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ABSTRACT

This paper studies management control system designsupplier relationships in
manufacturing, a supply chain phase currently wedeiored. Compared to supplier relations
during procurement and R&D, which research foundé¢ogoverned by a combination of
formal and informal controls, supplier relationsmanufacturing are more formal, so that they
could be governed by more formal and less inforooaltrols. In order to refine management
control theory, we propose a theoretical framevap#cifically adapted for the manufacturing
phase. This framework is investigated by meansnofnadepth case study of the supplier
management control system of a Volvo Cars prododtaeility. We identify three types of
suppliers that visualize the associations in tleméwork and illustrate the framework’s
explicative power in automotive manufacturing. Reriore, the case contradicts that
supplier relations in the manufacturing phase areemed by little informal control, because
the automaker highly values the role of trust boddand social pressure. Most notably, a
structured supplier team functions as a clan andbkshes informal control among
participating suppliers, which strengthens the mualcer's control on dyadic supplier
relations.

Keywords: Management control; Supplier relationships; Mactidiring; Contingency theory;
Case research; Automotive



INTRODUCTION

In the current economic environment, characterisgdylobalisation and enhanced
levels of competition, companies require an efiecgupply chain with inter-organizational
relationships (IORs) to strive for sustainable cetitijve advantage. Not surprisingly, studies
show that IORs have a high potential impact on thnganization’s performance (e.qg.
Anderson & Dekker, 2005). Literature, however, asgues that many IORs do not provide
the expected benefits and are often terminatedusecaf managing difficulties (Ireland, Hitt
& Vaidynanath, 2002). Academics often propose thek of coordination and opportunistic
behaviour of partners are the two main reasonthforelatively high relationship failure rate
(e.g. Dekker, 2004). Hence, management controeBysi{MCSs) might play a critical role in
preventing such failure, by establishing governammehanisms to control the relationship
(Ireland et al., 2002).

The fundamental goal of MCSs is to influence decisnaking in attaining strategic
objectives (Nixon & Burns, 2005). In an inter-orgaational setting, this implies creating
bilateral incentives to pursue mutual goals. Algead the mid-nineties, scholars started
calling for more attention for this topic (e.g. hepod, 1996; Otley, 1994), and have not
stopped since (e.g. van der Meer-Kooistra & Vosaelm2006). Consequently, inter-
organizational MCSs have been studied from sevangles, including outsourcing (e.g.
Anderson, Glenn & Sedatole, 2000), inter-organazal cost management (e.g. Cooper &
Slagmulder, 2004), partnerships (e.g. Seal, B&ujlen, Dunlop & Ahmed, 1999), strategic
alliances (e.g. Dekker 2004), networks (e.g. Kaj&t&ulmala, 2005) and joint ventures (e.qg.
Kamminga & van der Meer-Kooistra, 2007). Yet, thaimemphasis was put on relational
collaboration during the first phases of the sumblgin, namely procurement, which involves
the make-or-buy decision, partner selection andraon design, and R&D. Although this
historical focus is certainly justified, managemeaontrol in a later phase of the supply chain,
namely manufacturing, remains relatively under-esgdl (Cooper & Slagmulder, 2004;
Langfield-Smith & Smith, 2003; Scannell, Vickery Rrége, 2000). However, purchased
products and services for manufacturing accountriore than 60% of the average company’s
total costs (Degraeve & Roodhooft, 2001) and atgesti to continuous improvement with

suppliers, also requiring adequate managementatontr



Therefore, this study illustrates how manufacturdesign the MCS of supplier
relations in the manufacturing phase of the suppbin, which we refer to as “manufacturer-
supplier relationships” (MSRs). In other words, waiestract from procurement and R&D
influences:.

Nevertheless, management control research on piegiopply chain phases, offers a
first theoretical insight into how a MCS for MSReutd look like. In particular, prior
empirical research on IORs such as R&D collabomatf@ooper & Slagmulder, 2004),
strategic alliances (Dekker 2004) and joint verguf¢amminga & van der Meer-Kooistra,
2007) found MCSs that combine both formal contrdilse outcome controls, and more
informal controls, such as trust building. Also tBeecution of outsourced services, like
industrial maintenance (van der Meer-Kooistra & $&man, 2000), IT (Langdfield-Smith &
Smith, 2003) and accounting (Nicholson, Jones & eB&ub, 2006) is governed by a
combined MCS. So, if we assume these findings td far other IOR types and neglect
potential characteristic differences, MSRs coulakpected to be governed by a combination
of formal and informal control as well.

Yet, by taking into account differences between M%Rd other types of IORs, the
MCS design could be different. In that respect, litexature argues that manufacturing is
more formal than procurement and R&D. Indicatiomisthat argument and its consequences
for management control can be found in the manageouentrol framework of Das & Teng
(2001). Based on the variables in their frameWotksk programmability and outcome
measurability, it should be clear that for manufdaog both variable levels are high; or at
leasthigher than in the case of procurement and R&D. Consdtye¢he framework indicates
that formal controls are suited mechanisms to goM$BRs. This argument is strengthened by
the type of knowledge usage in MSRs, for which e¢hexists a clear distinction between

knowledge exploration and knowledge exploitation.

In terms of research methodology, this abstradigout into operation by studying MSRs betweenemufacturer facility and supplier
facility only dealing with manufacturing, while grarement and R&D are handled by their respectivthercompanies (cf part three of this
paper “research methodology”).

2 Although this framework was originally developed®uchi (1979) for use in MCS design within orgatians, Das & Teng (2001)

further adapted it for use in IORs. Task progranilitpiefers to the degree to which managers urtdatsthe transformation process in
which appropriate behaviour is to take place. OQuieoneasurability refers to the ability to measureeme precisely and objectively.
When outcome measurability is high/low and taslgpammability is low/high, formal outcome/behavi@mantrol should be set up to govern
the relation. When both dimensions are low, infdrowatrol is preferable, but when both measuresagie, both outcome and behaviour

control are suited control mechanisms (Das & T&0§1).



On the one hand, it is argued that the first sughplgin phases, like procurement and
R&D, aim at knowledge exploration, while the lapdrases, such as manufacturing, primarily
aim at knowledge exploitation.

On the other hand, research shows that the exjorat knowledge is best governed
by informal controls, while knowledge exploitaticsrmost adequately controlled by formal
controls (Bijlsma-Frankema & Costa, 2005). Thusseghon the characteristics of high task
programmability, high outcome measurability andwlealge exploitation goals, MSRs could
be expected to be governed by primarily formal castwith little informal controls. In other
words, the literature offers different managememtwl| designs for MSRs regarding the
informal control level. Therefore, this study intigates how the MCS of MSRs is designed
and how important informal controls are in thatigesin particular in IORs between an
original equipment manufacturer (OEM) and suppl@rsutsourced manufacturing activities
in the trend-setting automotive industry (cf Womatdnes & Roos, 1990).

An automobile is a complex product manufacturechwitousands of components.
Consequently, also this industry increasingly outsed non-core activities and started
relying on suppliers to create lower costs. To #drat, a variety of supply chain management
practices has been implemented, such as lean sapglgontinuous improvement. Yet, these
practices induce the need for appropriate manageowrrol structures and bi-directional
communication to organize and manage the rela@amr(& Ng, 1995; Cooper & Slagmulder,
1999; Scannell et al., 2000). In that respect, padicular automaker, namely Toyota, is
known for partnering with suppliers, transferritg @xpertise to help suppliers and installing
softer forms of control including trust. To goveire search for continuous improvement in
manufacturing, Toyota established the “Toyota Gfdupmeans of a supplier association, an
operations management consulting division and alynsmall group learning teams (Dyer
& Nobeoka, 2000). Other automakers, however, gotkis search by heavily formalized
supplier relations. Contrary to cooperation durprgcurement and R&D, manufacturing is
argued to become much more demanding towards supphutomakers increasingly transfer
manufacturing risk and supply responsibility tesfitier suppliers, which results in suppliers
delivering to very tight just-in-time and in-sequenschedules (Alford, Sackett & Nelder,
2000). As a result, OEMs install formal controlslaupplier improvement techniques, which
alert suppliers to the importance of ameliorating@y performance at lower costs. Hence,
also automotive practice shows evidence of high &owl levels of informal control.

Therefore, this study specifically investigates et MCS of automotive MSRs is designed.



Yet, besides illustrating MCS design, this papertdbutes to explaining MCS design
of automotive MSRs. To our knowledge, little manmagat control research specifically
investigated contingency theory’s explicative powemanufacturing.

Naturally, several papers study influences on MC&sigh in manufacturing
environments, like the impact of manufacturing ittéity (Abernethy & Lillis, 1995),
customization and related interdependence (Bouw&n&bernethy, 2000), profit centre
strategy (Lillis, 2002), production strategy anddguction technology (van Veen-Dirks,
2006). However, these studies investigate chaiatitsr explaining MCS design in one
organization. Consequently, the design of MCSs thatern different types of inter-
organizational supplier relationships involved mme tmanufacturing of complex products
(Gietzmann, 1996) remains under-explored. Therefome attention towards explaining this
type of MCS design is called for (Cooper & Slagnauw|d2004; Langfield-Smith & Smith,
2003; van der Meer-Kooistra & Vosselman, 2006).sTieper answers that call by tailoring
contingency theory to the setting of MSRs. To teatl, we propose a refined theoretical
contingency framework based on recent inter-orgditinal management control theory, but
specifically adapted for the manufacturing phaséis Tframework proposes several
contingencies determining the level of risks, whigie governed by different levels of
management control techniques.

In order to illustrate the validity of the framewan practice and answer how and why
automakers design their MCS, we perform an in-degfilanatory case study of the relations
between a facility (VCG) of the international OEMNo Cars Corporation and a selection of
its first-tier supplier facilities. The case styalpvides considerable evidence of three supplier
types, namely batch, low value-added just-in-segaeiemd high value-added just-in-sequence
suppliers, visualizing the associations in the famrk between contingencies, risks and
management controls. These controls include bathhdband informal techniques, of which
trust building and social pressure are highly vdludost notably, VCG'’s structured supplier
team functions as a clan and establishes infororattal among participating suppliers, which
strengthens control on the OEM’s dyadic suppliéatiens. As our framework draws on case
findings from other less formal IORs, our case ifigd offer more evidence of their external
validity. That way, the findings contradict thatfarmal controls play a minor role in
automotive MSRs.



The remainder of this paper is organized as folldwshe second part, we develop the
theoretical contingency framework. The third pagsctibes the case research methodology.
The fourth part is the actual case study, whiclsgmés VCG, describes three supplier types by
means of contingency levels and clarifies how V@&Sighed the MCS governing them. In the
fifth part, we discuss our findings by comparing &€ management control with previous
findings and elaborating on the significance of VE€8&upplier team. We conclude the paper

with a summary of the main findings and some averioefurther research.

2 THEORETICAL FRAMEWORK

In this part, we develop a theoretical contingefi@mework for MCS design of

MSRs, which can be found in figure 1.1.

Insert Figure 1.1 About Here

Contingency theory originated with the aim of explag the structure of
organizations by particular circumstances. Latemhagement accounting researchers adopted
and further developed the theory in order to exptae shape of MCSs in organizations (e.g.
Chenhall, 2003; Luft & Shields, 2003). Therefor@ntingency theory suits this study,
regarding MCS design of MSRs and its explicativeialdes. The central concept of the
framework is the level of risk a certain MSR ruhgter-organizational management control
theory proposes two types of risk, which resulirfréive different situational antecedents,
characterizing the MSR. Although we clarify botlskritypes separately, we stress the
integrative interpretation of all contingencies,injty determining both levels of risk.
Subsequently, this risk is governed by differenhagement control instruments, either with a

large or a small role for informal control.

