholars argue that the discussion about the herdfasymmetric customer partnerships to smalpkens
lacks empirical evidence. However, prior studiegvslevidence of the impact of supply chain integratbn
the performance of large industrial customers (danVaart and Van Donk, 2008). The theory of partne
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ships and networks suggests that this type of-mganizational form should provide benefits foithbthe
customer and small supplier by decreasing trarsactists, facilitating learning and hence by insirg per-
formance in the relationship (Sako, 1992). Follayvim from the literature on partnerships and netajathe
present study suggests that while relational chpidationship structures and relationship spedifivest-
ments facilitate relationship development (Chang @otcher, 2007), relationship development shoulthe
spirit of win-win increase also small suppliersbgs margins and profits. Groves and Valsamakisg)L99g-
gest that if the relationship between customersandll supplier is fair and based on a win-win ppfe; the
development of the customer relationship shouldedse the costs of the relationship and henceiygit
affect also the supplier’s profit. Hence, we sugigfes following hypothesis:

H3. The greater the extent of relationship develapnm customer relationships, the higher is
the level of supplier profitability.

The present study argues that while relationaltabpielationship structures and relationship dpeaivest-
ments may explain relationship development, ratatiip development also positively influences sigopli
profitability. Figure 1 presents the research maohel summarizes the hypotheses of this study.

Figure 1
Research model of this study

Relational
capital

Relationshup
development

Supplier’s
profitability

Relationship
structures

R elationship
specific
investm ents

RESEARCH METHODOLOGY AND DATA
Data collection, response pattern and respondents

The data were collected from 84 business uniteerFinnish metal and electronics industries in rat@006.
The sample data consisted of details of 252 custoetationships of 84 subcontracting companies. déia
sample was drawn from a database operated by timeskiTechnology Industry, which consists of 1060 o
industrial companies. This counts for 56.3 % ofwiwle population of firms in the Finnish metal azldc-
tronics industry concerning the firms employing mtitan 10 employees. Out of the original databi86Q)
342 companies were identified as subcontractoce®aperation with industry experts from the Finnisch-
nology Industry. Our aim was to identify a setiofis which as good as possible represent industniaton-
tractors. The task was not easy, because therelateoé firms doing subcontracting only as a pdrtreeir
total business activity. The pre-selection was, &, quite successful and only 5 cases of thevedtae-
sponses were omitted due to low relative amourgubcontracting of total turnover. Thus, the datasea
consisted only of small or medium-sized subconingatompanies. Owing to the fact that the relativeount
of subcontractors’ sales to the three most impotastomers was 66.5 % on average, we could expkct
tionships to have considerable impact on subcamtrgiqgperformance.
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The study used an electronic web-based questiantaicollect the data. Data collection was suppobe
telephoning the respondents at random. In totd, ddmpanies were contacted by phone, and the ngthod
produced a very satisfactory response rate of 2Bl@aever, the potential effect of non-respondeashiias
controlled by comparing the first one third of resgdents to the last one third on the key studyatdes and
the available demographic variables (Armstrong &f@an, 1977; Werner, Praxedes, & Kim, 2007). Since
the two groups of early and late respondents didliffer statistically significantly, we concludbdt the data

is satisfactorily free from non-response bias.

Following thekey informant approach (Huber & Power, 1985), we selected as the infotshai this study
company managing directors, who was asked to am#ityse business-relationships which produced 8p2 s
plier-customer relationships. The respondents chaseh business relationships to evaluate havingnbe
asked to choose the customer relationships théyksle the most important for their companies. Thie
present study defined “partnership” as an impor@amg-term customer-relationship (MaCaulay, 1968gR
ner and Ehret, 2006).

The average size of suppliers was 63,0 employeegng from 9 to 278. The customer companies wepe ty
cally large companies (over 500 employees) doirginass in international markets. Only in two caaethe
three most important customers were functioning @nbdomestic markets.

Methods and data analysis

The present study analyzes the data by using blecat regression analysis, and conducts the asallys
three phases. In the first phase, the control bbriésupplier's size) was entered into the regoessnodel.
The second phase adds the independent variablasamal capital, relationship structures, and tiefeship

specific investments) to the research model toyaeahe direct effect of all the independent vdeabin the
third phase, the interaction terms (relationshipcttires * relational capital and relationship sfieenvest-

ments * relational capital) were entered to tesetivar relational capital moderates the relatiomvbenh rela-
tionship structures, relationship specific investtseand relationship development. In the fourthsghave
tested whether relationship development explaipplsers’ profitability again controlled by supplisize.

