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supplier relations

Abstract
This explorative study examines customer-supplietationships from the perspective of
psychological contracts. Based on findings from altiple case study, the content of the
psychological contracts of individuals involvedanstomer-supplier relationships are presented. The
study provides support for the use of psychologicahtracts for describing the dynamics of
customer-supplier relations on an individual lews,well as for a transactional-relational dimensio
of the psychological contracts.
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Dimensions of the psychological contract in industrial
customer-supplier relations

1. Introduction

The market for industrial goods has over the gasts become more and more service intensive, often
demanding a bundling of goods and services intcea®ingly complex solution packages (Matthyssetks an
Vandenbempt, 2008; Windahl, 2007; Gebauer, FlegschFriedli, 2005). Offering solutions rather thraare
products has also in many cases been a strate§gtiing commoditization (Matthyssens and Vandenpg
2008). Jacob (2006) found in a study of compaimidhe business-to-business sector that all resgasdn
the study offered customized products or serviaesd, that the typical share of such offerings wa &0
more of the company’s total revenue. Accordingdgsl standardized solutions offered to industriataraers,
and the ability to provide technical know-how amgultation services has become a distinct featuneany
successful companies supplying these customers @/ Harvey, 1997). One effect of this change ctvhi
has often been neglected in marketing theory (®@ellBantham and Kasouf, 2006), is the increasing
importance of the individuals involved in the custy-supplier relationships. A crucial aspect of filrus on
the individual is the fact that the roles of thdiuiduals involved in the relationship changes assailt of the
transition of the product/service offer. Peoplerespnting the supplying firm might be handling solu
packages instead of the traditional pure prodwctd, people buying these packages need to be apldge
which supplier to choose based not only on progectormance but also on factors such as suppaxticee
availability and technical know-how. Accordinglyhet roles and challenges have changed, placing
relationships between customers and suppliers ur@ercircumstances where the roles are differem fihe
traditional.

Within organizational research, a concept whicts lpoven valuable for understanding roles in
relationships and their effect on relationship perfance is the psychological contract (Conway andes,
2005). In the present study, the psychological re@intis used as an analytical tool, and the purpdghbis
study is to describe the content of psychologicaitiacts in customer-supplier relations and show tiis
can be used for building theory. In a conceptugepalévblad, Hyder and Lénnstedt (2009) hypotheesiz
potential connections between psychological cotgrand affective relationship commitment. In thaper,
the first empirical step in researching these hypsés is taken by describing the psychologicalraotst
found in case studies performed on the marketidustrial supplies in Sweden and the USA.

In organizational psychology, the psychologicahtcact has been defined as “an individual's belief
mutual obligations between that person and angibdy such as an employer” (Rousseau, 1990; Roussea
and Tijoriwala, 1998) and has since long been usedxplain the relationship between employers and
employees (Conway and Briner, 2005). With few etiogg (e.g. Kingshott 2006; Paviou and Gefen 2005),
the research has concentrated on intra-organizdtamitings The psychological contract is a mental model
regarding a specific relationship (Rousseau 20@hg has its theoretical foundation within cognitive
psychology. The psychological contract refers to imgdividual's perception of mutual obligations, as
expressed in the definition above. It is thus hetdcted mutuality that is in focus, but the meptaiure an
individual has regarding his/her own obligations vasll as the counterparts obligations in a specific
relationship (Rousseau 2001). These obligationsegaer have been explicitly stated (in a writtemtract or
in discussions), or have been interpreted as dhiga through other events. An example taken from
organizational research is that of employees iné¢iny an employer’s treatment of colleagues asoajse
of similar treatment for oneself.