3 According to van Veen-Dirks (2006), all situatiboharacteristics and MCS characteristics are deterd jointly instead of sequentially.
Also Kamminga & van der Meer-Kooistra (2007) proptisat the influence of contingencies is not deileechby each antecedent as such,
but by their interaction. In addition, they sugggsidying control as an integrative concept, inchtall control dimensions are incorporated.
Consequently, we do not propose one-on-one asgugdietween one specific contingency, one spetgifie of risk and one specific type

of control, suggested to suit that risk type. ladteour model simultaneously studies the assoomtietween situational contingencies, risks

and management control techniques.



2.1 Performance risk

The first risk type igerformance risk, defined as the probability of not achieving the
MSR objectives, despite satisfactory cooperations(R Teng, 2001). This type of risk is also
referred to as “coordination requirements” (Dekk2004; Gulati & Singh, 1998). As the
MSR objective concerns manufacturing as many prisdotthe order book as possible, on
time, with good quality and at the lowest possiust, performance risk is the risk of a supply
chain interruption, disturbing the realisation dist goal. Three contingencies related to
technology increase this risk, namely complexigkt uncertainty and task interdependence
(Chenhall, 2003). Yet as complexity and task uraiety are highly related (Chenhall, 2003),
the framework does not include complexity sepaydiefl Dekker, 2004).

Task uncertainty refers to variability in transformation tasks atiie available
knowledge of methods for performing those tasks e(@®lall, 2003). This situational
characteristic determines the measurability difficwf output and activities (Kamminga &
van der Meer-Kooistra, 2007; van der Meer-Kooisir&/osselman, 2000), which increases
with increasing levels of complexity of both thelidered product and its operational
processes (Woodward, 1965). The first complexitglated to the added value of the product
and gradually increases depending on whether tpglisu delivers a standard component or
an important customized module (Cooper & Slagmyl@&804). The second complexity
regards the added value of the production processedlects the complexity of the supplier’s
manufacturing processes, needed to effectivelyymednd deliver the products as required.

Task interdependence relates to the degree to which subactivities efwthlue creation
process have been split up and made dependentchrodeer (Dekker, 2004). In MSRs, this
interdependence is sequential (Thompson, T9®&cause the relation involves transferring
the supplier's output to the manufacturer's inpubgess. The level of sequential
interdependence is impacted by the dependence kvéthe manufacturer's operational
performance on the supply quality (timeliness anebdpct quality). Moreover, the
interdependence level of a specific MSR is infllehdy the production flexibility required
from both parties and the manufacturer's lack adcpge knowledge to perform activities

previously done in-house.

4 Thompson (1967) identifies three levels of tagkrependence from low to high, which influenceléwel of inter-organizational

coordination and communication: pooled, sequeatidl reciprocal interdependence.



2.2 Relational risk

The second type of risk iselational risk, implying the probability of not having
satisfactory cooperation because of opportunisticabiour of the supplier, exemplified in
shirking, cheating, distorting information and agmiating resources (Das and Teng, 2001).
This type of risk is also referred to as “appropoia concerns” (Dekker, 2004; Gulati &
Singh, 1998). Transaction cost economics (TCE) rifieproposes three contingencies that
influence relational risk and subsequently deteemappropriate control: asset specificity,
environmental uncertainty and transaction frequeif@yiliamson, 1979). Yet, as the
manufacturer possesses no specific assets relatadcertain supplier, at least not in the
manufacturing phase of the supply chain, there dslatk-in to supplier opportunistic
behaviour. Hence, unlike uncertainty and transaction frequemsset specificity does not
influence supplier opportunistic behaviour in MS&d is not included in our theoretical
framework.

Consistent with being a central contingency redeavariable, environmental
uncertainty also forms a powerful characteristic of MSRs (Cladint2003). In particular, this
contingency relates to general market uncertairdies$ uncertainty about unknown future
contingencies (Kamminga & van der Meer-KooistraQZ0Langfield-Smith & Smith, 2003;
van der Meer-Kooistra & Vosselman, 2000). Becaussufacturer and supplier interact
under these uncertainties, both parties face clsamyer time, which require detailed
contracts (Dekker, 2004). However, incomplete aumitrtheory argues that there exist
limitations in drawing up complete contracts, bessaall future contingencies can not be
foreseen, are too expensive to foresee or are Xpensive or impossible to contract upon
(Gietzmann, 1996). Consequently, the combinatiomrafertainty and incomplete contracts

leads to potential opportunistic behaviour of thpmier.

5 TCE argues that parties are only boundedly ratiand behave opportunistically. Therefore, theltetat of outsourcing is the sum of both
the supplied component costs and the transactists,dacluding costs for negotiation, drawing upteacts, coordination, control and risk
of opportunistic behaviour (van der Meer-Kooistr&/&sselman, 2000).

5 Obviously, suppliers do have specific assetsaeglrendering them vulnerable to opportunisticiur from the part of the

manufacturer. However, this study and the develdpedretical framework only focus on supplier ogpnistic behaviour.
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According to TCE, more frequent interactions lowlee possibility of opportunistic
behaviour (Williamson, 1979). So, to preserve atp@srelation between contingencies and
relational risk, we could utilize infrequency asitingency variable (e.g. Anderson & Dekker,
2005). Yet, as we study MSRs with no connectioocimmercial negotiations determining the
contract term, we include the antecedeshétional stability aim. This contingency relates to
the manufacturer’'s aim of continued future inteatd with the supplier and serves to build
bilateral commitment (Cooper & Slagmulder, 2004 ¥Wgue that MSRs, in which relational
stability is considered necessary and thus asfiyethe manufacturer, are subject to higher
relational risk. For example, if supplier switchiogsts are high due to high interdependence,
high commitment from the manufacturer could indite supplier to accept lower quality or
delivery performance.

Besides including a transaction environment charatic and a transaction
characteristic, we also incorporate a transactiantypcharacteristic (Langfield-Smith &
Smith, 2003; van der Meer-Kooistra & Vosselman, @0n particular, we includeupplier
knowledge importance, which encompasses the degree of importance éomdnufacturer to
know the supplier and to be able to assess chasdictse, such as trustworthiness and
willingness to share proprietary knowledge. Usualys kind of assessment is done by means
of first-hand or second-hand experience. Hence,avgeie that when the importance of
supplier knowledge rises, the risk for insufficiest erroneous assessment and subsequent

supplier opportunistic behaviour increases.

2.3 Management control system

Although MCSs have been conceptualised and cassgbim various ways, the current
management control literature has reached a comsemstwo types of management controls,
namely formal and informal control instruments (gfeld-Smith & Smith, 2003).
Obviously, studying the usage of informal controsnpared to formal controls requires both
control types to be included in the theoreticairfeavork.

Formal controls are explicitly set up to coordinate the MSR andiude outcome
controls and behaviour controfSutcome controls involve the measurement and evaluation of
the outcomes of operations against pre-defined oouts or targets, by using several
performance measurement techniques (Dekker, 20@&fchdnt, 1998; Ouchi, 1979). The
most important outcome metrics for MSRs are peegmtof defects, quality of delivered

goods and on time delivery of goods (Gunasekarate| & McGaughey, 2004).

11



Behaviour controls concern the specification and actual surveillancbehaviour by
means of rules and standard procedures (Merch&&8;10uchi, 1979). Additionally,
behaviour controls include evaluating compliancéhwire-specified planning, procedures,
rules and regulations (Dekker, 2004).

Informal controls (also called social controls) are not explicitlgsegned, but are
grown out of shared norms and values, shaped byudrg interaction, meetings and
management attitude (Merchant, 1998; Ouchi, 19#8peciallytrust building” has emerged
as an important informal control instrument in rrdeganizational MCSs (e.g. Dekker, 2004).
While formal controls reduce risks by altering thecentives for underperformance or
opportunism, trust building mitigates these risgsinimizing the fear of underperformance
or opportunism to occur (Das and Teng 2001). Tleeefwe include three types of inter-
organizational trust building, namely building c@utual trust, competence trust and
goodwill trust (Sako, 1992)Contractual trust results from previous contralkctetations or
grows during the MSR (Sako, 1992). Competence trsisincreased by previous good
performance, i.e. good quality and delivery resiMsreover, competence trust results from
buying products from reputable suppliers or tramsfg competences to the supplier.
Additionally, product and/or process certificatiaand process standardisation enhance
competence trust (Sako, 1992). To develop goodwikt, Sako (1992) identifies shared
values and norms as necessary, but insufficiecguse transaction parties also need to show
the willingness to be indebted to each other. G(1#95) stresses creating and growing an

inter-organizational bond of friendship to trigggodwill trust (Gulati, 1995).

" Rousseau, Sitkin, Burt & Camerer (1998, p. 39%inédrust as “a psychological state comprisingittiention to accept vulnerability,
based upon positive expectations of the intentawrizehaviour of another”. According to them “trisshot abehaviour (e.g. cooperation), or
achoice (e.g. taking a risk), but an underlyipgychological condition that can cause or result from such actions” (Reaus®t al., 1998, p.
395; italics added). As such, trust in itself ca lne a controainstrument in the MCS of MSRs. Instead, the control technigaee the

actions the manufacturer performs to create and build trughe supplier.

8 Contractual trust is based on the expectationttfeasupplier will keep promises and comply withegnents made, whether these are
contractually stipulated or not. Competence trasicerns the expectation that the supplier posséssercessary technical and managerial
competences to deliver the order as agreed. Gdddust regards the expectation that the supphiares an open commitment, with the
willingness to perform activities that are beneficb the MSR, but possibly neither in the supfsiérterest nor required by the contract
(Sako, 1992).

12



Other possible goodwill trust initiators are intetree goal setting, trustworthiness
reputation and a long term relationship (Dekke40 Next to these specific trust building
mechanisms, the literature also proposes an impoaneric trust building technique,
namely close interaction based on mutual interstsestablished by means of joint decision
making and joint problem solving via a joint retaitship board and/or joint task groups (Das
& Teng, 2001; Dekker, 2004).

Besides trust building, MSRs can be governed bythemaype of informal control,
which Ouchi (1979) refers to atan control. Based on shared norms, values and a common
inter-organizational goal, supplier behaviour ie tinterest of the MSR will be reinforced,
because suppliers are motivated to achieve the @ad & Teng, 2001). This incentive
results from inter-organizationabcial pressure (Speklé, 2001) exerted by the manufacturer,
which we believe is social control in its literaleaning. Because of high interdependence
between manufacturer and supplier, below standssdlts of the supplier directly impact the
manufacturer’'s performance. Consequently, suppti@nagement is unpleasantly confronted
with manufacturer management and faces personaliliation because of the error.
Additionally, supplier management runs the riskhdir reputation and personal relationship
with interacting manufacturer management gettinmired. Also Dyer & Singh (1998)
mention reputation and personal relations as sawcatrol mechanisms, besides norms and
trust. By acting as negatively valued social samsti(Bijlsma-Frankema & Costa, 2005),
these social consequences create incentives fiefagabry supplier performance and render
supplier underperformance and opportunism hardustag (Speklé, 2001). If we assume
operational snags to be day-to-day business in M&i&ssocial pressure creates an informal

means to mitigate risk in MSRs.

9 Other potential generic trust building technigirea MSR are communication via regular inter-orgational meetings (Chalos &
O’Connor, 2004; Das & Teng, 2001), information shaiof problem areas (Chalos & O’Connor, 2004),digp development activities
(Carr & Ng, 1995), networking (Das & Teng, 200t3jning (Chalos & O’Connor, 2004) and the extenwtich the employees of both

parties understand the factors ensuring the caitdion’s future success (Chalos & O’Connor, 2004).
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3 RESEARCH METHODOLOGY

3.1 Case study research

The empirical part of this paper is based on adepth case study, which is an
investigation of a real life phenomenon, relying omnultiple sources of evidence and
benefiting from prior development of theoreticabpositions (Yin, 2003). An explanatory
case study suits our research that concerns rgfemrsting inter-organizational management
control theory for the relatively under-explored matacturing phase of the supply chdin.
According to Keating (1995), such theory refinemeegds a clear theoretical starting point,
supplemented with openness to the discovery of peerd findings. To balance thebkeory
attachment anddetachment requirements, we developed a theoretical framewmiuide the
data collection, but at the same time used datkeatmn techniques allowing sufficient
openness. Based on the data, we assessed theataptgsower of the theoretical framework.

