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ABSTRACT

This study investigates whether appropriate managémrontrol design of supplier relations
is associated with good performance. Although mamamt control systems (MCSs) are
found to be contingent on situational charactesstiit remains unclear whether this
contingency fit contributes to performance. In orteillustrate the existence and refine the
dynamics of the fit-performance association, wefgyer a longitudinal case study of an
exemplary automotive manufacturer-supplier relatluat was subject to considerable change
and severe performance difficulties in the courkéme. As proposed, case findings show
that if the supplier is incapable of dealing witthaoged contingencies, a MCS contingency
misfit is associated with poor operational perfongeg However, this misfit is only temporal,
as the manufacturer adapts the MCS to fit the abdusgpplier relation and regain operational
performance. In addition, the longitudinal datagasi that trust and basic formal control (i.e.
formal control continuously exercised under altemstances) are complements, while trust
substitutes for extra formal control (i.e. formahtrol set up on top of basic formal control).
Finally, our data indicate a timing difference hetsubstitutive relation. The building up of

extra formal control proceeds gradually, while lineering happens almost immediately.

Keywords: Management control; Trust; Performance; Suppkéationships; Manufacturing;

Contingency theory; Case research; Automotive



INTRODUCTION

This study investigates whether appropriate managéoontrol system (MCS) design
(i.e. contingent on situational characteristics)sapplier relations is associated with good
performance. This performance association remaindemexplored, contrary to the
contingency fit between MCS design and situatiociaracteristics, which is thoroughly
studied both within and between organizations (@ka#n2003; Dekker, 2004). Nevertheless,
the association between appropriate MCS desigrparfdrmance forms contingency theory’s
main interest, as it explains the fit associati@or{aldson, 2001). Despite this interest,
previous contingency studies on inter-organizaliom@anagement control only assume,
explicitly (e.g. Dekker, 2004) or implicitly (e.gCooper & Slagmulder, 2004), that an
appropriate MCS design contributes to performarealowing calls for more attention
towards inter-organizational MCSs (van der Meer-tra & Vosselman, 2006), this study
aims at illustrating the validity and refining tdgnamics of this assumption in practice.

For that purpose, we propose a theoretical contitgéramework from the position of
the buyer. On the one hand, this framework visealithe association between contingency
variables of supplier relationships influencingksis and management control techniques
governing these risks (cf Das & Teng, 2001; Dekk@04). On the other hand, the framework
includes the association between degree of MCSofiit contingencies and risks, and
performance. With respect to this association, wap@se that if a supplier is incapable of
dealing with changed contingencies, a misfitted ME&ssociated with poor performance.
Besides illustrating thisstatic proposition, this paper also refines the fit-parfance
association by investigating the followimlynamicproposition. If a supplier is incapable of
dealing with changed contingencies, a misfited M®@S8ly temporarily aggravates
performanceuntil the MCS ischangedtowards a design fitting the changed contingencies
and risks and therefore contributing to performati€@mminga & van der Meer-Kooistra,
2007; van Veen-Dirks, 2006). Corresponding to chdisthis kind of research in the intra-
organizational production environment (van VeerkB,r2006) and inter-organizational joint
ventures (Kamminga & van der Meer-Kooistra, 200#§ argue that it is worthwhile to
investigate these propositions for supplier refadim a less studied phase of the supply chain,
namely manufacturing (Cooper & Slagmulder, 200hdfeeld-Smith & Smith, 2003).

! In other words, this study abstracts from thei@asupply chain phases of procurement (involvimgmake-or-buy decision, partner

selection, contract design, etc) and R&D, primé&idlgused on by prior research. In terms of researetinodology, this abstraction is put
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More specifically, this paper presents an in-ddptigitudinal case study of such a
“manufacturer-supplier relationship” (MSR) betweeWolvo Cars facility (VCG) and one of
its high value-added just-in-sequence module sempl(SAG). This research method is
proposed to be strong in investigating the impdcMES fit on performance, because it
allows studying an extensive MCS of individual sligapcontrols (Ittner, Larcker, Nagar &
Rajan, 1999; Dekker, 2004). The trend-setting aotora industry (cf Womack, Jones &
Roos, 1990) suits this case research, becausesebtdr is characterized by high levels of
component outsourcing and extreme competitive presé\s a result, manufacturers initiate
continuous improvement projects with suppliers,chhiequire appropriate MCSs to organize
and manage the relation (Alford, Sackett & Nel@&Q0; Carr & Ng, 1995; Scannell, Vickery
& Droge, 2000). As the fit-performance associai®nly visible in relations changing over
time, we specifically investigate a MSR that wabjsat to considerable change. To structure
and interpret the longitudinal data in relation dar theoretical framework, we use the
temporal bracketing and variance research methBdsvé, Birnberg & Shields, 2008).
Findings of this analysis confirm our theoreticalogositions. After starting module
production and delivery for two new extra Volvo nets] SAG struggled to perform. As
VCG’s MCS no longer fitted SAG’s increased continges and risks, the MCS aggravated
operational difficulties. Therefore, it was chandediards a more appropriate design, fitting
the level of risks and contributing to regainingfpemance. Furthermore, our case shows the
importance of informal management control on SAGiagegment and the active role of VCG
in establishing this control by choosing SAG mamage

Furthermore, our longitudinal case study offers dpportunity to refine the either
complementary or substitutive relation betweenttarsd formal control, called for by e.g.
Anderson & Dekker (2005) and van der Meer-Kooigtrdosselman (2006). To that end, we
distinguish two categories of formal control based our findings. First, we definbasic
formal control as formal control continuously exsed under all circumstances. Second, we
useextraformal control for formal control set up on toplisic formal control. Based on this
distinction, our longitudinal data suggest thastrand formal control are complemeitsd
substitutes at the same time, depending on thé ¢éfermal control. In particular, trust and

basic formal control arecomplementswhile trust substitutesfor extra formal control.

into operation by studying a relation between aufeaturer facility and supplier facility that ondieal with manufacturing, while

procurement and R&D are handled by their respectiother companies.



Moreover, the study indicates a timing differencehe substitutive relation. Thriilding up
of extra formal control proceedsadually, while theloweringhappens almostnmediately

The remainder of this paper is organized as folldwshe second part, we provide an
in-depth literature study, explaining and motivgtithhe research question and case research
design. The third part proposes a theoretical ngeticy framework and accompanying
propositions, which guide our case analysis. Infdleeth part, we briefly discuss the details of
the case methodology. The fifth part forms the @ctase study and presents the selected
MSR. We describe this relation’s characteristicd parformance through time and indicate
how the governing MCS changed during periods dftlating performance. In the sixth part,
we discuss our findings, also concerning the mtatbetween trust and formal control.
Finally, we conclude this paper by summarizing thain findings and highlighting some
avenues for further research.