Measures and questionnaire design

The measurement items that this study uses hawer dieen developed based on those used in eduiies
or specifically for the purposes of this study. iDgrthe development process of this questionndireas
tested with three industry business unit managédrem were asked to analyze and give developmegesdg
tions concerning the questionnaire structure aamdst

Our constructs, that is relational capital, relasioip structures, relationship specific investmaevtse meas-
ured by a Likert-scale (1=fully disagree, 5=fullgrae) items, while relationship development werasoeed
by scale from 1 to 3 (1=fully disagree, 3=fully agf and supplier’'s performance by return on investirBy
the use of varying scale we intended to decreasegk of common method variance caused by the aomm
scale format (Podsakoff, MacKenzie & Lee, 2003).

In this section, we will introduce the items beigplied. Items and their sources are reportedertdhble 1.
To test the reliability and validity of our constts, we decided to apply partial least squares (Rpgroach,
as it particularly well fits to analysis of smalatdsets (Chin, 1998). Reliability and validity df ilems is
evaluated by Cronbach’s alpha (Threshold value, 2@nposite reliability (>.7), average variancerasted
(>.5), and item loadings (>.6) (Chin, 1998; Forreeild Larcker, 1981; Nunnally, 1978). We also chiek
data for common method bias and multicollinearity.

The study measures relational capital with thremd that reflect the theory of relational capitediér, 2001;
Chang & Gotcher, 2007). Items measured trust, agenef interaction, and feeling of shared destiy.
items exceed the typical threshold values, sineeGfonbach’s alpha value is .82, the compositeliily

value .90 and the average variance extracted .I&66. &l the item loadings exceed .6, which can dresid-
ered satisfactory.

Relationship specific investments were measuretl titee items reflecting various types of investteen
namely, investment into relationship specific toatal equipment, production competencies and infiioma
systems. This construct shows satisfactory compaesiiability (.82) and AVE (.61) values as wellsaisfac-
tory item loadings (>.60), but a slightly low Cradh’'s alpha value (.65). The low Cronbach’s alphlue
may result from the fact that we applied only thiteens, which try to capture different types ofatanship
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specific investments that do not necessarily cateelvith each other. Given this plausible reasoritfe low
alpha value, and since the composite reliability,EAvalues and item loadings exceed the typical irequ
ments, we have concluded that the construct andumesare usable in the analysis.

Relationship structures were measured with fivegtéhat include areas such as the supplier's oalsttip
management structures (such as account managestearid relationship steering groups, joint develenmt
teams, integrated IT-systems and shared relatipisbicess descriptions. Items were developed onedbkds
of this study, as we in our literature research gwiew found no tested scales appropriate andcatyhé.
However, we can safely rely for the items beingduae the analysis resulted in satisfactory Cronbapha
(.83), composite reliability (.87) and AVE (.59)lvas and satisfactory item loadings (.64 - .90).

To measure relationship development, the study fasgstems measuring productivity development, liya
development, development of delivery accuracy amdekbpment of efficiency in the use of capital ipaa-
ticular customer-relationship. The items resuld isatisfactory composite reliability value (.795arem load-
ings (.66 - .75), but slightly low Cronbach’s alph@5) and AVE value (.49). The recommended lewel f
AVE is .5 (Fornell and Larcker, 1981), and the Hasg value (.49) is only slightly below the thrests,
which means that the items explain a little lesthefvariance of the construct than its error dbeaddition,
the alpha value is a little low, which may resudinh the fact that relationship development was nnessby
different dimensions of relationship developmerdttdo not correlate. As the loadings of each iteemew
above .6 and showed both convergent and discrirnvelitlity, and as the composite reliability valugere
well above the recommended threshold, we can safetglude that the construct is usable in the agly
even if it needs development in future studies KCh998).

Supplier profitability was measured by the averegge of return on investment within the time-perkfiD4-
2007. Return on investment has often been appseal general measure of company profitability (Asdar
and Paine, 1978). We decided to apply an objectigasure instead of subjective, since objective ureas
are more fine-grained (Chandler and Hanks, 1993).