Furthermore, several inter-organizational manageénmmtrol case studies (e.g.
Cooper & Slagmulder, 2004; Dekker, 2004; Kammingav& der Meer-Kooistra, 2007;
Nicholson et al., 2006) strengthen the argumernit ¢haes allow investigating in detail the
structure and influencing variables of IORs (Sam®r& Kirsten, 2005). These studies
demonstrate that MCS design can be adequatelytigated by means of qualitative research.
The social meaning of inter-organizational MCSspeesally regarding the use and
interpretation of informal controls, and the suhsag behaviour of companies and employees
is very complex. Therefore, an in-depth study iedesl to discover how different parties
interpret certain IORs and whether the MCS is de=igaccordingly. This argument not only
justifies the choice for a case study, but alsonfothe reason why more of this research is
requested (e.g. Langfield-Smith & Smith, 2003; D&kk2004; van der Meer-Kooistra &
Vosselman, 2006).

9 More specifically, our research corresponds testigating a complex phenomenon within its real ¢ibntext, of which empirical
evidence is rather limited, and answering how ahyg questions about this phenomenon, for which ataeatory case study design is most
suited (Eisenhardt, 1989; Yin, 2003). Furthermorg theory refinement goal represents the middle ground betwtbeary discovery, i.e.
describing novel phenomena, ahdory refutation, i.e. disconfirming well specified theories by lging in negative evidence (Keating,
1995). More specifically, our case research ihetheory illustration type, documenting “previously unappreciated agpettanagement
accounting practice” and identifying “aspects a thustrated theory that require reformulatiomuore rigorous specification” (Keating,
1995, p. 71). Indeed, the goal of this study idltstrate how manufacturers design supplier MCBsy important informal controls are in

that design and how the design can be explaineddans of a specifically adapted theoretical franrkwo
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Like most inter-organizational studies, the unit afalysis consists of dyadic
relationships between manufacturer and supplien (gdar Meer-Kooistra & Vosselman,
2006). Dyer & Singh (1998) explicitly propose tHiselational view”, focusing on the
manufacturer-supplier dyad, as opposed to the Stigwstructure view” and “resource based
view”, when analyzing cooperative strategy and sesirof inter-organizational competitive
advantage. In order to answer the proposed resegaestions concerning MSR MCS design,
we analyzed all relations after the manufacturet thecided to outsource the manufacturing
activities. In other words, we addressed neithex thake-or-buy decision nor related
commercial negotiations, but collected data frome thtart of production onwards.
Furthermore, we only gathered data on standard MIGEMSRs with good operational

performance.

3.2 Case company selection

The selection of the case company and its supphiessinfluenced by two selection
concerns: theoretical sampling (Eisenhardt, 1988) apen and flexible access to senior
management. Based on these concerns, we choseotlie €ars Gent (VCG) production
facility of the Swedish Volvo Cars Corporation aamafacturing case company. On the one
hand, VCG was chosen because exploratory interviearsed that the OEM is considered a
“best practice™ by financial analysts, suppliers and umbrella oiztions. For example,
with respect to suppliers’ capability for build-boder, VCG’s supplier park was evaluated
best in a comparative case study, also includimgplger parks of e.g. Ford, General Motors
and Audi (Howard, 2006). On the other hand, VCG agmment showed remarkable
openness, interest in the research topic and giléss to cooperate. Obviously, the selection
of case suppliers was based on the same selectimeims. Taking into account differences
found at VCG and discussions with VCG managementabupplier appropriateness (i.e.
theoretical sampling) and participation willingnessight VCG supplier manufacturing
facilities were chosen. This way, we were ableniestigate VCG’s MCS of different MSRs,

with data from both parties.

1VCG is financially healthy, operationally profitaband highly appraised in the international auttiwessector. Additionally, VCG’s
supply is evaluated one of the best in automotemchmark studies. Furthermore, VCC and in particd@G are positively evaluated by
suppliers regarding their approach towards themally, also umbrella organizations, able to complhe&r members’ different supplier

relationship approaches, are in favour of VCG's MSR
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3.3 Data collection

The main data gathering technique consisted ofe&i-structured interviews with
high level managers of both VCG and the selectggblgrs. These interviews were held in
three rounds between February 2006 and October .2B@#ice, the validity of the
observations described in this paper relates togéaod. First, all VCG managers involved
with suppliers were interviewed, including respbies for quality, logistics, logistic
engineering, material planning, IT, HR and purchdset way, we got a general impression
of VCG, its suppliers and its MCS. Next, we intewed supplier managers, in particular
plant managers or VCG responsibles. Finally, waterviewed specific VCG managers most
involved with suppliers spoken to in round two. TEali.1 provides an interview data
summary, describing the organization and positiénthe interviewees, the number of
interviews, the duration of the interviews and ititerview dates.

The interviews aimed at building a trusting relasbip and developing a dialogue
with the interviewees, which permitted them to d&s their own concerns. All interviews
were tape recorded electronically and structuredatvyinterview protocol with open-ended
questions, based on the theoretical framework aatbréd to fit the interviewee'’s
organization and responsibility (cf appendix foig@neral interview protocol of interview
rounds two and three). This approach allowed cageail framework constructs (i.e. theory
attachment), while at the same time preserving ogeh for new findings (i.e. theory
detachment). Interviews lasted between three gsadgkan hour and three hours, with an
average duration of approximately one hour andlfa Atierwards, all taped interviews were
transcribed and sent back to the intervieweesdedlback and final approval. This feedback
was subsequently transcribed as well. Interviewsiteapts were written in prose, as to avoid
offending interviewees by literally transcribingethwords on a sensitive topic. Furthermore,
by writing in prose, we were able to immediatelyteviout certain parts of the interview that
were not entirely clear on the tape. As the intamédes approved the final transcript, we
received absolute certainty on the written documemd all interpretations made during
transcribing.

Finally, we supplemented the interview data witbharal research of internal and
public data, such as company presentations, meatingtes, supplier performance data,
supplier syllabi, annual reports and news articldgese archival data allowed triangulating
different findings from different methods, rendericonclusions more reliable and convincing
(Yin, 2003).
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3.4 Data analysis

The data analysis followed a structured iteratippraach. Already during interview
transcribing, a first analysis was performed byhhghting parts of the transcript and writing
down comments and related personal ideas.

Then, both transcripts and personal notes formeda#sis for a second analysis, which
was completely done by hand. The most importanhriggies to enhance theoretical
sensitivity during the coding process were askiogstjons (who?, what?, when?, where?,
why? and how?) and making comparisons (Strauss #&i€,01999). Also the tape recorder
was utilised in order to capture facts and findicgsning up during the analysis. As with
interviews, these tapes were subsequently traregtaind further studied. Finally, this second
analysis resulted in an elaborate document, cantaroded transcript extracts related to the
theoretical constructs found in the data. Togettidr the rich collection of original data, this
document was used for writing up the case studydisrlissing its findings. Both case study
and discussion were approved for publication by Y@ &hout having to make changes.

Due to lack of space, the following case study at@gcribes our findings in terms of
the framework, so without direct reference to ol set of unique case data. Yet, to indicate
the origin of this description, we grouped somenepiary interview quotes in three tables
provided in the next part.

4 CASE STUDY: VOLVO CARS GENT

4.1 Case company description

Volvo Cars Gent (VCG) is the largest manufactuimit of Volvo Cars Corporation
(VCC), a Swedish automotive OEM owned by Ford M&ompany. In 2005, this company
employed 5.025 people, had a turnover of about Blljgn and produced 258.479 cars. The
production was spread over four Volvo models, ngnteé S40, V50, S60 and V70. All
models are built on only one assembly line, whtjuires ultimate flexibility of all assembly
processes. Production starts in the welding factwhere pressed steel plates from Volvo's
press factories are welded together into a car .biodthe paint shop, welded bodyworks are
provided with various paint and protective coatinGairing final assembly, the painted
bodywork becomes a car with fitted interior elensernduch as seats, and mechanical
components, like suspensions. The relations withpkers of these products for final

assembly are this study’s subject.
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Similar to other OEMSs, production philosophy at V@@lved frompush (i.e. build-
to-stock), topull (i.e. build-to-order). Yet, this new approach teglaboth an explosion of
possible cars, for which stocking all components ywhysically and financially impossible,
and the possibility for customers to make very latder changes. Hence, VCG needed
flexible manufacturing and ordering, and outsowyoai manufacturing activities to reliable
suppliers. By 2003, 20 suppliers delivered 78%atélt material volume and 77% of total
material value. These suppliers set up shop in \$C&ighbourhood in order to reduce
transport costs and facilitate fast problem solvidgreover, most suppliers jointly work in a
supply-in-line-sequence centre, i.e. a supplier park, operated by a logistic previdnd located
five kilometres from VCG, which offers advantagescts as limited overhead costs,
competence sharing and joint transport. The mogtoitant advantage of local supply,
however, is the possibility for suppliers to produand deliver components both “just-in-
time” (JIT), i.e. when the car for which the compaits are intended has come on VCG's
production line, and “in-sequence”, i.e. in the saonder as the cars on VCG’s production
line.

Because of local supply’s strategic importance akimg just-in-sequence (JIS) supply
feasible, VCG set up th8uppliers Team Volvo Cars (STVC) to exchange information with
JIS suppliers. The purposes of the STVC are crgatpenness and sharing competencies by
the exchange of real life experiences in ordernmprove manufacturing. To this end, all
supplier plant managers attend a monthly STVC mageti order to get to know each other,
exchange VCG information (VCG planning, Volvo salastomotive trends, etc.), jointly
consider common problems and improvement programs set up and follow up on specific
workgroup projects. Examples of common improvements jointly buying electricity and
increasing supplier park safety. Under the ove8aN/C, of which the chairman is a supplier
plant manager, five inter-organizational workgrogpsst, namely for quality, logistics, HR,
IT and finance. Workgroup participants meet monttlyone of the supplier facilities to visit
the company and discuss problems and improvememxtanples of discussion themes are
correct sequencing, milk rounds, employee abserteeds monitoring and back-up procedure

test of EDI communication and automatic invoicing.
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4.2 Management control system of supplier relatiorgps

Our data contain substantial evidence of threelgrgypes in manufacturing that are
characterized by different contingency levels, nlgmaatch suppliers,low value-added
(LVA) just-in-sequence (JIS) suppliers antiigh value-added (HVA) just-in-sequence (JIS)
suppliers. In order to better understand how rsskfluenced by the contingencies, we first
clarify VCG’s performance and relational risk. Thewe discuss the contingencies one by
one, before indicating how the resulting risk leieegoverned by both formal and informal

management controls. A summary of the results eafolnd in figure 1.2.

Insert Figure 1.2 About Here

4.2.1 Risks

In MSRs, risk relates to potential problems concgynmanufacturing and supporting
processes like logistics and IT. In that respe€@Gvis most concerned with the performance
risk of a MSR, which is the probability that suah @perational snag occurs in the supplier’s
production or logistics processes and disturbs Igupghain continuity and VCG
manufacturing. In other words, performance riskhis risk that a supplier is not capable of
keeping the promise of delivering the right goofishe right quality at the right time. Based
on the levels of task uncertainty and task inteetelence, we find performance risk of batch
suppliers to be lower than the risk of LVA JIS sligns. The level of this latter risk, in turn, is
lower than the HVA JIS suppliers’ risk.