LITERATURE STUDY

The aim of contingency theory is explaining theusture of organizations by
particular circumstances (Lawrence and Lorsch, 196@r management control research on
inter-organizational relationships (IORs), this meaxplaining how the MCS on another
firm, which creates bilateral incentives to pursemeitual goals, is designed within its
environmental and organizational context (Chent2003; Luft & Shields, 2003; Nixon &
Burns, 2005). Consequently, numerous studies exainine contingencies of MCS design
from several angles. These angles include outsayi@.g. Langfield-Smith & Smith, 2003;
van der Meer-Kooistra & Vosselman, 2000), interasrigational cost management (e.g.
Cooper & Slagmulder, 2004), partnerships (e.g.,&=ty, Cullen, Dunlop & Ahmed, 1999),
strategic alliances (e.g. Dekker, 2004), netwokkg.(Kajuter & Kulmala, 2005) and joint
ventures (e.g. Kamminga & van der Meer-KooistraD7)0 However, it remains unclear
whether the contingency fit between the MCS andasitnal characteristics, found in those
studies, influences performance. For example, éinéice outsourcing cases of van der Meer-
Kooistra & Vosselman (2000) and Langfield-Smith &migh (2003) do not provide
indications of MCS’s impact on performance. Contrd¢ajuter & Kulmala (2005) explicitly
incorporate performance as outcome variable inrdirngency framework, explaining the use
of open-book accounting in networks. Nevertheléssy do not provide evidence on the
performance impact of open-book accounting eithsrthis impact appears too difficult to
precisely assess (Kajuter & Kulmala, 2005). ComiplgraDekker (2004) acknowledges that

in his strategic alliance between a supplier ofway safety system components and the



Dutch Railways, “no assessment could be made ofpt#réormance consequences of the
alliance and in particular of its governance sttt (Dekker, 2004, p. 47).

Nevertheless, performance forms the central vaiablthe contingency theory of
organizations, which aims at explaining organizaicsuccess or failure (Donaldson, 2001).
In essence, the paradigm of contingency theoryatasitthree core elements (Donaldson,
2001, p. 7), which, applied to MSR management obnare the following. First, certain
contingencies such as task uncertainty and envieotah uncertainty are associated with
MCS design. Second, these contingencies determi@S Mlesign, because changing
contingencies cause the manufacturer to changel@® design. Third and most importantly,
a fit of the MCS design and the influencing conéingy variables results in higher operational
performance, whereas a misfit decreases perform@umealdson, 2001) Undoubtedly, this
third association, stipulating that a MCS fitted aituational characteristics benefits
performance, forms the underlying assumption ofdistl investigating contingency
associations of inter-organizational MCSs (Dekk2004; Kamminga & van der Meer-

Kooistra, 2007). Yet, empirical evidence on thadig} of this assumption is limitet.

2 This paper uses Donaldson’s (2001) categorizatimontingency theory elements. As a result, oudassumes a contingency approach
to fit instead of a congruence approach, whichacevery different approaches to fit with respecttte link between fit and performance
(Gerdin & Greve, 2004). More specifically, the camgnce approach assumes that a MCS fit on contimggeis the result of a natural
selection process. Consequently, only the besbpeirig firms survive and are therefore observabkng point in time. As there are no low
performers, the congruence approach has no iniertfg link with performance. The contingency aggumh, however, assumes that both
high and low performers exist, because more ordessessful MCS fits occur for extended periodsnoé. Hence, the goal of the
contingency approach is to study performance fetidas that depend on the fit between the MCS @nsituational contingencies (Gerdin
& Greve, 2004; Luft & Shields, 2003).

3 Actually, the third element of contingency thebeg at the heart of the contingency theory pamadigecause it explains the other
elements in the following way. When a MSR is confeal with a contingency change, it moves into@asion where the existing MCS,
which fitted the previous situation, does nothi¢ hew contingency level. Based on the third elepperformance decreases. When this
performance drop is sufficiently large, the mantifeer changes the supplier MCS to fit the new sibaal characteristics in order to avoid
further loss. In other words, the MCS moves towditdsecause of the performance loss of a misfii2iS. Hence, a change in
contingencies leads to a change in the MCS, whaphesents the second contingency element. ThistheyISR’s contingencies and MCS
move towards fit, which results in the associabetween contingencies and MSC, or contingency yeéirst element (Donaldson, 2001).
4 Obviously, the impact of contingency fit on perfemce has been studied in other management aauguesiearch fields. One example of
such a research stream is the performance effeéloedit between strategy and management accousgistgms (e.g. Gerdin & Greve, 2004;
Ittner, Larcker & Randall, 2003). Other examplesafitingency research and the impact of fit ongreréince relate to management
accounting techniques, such as Activity Based @g<g.g. Cagwin & Bouwman, 2002; Ittner, Lanen &dlaer, 2002) and the Balanced
Scorecard (e.g. Hogue & James, 2000; Maiga & Ja@flf}3).



In the inter-organizational management controlditere, only Ittner et al. (1999) and
Anderson & Dekker (2005) quantitatively study thrd contingency theory elemenin
particular, Ittner et al. (1999) investigate whetinen-price supplier selection criteria and
supplier monitoring affect the association betwemrpplier strategies (arms-length or
partnership) and performance. Their survey dataalevthat organizations with supplier
partnerships, but without appropriate supplier&a and monitoring, display significantly
lower performance than similar organizations utiiz more appropriate selection and
monitoring practices. Anderson & Dekker (2005) fetheir attention towards contract design
(contract extensiveness and contract structure)tlamgotential negative consequences of a
misfit between transaction characteristics andresntdesign. Their data comes from a large
survey database of sourcing contracts for IT teldgyoproducts and accompanying services.
Comparable to Ittner et al. (1999), Anderson & DmkK2005) find that contractually
specified management control techniques that aterlféted on transactional characteristics
decrease the probability of ex post performancélpros.

Without questioning the contribution of previous\&y research, both studies face
two limitations. First, they appear hampered by mhethodological obligation to limit the
scope of the MCS to a number of (theoretically raigd) control techniques. Indeed, lttner
et al. (1999) focus on partner selection and maoinigg the latter being captured by supplier
certification and face-to-face contact only. Furthere, Anderson & Dekker (2005)
exclusively look at formal management control ie fbrm of the supply contract. Hence, as
more comprehensive frameworks with both formal antbrmal management control
techniques exist (e.g. Dekker, 2004), more resekaking into the performance impact of
both control types is justified (Anderson & Dekk@05). Second, survey data only reflect
average inter-organizational practices, so tha@mination of individual supplier controls is
proposed to be more powerful to illustrate the iotgm the relation’s effectiveness (lttner et
al., 1999). As case studies offer the possibilidycope with both limitations, this type of
research is put forward as a suitable type of &twgsearch on the impact of inter-

organizational MCSs on performance (Ittner etl#199; Dekker, 2004).