We also checked the data in case of convergendeedminant validity. Convergent validity is tedtéy
analyzing whether each items’ estimated loadingt®posited construct is significant (Anderson &g
1988), which is the case in this study (Table A)addition, the fact that almost all the AVE-val@es above
.5 indicates satisfactory discriminant validity {@h1998). Additionally, since the AVE-values exddbe
squared correlations between constructs, we caduma that the constructs show satisfactory disodmt
validity.

The data were also checked for common method Wasapplied Harman’s (1976) one factor test to asses
whether the items load on multiple factors in aplepative factor analysis. We conducted the faatwalysis

by using the unrotated factor solution of principais factoring. The test showed that common metlaod
ance was not present in the data as items load&damwtors (eigenvalue > 1, KMO = 0.71) and thstfiactor
accounted for only 25% of the variance (Podsakoff&@an 1986).

Table 1. Means, standard deviations (SD), Cronbach alphaegalCA), composite reliability values (CR),
average variance extracted (AVE) and loadings.

Constructs and items Mean SD Load-
ings

Supplier's company size
Number of personnel in the supplier company 63.644.08 1.00
Relational capital (CA: .82; CR: .90; AVE: .74) 3.92 .50

How would you describe the nature of inter-persaakdtionships in the
most important customer relationships of your comypa

...in terms of trust 3.99 .53 .84***

...in terms of openness of interaction, constructiviicism and prob- 3.88 .55 .89
lem solving abilities

...in terms of having a feeling of shared destiny ahdred goals, to- 3.86 .67 .86***
getherness, and a common understanding of begigerac
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Relationship structures(CA: .83; CR: .87; AVE: .59) 1.89 422

What kind of structural bonds have you developevbéen your com-
pany and this particular customer?

Our company has organized this relationship by ngnai key account 2.28 .532 .68*r*
manager, starting a production line, which servites particular cus-
tomer, or making some other arrangement that se¢mgsustomer rela-

tionship.

In this particular customer relationship, we hawegring group includ- 1.80 .556 .80+
ing key personnel from both of the companies. Tha@up holds regular

meetings.

In this particular customer relationship, we usevedigpment teams, 1.85 484 .68*+*

which include experts from both sides of the relaghip.

In this particular customer relationship IT-systeane well integrated, 1.74 .590 T6**
which makes it possible to share various ordeefeduling or techni-
cal information between the companies.

In this particular customer relationship, the ordelivery process has 1.78 .580 R ¥ G
been prescribed jointly, which helps us to steer develop activities to
avoid sub-optimization.

Relationship specific investment$CA: .68; CR: .82; AVE: .61) 291 .68

To what extent has your company made relationspgrific invest-

ments...

...in tools and equipment 3.12 .88 78F*
...in production competencies 3.23 .85 .90***
...in information systems 2.38 .90 .B4%**
Relationship developmen{CA: .65; CR: .79; AVE: .49) 3.74 49

How would you describe the performance of the niogtortant cus-
tomer relationships over the 3 most recent years...

...in terms of productivity development 3.70 .69 Jpo*
...in terms of quality development 3.95 .61 7
...in terms of development of order-delivery accuracy 3.81 .83 .66***
...in terms of development of efficiency in the useapital 3.50 .67 B9***

Supplier’s profitability

Average percentage return on investment in betvwa@¥ and 2007 17.39  13.87 1.00
(ROI%)

**n <0.001 **p<0.01 *p<0.05 T p<0.1 (one-sided test)

DATA ANALYSIS AND RESULTS

Table 2 presents the squared latent variable etioak between all the variables in this study. té&ed the
data for possible multicollinearity. However, sirtbe highest correlation between the independetiablas

is .36 (threshold <.9) and the vif-index, that fiken used to test multicollinearity, is well bel@\the thresh-
old value is 10) for all the independent varialflesbachnick & Fidell 2007), we conclude that mutimear-

ity is not present in the data.

Table 2.Squared latent variable correlations (off-diagaiaments).