Using psychological contracts for the analysisnafrketing relationships is not entirely new, andeast
two empirical studies have been conducted wherectimeept has been applied to these settings. Téte fi
study was published in 2005 by Pavlou and Gefendmadt with psychological contract violations inlioa
marketplaces. In this study, the authors find thatbuyers in online markets are rarely aware efetkplicit
legal terms regarding the transactions. Therefibre,experience of contract breach will not be guithg
explicit contracts, but by the psychological coatren the mind of the customer. The second studyichv
investigated the impact of psychological contramistrust and commitment, was conducted by Kingsimott
2006. In this study of relationships between s@ppliand distributors on the Australian motorizeticie
market, a direct effect of psychological contramtsrelationship commitment and trust was found.gKioit
justifies the extension of the psychological corttizoncept into marketing theory by noting that ‘tiktting
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scholars modelling dyadic distributor-supplier telaships from the perspective of social exchange
(Anderson and Narus 1984, 1990) tend to suggesthbgosychological contract is also likely to hdath
theoretical and managerial implications for markgtrelationships grounded in social exchange theory
(Kingshott 2006, p. 725).

From these two studies, we have indications that donstruct of psychological contracts do have
relevance for increasing our understanding of custesupplier relations from a social exchange patye.
However, none of the studies have problematizecdmstruct as such and investigated if the dimeissad
the constructs are the same when applied in thissatting. Contrary to these studies, this papgues that
even though the construct as such seems fruitfulifolerstanding marketing relationships, we firs¢ch to
understand construct as such in this new settifggd&ve can start linking it to dependent variables

The rest of the paper is structured in the follayimay. First a brief theoretical background regagdi
psychological contracts is given, followed by teseaarch methodology. Thereatfter, the empiricairigsl are

presented. The paper ends with an analysis ofethearch findings, a discussion section and suggeastor

further research.

2. Background: Psychological contracts

The psychological contract can be described inragdifferent ways. One of the fundamental aspicts
the content of the contract, i.e. the specific gdtions that the individual perceive as relevant tfe
relationship. Looking at the content of the psyolatal contract, we can learn about what promises a
individual perceives has been made in the relatipnisy the involved parties. However, the speantent
is often idiosyncratic depending on factors suchhasgoals of the individual and the circumstanaiethe
organization (Shore & Tetrik, 1994) and is therefproblematic for building theory. In order to ox@me
these difficulties, much of the later research wamkthe content of psychological contracts has lheemsed
on developing dimensions of the content. In theinaeptual article, Lovblad et al. (2009) describe¢
dimensions of the psychological contract which igamizational psychology has been found relevant fo
understanding affective relationship commitmente Titst, which is also the most commonly used disiam,
is the transactional vs relational orientation loé tcontract (Conway and Briner, 2005). A transaetio
psychological contract is commonly quite explicitdahas a short term, economic scope (O’'Donohue,
Sheehan, Hecker and Holland, 2007). A relation@ntation on the other hand is often more complaxg-
term oriented and interdependent (ibid). Drawingfiodings from organizational studies by Millwardd
Hopkins (1998), Lovblad et al. (2009) hypothesisat ta relational orientation of the psychologicahtract
has a positive effect on affective relationship odtment in customer-supplier relationships, while a
transactional orientation has a negative effecttten same. The second dimension of the psychological
contract is the perceived balance of obligationthérelationship. Shore and Barksdale (1998) fdarttieir
study of MBA students that there was a correlatimtween the balance of obligations and affective
commitment. Lévblad et al. (2009) hypothesise thet is also valid for customer-supplier relatioipsh The
third dimension is the stage of development ofdbetract. Referring back to the theoretical fouroaet of
the construct within cognitive psychology a cogmitistructure regarding a certain phenomenon (like a
relationship) is constantly evolving and that itsgacreasingly complex and stable the more expeeiave
have regarding that phenomenon. Lévblad et al. {R@@scuss that a relationship can be regardedias q
crucial for the individual, or as unimportant ahdttthis is likely to have an effect on how wetlstured the
psychological contract is regarding this relatiopsiThe authors also suggest that there is a etioal
between the stage of development of the contratt#active relationship commitment.