® Also Leiblein, Reuer & Dalsace (2002) and Samp@0i04) study the fit-performance association, alfisem a more high level strategic
orientation. First, Leiblein et al. (2002) studg therformance impact of supplier governance fittedelational characteristics in the
semiconductor industry. More specifically, they rabgovernance as the choice between internal ptmthuand production outsourcing to
suppliers. Second, Sampson (2004) studies theo€asgovernance misfit on transactional charadtesisn R&D alliances. In particular, she
investigates the governance alternatives of artyefpint venture and a pooling contract. Both papege transaction cost economics theory
and study governance structures corresponding @Wgon’s (1991) hierarchy and market. Howeveithez paper looks into the actual

MCS of the hierarchy or market, or acknowledgesetkistence of a hybrid form of governance.



Therefore, there already exist some case studiédnig into this contingency relation.
Klein Woolthuis, Hillebrand & Nooteboom (2005) syudhe relation between trust,
contractual control and inter-organizational parfance by means of four longitudinal case
studies concerning collaborative innovation. Based a cross-sectional comparison, the
authors conclude that relationships characterizelust are more successful, while the effect
of contract completeness on performance is mixéeliikNVoolthuis et al., 2005). While Klein
Woolthuis et al. (2005) investigate partner dependeYan & Gray (1994) study the effect of
partner bargaining power on US-Chinese joint ventMCS design. Four case studies in
different industries are described, based on wittiehimpact on joint venture performance is
assessed. Yet, performance levels differ both witnd between joint ventures, leading the
authors to conclude that the direct impact is so$taaightforward as predicted (Yan & Gray,
1994). Finally, also Cooper & Slagmulder (2004)vide some insight in both the MCS and
the performance of inter-organizational cost mansge (IOCM) practices, while
theoretically explaining IOCM usage based on caircy variables.

On top of evidence being mixed, none of the previmase studies actually
investigates the third element of contingency theavhich states that performance is not
influenced by itsMCS but by the fit between MCS and situational characteristics
(Donaldson, 2001). To our knowledge, the only csisglies looking into this association,
comparable to Ittner et al. (1999) and Anderson &kl®r (2005), are Heikkila (2002) and
van Veen-Dirks (2006). Heikkila (2002) studies MQS8sthe specific context of customer
relations and investigates to what extent orgaiiaatdesign demand chain structures fitting
specific customer situations and whether this éhdfits performance. The cross-sectional
gualitative analysis of six customers involved ifNakia efficiency improvement project
provides a clear indication that a fit between oomegr situation and demand chain structure is
associated with higher supply chain efficiency #éa, 2002). van Veen-Dirks (2006)
investigates the fit between an organization’s pobidn environment characteristics and
internal MCS design, its impact on operational perfance and the MCS change to increase
the level of fit (van Veen-Dirks, 2006). Yet, vare&h-Dirks’ (2006) research remains within
the boundaries of one organization and is basecborplementarity theory. Heikkila (2002)
does study IORs, but only looks at customer ratatidHence, it must be clear that case
evidence on the (most important) third contingeetgment between a contingency fitted

MCS and performance is scarce. This study aimsl thi research gap.



THEORETICAL FRAMEWORK AND RESEARCH PROPOSITIONS

To illustrate the validity and refine the dynamafsthe third contingency element in
practice, we propose a theoretical contingency émaark for MSRs from the position of the

manufacturer, which can be found in figure 2.1.

Insert Figure 2.1 About Here

The constructs on the left hand side visualize absociations between contingency
variables influencing risks and management cortgohniques governing these risk¥he
degree to which the level of management contreltfie level of risks is conceptualized by
means of the degree of fit construct, which visesi the association with operational
performance.

MSRs are subject to performance risk and relatioisld. Performance risk is the
probability of the supplier interrupting the supjlyain and damaging the common goal. This
goal is manufacturing as many products of the olek as possible, on time, with good
quality and at the lowest possible cost. Relatigiskl implies the probability of the supplier
acting opportunistically by not openly communicgtior minimizing operational snags (Das
& Teng, 2001). These risks are increased by fouatingencies. First, task uncertainty relates
to the complexity and added value of both the @etid product and its operational processes
(Woodward, 1965). Second, task interdependencesréfethe degree to which sequential
subactivities of the value chain have been splidigh made dependent on each other (Dekker,
2004). Third, environmental uncertainty regardsegahmarket uncertainties and uncertainty
about unknown future contingencies (Langfield-Sm§thSmith, 2003). Fourth, relational
stability aim concerns the manufacturer's aim ohtowed future interactions with the
supplier to build bilateral commitment (Cooper &&inulder, 2004).

MCSs contain two types of control, namely formad anformal control techniques
(Langfield-Smith & Smith, 2003). Formal controleaxplicitly set up to coordinate the MSR
and include outcome controls and behaviour contr@sitcome controls involve the

measurement and evaluation of operational outcagesist pre-defined targets. Behaviour

5 In the model, all contingencies interactively detime both risk types (cf Kamminga & van der Measelstra, 2007; van Veen-Dirks,

2006). As a result, the model simultaneously dsgle¢ associations between contingencies, risksremdgement controls.
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controls concern specifying, monitoring and evahgtcompliance with pre-specified
planning, procedures, rules and regulations (DekR@64; Merchant, 1998; Ouchi, 1979).
Informal controls are not explicitly designed, laue grown out of shared norms and values
(Merchant, 1998; Ouchi, 1979). Especially trustlding has emerged as an important
informal control instrument in inter-organizationdiICSs (e.g. Dekker, 2004). Sako (1992)
distinguishes three types of inter-organizatiomastt building, namely building contractual,
competence and goodwill trusBesides trust building, MSRs are governed by clantrol
(Ouchi, 1979). Based on shared norms, values aminanon goal, suppliers are motivated to
achieve that goal (Das & Teng, 2001) because ef4otganizational social pressure (Speklé,
2001) exerted by the manufacturer. In particulanrpperational performance leads to social
sanctions for supplier managers (Bijlsma-FrankemaC@&sta, 2005), namely unpleasant
confrontations with manufacturer management andsgmed humiliation, which render
supplier underperformance and opportunism hardstas (Speklé, 2001).

To incorporate the fit-performance associationaad operational performance on the
right hand side of the framework. Since productligués emphasized more than timeliness
and cost as supplier evaluation criterion (WaterdeF, 1996), we use this performance
indicator to evaluate operational performance.drtipular, we measure product quality by its
most important evaluation metric in MSRs, namelicpatage of defects (Gunasekaran, Patel
& McGaughey, 2004). In automotive industry, thisIK® expressed in “parts per million”
(PPM), i.e. the number of products claimed to bieciere by the manufacturer out of one
million products delivered by the supplier (Lowegibridge & Oliver, 1997).