Relational risk in the MSR regards the probabitifysupplier opportunistic behaviour.
VCG considers this risk type to be the risk thatefe potential) operational snags are not
openly communicated or minimized, so that problestvisg time is lost and the problem
escalates. Additionally, shirking one’s respongipilin case of a snag is a second
appropriation concern for VCG managers. Althoughfitst opportunism type damages VCG
manufacturing most, also the second type resultsworthless discussions, seriously
hampering manufacturer-supplier interaction. By dgimg environmental uncertainty,
relational stability aim and supplier knowledge orance, we find a similar ordering for
relational risk, namely lowest for batch suppliefsghest for HVA JIS suppliers and

somewhere in between for LVA JIS suppliers.
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4.2.2 Contingencies

VCG and supplier management refer to process aratlupt complexity to
differentiate between supplier types. Batch suppldeliver products in large quantities on a
regular basis from facilities all over the worldiS Suppliers are located in the neighbourhood
of VCG and deliver just-in-time and in-sequencejolthis much more complex. Although
many batch suppliers deliver simple parts, likesptapieces, some batch suppliers deliver
more complex products, such as electronic devitlesvever, all batch suppliers deliver
standard components, which are not called off fspecific car. LVA JIS suppliers, however,
deliver customized components. Their manufactusciyities are low value-added, because
they primarily aim at variant creation, after whiah parts are sequenced and delivered just-
in-time. Supplying back shelves is a good LVA ex&mpecause manufacturing stays limited
to punching holes for speakers. Concerning delivelyA JIS suppliers are comparable to
LVA JIS suppliers. Yet, these suppliers assembleutes such as car seats, so that their
processes add considerably more value. To thatHvid,JIS suppliers operate large facilities
with many employees engaged in complex processethdfrmore, modules like dashboards
are characterized by lower output measurability garad to batch and LVA JIS products,
which results in extra difficulties in case of utisfactory quality. Because HVA JIS suppliers
deliver the most complex modules by means of thatngomplex production and supply
system, performance risk is highest.

Because of just-in-sequence delivery, the interddpece between JIS suppliers and
VCG is high; or at least consideralfiigher than between VCG and batch suppliers. All JIS
suppliers work in harmony with VCG like the cogwlseef a watch, because if one supplier
disturbs the continuous delivery flow, not only VQiht also other JIS suppliers suffer.
Severe supply problems stop VCG’s assembly linegycing a car every 61 seconds. As all
JIS suppliers exclusively deliver VCG and only ieee EDI orders during running
production, their production will inevitably suff¢m the worst case stop) as well. Hence,
VCG’s and JIS suppliers’ performance entirely defseron the performance of all JIS
suppliers. Additionally, JIS suppliers must be Hygtexible because of pull production and
heavily fluctuating automotive demand (cf enviromtat uncertainty). Furthermore, HVA JIS
suppliers operate complex processes, which are mme competences than the variant
creation processes of LVA JIS suppliers. ConsedyeWCG lacks sufficient knowledge to

effectively and efficiently perform these HVA adties.
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The automotive industry probably experiences itghést competitive level ever.
According to all parties involved, environmentalcartainty has become the new standard.
Hence, VCG’s JIS suppliers’ market uncertainty ighh because their performance
completely depends on Volvo's market demand, whsometimes heavily fluctuates. In
addition, there are two unknown future contingesicigubstantially impacting the relation
with JIS suppliers. On the one hand, VCG continlyobsars the risk of being closed down
by its mother company VCC/Ford in case of a pertoroe decrease. On the other hand, the
VCC/Ford purchase department can always decidetmaesource the current supplier.
Consequently, both VCG and suppliers continuouslgdnto prove themselves towards their
mothers, who benchmark them against their colledga#ities. This competition between
colleagues increases environmental uncertaintytiboutate continuous improvement. As a
result, VCG needs to safeguard its high performadenel at all times and needs suppliers not
to behave opportunistically. Suppliers, howevetcefaimilar performance pressure from their
own mother companies. Because of that, they argtezinto hide operational snags from
VCG and try to solve problems themselves in ordeprievent their negative performance
from being noticed and registered. In other woresyironmental uncertainty is a very
important contingency influencing relational riskithough also batch suppliers face these
environmental uncertainties, their impact is muotaler, because the effect from VCG is
mitigated by supplying other automotive OEMs antkoindustries.

VCG generally cooperates with suppliers and hdipsntfacing problems. VCG truly
strives for long term relational stability, becadlse OEM is aware that the interdependence,
which is higher with JIS suppliers, considerablyauts performance. To put it simply, if the
supplier is in trouble, VCG is in trouble as weflo, as all JIS suppliers need to work in
utmost harmony with VCG, the OEM prefers stableraf@nging MSRs, even when they are
underperforming for a long time. VCG beliefs thatsiating suppliers minimizes the
possibility of (further) damage to VCG’s productioBonsequently, JIS suppliers receive
much bilateral cooperation to solve problems quicHlhe location of most JIS suppliers in
the supplier park provides opportunities for suabbfem solving and process ameliorations.
Although VCG also assists batch suppliers in sepesblems, the OEM values stability most
for HVA JIS suppliers, as their interdependencdighest. Obviously, this attitude makes
VCG more vulnerable to opportunistic behaviour freiA JIS suppliers. As these suppliers
know VCG strives for relational stability, theiraiefor retaliation, resulting from disclosed

opportunism, is lower.

21



Finally, our data show that VCG managers value gaagblier knowledge most in
case of HVA JIS suppliers. Yet, this does not méaat VCG assesses JIS supplier's
competence reputation on a firm level basis. Tkathe responsibility of the VCC/Ford
purchase department during supplier selectioneststVCG evaluates suppliers on a person
level basis and gathers information about suppl@nt managers, concerning trustworthiness
and willingness to share proprietary knowledge. sehemanagers play a central role in the
MSR, as they need to guarantee good performancéntieyacting with several parties
involved, including VCG management, supplier motbempany management and supplier
employees. The importance of VCG’s plant managewkedge is exemplified by the fact
that VCG not only follows their appointment fromosé by, but also suggests appropriate
candidates to supplier mother companies. For H\@&sllppliers, with a larger management
staff than LVA JIS suppliers, the same importarggiven to partner knowledge of middle
management. For example, if a supplier quality rganaappears unwilling to share
proprietary information concerning quality (problemVCG's interacting quality manager
will highlight this personal attitude by escalatitige supplier to step two of the escalating
activities procedurd even when no substantial quality problems hawsiwed. This reflects
the considerable impact of this contingency on VE(@lational risk with HVA JIS suppliers.

It speaks for itself that VCG is not interestedhie plant manager of batch suppliers. In most
cases, especially when the supplier’s facilityasated abroad, VCG managers do not even
know who actually leads the plant.

Exemplary interview quotes concerning VCG’s MSR taayencies and risks can be
found in table 1.2.13

Insert Table 1.2 About Here

2 The escalating activities procedure is a VCG pilace used to escalate suppliers experiencing opeatlifficulties. The aim is to

indicate both internally (at VCG and VCC) and entgly (to the supplier) that VCG is aware of thelgems and installs adequate measures
to help solving them. Those measures depend csntg seriousness and are linked to the step tipdiesuis escalated in. Standard, all JIS
suppliers are in step one, while batch suppliezsrastep zero. When encountering frequent probleittisa supplier, VCG managers
escalate the supplier to the next step. If thelprobis not solved after a pre-defined period oftitime supplier is further escalated. The
procedure ends when a supplier either reachediggepvhich theoretically implies re-evaluation gootential re-sourcing of his products,

or substantially improves so that he returns tp etee (zero for batch).

3 When interviewees refer to “Volvo”, they actuathean “Volvo Cars Gent” or (as we put it in the JextCG”.
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4.2.3 Management control system
4.2.3.1 Outcome control

All VCG suppliers are subject to considerable ooteccontrols, more specifically in
the form of key performance indicators (KPIs). These KPIs make up VCG’s standard
outcome control for suppliers not involved in VCGéscalating activities procedure.
Undoubtedly, the most important KPI in automotiged thus at VCG, iparts-per-million
(PPM), indicating how many parts delivered do nomply with the agreed upon 100%
quality specifications out of one million parts igeted. Additionally, JIS suppliers’ quality
performance is assessedday audit remarks', for which the most complex HVA products,
like car seats and dashboards, receive specifiit datherit targets. It speaks for itself that
own targets result in a higher level of outcome nawimg and evaluating, which is confirmed
by the quality manager, who indicates that probtesponse time is shortest for HVA JIS
suppliers. Other important KPIs are related todtigs. The first onegumber of missing parts
(MPs), measures the number of parts that did moteaat VCG in time and/or in the correct
sequence. The second indicatbne stop minutes, registers the number of minutes that a
supplier caused stoppage of the VCG production [iiérd, dropped cars are cars dropped
from VCG'’s line planning, because the supplier mahle to deliver the requested part.
Finally, batch suppliers are subject tdelivery precision registration, measuring the amount
and timeliness of deliveries.

VCG emphasizes uniformity in measuring supplierfqgrenance based on the most
important KPIs, which are PPM, MPs and lines stoputes. However, our data still show a
substantial difference between batch and JIS sengplnot in the KPIs utilized, but in the
management process behind the KPIs, which is monmeplex for JIS suppliers. First, the
response time in case of deviation from target isimshorter for JIS suppliers. Second, the
PPM rate of JIS suppliers is followed-up monthihile the PPM rate of batch suppliers is
only taken into consideration in case of a severerational snag. Furthermore, the penalty
procedure is more straightforward for batch supglie€Contrary to JIS suppliers, batch

suppliers receive a pre-defined financial penaitytéchnical quality problems.

4 Every day, five to eight finished cars are audligd/CG personnel, who report negative audit remaififour types: B10, B30, A70 and
S300. The number behind the type of remark is theber of demerit points associated to the ideutifieficiency, which reflects the
seriousness of the found demerit. In that respe6 targets an average of 35 demerits per car.

15 Obviously, delivering missing parts by incorreetjsencing is only possible for JIS suppliers. Simjl line stops and dropped cars can

only be caused by suppliers delivering parts withauich a car can not be further assembled.
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Also line stop minutes are responded to more sivemten caused by batch
suppliers, who receive an invoice that covers VO&sés and costs. Such penalties for JIS
supplier are always negotiable and the compensatiemand decision is tailor-made.
Apparently, VCG is aware of the higher complexibhddlexibility of JIS suppliers and takes

that into account for evaluation.

4.2.3.2 Behaviour control

VCG’s most important behaviour control on JIS sugpgl is certainly the syllabus.
This document contains all agreements regardindpdisec routines of day-to-day operational
business, for example how the product should hesparted and how EDI communication
should be controlled. Especially in case of opersti snags, the syllabus prescribes which
actions should be taken, including who to notifyddmw to prevent the problem from
escalating. For example, if the supplier is unablad trucks as required, he should arrange
a rush transport. Also when the EDI system breakand the supplier should follow the back-
up routines prescribed in the syllabus. Additionathe syllabus contains the requirement to
hold the necessary certifications, including 1SQ-TReflecting their larger process
complexity, HVA JIS suppliers’ syllabi contain sjedzed extensions compared to the ones
of LVA JIS suppliers. As batch supplier relatiome aot as risky as JIS relations, VCG does
not draw up syllabi with batch suppliéfs.

Also supplier follow-up substantially differs betaresupplier types. Clearly, HVA JIS
suppliers are most intensively followed up, becaW€G quality and logistic engineers
monitor suppliers and solve operational problemsaodaily basis. The fact that VCG’s
logistics department is organized by a workloadecm which HVA JIS suppliers receive a
standard ten points and LVA JIS suppliers only tarofive, exemplifies the difference.
Furthermore, HVA JIS suppliers are visited weekiytwo times per week, while LVA JIS
suppliers are only visited monthly or once everyme of months. When nothing disturbs the
delivery flow from these suppliers, VCG feels neddo control their behaviour. The same
approach holds for HVA JIS suppliers, of which tirees without substantial problems in the

recent past are visited considerably less, butmesgs than once a month.