The content of a psychological contract is likeé/quite different in a customer-supplier relatiipghan
in an employment relationship, and this should abiy also have effect on what is to be regardea as
transactional or relational psychological contrachen it is regarded as balanced vs. unbalancedteg
therefore important not to take these dimensiomsgfanted only because they have proven valuable in
employer-employee relationships, but to examinentleenpirically and see what the relevant dimensions
this new context are.

3. Research methodology

To obtain rich data regarding the psychologicalt@uts of individuals involved in customer-supplier
relationships, an embedded multiple case studydesas chosen. The use of a qualitative case stesign
was chosen since the research is explorative (98%)L The unit of analysis is the individuals inxed in
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these relationships since the psychological conhtogcdefinition is held by the individual. The casare
however viewed as embedded in the customer-supgiationship in which the individuals are involved
Since the project was conducted in cooperation wiwedish firm manufacturing and marketing indabtr
supplies (Firm A), respondents where selected bagettheir active involvement in relationships whéres
firm had the role of supplier. A total of 21 in-depnterviews where conducted with as many respoisde
The length of the interviews were 30 minutes uf tmur and 10 minutes, with the majority on theargpart

of that scale.18 of the respondents were represegaf companies buying from Firm A, with rolegin
the purchasing and/or production organization. fidmeaining three respondents were representativéiseof
sales organization of Firm A. The relative oveninigf respondents from the buying firms represémes
structure of the relationships on this particulesduct market. Four different relationships wherpresented
in the study, with three to eight respondents ioheeelationship. Sampling was done with the aim of
theoretical replication (Yin 1994), and was donehree steps. First, discussions with the salesagement
of Firm A was performed regarding what customenéirthey had a stronger vs. weaker relationshipnd,
what relationships of each type they thought wolkd accessible for the research project. Second, the
responsible sales representative was contactedasket to identify people in the customer organirati
which were frequently involved in the relationshIird, the customer firm and the identified regmsatives
were contacted and interviews were booked. All irtontacted agreed to participate, though in scasesc
with limitations of the number of respondents toibrviewed. 14 of the interviews where condudied
Sweden and the remaining 7 in the USA. Before éatehview, a questionnaire was sent to the respunde
along with an instruction to fill it out and brinig the interview. The purpose of this questionnaias both to
prepare the respondents for what we where goinglkoabout during the interview and to act as asbfas
our discussions. One critique that could be ragggnst such a design of the interviews is thabitld limit
the discussions and direct the thinking of the oagpnts. However, a prestudy performed during 2006ved
this way of working more successful then a lesscstired design. After the interviews, each intesvigas
transcribed word-by-word and analysed using thengp@echnique described by Strauss & Corbin (1998).

4. Psychological contracts in customer-supplier relations

The presentation of the empirical evidence wdl dn a relationship level, i.e. the specific, indial
psychological contracts will not be presented ahslnstead, common themes in the psychologicatacts
are presented, with comments regarding individwliahces. Since the majority of the respondents are
representatives of the customer firm, they wilklhe main focus.

4.1 Relationship 1

The two companies involved has a long-standingioglship dating back more than 20 years, and fer th
most part the respondents feel that it has beairlg $mooth ride along the way. Until three yelbesore the
interviews the same salesman had managed theorehip from the supplier side. Apart from discount
policies, quotes, orders etc., there is no papdrworagreements regulating the relationship betwiben
companies. In spite of the long history of the tieleship, this is one of the relationships that supplier
describes as “less committed”.