Following contingency theory’s third element, theow from degree of fit to
performance depicts ostatic proposition a MCS fitted on MSR contingencies and risks is
associated with good operational performance. Quelyg provided that the supplier is
incapable of dealing with changed contingenciesisfitted MCS is associated with poor
performance (Kamminga & van der Meer-Kooistra, 2004 Veen-Dirks, 2006). However,
since that kind of misfit over time results in datiag control problems, further damaging
operational performance (Dekker, 2004), such négfitMCS is changed towards a more

appropriate design (van Veen-Dirks, 2006). Theseadycs form this study’s main interest

’ Contractual trust is based on the expectationttteasupplier will keep promises and comply withesgnents made, whether these are
contractually stipulated or not. Competence trasicerns the expectation that the supplier posséssesgcessary 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).
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and further justify our choice for an in-depth Idndinal case study. In essence, we assume
that MCSs are equilibrating and return to a stalfilgation after being disturbed (van Veen-
Dirks, 2006j. If contingencies, on which the MSR’s MCS is fitfechange, the risk levels
change, so that the MSR moves into misfit and édfggmance decreases. Therefore, the
manufacturer changes the MCS to fit the new levielrigks in order to avoid further
performance loss. Because any manufacturer teraidojt a MCS that fits situational risks, a
change in risks leads to a change in the MCS. htimgency terminology, this change is
called “Structural Adaptation to Regain Fit” or “®KIT” (Donaldson, 2001). Consequently,
we also study the followingdynamic propositionProvided that the supplier is incapable of
dealing with changed contingencies, a misfitted M@S8ly temporarily aggravates
performanceuntil the MCS ischangedtowards a design fitting the changed contingencies
and risks and therefore contributing to performance

RESEARCH METHODOLOGY

Case study research

An explanatory case study (Yin, 2003) suits stugytimese research propositions, as
they involve refining existing inter-organizatiomahnagement control theory from a dynamic
perspective. More specifically, our case reseamtks “to establish the plausibility of a
specific theoretical perspective by demonstratisgcapacity to illuminate some previously
unappreciated aspect of management accountingqeagkeating, 1995, p. 69). Indeed, the
goal of this study is to refine inter-organizatibnaanagement control theory by illustrating
that a misfitted MCS, aggravating performance, hanged towards a design fitting the
contingencies and risks and therefore contributingerformance.

Several inter-organizational management controle catudies (e.g. Cooper &
Slagmulder, 2004; Dekker, 2004; Kamminga & van Nerer-Kooistra, 2007; Nicholson,
Jones & Espenlaub, 2006) demonstrate that MCS nlesig be adequately investigated by
means of case research. The social meaning of a MI@E subsequent behaviour of

companies and employees is very complex. Thereéorén-depth study is needed to discover

8 Consistent with economics theory, contingency théargely depends on the assumption of equilibristipulating that organizations
utilize the MCS best suited for the MSR, i.e. th€#/fitting the MSR’s risks. Yet contrary to econemicontingency theory (with a
contingency approach to fit) assumes that alsoitnis€cur for extended periods of time (Luft & SH& 2003). Obviously, the outcome of
such a misfit could be the end of the IOR. Yetiattcase, the change towards a MCS fitting theleee! of risks does not occur.
Consequently, this kind of “equilibrium” without M&Cdynamics is not interesting for our researchrd&foee, we abstract from the
possibility that the manufacturer changes supplierserms of research methodology, this abstradgigut into operation by studying a

MSR in an industry, in which manufacturers areinolined to switching supplierduring the manufacturing phase.
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how different parties respond to a situational gearmow they change the MCS and whether
that change has any effect on performance. Thisnaggt not only justifies the choice for a
case study, but also forms the reason why moraisfrésearch is requested (e.g. Langfield-
Smith & Smith, 2003; Dekker, 2004; van der Meer-tstra & Vosselman, 2006).

As theory refinement needs a clear theoreticatistapoint combined with openness
to discover unexpected findings (Keating, 1995), pveposed a theoretical contingency
framework to guide the data collection, but simuétausly used data collection techniques
allowing sufficient openness. The collected data Weagitudinal, because only such data can
reflect changes in MCS design and performance, lwhie needed to illustrate the validity
and refine the dynamics of the third contingenarednt (Luo, 2002). Only by means of a
longitudinal study, we are able to answer the foallnore research on MCS dynamics and its
impact on performance (Anderson & Dekker, 2005; k2ek2004; 2007; Ittner et al., 1999;
Scannell et al., 2000; van der Meer-Kooistra & \ébsgn, 2000).

Like most inter-organizational studies, the unit afalysis is one dyadic relation
between manufacturer and supplier (van der Meelidfi@ & Vosselman, 2006). Dyer &
Singh (1998) explicitly propose this “relationakw”, focusing on the manufacturer-supplier
dyad, as opposed to the “industry structure viemd &esource based view”, when analyzing
cooperative strategy and sources of inter-orgainizat competitive advantage. Furthermore,
we analyzed the relation after the manufacturer dexded to outsource the manufacturing
activity. In other words, we addressed neither thake-or-buy decision nor related

commercial negotiations, but collected data fromgtart of production onwards.

Case company selection

The selection of the case companies was influertpedwo selection concerns:
theoretical suitability and open and flexible ascssenior management.

First, we chose the Volvo Cars Gent (VCG) producfacility of the Swedish Volvo
Cars Corporation (VCC) as manufacturing case comp&mn the one hand, we chose
automotive, because this industry is consideredeadsetter in supplier relationships (cf
Womack et al., 1990). Due to the high level of comgnt outsourcing, extreme competitive
pressure and resulting continuous improvement pi®j&vith suppliers, this sector needs
appropriate MCSs to organize and manage suppl&tions (Alford et al., 2000; Carr & Ng,
1995; Scannell et al., 2000).

13



Furthermore, our research regarding MCS dynamigsiires a MSR that heavily
changes and is not terminated due to potential tisfesetory supplier performance. The
manufacturing phase of an automotive supply chaifild this need. For example, the
manufacturing and delivery processes of supplieastitally change when a manufacturer
starts producing a new car model. Moreover, manufacfacilities are not inclined to switch
suppliers because of a lack of capacity and sefiicsupply quality at potential replacing
suppliers. On the other hand, we chose VCG, beaaxseratory interviews learned that this
manufacturer is considered a “best practice” bwritial analysts, suppliers and umbrella
organizations. For example, with respect to supglieapability for build-to-order, VCG’s
supplier park was evaluated best in a comparatige study, also including supplier parks of
e.g. Ford, General Motors and Audi (Howard, 2006).addition, VCG was subject to
extremely changing supplier relations due to theduction of two extra car models. Besides
theoretical suitability, exploratory interviews witvCG management showed remarkable
openness, interest in the research topic and giilkss to cooperate.

Second, we chose SAG, the production facility oé @i VCG's first-tier module
suppliers, as supplying case compafhis high value-added just-in-sequeficupplier of
VCG met our theoretical suitability requirementfafing severe operational difficulties over
time without relationship termination. In fact, thspplier evolved from an exemplary
supplier to a problematic supplier and back. Furtteee, SAG was very willing to participate
in our study.