6 Moreover, because such local operational agreencantnot be negotiated by the VCC/Ford purchagarttaent, the syllabus is entirely
set up by VCG and the suppliers. Hence, although parties sign the document and engage themsialeesnplying with the agreed terms,

the syllabus is not part of the target agreemetit thie supplier, which renders it legally unenfaite.
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Undoubtedly, batch suppliers receive lowest follaggvby VCG. VCG only deals with
batch suppliers and visits their facility in cadeaosevere operational snag that the supplier
does not get solved. Nevertheless, these batchisupigits remain rather exceptional.

During supplier follow-up and supplier company t8siVCG expects JIS suppliers to
openly share information in order to achieve edinti cooperative problem solving. These
suppliers are asked to document operational presessntrol systems and related problems,
because JIS supply is impossible without infornragbaring. As VCG and JIS suppliers are
highly mutually dependent, any type of restraintvdods opening up own processes
unnecessarily hinders the MSR. In order to expjicitimulate such information sharing,
VCG installed the STVC, currently led by the créBare to Share!”. As VCG wants to set a
good example, the OEM shares a considerable anodumtormation, depending on the level
of interdependence. JIS suppliers are informedlagiguon issues affecting VCG’s and thus
the suppliers’ production; not only on the openadilp but also on the strategic level. The
actual level of information sharing is more exteasiwith HVA JIS suppliers, although
mother company characteristics further differentiatippliers. As batch suppliers are not
affected by operational changes (e.g. line speemhgds), they do not receive operational
information. Also strategic information, like salegpectations and hence future production
volumes, is not shared with batch suppliers, ais fieduction schedule is far less dependent
on that of VCG alone.

Exemplary interview quotes regarding VCG’s formahmagement controls can be
found in table 1.3.

Insert Table 1.3 About Here
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4.2.3.3 Informal controls

Trust building
Contractual trust building

Contractual trust constitutes the basic type déttin VCG’s MSRs. VCG managers
indicate they at least need to be able to trust twgpliers to execute agreements made. If
VCG discusses process changes, improvements olepradmlutions and a decision is made,
the OEM always trusts the supplier to comply wtik aigreement, even when oral promises
are not put on paper. Consequently, our data shawthe level of this type of trust building
does not differ between batch, LVA JIS and HVA 3lpliers. VCG trusts all suppliers to
act as agreed upon and continuously builds thst tro positive experiences.

Moreover, VCG stresses that without this trustladmration with a particular supplier
manager becomes impossible. Indeed, interviewedisaite that this kind of trust is rather
inter-personal instead of inter-organizational, chese it depends on personal relationships
with one or more managers. For that reason, longstg personal relationships strengthen
contractual trust in VCG’s MSRs.

Competence trust building

Without betraying VCG’s contractual trust, the sligmpmight be unable to comply
with promises because of a lack of competencendhdase, the supplier is willing to perform
the best he can and indeed does everything inoitgepto succeed, but still fails. In most
cases, however, VCG trusts suppliers to succeedelivering the goods as required and
acting on changes or improvements as promised. &tmpetence trust is considerably
present for batch suppliers based on previoustgaid delivery performance levels.

JIS suppliers, however, are trusted more becauséC@’s closer performance and
capabilities monitoring, which renders good perfanmte more transparent. Obviously, this
emphasis on JIS performance is aided by JIS supptieographical proximity. As HVA JIS
suppliers produce more complex products with mormagex manufacturing processes, these
suppliers have VCG'’s highest capability confidermfegourse only on the assumption that all
processes function well. In addition, VCG’s competetrust is strengthened by the fact that
JIS suppliers possess several process certifisatisnch as 1SO-TS, which require
considerable process standardization and are sutgemonitoring by external auditors.

Furthermore, competence trust in some HVA JIS sepphas benefited from the fact that
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VCG literally transferred their infrastructure akdowledge, in the form of assembly lines
and employees, to the local supplier facility.

Contrary to contractual trust, the object of comepee trust is not that clear. On the
one hand, VCG seems to value (or doubt) competesfdd® supplier organization, implying
both human capital and assets. On the other ha@; \onfirms that also manager
competence influences VCG’s competence trust.

Goodwill trust building

Besides contractual and competence trust, VCG applier managers strongly
emphasize the importance of goodwill trust, or laesytdescribe it: “trust that the supplier
openly and honestly communicates problems, evemrngat ones, concerning quality,
logistics, etc”. As VCG managers admit to makingtatkes themselves, which sometimes
also harm suppliers and for which VCG is not liabCG feels indebted to suppliers to
understand problem occurrence. Yet, in exchangehisrunderstanding, VCG desires open
communication about operational snags. MoreoverGVitusts suppliers to provide that
information even before a certain incident actualiyises a problem. VCG does not want the
supplier to ignore, minimize or conceal potentiblgems, because the consequences could
substantially impact both VCG and other JIS supgpli@dditionally, VCG expects supplier
management to take responsibility for mistakeghabno time is wasted on identifying which
party actually caused it. That way, all energy d@ndevoted to joint problem solving,
sometimes even with assistance from other suppldgsertheless, VCG acknowledges that
suppliers are tempted to behave opportunisticégcause informing the customer that the
organization can not fulfil promises is neithergdant, nor common practice. Moreover, these
problems are recorded by VCG's formal controls eembrted to VCC, the supplier's mother
company and sometimes to the STVC.

However, VCG places considerable goodwill trustsopplier managers, which are
again the prime object of this trust. VCG continsigishares and actively promotes its norms
and values (quality, safety, environmental awargnepenness, fairness, empowerment and
collaboration) during supplier interaction. Consexafly, JIS suppliers are trusted to know that
VCG values honest communication more than oppastienignorance, even when the
problem is only potential with low occurrence chesicThat way, operational problems do not
necessarily deteriorate, but build goodwill trustem the supplier communicates openly. As
performance risk is highest for HVA JIS supplidgrese suppliers are characterized by many
problem solving opportunities for this goodwill $tbuilding.
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Furthermore, the more frequent interaction with HVIS suppliers builds an inter-
organizational bond of friendship between VCG andAHJIS supplier managers. Most
relationships with these managers also appear toriger, because some of them already
worked in other functions at the same or other Berg or even at VCG. In that respect, we
note that longstanding personal relations of tefifteen years are not exceptional and further
increase goodwill trust. As personal relations viaetich suppliers are limited because of less
interaction, their goodwill trust is much lower. Wetheless, VCG clearly indicates that they

do trust this supplier type to share severe problérat (potentially) affect VCG production.

Generic trust building via the supplier team

Besides strengthening mechanisms for one spegibe of trust between VCG and
one specific supplier, our case study reveals aham@sm that specifically aims at building
trust, namely the STVC. On both the overall STV@ #me workgroup level, socializing (or
networking) is put forward as an extremely impottgoal. For that purpose, every meeting
starts with a joint lunch and ends with a jointnériduring which everybody can get to know
each other personally and professionally. Yet,atkial goal of this socializing aspect is the
creation of a strong bond with high trust. VCG asupplier managers confirm that by
socializing the level of mutual trust has increassal that in case of failure, parties quickly
and openly work on a solution by helping each otimstead of placing blame and negotiating
penalties to cover production losses.

Furthermore, the STVC forms a joint relationshipath i.e. a structured forum of
close interaction between participants, in whichtualinterests are established, problems are
solved jointly and decisions are made togetheredalg all STVC members, including VCG,
share one goal, namely building as many cars ofotder book as possible, on time, with
good quality and at the lowest possible cost. V@@tiauously promotes this common goal
and the norms and values driving the goal in otdeconvince all JIS suppliers that their
contribution to the goal is crucial. The multi-ditenal communication during STVC
meetings contributes to establishing this awarengsst, the STVC aims at installing joint
problem solving with all parties, assisting eacheotin minimizing operational snags. Also
this approach, which requires information sharifigp@blems, further builds trust based on
difficulties that are first shared and then suciglyssolved. Finally, the STVC workgroup
participants jointly work on projects, aiming abptem avoidance, lower operating costs and
higher performance. Based on workgroup meetinggeraé implementation decisions are

made jointly.
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During these workgroup sessions, VCG and suppliggeds share proprietary
knowledge, so that all suppliers can be developgd.fact that meeting locations are rotated
across all suppliers signals this development doatase a workgroup deems appropriate, an
outside expert is invited for training.

Concerning the difference between suppliers, itlear that VCG's trust in batch
suppliers can only be built by limited dyadic irtetion, because batch suppliers do not
participate in STVC meetings. HVA JIS suppliers emérequently attend STVC and STVC
workgroup meetings and contribute considerably mtran LVA JIS suppliers. VCG
managers even confirm that a discussion is goingvloether to either always invite all JIS
managers or limit participation to those supplesatributing most and benefiting most from
participating. Obviously, this discussion confirtiat HVA JIS suppliers not only possess
more competencies to share, but also benefit mmm fvorkgroup projects, which most

adequately builds trust.

Social pressure

Our data show that every supplier is aware of thmmon inter-organizational goal
and is familiar with VCG’s norms and values, likpenness, fairness, empowerment and
collaboration. As a result, VCG and suppliers feelated, like in a team or a clan.
Consequently, every supplier faces negative coresemps in case of an operational snag, to
which he acts opportunistically. Although VCG conies stressing mutual cooperation in
both parties’ interest, the interacting suppliemager(s) is (are) faced with negative personal
feelings, because VCG personally confronts himniheith mistakes that harm the common
goal and do not comply with the norms and valuéss Focial pressure is exercised most on
HVA JIS suppliers, as those suppliers are subgedatly operational snags requiring problem
solving. LVA JIS suppliers receive less social ptee, while batch suppliers only seldom
require VCG interaction for problem solving.

In addition to this bi-directional social pressuttee STVC strengthens VCG’s social
pressure by bringing all separate MSRs together arte big supplier clan. Clearly, the
STVC’s main goal is not controlling VCG suppliens.fact, the STVC is run by suppliers to
the benefit of all suppliers and VCG, with maximwuapport of VCG. Yet, the STVC
contributes to social pressure by the fact thatoitgmt mistakes, depending on the type, are
reported on the STVC quality, logistics or IT worBgp meetings, and the most severe ones

even at STVC plant manager meetings.
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Again, the idea is neither to punish the suppligrpooviding all details to other
suppliers, of which some are competitors, nor tortd some supplier department or supplier
manager. The first goal of this collective problsharing, sometimes even by means of clear
pictures, is to learn from mistakes, identify arezfspotential amelioration for which
workgroup projects could be set up and furthersst®CG’s open communication. Second,
the joint problem sharing builds trust, not onlyveeen VCG and the supplier that caused the
problem, but between all suppliers, as discussederprevious paragraph. Last but not least,
managers noted that when a supplier snag is reptotall suppliers present at the STVC
meeting, the responsible supplier faces negatsorese of both VCG and all other suppliers.
Indeed, because operational snags harm both VC@&IsJ&S suppliers’ production, every
supplier needs to give account not only to VCG, &lgb to all other JIS suppliers. Hence,
reporting supplier failures at the STVC offers V@@ means of increasing social control.
First, VCG is able to formally structure its bi-glitional social pressure. Second, the presence
of other JIS suppliers signals the accountabildwards all JIS suppliers and augments
negative guild feelings in case of supplier failtire

In other words, the STVC creates a clan, in whicd@Gv/and JIS suppliers not only
look after each other, in terms of helping and trying to ioyer each other, but also loak
each other, in terms of signalling that the claesinot tolerate mistakes potentially harming
the clan without proper action. To that end, sos@hctions will be applied by all clan
members on defaulting suppliers. We argue thattyine of control by the STVC isocial
control in its essence and serves a very importaletin VCG’'s MCS of MSRs. Yet, this
importance differs depending on the type of suppi@nsidered. As batch suppliers are no
member of the STVC, these suppliers are only stibpedyadic social pressure. Furthermore,
HVA JIS supply is more complex, so that the potntiegative impact on VCG and other
suppliers is larger than the one of LVA JIS sup@ldditionally, HVA JIS suppliers tend to
attend STVC and STVC workgroup meetings more frajyewhich further increases the

opportunity of managers to be confronted with nkieta

7 A good example of social pressure relates to theitoring and back-up procedure test of EDI comroation, set up by the IT
workgroup. First, VCG's IT department drew up adiguestionnaire, which some suppliers did nofriil Yet, when the following
workgroup meeting clearly stated which supplidtediin the audit form, all non-respondent suppfif@nagers immediately apologised and
asked to provide the questionnaire once againriglee supplier manager likes to be confrontechviis name tied to non-compliance,
especially not in front of several people involv&tie next step in the IT workgroup project involtedting the EDI monitoring and back-up
procedure. To heighten the level of supplier ptyogiving to the test, the IT workgroup dropped @ymaity in the report system during
meetings. Again, supplier managers responded pelyitio the social pressure, following from thesnme being linked to a performance

score, which was visible to all other workgrouptjggants.
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Exemplary interview quotes relating to VCG'’s inf@hmanagement controls can be
found in table 1.4.