Respondents on the customer side stress the tidatige the supplier to act as a competence resdiorc
them, a service commonly offered from suppliersiimithe product market but generally not chargedTbe
supplier should be able to perform problem solviagks in the production. They expect the suppbelpe
attentive to the specific circumstances of theamst, their needs, wishes and objectives. The mrgould
further (not surprisingly) keep their promises oomptly and clearly communicate when they are unadbl
do so. A humble and respectful attitude was alg®eted from the supplier representatives. Wheariecto
discussing what the customer representatives saleasobligations in the relationship, the pictuvas less
clear. One respondent stated “Yes, it is sortstfange question, like | am buying something, leacustomer
and...” Three of the respondents gave statementingeta a fair treatment of the supplier in ternfiguotting
reasonable demands on them and not pushing thehatdo

4.2 Relationship 2

Also this relationship is an example of a long-standielgtion. None of the respondents have a clear
picture of when it started, but it is at least sd&fieyears ago. During this time, the relationstap had its ups
and downs according to several of the respondentth® customer side, mainly due to periods of lagki
attention from the supplier. Since about 7 yetrs, supplier is one of the customers so calledfépred
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suppliers” for this type of products, meaning thia¢re is a formal agreement between the companies
regulating quite in detail the obligations of teotparties. All of the respondents are aware ofaipeement
and the main outline of it. The supplier firm déises this relationship as a strong and stable one.

Also in this relationship, there is a perceivetigation from the customer side regarding how tinepdier
should act as a competence resource and be abidvntechnical problems, but in this case therdse an
obligation to proactively suggest improvements aesdv ways of working. It is also important that the
supplier show active devotion to the relationshipere is an obligation to promptly and clearly commicate
when it is not possible to live up to promises madest respondents in Relationship 2 stress tleastipplier
should be present at the customer site regularlgt deast be easily accessible by phone or er@dlier
commonly mentioned obligation is to share the potida objectives of the customer, and that the kepp
has a long term view of the relationship.

All respondents on the customer side except owe lg@ite a clear picture of what their obligations
towards the supplier is. Commonly mentioned isntedrate the supplier into the organization, teegivem
good circumstances to do a good job (like beingarcleith project directives) and being open with
information. One respondent from the customer faescribed the cooperation with the supplier in the
following way: “We here, we are the best thereeigarding our own products, we know how they worle W
have the best knowledge about our machines. Thul{iot] suppliers are the best at their [productsien
there is usually a third part involved when we deeistments and that is the machine builder, he knoast
about his machines. When you bring these threehegend work in kind of a team you could calltiten
you usually get a very good result”.

4.3 Relationship 3

The customer in Relationship 3 is a large firmakhivas created a few years ago when a numbemas fir
with complementary production merged. Firm A haddjolong-standing relationships with some of the
involved firms, and less good or no relationshighwithers. At the time of the interviews, thereais
agreement between Firm A and the customer whicthegribed as quite informal and really not legally
binding. The respondents instead describe it @asmaalization of their intent to cooperate, somegtimat has
proven valuable in working with production facéiti where the attitude towards Firm A is less faablar.
The supplier firm describes the relationship asniyad strong one, but with variations between tiffercbnt
production sites.

The respondents from the customer firm in Relatigm 3 all mention the obligations for the supptier
visit their production facilities with some regutsr as expressed by one of the respondents: “Tlasg to be
in the plant. | mean that is where the issuestheg,is where the [product] supplier brings theilue.” They
should also perform problem solving tasks and fegeod understanding of the customer’s produciitwe.
supplier should have a good, personal contact kethindividuals in the customer production and bivaly
involved. Open and clear communication behavioatss requested.

The own role in the relationship is described @=ating the supplier fair and giving them good
circumstances to do a good job. The responderdssatsit as their obligation to keep an open conication
with the supplier and clearly communicate any peoid they might experience in the relationship. §ein
receptive to the needs of the supplier was alsdiored by one of the customer representatives.

4.4 Relationship 4

This relationship has been going on for quitevayears, exactly how many is unclear. The relatgnss
described as stable, even if the supplier reprasees categorize the customer as uncommitted. Rham
customer side, respondents communicate that tleeyagisfied with the relationship, but as statedhwf the
respondents; “You know I'm not dedicated to [Fir) Am going to use whatever [product] that is gpio
cost me less per part. It is the cheapest perthattmakes that part.” There are no formal or miair
agreements between the firms regulating the desalinthe relationship.