Data collection

The data gathering consisted of 17 semi-structurgdrviews with high level
managers of both VCG and SAfterviews were held in three rounds between Februa
2006 and July 2007. First, all VCG managers invdlwvath suppliers were interviewed,
including responsibles for quality, logistics, Isti¢ engineering, material planning, IT, HR

and purchase. That way, we got a general impres#ionCG, its suppliers and its MCS.

9 For reasons of confidentiality, we call this protion facility “Supplier Automotive Gent” or “SAG'The mother company headquarters
are referred to as “Supplier Automotive”. Concegiihe delivered product, it suffices to know thAGSdelivers a high value-added
module. Examples of such modules supplied to VG&seats, cockpits, engines, fuel tanks, bumpemsust systems, door modules and
wheels. For the same reason, the case descriptlpmeders to “X” and “Y” instead of people’s fubist names. Finally, we guarantee
confidentiality by inserting an asterisk in intewiee quotes containing supplier characteristics.

%1n order to reduce stocks and preserve maximuxibflity at VCG, components are delivered both jirstime (JIT) and in-sequence.
Just-in-time delivery means delivery when the f@arwhich the components are intended, has cone\¥8G's final assembly line. In-
sequence delivery implies delivery in the same madethe cars on VCG’s production line. Supplietvering just-in-time and in-sequence

are also called just-in-sequence (JIS) suppliers.
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Second, we interviewed SAG management, in partidhl@ plant manager and two middle
level managers. We asked them to describe therpisfdhe VCG-SAG relation. As a result,
we got SAG’s impression of the VCG-SAG relatioss, liistory and its MCS, in the form of
retrospectivedata, starting January 2000. Third, we re-intereéiéwhree high level VCG
managers specifically involved with SAG for seveyalars. After asking them the same
guestion, they added their view to the retrospectiata of our study. Table 2.1 provides an
interview data summary, describing the organizatmd position of the interviewees, the
number of interviews, the duration of the intervéeand the interview dates.

The interviews aimed at building a trusting relatand developing a dialogue with the
interviewees, which permitted them to discuss tb&in concerns. All interviews were tape
recorded electronically and structured by an ingsvvprotocol with open-ended questions,
based on the theoretical framework. This approdowad covering all framework constructs
(i.e. theory attachment), while at the same timeserving openness for new findings (i.e.
theory detachment). Interviews lasted between thteaters of an hour and two hours, with
an average duration of approximately one hour avehty minutes. Afterwards, all taped
interviews were transcribed and sent back to ttexviewees for feedback and final approval.
The feedback was transcribed as well. Interviewsitapts were written in prose, as to avoid
offending interviewees by literally transcribingeth words on a very sensitive topic.
Furthermore, by writing in prose, we were ablerntoniediately write out certain parts of the
interview that were not entirely clear on the taps. the interviewees approved the final
transcript, we received absolute certainty on thi#tem documents and all interpretations
made during transcribing.

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. This analysis stasiéidwriting the case study, for which all
transcript extracts were ordered chronologicalllge Thost important techniques to enhance
theoretical sensitivity during the coding processavasking questions (who?, what?, when?,
where?, why? and how?) and making comparisonsu&r& Corbin, 1999). Also the tape
recorder was used, to capture facts and findingsirp up during the analysis. As with

interviews, these tapes were transcribed and fustiielied.
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The coding process resulted in a document, contian elaborate sample of ordered
longitudinal data, which was used for writing up ttase study.

Finally, we used the temporal bracketing and vaearesearch methods to structure
and interpret the case data in relation to theingahcy framework (Langley, 1999; Rowe et
al., 2008). Temporal bracketing means dividing tihee length of a longitudinal case study
into time periods, so that there are continuitids ewents within a time period and
discontinuities of events between time periods.t Maay, temporal bracketing is suited for
making comparisons of organizational change betweewe periods. The variance (or
synthetic) method implies transforming originalalftom a story with events to a collection
of variables that synthesize critical componentstied events. These variables are the
variables from our theoretical framework, whictoalla longitudinal analysis on how change
in the influencing variable, i.e. MCS fit on risksffects change in the dependent variable, i.e.
operational performance. Similarly to Rowe et 20(08), we use both methods to make two
types of comparisons, namely within period and leetw period comparisons. These
comparisons provide the means to study our stabiggsition (i.e. a MCS misfit is associated
with poor performance) and dynamic proposition. (aechange towards a more appropriate
MCS contributes to a performance increase) respyti

The case study description and following discussvene approved for publication by

VCG and SAG, without having to make changes.

CASE STUDY DESCRIPTION: THE FALL AND REVIVAL OF AN EXEMPLARY
MSR

The MSR between VCG and SAG started in 2000, wh&GVoutsourced the
production of the module under investigation to [@igs Automotive, a global automotive
supplier, for two new models on Volvo's P2 platfoifviolvo S60 and V70). Therefore,
Supplier Automotive set up a supplier facility (SA@ VCG’s supplier park to deliver
modules just-in-time and in-sequence. Delivery wwdufluctuated around 150.000 modules
per year, which were produced by some 30 employedwo shifts. Following Supplier
Automotive’s low profile approach, many responsiigis such as finance and HR were
centralised. This explains why the SAG plant manages sent on secondment from another
Supplier Automotive facility and was only presentridg office hours to concentrate on
budgeting and reporting. Actual production and camiwation with VCG was lead by the

production manager, with assistance of a qualitpagar and a logistics manager.
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After production started without exceptional diffites, SAG was awarded prizes
related to outstanding quality and delivery to VB@h in 2001 and 2002.

During the start up of production for P2 and follioy years, SAG was a real exemplary supplier. If
one would have asked me for our best supplier at time, for example with reference to a new
supplier, the answer would invariably be SAG. (Vidénager)

Consequently, SAG'’s relationship with VCG was goesr by KPIs (primarily PPM)
follow-up, a clear syllabus (i.e. a document camtay all agreements regarding the basic
routines of day-to-day operational business), andubstantial level of trust in SAG’s
capabilities built on performance. Because nothdigjurbed SAG delivery, VCG left the
supplier alone. Also concerning Volvo's suppliearte (STVC}', the SAG plant manager’s

interest and involvement were small, mainly becanides situation of secondment.

In the period 2000-2003, collaboration with VCG waseptionally good. There were no problems. It
was an ideal situation. That manifested itself atrnin non-communication. VCG did not contact SAG,

because everything functioned well. (SAG manager)

This situation lasted until 2003. By that time, V®&d been awarded the production
of two extra models on a new P1 platform (Volvo $4@ V50), which substantially changed
production processes at SAG. First, production maualmost doubled to around 250.000
units per year by means of a second assembly lidedaubled warehouse size. Second,
producing four models created a variant explosiath @ considerable increase in JIS supply
flexibility. Third, the new module required moretiaities, so that SAG production activities
tripled and became substantially more complex. fRgtine volume increase required SAG to
expand its headcount to some 100 people and irdeoduhird night shift. This new 24 hour
system not only inhibited working over-time duritige night in case of operational snags
during the day, but also hampered control on engadeyas the night shift was shielded from

daytime management.