Insert Table 1.4 About Here

5 DISCUSSION

The previous analysis confirms the contingency &aark’'s explicative power for
VCG’s MSRs. Based on the distinction between batdh\ JIS and HVA JIS suppliers,
signalling the situational differences between VG@pliers, we were able to identify
substantial differences in the MCS. These corredipgndifferences clearly visualize the
associations in the framework. Because HVA JIS bewsp are characterized by high
performance and relational risk, this supplier typeubject to high outcome and behaviour
control. Compared to batch suppliers, this suppyisyup’s outcome is monitored more
frequently, responded to more quickly and penalitess stringently. In addition, these
suppliers’ behaviour is governed by means of amrresive syllabus and weekly company
visits. Furthermore, all levels of trust buildingeehighest for HVA JIS suppliers. Finally, the
STVC creates generic trust building and social sures possibilities, which are largest for
HVA JIS suppliers. That way, the high levels okrer this supplier type are governed by the
highest levels of both formal and informal contiethniques. LVA JIS suppliers are found to
be positioned between batch and HVA JIS suppliaralbcontrol systems, which reflects the
association of medium governance with medium leg€&lssk®

Thus, despite having studied MSRs with good opemati performance and
considerable levels of formal control, we stilldihigh levels of informal control. Apparently,
the risk of the more formal MSR, is too high to d@verned by primarily formal controls.
VCG considerably stimulates trust building and caagion, because the (potential) costs of

unilaterally imposing demands with little trust @e@nsidered much higher.

8 Nevertheless, we acknowledge that small differemeenain within each supplier group. These diffeesrmight be captured by a
continuum interpretation from low to high continggrevel, low to high risk and therefore low to himanagement control structures. By
positioning the types of MSRs on these continuutiEecomes clear that a relatively low/high positan the contingency variable
continuum corresponds to a relatively low/high posion the MCS continuum. Such continuum inteigien is comparable to recent case

based management control findings (e.g. Kamminga&der Meer-Kooistra, 2007; Sartorius & Kirste@03; van Veen-Dirks; 2006).

31



In other words, the combined MCS of VCG with subttd levels of both formal and
informal control is argued to be designed spedlfid® improve performance. This does not
mean, however, that operational snags do not oG@ruthe contrary, those problems are daily
business, especially in case of HVA JIS suppli¥et, VCG believes that dealing with those
snags would be more complicated if the OEM woultfatbow up on suppliers by means of a
combined MCS in a cooperative environment.

Consequently, our case findings contradict that BISR®uld be governed by little
informal control mechanisms (Das & Teng, 2001; #ijh-Frankema & Costa, 2005).
Moreover, our case strengthens the external vglwfitcase findings on less formal IORs.
Indeed, also studies on R&D collaboration (Coope$l&gmulder, 2004), strategic alliances
(Dekker, 2004) and joint ventures (Kamminga & var Meer-Kooistra, 2007) indicate the
importance of informal control usage in inter-orgational MCSs. Furthermore, these
studies show considerable evidence of MCS’s coating dependence. In essence, the same
two inferences can be made for the MCSs of seitsourcing relations (Langfield-Smith &
Smith, 2003; Nicholson et al., 2006; van der Meepistra & Vosselman, 2000). So, despite
theoretical framework differences, our result oft@mbined MCS that is contingent on
situational characteristics corresponds to previase findings. Even more formal MSRs are
governed by a considerable amount of informal abntr

In that respect, the most striking finding of thtady is certainly the existence and the
role of VCG’s supplier team in controlling MSRs. particular, the STVC functions as a clan,
which not only structures, and that way strength&eG trust building and social pressure
techniques, but also extends this control towattdsI& suppliers. That way, management
control on dyadic JIS supplier relations is stréeged by the clan of all JIS suppliers. Yet,
this control only follows from the STVC's first ghavhich is stimulating and facilitating
collaboration among all participants, in order tontinuously improve manufacturing
processes (i.e. kaizen costing). In that respbetSTVC cooperation is comparable to inter-
organizational teams working together on desigmeg or improved products during the
R&D phase of the supply chain, often by means ofetacosting, which aims at cost
reduction through collaboration (Cooper & Slagmul@&904). To transpose this collaborative
behaviour between mother companies during R&D tilifi@s during manufacturing, VCG
set up the STVC with JIS supplier facilities. Insesce, this supplier team structures the
unstructured interaction. Compared to formal infation exchange, like electronic EDI
messages and formal supplier follow-up, inform&bimation sharing largely depends on the

personal relationship and willingness of interagtinanagers.
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By means of the STVC, this bi-directional socidaenaction becomes structured and at
the same time multi-directional due to frequenttipgration of many JIS suppliers. In
addition, the STVC offers the possibility to sulmgially increase informal control on dyadic
MSRs. First, the STVC magnifies bi-directional trbetween manufacturer and supplier and
multidirectional trust among all suppliers. In facur study reveals that the forum is a
textbook case of building trust by means of sevi@e@hniques, including networking, frequent
information and knowledge sharing, joint decisioaking and joint problem solving. Second,
the STVC clan strengthens VCG’s social pressuresoppliers, as supplier errors are
discussed during STVC (workgroup) meetings. Obwiguthe presence of all suppliers
involved increases potential negative feelings wehpect to operational snags. So via the
STVC, VCG succeeds in structuring unstructured aomiteraction, and by doing so,
transforming it into sociatontrol.

Nevertheless, it must be emphasized that the sooiarol technique of the STVC
would not work without the willingness of all supmgk to open up their facilities during
supplier visits and share both technical and mamgenowledge. Hence, the information
exchange exceeds mere cost information, as distussstudies of open-book accounting
during commercial negotiations (Seal et al., 1999 R&D (Kajuter & Kulmala, 2005), to
include all kinds of information concerning manutachng and delivery processes, as
exemplified by the case study of Mouritsen, Han&dransen (2001)? Furthermore, STVC
interaction offers participants the opportunityget to know each other personally regarding
family situation and/or personal interests. In #irsg in which cooperation based on mutual
trust® is considered crucial and built through persomateraction, this last form of
information exchange is indispensable to jointlgigie in JIS and already avoided numerous
line stops.

9 One important remark concerning the STVC is tlee that trust building and collaboration among V&@pliers is not as evident as
between VCG and particular suppliers, because soipglier facilities areompetitors on mother company level. For example, VCG has
different suppliers for car seats and cabling. Yet,cabling supplier delivers car seats to otHek® and could definitely supply car seats to
VCG as well. This situation negatively impacts fi@gimanagers’ willingness or permission to openfagtories and share proprietary
knowledge. Nevertheless, the STVC overcomes thiseody arguing that although suppliers are corbmestin the global market place,
their competitiveness only plays during commeroggotiations, which are concluded well before thet ®f manufacturing. Indeed, during
the manufacturing phase, all suppliers serve thegaurpose regarding their product, namely supglttie right product, on time, with

good quality and at the lowest possible cost. Bysatering this common goal and allowing supplieriald back certain production
infrastructure or process knowledge which is pagnthe STVC finds most suppliers preparettust and collaborate with competitors.

20 Concerning the question whether trust primarilisexbetween people or organizations (cf Tomki@913, our case data contain

considerable evidence of inter-personal trust. €bispares to similar evidence of Dekker (2004) @ndper & Slagmulder (2004).

33



So, although the STVC advantages are not alwagzttirmeasurable in monetary
terms, all participating members are convinced thase benefits play an important role in
VCG's and JIS suppliers’ performance, because te#iévery disturbs VCG’s manufacturing
less.

To end this discussion, we compare VCG’s STVC wiith approach of Toyota (cf
Dyer & Nobeoka, 2000). In order to increase thewkedge base and lower the knowledge
sharing cost, Toyota actively shapes a networktityewith its suppliers by means of shared
values and goals, and mechanisms such as a supp$ieciation and small group learning
teams, which resemble VCG’s STVC. Nevertheless,beleve VCG considerably differs
from Toyota, in particular concerning the degreewhich suppliers are compelled to
collaborate and adopt the Toyota production sysfERS). Indeed, Toyota admits that if a
supplier would be unwilling to open up operatioasother firms in the network, the refusal
would be a serious breach of faith, jeopardizirtgrie collaboration with the supplier (Dyer &
Nobeoka, 2000). Additionally, Toyota appears muatreninterested in transferring Toyota
knowledge to suppliers than learning from supplievbich results in the obligation for
suppliers to work with their systems. Therefore, argue that Toyota sets up appropriate
mechanisms to create a network identity, but wittiel respect for supplier identity or
particular supplier knowledge. VCG, however, coasidt essential not to push collaboration,
but to strive at unmediated cooperation betweensidipliers. For example, VCG does not
compel supplier participation at STVC meetings, blibws supplier (plant) managers to
freely decide on their presence. Additionally, V@&es not demand suppliers to comply with
their way of manufacturing, but stimulates thentramsfer their expertise to VCG as well.
VCG always helps suppliers as partners and by rhatgreement, if necessary on a daily
basis. Only when problems keep dragging, VCG utesammercial power advantage to
speed up a solution. By means of the STVC andollalworation, VCG expresses respect for
supplier company culture, supplier responsibilia@sl supplier expertise, while installing one

common clan culture that surpasses company bowsdari
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6 CONCLUSION

This paper contributes to the inter-organizatiomalnagement control literature by
illustrating how manufacturers design the MCS opdier relations in the manufacturing
phase of the supply chain. Although MSRs offer intgiat cost reduction possibilities, which
require appropriate management controls (Carr & N§5; Cooper & Slagmulder, 1999),
these control techniques lack sufficient academiowkedge (Cooper & Slagmulder, 2004;
Langfield-Smith & Smith, 2003; Scannell et al., BDOTherefore, we investigate supplier
MCS design in one of the most competitive manufaguindustries in the world, namely
automotive. Especially this industry is considetied be trend-setting in the search for
continuous improvement, which is exemplified by tiee of lean manufacturing and lean
supply (cf Womack et al., 1990) and kaizen cosfeng. Carr & Ng, 1995).

Research on procurement and R&D found that othpestyof IORs, like R&D
collaboration (Cooper & Slagmulder, 2004), strateglliances (Dekker, 2004) and joint
ventures (Kamminga & van der Meer-Kooistra, 200/ governed by a combination of
formal and informal control. Based on these findingxternal validity, MSRs could be
expected to be governed by a combination of foramal informal control as well. However,
as MSRs are more formal than those IORs, MSRs cbalaégxpected to be governed by
primarily formal controls with little informal condls (Das & Teng, 2001; Bijlsma-Frankema
& Costa, 2005). Hence, the literature offers défgr MCS designs for MSRs, either a
combined MCS or one consisting of primarily fornesahtrols, which motivates studying the
MCS design of MSRs and the importance of informahtwls in that design. Since
automotive practice shows evidence of high and llevels of informal control as well, our
first contribution is answering how the MCS of autitive MSRs is designed. Yet, besides
illustrating that MCS design, this paper also dbutles to explaining the MCS design,
because evidence on contingency theory’'s explieapewer in MSRs is rather limited
(Cooper & Slagmulder, 2004; Langfield-Smith & Smit2003; van der Meer-Kooistra &
Vosselman, 2006). To that end, we propose a refthedretical contingency framework
based on recent inter-organizational managementatdheory, but specifically adapted for
the manufacturing phase.