For respondents representing the customer firrthig relationship, one important obligation for the
supplier is to have a great deal of integrity, nie@rthat the customer wants to feel comfortablashiaring
sensitive information with the supplier. The im@ante of being present in the customer productigolagly
IS stressed, along with being available on phonensail. Having a good understanding of the custtamer
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production circumstances was also commonly mentioAéso in this relationship, problem solving atids
and acting as a competence resource for the custong@nization to utilize is important, as well etgaring
the production philosophy of the customer and hgaiopen, clear communication behaviour.

There is a less clear picture of what the oblayeti of the customer representatives are towards the
supplier. Among the respondents on the customerdithe relationship, there is actually only otetesnent
made that relate to such obligations. In that das@s concerning the own integrity and making sheplier
feel comfortable in sharing sensitive informatiomhvthem.

5. Analysis

The purpose of this article is to describe thetewinof psychological contracts of individuals ihxex in
customers and suppliers on industrial marketshénintroduction, it was referred to Lovblad et @009)
where hypotheses are drawn regarding relevant diimes of the psychological contracts. The findifrgsn
the case studies presented in the previous segtibnhere be analyzed based on these dimensions
(transactional-relational, balanced-unbalancedbasit-developed), and indicators of each dimensitirbe
identified.

5.1 Transactional or relational psychological contracts?

Thomas and Anderson (1998) provide a useful summaigomponents of transactional and relational
psychological contracts found in research worké&wibrganizational psychology. In a transactioraitcact,
the employee obligations are (for example) to gieice before leaving, accept to be transferredratdo
support competitors. The employer is in return etgetto provide rapid advancement and high, perdoce-
based pay. In a relational contract on the othaedhthe employee should do overtime, be loyal ariopm
extra-role behaviour, while the employer shouldvjite training, job security and career development.

From the respondents in our study, there aresalste transactional and relational aspects of theact
content. Looking first at transactional contente arotices the lack of long term obligations in Relaship 1
and 4. Even if both relationships have been goimdoo years, many of the respondents from the costo
firms state that the every transaction is evaluated has to be earned in its own right. A good gam
thereof is the statement presented in Relatiordhfdso statements such as that the supplier sHueilthere
when needed indicates a transactional orientatfotined content. A more relational orientation is riduin
Relationship 2 and 3. In both of these relationshipere is a stronger focus on long term commitmeich
has also been formally expressed in the case atiBeship 2. Statements relating to items sucheapikg an
open two-way communication, being a partner andirstpahe production philosophy of the customer have
clear relational orientation.

5.2 Balanced or unbalanced level of obligations?

The perceived balance of obligations does notedtmany specific contract terms, but rather ®lével
of obligation (Shore and Barksdale 1998). In tlaeficle, Shore and Barksdale (1998) say that “Berized,
we mean that employees perceive the level of empl@and employer obligations within the psycholdgica
contract to be similar.” (p. 732) In the case oktomer-supplier relationships, this appears to bieq
different. In several cases, respondents from tigtomer firms in our study have seen no obligatis
respondents) or very basic levels of obligationsegpondents). Yet, when looking at what thespaedents
view as the obligations of the supplier, their lesfeexpectation is often quite high. However, wheoking at
this group, all of them express psychological caets which have a transactional orientation, irtchgathat
there is a co-variation between the balance ofgalibns and the transactional-relational dimensibithe
psychological contract. A similar indication of gariation between the two dimensions appears whekirig
at the group of respondents which have expressedgstr obligations regarding what they should dotlie
supplier. They often describe their own obligatiavith terms relating to integrating the supplierbe open
with information and to be receptive to the neeflthe supplier. These obligations are of a relatiorature
and thus reinforce the picture of a relationshipnwieen balanced psychological contracts and relaltion
orientation, as well as between unbalanced psygieabcontracts and transactional orientation. \Weethis
means that the balance of obligations is of letyést for inquiry than the transactional-relatiogienension
will have to be an issue for future research toles