1 The purposes of the “Suppliers Team Volvo Car§\(S) are creating openness between all JIS sugmied sharing competencies by
the exchange of real life experiences in ordemprove performance of all parties involved. To isl, all JIS plant managers participate
in a monthly meeting in order to get to know eatlfen exchange information, jointly consider comnpooblems and improvement
programs, and set up and follow up on specific wrlp projects. Under the overall STVC, of which thairman is a supplier plant
manager, five inter-organizational workgroups efgsiality, logistics, IT, HR and finance). Workgpsimeet monthly at one of the supplier

plants to visit the plant and jointly discuss peshs and improvement programs.
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Although production of the new models started inuzay 2004, preparations began
one year and a half upfront. Already during thigjgct phase, some decisions were made that
later contributed to the escalation of operatiafifiiculties. In essence, SAG underestimated
the changes and paid too little attention to chamgamagement, especially regarding the

increased production volume and number of variants.

At that time, SAG management thought: “We are dainght. The upcoming changes will not be a
problem. There are some new variants for P1, bait Will work out.” Yet, P1 formed a variant
explosion, which SAG management thought of hantiegame way as before. In the end, this
appeared problematic. (VCG manager)

Instead of introducing the upcoming production @eminto the organization, SAG
considered producing the new products self-evidéhat was visible in the information
exchange towards VCG. Indeed, during the proje@sphVCG installed cross-functional
workgroup$?, to make sure SAG was capable of handling themedule supply. Yet, SAG’s
information concerning the new approach was vepesicial.

SAG hung up a lot of fog and told VCG that certasues would get solved, while on the work floor
nothing happened. VCG approved a theoretical modther than real changes. (SAG manager)

Obviously, this behaviour was only possible, beeaW<G expected all process

changes to be taken care of based on previousodisgy SAG performance.

VCG controlled too little, maybe because of presignod experiences, and that way they got slightly
deceived. (SAG manager)

Furthermore, the responsibility of the workgroupaimly dealt with the VCG-SAG
interface. As all related models were negotiated approved, VCG did not have a bad
feeling regarding the upcoming changes. Yet, desttits fine-tuning, SAG management
neglected both to communicate the volume increadeall related modifications in the SAG
organization and to prepare employees for new tipeed tasks. In addition, SAG received

too little support from its mother company.

The introduction of P1 slipped out of their contréhey forgot to talk to their own people and
communicate the changes. (VCG manager)

Supplier Automotive expected SAG to be self-suistpibut did not provide resources for it, [...] so
that people were not adequately trained. Meanwliile, nanagement fooled itself. The entire system
was doomed to fail. (SAG manager)

2 Four workgroups (information exchange and dataagament; packaging and logistics; supplier procass-product quality; human

resources) investigate production and deliveryteelahanges at the supplier by means of trial pridolu runs and audits.
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As a result, SAG exhibited gradually lowering optienaal performance from the start

of production. Nevertheless, the supplier succe@tedvering up these problems.

SAG put those problems away under the form of epaty, increased stocks and scrap. At the start
of production, a supplier is able to keep up sudtrategypecause VCG sometimes only needs ten
good quality [*] modules. With a capacity of 50@pés, SAG always gets those out. However, the
guestion is whether the supplier learns enoughobits experiences. It is normal to have probleims,

the goal is to learn from them. SAG seriously lackmsse problem solving capabilities. (SAG manager)

As SAG'’s learning capacity was too low, the supplisplayed increasing operational
difficulties, which already became catastrophicJime 2004. The PPM rate was multiple

times higher than the target and the number ofdiop minutes exceeded several hundreds.

At the start-up of P1, SAG started sputtering. Thahifested itself in many rejections, an incregsin
PPM rate and especially stopping our productiorelgeveral times; not by one minute, but by a large
number of minutes. (VCG manager)

VCG acknowledged these operational difficultieselsgalating SAG to step four in the
guality escalating activities procedtirm order to increase control and formalise perfamoe

complaints.

At the start of production, SAG was already in $tep because of the introduction of the new models

and the related risk, which required sharpenedrdit. After the start of production, SAG immediate

moved from step two to four, without being accestiihe normal three months to improve and without
passing step thre€.(VCG manager)

Consequently, VCG installed several extra contretsyting with supplier review
meetings. These regular meetings at SAG were lgahkexpert team of VCC engineers and
dealt with difficulties by asking questions, anahgy problems and studying action plans.
Second, VCG contracted an external organizatiqretéorm third party inspection at the end
of the SAG production line, for which SAG paid tbests. Third, VCG demanded SAG to
perform extra quality controls both internally 88@& and externally at VCG, via a SAG staff
member checking delivery quality at the VCG linéhen SAG transportation racks were
opened. Finally, VCG required SAG to take a digpatture of every module delivered.
Besides these controls, VCG demanded SAG to woektiove during the weekend, to build
up safety stock after problems during the 24 hostesn work week. Furthermore, VCG

3 The aim of the escalating activities procedur® idicate both internally (at VCG and VCC) andeerally (to the supplier) that VCG is
aware of the operational difficulties and instaltlequate measures to help solving them. Those mesadepend on the snag seriousness and
are linked to the step the supplier is escalateNammally, all JIS suppliers are in step one. Wheoountering frequent problems with a
supplier, VCG managers escalate the supplier taghestep. If the problem is not solved afterexgiefined period of time, the supplier is
further escalated. The procedure ends when a sugther reaches step five, which theoreticallplies re-evaluation and potential re-
sourcing of his products, or substantially improu@sthat he returns to step one.

14 According to official VCG documents, SAG did spene quarter in step three. Yet, that is becaus@rbcedure only allows stepwise

escalation. In reality, however, SAG was immediafelt in step four and received all related extatiols.
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wanted SAG’s operational difficulties to get solvda that end, VCG sent staff members to
SAG.

| also wanted to make the link to the causes dbleros, as those were unknown. (VCG manager)
When VCG staff figured out that too little was lead at SAG, they showed more focus and came to
SAG to ask questions. (SAG manager)

More specifically, a supplier quality engineer anbbgistics controlléf were assigned
to follow up on SAG, under supervision of VCG’s &purchase responsible, Mr X, who had
numerous years of experience with suppliers. Hislajce was needed, because SAG was

only recently assigned to the quality engineer.

The problem was that the engineer was only putA@ &cently, when everything at the supplier was
under control. Consequently, he only did monitoring] He could not respond in the same way as a
quality engineer with more experience. That is WhyX took the lead. Yet, that still was not the sam
as with a more experienced engineer on SAG. (VCager)

Because VCG did not expect difficulties with SAGedo previous good performance,
VCG was surprised when severe performance probkmse, as was SAG. As a result,
valuable time was lost in comparison with supplibiet were more strongly followed up from
the beginning.