1 2 3 4 5 6 7
1. Supplier's com- 1
pany size
2. Relational capital -.05 1
3. Structural capital .25% .30%* 1
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4. Relationship spe- .16 .36** A7 1

cific investments

5. Structural capital -11 =21 -21 -.10 1

* relational capital

6. Relationship spe- -.14 -12 -11 -12 15 1

cific investments *
relational capital

7. Relationship de- .01 50 A1 .35 .06 -.01 1
velopment

8. Supplier’s profit- .10 .15 .09 .20 -.06 .04 32%*
ability

**_Correlation is significant at the 0.01 level0*05 level (2-tailed)

In the second phase of analysis, we applied ordilest squares regression analysis to study seareh
model and hypotheses. Table 3 displays the regressiefficients and associated t-statistics fothadl inde-
pendent variables.

Table 3.Results of the regression analysis.

Relationship Relationship de- Relationship de- Supplier’s profit-

development velopment velopment ability
Model 1 Model 2 Model 3 Model 4

Variable B B B B
Constant 14.94 14.94 14.78
Supplier's company .01 .01 .03 .10
size
Relational capital Ahrrx QTR
Structural capital -.06 -.03
Relationship  spe- 211 21*
cific investments
Structural capital * A7t
relational capital
Relationship  spe- .05
cific investments *
relational capital
Relationship devel- .32%*
opment
F-Statistics .00 7.85%** 5.85%** 4.93**
R? .00 .28 31 A1
Change in R .00 .28 .03 11
Adjusted B -.01 .25 .26 .09

T p<0.10; * p < 0.05; * p <0.01; *** p < 0.001.

The first model tests the effects of the contralialdle. According to the results, it seems thaupper's
company size has no statistically significant impaclearning§ = .01, t = 0.64, n.s.).

The second model adds all the independent variableslational capital, structural capital and rielaship
specific investments. The results show that retaficapital impacts positively and statisticallgrsficantly
on learning in the relationshif§ € .44, t = 4.10, p < 0.001). In contrast, the ioipa relationship structures is
non-significant @ = -.06, t = -.536, n.s.), while relationship sfiiecinvestments have an impact on relation-
ship development}(= .21, t = 1.97, p < 0.10). These variables expk% of the variance of learning. The

model shows support for hypothesis 1a and a stighport for hypothesis 1c, while we found no supfmr
hypothesis 1b.

Model 3 tests the effects of the interaction teamdearning. The interaction terms add 3% of th@amatory
power of the independent variables. The model shbaswhile the impact of the interaction term bedw
relationship specific investments and relationgditedy is non-significant = .05, t = .47, n.s.) the effect of
the second interaction term, in which relationglitzd moderates the relationship between relatignstiuc-
tures and relationship development, is signifi¢@nt .17, t = 1.68, p < 0.10). The results show napsut for
hypothesis 2b, but some support for hypothesigidaever, according to Brambor, Clark and GoldeO&)0
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the interpretation of the interaction effect shofifilly be based on the model that shows the acteyn ef-
fect and not on its statistical significance. Thile result of the statistically significant intetian model is
plotted in figure 2. This procedure follows thedglines of Aiken and West (1991) and aids the pragation

of the moderator test results.

Figure 2. Interaction plots for the moderating influence loé trelational capital on the relationship between
structural capital and relationship learning plota+1 standard deviation from the mean of the moderator
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The interaction model shows how relational cagdaallitates the relationship between relationshipdures
and relationship development. The model confirna telationship structures facilitate learning atevel-
opment only when relational capital is present.Holitt relational capital, the effect of relationsktpuctures
on relationship development is negative, in otherds, the more bureaucratic the relationship is,léiss the
relationship develops. Thus it shows that relafiaagital transforms the structures so that thesobee ena-
bling and furthermore that the enabling relatiopssiructures facilitate learning and relationshgvelop-
ment. Thus, these results support hypothesis H2a.

In model 5, we test the impact of relationship @y on suppliers’ profitability. The explanatorgveer of
these variables to supplier’s profitability is 11%gain, we applied supplier's company size as arobmari-
able. The results of the model show that learniferts suppliers’ performance statistically sigceintly @@ =
.32, t = 3.01, p < 0.01), while the control varablas no significant effed & .10, t = 0.89, n.s.). The result
shows that relationship development has a poditiygact on suppliers’ profitability and thus showgpgort
for hypothesis 3.