In order to illustrate the validity of this framexkoin practice, we performed an in-
depth case study of the supplier MCS of Volvo Gaest. Our semi-structured interviews and
archival data contain substantial evidence of thepg@sed associations and indicate that

informal controls are very important in manufaatgri
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The identification of three supplier types, namétch, LVA JIS and HVA JIS
suppliers, characterized by different levels ofeaatients and risks, visualizes the association
with the management controls tuned to govern thlesriFor example, as HVA JIS suppliers
score relatively high on all contingencies and sgoently on both performance and
relational risk, VCG designed the MCS accordinghyith high levels of outcome and
behaviour controls. Yet, besides these formal otgt’VCG pays considerable attention to
informal control, more specifically to differentrids of trust building techniques and social
pressure. In that respect, the most striking figdihthis paper is the existence and the role of
VCG'’s structured supplier team in controlling MSRs fact, the STVC functions as a clan,
which not only structures, and that way strength®/@G’s trust building and social pressure,
but also extends this control towards all JIS skepgl That way, management control on
dyadic JIS supplier relations is strengthened lgydlan of all JIS suppliers. This combined
MCS is designed specifically to improve performanetich corresponds to earlier inter-
organizational management control research (e.gdefson & Dekker, 2005). As our
theoretical model drew on findings from other lamsnal IORs, our case not only offers more
evidence of those findings’ external validity, baliso confirms that MSRs are governed
depending on situational characteristics. By stouglyan under-explored part of the supply
chain, for which the inter-organizational managememntrol literature proposes different
supplier MCS designs, this paper contributes t@ fhicreasingly growing literature by
reducing a perceived gap between literature ancagement practice, as called for by Nixon
& Burns (2005).

Naturally, our findings have some important impiicas. The case findings support
the importance of a combined MCS, suited for thetiogencies of the MSR under
investigation, which corresponds to recent studisgphasizing thesxtended make-or-buy
decision (Cooper & Slagmulder, 2004; Gietzmann, 6199an der Meer-Kooistra &
Vosselman, 2000). Although supplier relations, especially in autoivet seem to become
more demanding once the manufacturing supply cphase starts, VCG clearly holds on to
cooperative interaction, comparable to the procergnand R&D phase. Instead of lowering
collaboration and informal controls in favour ofn@ore demanding approach with more
formal controls, VCG balances formal and informahtrols and highly values the role of

trust building and social pressure.

2! Theextended make-or-buy decision not only deals with the deniso make or buy, but also with partner choice BICS design. Our
findings indicate that VCG actively considers tiitension by designing its MCS to support specific MSRs.
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The central role of the STVC strengthens this figdiConsequently, managers should
be aware of the benefits of well designed MCSs B8R, especially in a very competitive
business environment like automotive.

Nevertheless, these implications are hampered biynportant limitation due to the
case research. By only looking at one specific stiguand exclusively studying one type of
IORs of one automotive OEM, we aimed at maximizcmmparison opportunities and
minimizing extraneous Vvariation within the case.tYa the same time, we limited
generalizability outside this context. For exampleemains unclear to what extent VCG’s
company culture determines the use of informal rodstcompared to other (automotive)
organizations. Similarly, the impact of prior suppthain phases and mother company
influences on VCG’s MSRs remain unaddressed. Howewese limitations offer a first
avenue for further research. To investigate theraal validity of our findings, research could
be done on other MSRs, both in automotive andheroindustries, like consumer electronics.
Especially the occurrence and usage of STVC-likea fn MSRs are worth further
investigation, because they seem to offer condidiefzenefits. To that end, other case studies
or a comprehensive survey could be set up.

A second research direction follows from the asdionpn our theoretical sampling
that VCG’s MCS benefits performance. Although tipiesupposition was confirmed by
interviewees, we never really investigated it. Heng follow-up study could investigate to
what extent the contingency fit between antecedants management controls, as proposed
by the framework, contributes to operational perfance (Kamminga & van der Meer-
Kooistra, 2007; van Veen-Dirks, 2006). In other @sr what would be the negative
consequence of a contingency misfitY¥et, in order to effectively study this research

guestion, a longitudinal research design is negaiederably of changing supplier relations.

22 Since that kind of MCS misfit over time would réso escalating control problems, damaging the M@&Rormance (Dekker, 2004), such
misfitted MCSs would be changed towards a moreBlgtdesign (van Veen-Dirks, 2006). So, assumiagMCS dynamics are
equilibrating and return to a stable situationrafiging disturbed (van Veen-Dirks, 2006), the appede research question is to what extent

atemporary contingency misfitemporarily negatively influences operational performance.
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APPENDIX: INTERVIEW PROTOCOL (MAIN QUESTIONS + EXEM PLARY
PROBES FOR DETAIL)

Q1. Could you sketch the outsourcing relation betwte supplier and VCG?
*  When did the relationship start and why did VCGsoutce the manufacturing of this

product?
* What are the characteristics of the product angraguction process?
* What is your function in the company and your rial¢he VCG-supplier relation?
» With which departments of the supplier/VCG do yoostfrequently interact?

Q2. How does VCG control the relationship with supplier?
* Which KPIs for quality, logistics, etc. are set ufyhich of them are the most important?

How frequently are they followed up on? Are thefel kargets? How does VCG penalize
the supplier in case of operational problems orffgoerance below target? Are those
penalties negotiable?

» Which procedures, rules, regulations, etc. does \WOGin place to monitor and control
supplier behaviour? How frequently is behaviouldwked up on? Does VCG visit the
supplier?

» Are there other control mechanisms present in t8&\supplier relation?

» Are there, in that respect, differences with othgrpliers?

Q3. How does cooperation between the supplier &&@ Work out?
» Is there a difference between cooperation in casiffaculties and cooperation as part of

continuous improvement?
 To what extent is information shared in the VCGgigy relation? Does information
sharing occur via personal interaction and/or keadupplier team?

Q4. What is the goal of the supplier team and vanhatts benefits, if any?
* How big is the supplier’'s contribution to the supplteam and how big are the benefits

from the supplier team for the supplier?
* Are there, in that respect, differences with otH&r suppliers?

Q5. What does trust mean for you (in an inter-oizgtional context)?
* How would you evaluate that trust in the VCG-suppielation?

e s trust important?
e How is trust built?

Q6. Could I look into some relevant documents (egorts, meeting minutes, PP-
presentationgsontracts, etc.)?
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FIGURE 1.1:

Theoretical contingency framework for MCS design oMSRs

Contingencies
Task uncertainty from process and product complexit
Sequential task interdependence
Environmental uncertainty concerning market andriatontingencies
Relational stability aim
Supplier knowledge importance

Risks
Performance risk of supply chain interruption
Relational risk of supplier opportunistic behaviour

Management control system
Formal control
Outcome control on timeliness, quality and defects
Behaviour control on planning, procedures, rules rgulations
Informal control
Building of contractual, competence, goodwill arheric trust
Clan control by social pressure
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Interview data summary

TABLE 1.1

Organization Interviewee Number of Duration Date
interviews (in min.)
VCG Engineering Director & Material Planning & Lagics Manager 1 (joint) 122 8/02/2006
Supply Chain Control & Coordination Manager 3 63; 58 10/02/2006; 29/05/2006; 13/10/200
Logistic Engineering Manager 1 68 10/02/2006
Supplier Support & Purchasing Manager 3 92; 95; 98 15/02/2006; 18/04/2006; 29/05/200
Material Planning Manager 1 73 15/02/2006
Supplier Quality Assurance Manager 3 44:96; 47 /02/2006; 29/05/2006; 13/10/2004
Human Resource Manager 1 50 15/02/2006
Finance Manager 1 a7 15/02/2006
IT Manager 1 67 13/03/2006
HVA JIS (1) Plant Manager 2 106; 74 13/03/20060482006
Human Resource Manager 1 51 29/03/2006
Quality Manager 1 125 29/03/2006
HVA JIS (2) Plant Manager 1 164 30/03/2006
HVA JIS (3) Plant Manager 1 102 3/05/2006
HVA JIS (4) Plant Manager 1 116 10/10/2006
LVAJIS (1) Plant Manager 1 68 24/05/2006
LVA JIS (2) Plant Manager 1 121 6/10/2006
Batch (1) Commercial Service & Quality Manager 1 61 27/09/2006
Batch (2) Customer Service Manager & VCG Accounhitger 1 (joint) 73 27/10/2006
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FIGURE 1.2

MCS design of MSRs at VCG

Batch

Suppliers
LVAJIS

HVAJIS

Contingencies

Process complexity batch
Product complexity standard components

Performance dependence partially
Flexibility requirements low
Process knowledge asymmetry depends
Supplier dependence on fluctuating demand partially
Impact of unknown future contingencies low
Relational stability aim medium

Supplier knowledge importance little supplier knodge

low value-added just-in-sage
customizechooents

high value-added just-in-sequence

customized modules

entirely entirely
high high
low high
ntiredy entirely
high high
high very high

good plant manager and

good plant manager knowledge

middle manager knowled

Risks
Performance risk of supply chain interruption low dinen high
Relational risk of supplier opportunistic behaviour low medium high

Management control system

Outcome control
Quality KPIs PPM
. MPs; line stop minute
Logistics KPIs  gropped cars; delivery precision

PPM; audit remarl
MPs; line stop minute
dropped cars

PPM; audit remar}
MPs; line stop minute
dropped cars

Specific audit remark targets no no yes
Quality off-target response time no response, urglesere snag daily daily
Logistics off-target response time depending onlstevel daily daily
Quality KPI follow-up no response, unless seveagsn monthly monthly
Logistics KP!I follow-up daily daily daily
Technical quality report penalty predefined; nonat@ble none none
Line stop penalty predefined; non-negotiable tailaden negotiable tailor made; negotiable
Behaviour control
Syllabus none basic routines basic routines; speethixtensions
Supplier quality follow-up none, unless severe snag eekly, unless snag daily
Supplier logistics follow-up (workload score) 2,610 2or5 10
Supplier company visits none, unless severe snag higont weekly
Open information sharing none limited extensive
Trust building
Specific trust building
Contractual trust building high high high
Competence trust building medium high very high
Goodwill trust building medium high very high
Generic trust building via STVC
Global STVC / STVC workgroup attendance no member B2%% 69% / 68%
STVC workgroup contribution no member low to medium ghhi
Social pressure
Supplier interaction for problem solving seldom often daily
Global STVC / STVC workgroup attendance no member B2 69% / 68%

47



TABLE 1.2

Exemplary interview quotes concerning VCG’s MSR cotingencies and risks

Theoretical variables

Interview Quotes (Source)

Contingencies

Process Sometimes, both groups of suppliers [LVA and HVA]Jre called in the same breath, but actuallyshreeild not do that. A supplier that only puts

complexity parts in the right order is incomparable to a sepplith a much more complex process that assenalilesrts of parts in the right way. (HVA JIS
supplier)

Product Subsequently, there is a further partition on thsisof the product. Those suppliers that reallivelea serious added value also have a proceskith

complexity all sorts of things can go wrong, and are distisigable from suppliers that add less value to thdymt and also possess almost no production prate
Gent. (VCG)

Performance If Volvo is stopped for two hours or for an entifdft, no batch supplier suffers from that. Allleafifs are send as usual. JIS suppliers, however, a

dependence stopped as well. (VCG)

Flexibility The STVC is set up with JIS suppliers around Vdhat are very sensitive to changes. A day of ecoanamemployment, one minute stoppage of the

requirements

assembly line or one overtime hour at Volvo hassegoences for the production at those supplie @GNV