SAG management did not see the problem coming eitltemoved from very good performance into
big trouble. People respond differently in thateafhe good situation made us decide not to put too
much energy in SAG, presuming that SAG manageradreverything under control. Somehow, this is
a contribution of VCG to the escalation of the @iemal problems. (VCG manager)

The VCG team visited the supplier daily, on someasons two times a day and even
at night or during the weekend. These suppliets/served two purposes, namely controlling
and motivating SAG personnel.

On the one hand, we wanted to control whether S@@l@yees were busy and whether they were doing
a good job. On the other hand, we wanted to matitta¢ employees and hearten them by signalling:
“Guys, you are not alone. Your customer has se&(MCG manager)

The control purpose followed VCG’s damaged trussAG capabilities.

The lack of trust in their promises led to extrairol. These controls were necessary to go to the
supplier, when he did not carry out his promiseisthat moment, | could show SAG management the
results and say that the process was in fact ndeanontrol based on the results. After all, figure
form physical evidence. (VCG manager)

During the problems, VCG'’s control on SAG increaaad VCG's trust in SAG decreased. (SAG
manager)

15 Besides an escalating activities procedure folityu®CG uses a similar procedure for logistics product quality formed SAG’s main
issue due to continuing operational difficultiespplogistics performance mostly followed as a seewy consequence. Therefore, SAG was
“only” escalated to step three of the logisticsadesting activities procedure. This implied thabgistics manager joined VCG’s team at SAG

to provide input on SAG's performance, analyse f@ois and follow up on action plans.
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To regain trust, VCG continuously questioned SA@isrational processes.

I continuously asked: “Why does the process stop\D@ does not receive [*] modules?” Then, | saw
innumerable problems and continuously asked whiaiteoperations were done this way, as
production clearly sputtered. (VCG manager)

However, VCG representatives were not received lgpso that very little progress

was made.

SAG tried to keep these people away from problgnpaitting them around the table instead of showliregn the work floor. This
strategy was utilised until problems reached a akrand VCG management reacted by saying: “We havagh of it."(SAG
manager)

The plant manager was the core of the problem, iiehe was not capable of neither running the lessinneither setting things
straight. Instead, he covered up snags for Mr XelViir X was at SAG and asked how things went,nibeer always was:
“good, good”, while in reality there were multiplesues. (SAG manager)

My conclusion was that the formal exemplary supplad been reduced to zero and did not have amgstre, any management,
nothing at all, left. The plant manager, howevéways said he had things under control and wouldesthe problems. Yet, the
next day was the same story. VCG had stopped becBAG. (VCG manager)

Consequently, by August 2004, the production mandged quit, after having
unsuccessfully demanded extra resources from Sarpglutomotive several times. The
quality manager had left as well, as had his ssoresinally, the logistics manager had quit,
which made headquarters decide to centralize thistios function. Consequently, only the
plant manager remained, but this manager appear&tk appropriate communication and
management skills. Due to limited employee monigyrihe suffered from internal control
problems with SAG employees, which were hampereshawore by a doubled production

hall and the introduction of the night shift.

In 2004, serious problems arose and the same mamagiewas not capable of solving them in the short
term, because they had created a social cemetégy d@iid not talk to people any longer. (VCG
manager)

At SAG, there even was sabotage in order to dighelproduction process. One time, someone
deliberately cut the computer cables of the [*] obb(SAG manager)

Furthermore, the plant manager experienced diffeesiin his relationship with VCG.

The plant manager had a different style, in patacuegarding communication. He had a very stiff
approach and a totally different charisma comparedr Y. And the person of the plant manager
plays a very important role in the relation that 8®as with a JIS supplier. (VCG manager)

At a certain moment, | saw the plant manager rugrnhrough his factory and scratching his hair. He
seemed to have lost it. So, | said: “Our productiiole has stopped.”, to which he only respondedhwit
“I know ..."”, without being able to give a reasonawsolution. That is when | said: “Apparently, you
are here alone and you can not do it alone. Thismat go on any longer. And you have to stop gllin
me that the problem gets solved, because | doeli@ve you any more.” (VCG manager)

For VCG, the tolerance limit for SAG’s operatioqmbblems was reached. Based on

high pressure from Mr X, the plant manager was raddy Supplier Automotive.

To the [*] managers, | emphasized: “SAG has to stbptting down VCG, because SAG jeopardizes
the future of VCG and the other suppliers in thegier park, which also stop and suffer financialda
reputation loss. So, how is Supplier Automotivengao support SAG?” [...] The following day,
Supplier Automotive had removed the plant mangy&G manager)
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As a response and attempt to regain VCG’s trugpplsar Automotive sent several
new managers to SAG, including an interim plant agem from another Supplier Automotive
facility. VCG staff kept visiting SAG twice a daynd met management to jointly discuss
priorities, walk through the factory, analyse pmhl causes and decide on which snag to
tackle first. This situation went on for severalntits, but without substantial performance
improvement. The PPM rate decreased from its higla¢s in September 2004, but remained
too high. Rather quickly, the interim manager appéanot capable of restructuring SAG

either.

The manager was very good in technical aspectsgxeeptionally bad in managing social aspects. So
instead of dealing with the workforce, which wastém large for the production volume, the plant
manager considered all problems technically basethie experience in the other Supplier Automotive
facility. Yet, that facility manufactures simpledsstandardised [*] modules, so that the standard
concept suited for that production unit did nottsSIAG. (SAG manager)

It was suggested that the plant manager only asieldesymptoms, installed technical
solutions like a pick-to-light system to solve pitd errors and hired more employees to
operate the more complex production systems. Yaierof the technical solutions worked
properly and none of the new operators knew howgerate the new system adequately.
During supplier visits, already going on with theeyious SAG management, VCG staff
inspected employee working instructions and prodoaitrol instructions, which all appeared

deteriorated.

There were no instructions, so that the operataried out his assignment and then just stood there
watching and waiting for his next assignment. Alsotrol instructions were disintegrated. [...] There
were moments that | called SAG and told them: “@raduction line has stopped. Do you know that?”,
to which SAG responded: “Stopped? No, | did notkniout | will have a look.” (VCG manager)

As a result, VCG’s trust in SAG’s capabilities gipaared completely, which was
formalised by stripping SAG of its Q1 Awatdn November 2004. As SAG had already
failed to renew other quality certificatéas well, the interim plant manager left, so thaGS

again needed a new one.

During the problematic period, we lost all trust3A\G management. (VCG manager)
By the end of 2004, VCG only distrusted SAG. (SAGager)

6 The Q1 Award is a very demanding quality stanadrdCC, indicating that a certain supplier satisfipiality requirements and is worth
delivering VCC. The award is received based onvafuation of PPM performance, an audit of busirgserating system parameters (e.g.
profitability), recommendation letters of customansl the possession of standard automotive quaitificates.