DISCUSSION AND IMPLICATIONS

The results of this study show that supplier's aomr relationship integration in the form of redatal capi-
tal, relationship structures and relationship dpeoivestments is important in terms of relatioipstievelop-
ment. The results of this empirical study show tiah relational capital and relationship spedifieestments
directly affect relationship development. Furthereydhe results confirm that relational capitalilfeates the
relation of relationship structures and relatiopstiévelopment. Moreover, the results show that ldpweent
of supplier's most important customer relationshigsease supplier’s profitability.

The fact that relational capital explains relatiipsdevelopment may result from the positive imghet trust
and interaction has on information sharing andeamriing. These results support prior studies tmgptha@size
the significance of trust for relationship learnisgnce trust according to these results facilitlteelopment
of the relationship (Adler, 2001; Claro et al. 2pRBight, 2002).

10
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According to our results, relationship specificestments also seem to foster learning and develapméne
relationship. Results show that strengthening tigpléer’'s resource-base has a positive impact amieg,
and that suppliers’ relationship specific investisdnster relationship development. Prior studiesgxam-
ple Liker and Choi (2004) suggest that relationdbgrning requires investments, and, applying tesad
data, Sako (2004; See also Dyer and Hatch, 20@éhes similar conclusions. The results of the ptesteidy
support those suggestions and case-based evident@ffior research.

While in this study, relationship structures did have a direct effect on relationship developmtrg,mod-
eration model showed that relational capital ftatidis the link between relationship structuresratationship
development so that the effect of relationshipcttmes on learning becomes evident. It seems éhatianal
capital enriches the interaction within the relasiip while structures create the forum for intecec(Adler,
2001). Thus, relational capital supports interactidgthin the hierarchical structures by creatinglationship
structure, which Adler and Borys (1996) termed dingbbureaucracy. Actually, some prior studies have
found a positive correlation between formalizatainstructures and innovativeness, especially wioemadl
structures support the capture of experience asbies learned (Aulakh & Kotabe 1997). Thus, thesalts
show that relationship structures should suppaptieation, sharing and utilization of knowledgedrder to
support the development of relationship procedsethe light of the results of this study, it seetinat rela-
tional capital may have a role to play in givingemabling form to the coercive and bureaucratiscstires,
which support relationship learning and developntierdugh interaction and knowledge sharing.

One of the important contributions of this studslin the discussion of the benefits of the netvior of an
organization. In light of the results of this stydglationship development seems to have a positipact on
small suppliers’ profitability. These results leswpport to the field of network research suggedtirag while
cooperation facilitates relationship developmeelationship development ultimately increases thgpbers’
profitability. Thus, the results of this study seggthat customer relationship integration doesqgs&for sup-
pliers in the form of increased financial profit #ehthe prior studies have shown the importancsugiply
chain integration for the performance of large stdal customers (Van der Vaart & Van Donk, 2008).

The results of this study suggest that supplieailshdevelop deeply integrated customer-relatigrshiRe-
sults are encouraging in the sense that they shemwsenall suppliers benefiting from investmentsiistomer
relationship development and that it is not onlg thrge customers that benefit from the development
ducted in asymmetric supplier-customer relationshifhe results inevitably suggest that developro&it-

debt social relationships is critical, as are refethip specific investments and relationship stngs. Thus,
suppliers should invest in development of strongiadarelationships, but also in relationship specik-

sources as well as relationship structures théttéde relationship development.

In spite of the importance of the results of thigly, we also need to consider its limitations. fietreough this
study has longitudinal design elements in termsne&suring suppliers’ performance, a longitudinaigte
could have been applied also when measuring ther attnstructs. Also, the measurement of supplier pe
formance could have been timed differently. Becdheedata concerning the independent variables eae
lected in 2006, ideally, each supplier’'s perfornesbould have been measured after 2006. Howevere as
stated in the section on methodology, we decidexbjdy an average between years 2004-2007 sinc®me
sidered that as a more reliable predictor supgliprofitability than one applying shorter timefrankénally,
as in the present study we applied a rather sraalpke from Finnish subcontractors, further reseémin
other industries as well as cultural contexts wdwddbeneficial. Even if the present study has shmi¢a-
tions, we believe that the results provide an edting foundation for further research and debatpastner-
ships between small suppliers and large industtisiomers.
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