Abstract preview

5.3 Developed or basic psychological contract?

As mentioned in chapter 2, whether a psychologioatract is to be regarded as a basic or developed
is related to the stage of development of the ashtiVithin organizational research, this is refdrto as the
contracting process. Among the cases in this staltlpf them had psychological contracts are taléscribed
as developed. Even though two of the respondenyslish5-6 obligations regarding what they exp&om
the supplier, these obligations are clearly netgdiaand firmly established in the mind of the resjants.
This homogeneous result might be due to a biakanselection of respondents, since all of them lhexzh
dealing with the relationship to the supplier faranber of years.

6. Discussion and suggestions for further research

This explorative study indicates that customerpdiep relations can indeed be analysed by using the
psychological contract as an analytical tool. & h#so given support to the hypothesis drawn irbla et al.
(2009) regarding the relevance of a transactioglakional dimension of the psychological contrdtte result
also indicates that a lesser balance in the lefebbligations correlate positively with a transactl
orientation of the psychological contract. An exsnpf this can be found from one of the respondenthe
study. When asked about that she thinks the exjmtsafrom the supplier are on her, she states EWel
mean, what they are going to expect from me iseamreally, | just have to get my stuff on timettisaall |
care about.” The study further indicates a positelationship between a more balanced level ofgakibns
and a relational orientation of the psychologiaattcact. This result could mean that one of theedisions is
redundant. However, even though the results coerdla this study, further research is needed before
dismissing one of the dimensions. Does the fadt dhaindividual has a transactional orientatiorhsiher
psychological contract always mean that they peectfiemselves to have to do less in the relatipnsith a
supplier? Future research will have to tell.

In the present study, the relevance of a developdihsic psychological contract could not be sufgb
since all of the respondents had been involvedhé relationship for a number of years and had quite
developed views of the obligations of each pariyoimed. However, it seems intuitively correct ts@amne
that there is a contracting process also in custsmgplier relation, just as it has been proveexist such a
process in employer-employee relations (e.g. Heamol Pemberton 1997; Rousseau 1995). Therefdreefu
research should aim at understanding the contragtiocess, its influences and the effects on maiahip
outcomes.

The present study has two main limitations. Fitss only conducted on one specific product redriand
it is likely to assume that research done on aedifit market would generate different results. A
representative of a customer firm would probablyeha different psychological contract for a relasbip
with a supplier of capital intensive machinery thveith a supplier of industrial supplies. Secondlys study
has used relationships between one specific sugpfiim and its customers, which could generate oy
specific biases.

There are several areas which need to be coveredure research, apart from those already meedion
First and foremost, now that we have seen thathmdggical contracts are possible to apply to inter-
organizational relationships, the value of the tmus$ needs to be investigated. As previously noerei,
Lovblad et al. (2009) hypothesise that the constcan help in better understanding affective reteghip
commitment, and research by Kingshott (2006) as a®lPaviou and Gefen (2005) has given indications
psychological contracts have explanatory valudig tiype of relationships. One of the main valwdsich are
also evident in this study, is the clear focuslemindividuals involved in the relationship. In B&ébnship 1,
all respondents except one had a transactionaitatien of their psychological contracts, and inaienship
2 it was the reverse, that all except one hadatioelal orientation. This means that it is not egioto just
view the firm as the unit of analysis when tryimyunderstand inter-firm relationships. Instead \wecdto
complement existing theory with models which heligsin understanding the individuals involved in the
relationship. More specifically what aspects of thkationship it can explain and how this constmnetates to
other concepts and constructs already used witleifi¢ld will remain to be seen.
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