Process knowledge
asymmetry

Volvo has transferred her [HVA JIS product] knowdedo our [HVA JIS supplier] employees step by stertil the point when our people had more
experience than the people of Volvo. (HVA JIS sigl

Supplier dependence
on fluctuating
demand

There is a total excess capacity of cars, as & @suhich manufacturers are much more flexibleaods the market. When the market demands
something else than planned, they will listen té\& a result, the capacity planning compared ¢aétal orders is suddenly completely wrong, so that
other amounts of components are needed, whichissppbmpletely did not expect. (VCG)

Impact of unknown
future contingencies

In principle, JIS suppliers are certain about tkeimtract for the life time of the current produbitey are never certain about the next model. [.oj¥
must fight as well and be the best to get the rean] [nodel to Gent. [...] It is possible that theremt supplier loses the battle and is switched.
Everything is possible. The supplier must contirslpprove being worth JIS supplier of Volvo. [...]s8l Volvo must continuously work and prove to
be the best. The same holds for the suppliers.G)VC

Relational stability
aim

We do not want to change suppliers, because thenusé completely start over the relationship wité supplier, which costs much time and thus
money. [...] In case of a problem, the supplieriistfhelped and not immediately subject for replaa®mOnly when the supplier is really of ill wilt o
really unable or unauthorized to solve the problemgo to the market. (VCG)

Supplier knowledge
importance

We [HVA JIS supplier] have the advantage to bethuglwith people coming from the Volvo organizatidimose employees know plenty of people af
Volvo. [...] On all levels, also team leaders on $hep floor, people communicate very informally. (MVIS supplier)

Risks

Performance risk

In a [HVA] JIS environment, wittotthousand parts coming from Japan, Mexico, Chimtheverywhere in Europe, one can expect probléhes.
typical problems are quality issues and machinekages. (HVA JIS supplier)

Relational risk

The suppliers brought all handsleok in the hope of solving the problem in timetheut the customer feeling a thing. The supplieckta risk and if

they succeeded, it was ok. If not, we stopped egived bad products. (VCG)

SS
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TABLE 1.3

Exemplary interview quotes concerning VCG'’s formalmanagement controls

Theoretical variables

Interview Quotes (Source)

Qutcome control

Quality KPIs

The most important KPIs for qualityed@PM and external audit remarks. Yet, the latferikK not monitored for batch suppliers. (VCG)

Logistics KPIs

I use three formal KPIs: missingtpaline stop minutes and service level or deliyamacision, of which the first two are the most ertant and
followed up for both batch and JIS suppliers. Tdteel is only monitored for batch suppliers. [...JeTist of reports also contains dropped car reports

(VCG)

Specific audit remark
targets

Concerning audit remarks, specific audit remargets are only set for high impact high value-adslgzpliers, which are followed up in an Excel file.

(VCG)

Quality off-target responseg
time

Surely, 1 will respond faster for high value-adaegbpliers than low value-added suppliers, whengatin trend arises. | notice that because of the
relation that we have with the supplier and thdydaioperation. (VCG)

Logistics off-target
response time

For JIS suppliers, we play the ball shortly, beeans do not have stock for those suppliers’ praiuedr batch suppliers, there usually is stoclofa
and a half to two weeks. Only when the stock lelveps and the [batch] supplier is unable to deliwer respond. (VCG)

Quality KPI follow-up

Every month, a 4Q report &8s in my mailbox from all JIS suppliers. (VCG)

Logistics KPI follow-up

We run daily queries forldery precision, which are send to the supplidgesermail. Also line stoppages and the number opped cars are monitored
daily. Finally, the number of missing parts is amétically sent as a report to the supply chainrotlets every 24 hours. That approach is the same f|
all suppliers. (VCG)

Technical quality report
penalty

Concerning technical reports, suppliers of seqabptirts are not charged for a technical failurecdse of batch suppliers, four man hours are alway|
charged. (VCG)

Line stop penalty

Big line stoppages are alwaysudised with the supplier and billed depending ersttuation. [...] Whether invoices for line stoppagee actually
send, is a tailor made decision. That's why my depent keeps those data. When it concerns a onlgarmident at a certain supplier, Volvo has to be
realistic. However, when the line stoppages ard¢imaously and latently present in the data, it lmees another story. [...] Batch suppliers are treated
stricter than JIS suppliers with respect to peesiliThe fact that Volvo can cause stoppage atupifilisrs as well plays a part in the assessment of
sending penalties. (VCG)

Behaviour control

Syllabus

The syllabus is the golden handbook, withutual fine-tuning of procedures and what tordoase of problems. [...] The syllabus is not pathef
target agreement, but has to be fine-tuned ariétigfore considered to be a binding agreement. (VCG

Supplier quality follow-up

For batch suppliers, ihés no supplier follow-up, unless there is adgpgoblem, which does not get solved. [...] We amgioaously working on high
value-added JIS suppliers, every day. Also with \@lue-added JIS suppliers, we are very busy;dsst&and only when something comes up. [...]
When nothing goes wrong, we let those supplieragdihey please. (VCG)

Supplier logistics follow-
up

My department uses a point system in which eveppker receives two, five or ten points, dependinghe work load for the controller. [...] [HVA]
JIS suppliers with a heavy process and high addkgt\always get ten points, because we know thatxwerience difficulties with them once every
while. (VCG)
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Supplier company visits

My controllers only visitppliers when there are problems and that is mivea the case with larger [HVA] JIS suppliers theith [LVA] suppliers
that only sequence. | guess that about once a s@ekbody visits those [HVA JIS] suppliers, whilegaequential [LVA JIS] suppliers are never
visited more than once a month. (VCG)

Open information sharing

Apart from the electratéta, Volvo has asked the [HVA JIS] supplier pesiais to visit the shop floor regarding the diffites. There, Volvo has
looked at the working instructions of the operatfrs] Next to that, also control instructions wémnepected. [...] Also the follow-up of how many goo
and bad parts every shift produced was investig§t4dG)

Openness and whole-hearted talking to each athestieasy, but | still try to cultivate it withihe STVC. | want suppliers to be open and to Iéanm
each other, without them thinking of the competitiess at higher levels in their companies. [...] Bitisude is reflected in the slogan of the STVC:
“Dare to Share!”. [...] In the forum for quality magers, | try to be as open as possible and sharrgenformation concerning Volvo as much as

possible. [...] By being open myself, | receive mogenness and information back from the supplie€GY
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TABLE 1.4

Exemplary interview quotes concerning VCG'’s informd management controls

Theoretical variables

Interview Quotes (Source)

Trust building

Specific trust
Building

Contractual trust
Building

| want the plant manager to call for help and togy tell me if he can not promise something. Ind want promises, which can not be kept, because

Volvo can not do anything with those promises. \dgivefers the supplier to openly and honestly mfolvo that they experience a problem, which
they can not solve for the time being. [...] Promisthat it [the problem] is solved tomorrow and keeping that promise, is something a supplier ca
not do often. That can happen once and then | poitthat it does not work that way. The seconefithat leads to relational problems. | prefer the
supplier to say: “I can not do it”. (VCG)

For me, trust means “a word is a word”. For mtélelhas to be put on paper. When somebody promigesomething or | promise something to
somebody, | assume that it happens. [...] With Vothat works perfectly. Relations are built up amattis not possible with everybody. When some
new starts at Volvo, that person does not havebirad with the suppliers. That has to be built uth weople. (batch supplier)

Competence trust
Building

| want to send out trust to Volvo that we deal vifte problems and solve them in reasonably shiort e..] Trust needs time to be built up anyhow.
One does not have trust immediately. Besides, isusit built by what you say, but by what you @be results have to be there. (HVA JIS supplier)

The personal relationships with Volvo are rathesdy because our plant is located very near byd/ahd lots of our co-workers came from Volvo. [..|
| believe that [the relationship] works pretty weith all suppliers, although it might work sligithetter with our co-workers, because they arexall
Volvo people. (HVA JIS supplier)

Goodwill trust
Building

=}

| admit that | do not call Volvo and admit to hayia problem for every hick-up in our [HVA JIS] pess, because then | can call them every day. Every

day, there are problems in a company. The trustcbs there that, when the problem is seriousvandee “now, it will go wrong”, we provide the righ
information on time, so before the process actugdlys wrong. (HVA JIS supplier)

Being honest towards each other and not covepngroblems works best. [...] By working in beforehaoerrtain things can be taken into consideratipn.
This approach is constantly promoted by Volvo ard n.] That honesty towards each other is a coresgrpiof respect for each other. That respect|has

to be earned and can not be claimed; not evenebgustomer. Respect is mutual trust that rises fr@any years of cooperation, experience with open
and less open managers and talking about one dinii@nother. (VCG)

Trust is built across time by good cooperation moiddropping each other, both externally and gy, in case of problems. Then, one must always|b

open and honest. In case of problems, it depenti®wryou deal with those problems whether truss damaged or strengthened. (LVA JIS supplier]
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Generic trust building via
STVC

Global STVC/
STVC workgroup
Attendance

Socializing is a very important aspect of the STivi€etings. Because of that, every meeting startsayioint lunch, to have loose chats about every

possible subject. [...] The most important reasowadk on socializing is that suppliers need a stroagd and lots of trust towards each other. That is

necessary in a JIS environment, because if ondisupfops, for example because of a stock outamhime breakage, not only that supplier suffers,
also Volvo and the other JIS suppliers. When thigeegettlement of that issue has to be done &@artanagement, parties will kill each other. The leh
reasoning of “There was a stoppage of that longwfach that supplier is to blame, so he has tothayhigh of a penalty” only leads to bigger
problems. [...] Socializing is important in creatitrgst that works across company boundaries. Thyt @ree can cooperate with a neighbour in case
problems. On the other hand, the STVC also provide®pportunity to talk with people and exchardgai, before a problem arises. (HVA JIS
supplier)

c

of

| promote the STVC with an open communication, igtsuppliers sit together as a team and try to &ad other. (VCG)

Volvo is the binding agent of the suppliers, beserall suppliers have one common goal, which iplgirg Volvo. (HVA JIS supplier)

The attendance rate is an indication of who aéschost importance to participating in the STVCe Time a manager makes for the meeting is an
indication of the importance he attaches to thetimgebecause time is something neither one ofass fiHVA JIS supplier)

STVC workgroup
Contribution

Concerning the contribution relating to logisticelajuality, the bigger [HVA JIS] suppliers offetaager contribution to the STVC and the work grau

DS

[...] Based on the situational circumstances, theraare or less input and contribution to the STVé&ztings. Some suppliers even do not participate at

all. (LVA JIS supplier)

Social pressure

Supplier interaction
for problem solving

| am proponent of the approach in which we worlhwilite customer on a problem till 8pm, then havedirand a drink together, sometimes till the ear

hours, and continue cooperation the next mornihgt €ooperation leads to a team spirit, in lighivbfch the customer does not tell the supplier tieat
produces and therefore has to solve the probledhtrensupplier does not tell the customer thatévelbped problems and therefore is responsible fg
dealing with them. On the contrary, the questidmow both parties can solve the problem jointiWAHIS supplier)

y

=

Global STVC/
STVC workgroup
Attendance

Moreover, there is the STVC, which exercises samatrol on the suppliers. That is, in the STVC pleeformance of every supplier is shown. And

nobody likes to be offended as worst performerthienulates and motivates even more. Althoughsthgpliers obviously differ and therefore can nat

be compared just like that, the worst performes getiously offended, especially when he stops &alvd that way also the other [JIS] suppliers. At
that moment, there are nineteen people acrosaltegaying: “What the hell is wrong with that slign?”, because they get in as much trouble as
Volvo. (HVA JIS supplier)

Concerning IT, we have experienced intense momigntghich an IT problem at a supplier stopped \da@nd the JIS suppliers, including us [HVA JI
supplier]. Through the STVC, which serves commdergsts, that supplier was asked to let his systenthecked. (HVA JIS supplier)
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