7 Two examples of standard quality certificatestitoanotive are ISO-TS and ISO-14000. These certéicaeed renewal every three years,

but in 2004 SAG failed to apply for renewal.
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However this time, the plant manager of another \@I&supplier, Mr Y, put himself
up. When Mr X learned about his candidature, hesiclemed this manager to be the manager
SAG and VCG needed. Consequently, he personaéipliehed Supplier Automotive.

At that time, | was already six years plant managdf], a company that had performed very well all
those years and of which the challenge was somegdm. (SAG manager)

| asked them: “I know there is a candidate for gusition of plant manager at SAG. What are you
waiting for? It is not my decision, but yours, bthink this man is the right person for the jobddrcan
recommend him. Furthermore, there is no more timeeause the difficulties have been going on for
months. You have to decide now and according tdhigeis the right person.” (VCG manager)

Undoubtedly, this telephone call accelerated th@oegpment of Mr Y as new SAG
plant manager. In January 2005, he started talkitiy SAG staff at a time when wages were
not paid in time for several months and employe®ssiclered going into a strike. In March
2005, he actually started as plant manager.

The new plant manager, Mr Y, is totally differentdananages in a different way, namely by talking to

people and listening to their problems. He also eamlisten to VCG in order to find out what went
wrong. (VCG manager)

First, Mr Y dealt with the employee excess by lgyoff fifteen employees and two
team leaders. Second, he built on his organizdiioimmediately hiring a new quality and
HR manager and a few months later also attractingroauction manager and logistics
supervisor. That way, rolling stock was halved &mel production hall was not packed with
merchandise and scrap any longer. Furthermore, MrnYyanagement qualities played an
important role in the recovery of SAG performance.

If SAG would not have had someone like Mr'Y, theatound would not have succeeded. (VCG
manager)

Because of the coming of Mr Y, many things chasgbdtantially at SAG. (SAG manager)

Mr Y listened to SAG employees’ problems, insteddonly listening to VCG's
problems. Furthermore, he eliminated over-engingeout of the production process. Based
on the Plan-Do-Check-Act approach, he analysedl@mdb and tackled causes instead of
fixing symptoms; all in cooperation with VCG.

Because of his personality and his approach, a ghaset in, a restructuring. (VCG manager)

Thanks to the influence and the crisis managemfelir &, we have succeeded in dealing with the
causes of the problems. (VCG manager)

| dealt with meetings differently and went searghior causes instead of symptoms, so that no

frustrations arose. [...] | worked with VCG managé#rat had the necessary maturity, like Mr X. (SAG
manager)

As manufacturing activities became simpler and exasdo maintain, reliability
increased. Operation processes were optimizeddmusising snag occurrence and preventive
measures with operators. Moreover, training of nemwployees got a lot of attention,
stimulated by VCG, as SAG activities require vargdalized skills.
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Undoubtedly, the relationship with VCG played amportant role as well. First, Mr Y
really enjoyed VCG'’s trust from the beginning, whicelped to open doors within Supplier

Automotive and get the resources needed to chaunggst

| received the trust of Mr X to carry out thingsAG. Through him, | also got the support of VCC in
Sweden. Furthermore, | already had other contacots lat VCG and VCC, and in general got
everyone’s trust based on the good references lpitturing my career. Therefore, Supplier
Automotive had to take me into account. (SAG mahage

SAG started with more than a clean sheet, becduesehtad a new plant manager, who we already
knew and in who we already had lots of trust. Tfeee it was easier for us to open up for even more
trust than in the case of an unknown new plant rgangVCG manager)

That pressure [on timing] also went up to the mot@mpany in [*], which was asked to send
specialists, for example to give training regardifig | have the feeling that the pressure of the
customer opens certain doors in the own suppliganization. (VCG manager)

Second, VCG'’s involvement was always constructiMee automaker brought along
many ideas, which SAG did not need to follow, buteast formed a source of inspiration.
SAG never got punished by VCG.

I was at SAG two times a day, sometimes for thdenday, to set up action plans together, give ideas
and suggest “let us try this or that”. (VCG manaper

VCG took much trouble and was very constructiverfday, they said what had to be done to improve
by the next day. The approach was not “what caddiee better and do it”, but rather “what can be
done better and let us work on that together”. [V@G actively thought along, cooperated well, sat
around the table and visited the work floor. (SA@nager)

This mild reaction on the crisis at SAG was attidinle to VCG’s quality expectation
pattern.

VCG allows many errors before the supplier has heacthe desired quality level, but becomes
exponentially stricter when that level is attain€hce the quality level surpasses VCG expectations,
tolerance steeply lowers. So, the expectation pattensists of two parts. The first one deals \&ith

good supplier that once in a while does somethirgng. The second one deals with a bad supplier that
once in a while does something good. Expectatiansdth supplier types are very different. (SAG
manager)

Third, Mr Y got assistance from VCG, as well as tinge to implement changes. The
fact that VCG, in the person of Mr X, chose the nelant manager contributed to this
collaborative approach, based on which both paniew freely visit each other. Such
cooperation occurred less in 2004, because atithat SAG management did not know the
people at VCG and the possibilities they offeredquakly come to a solution. In that respect,
VCG also highlighted SAG how issues were dealt Wittother JIS suppliers.
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VCG brought in concrete knowledge, for example eoming [*] fixtures, by means of VCG employees
coming over. Concerning quality, we got room todbne. Also concerning IT, help was offered by
workgroups. (SAG manager)

In case of problems, VCG collaborates with us. [.have a badge that allows access to VCG 24-7. |
can go everywhere | want, without having to askpkemmission first. This also works the other way
around. Mr X can come in at SAG, whenever he like$.That is the big advantage of Mr Y. He knows
everybody, does some phone calls and that wayyeasiérs the VCG organization. (SAG manager)
VCG proposed SAG to have a look at those [othgrslifpliers and steal ideas with their eyes. That
works and is primarily the merit of the supplieate, of which the most important goal is learningnfir
each other. (VCG manager)

The former plant manager was not actively involvedhe supplier team. Mr Y,
however, was and engaged in being supplier teannnchia. Furthermore, he also stimulated
his middle level management to actively participatel contribute to the supplier team

workgroups.

Already in April 2005, four months after Mr Y’s apiptment, SAG’s operational
performance had substantially improved, which esarprised VCG. Based on this fast
performance recovery, VCG got confirmation of itghhlevel of trust in Mr Y and regained
trust in SAG. Because of that, VCG control was éwd. Yet, the change in the level of

control and trust did not go gradually.

I did not expect Mr Y to set things straight thatogly, because the situation was extraordinary.bad
(VCG manager)

By settings things straight and improving the PRiter we regained the customer’s trust. (SAG
manager)

I am of the opinion that once things are back unmertrol, extra controls need to be reduced, fayth
are put in place to get out of the problematic &fiton. (VCG manager)

SAG and | succeeded in rendering VCG controls ridoemal again by consistently binding ourselves
only to those promises we were certainly able Iid.feople at VCG know that when | say “I will do
this”, 1 will really do it, and when it appears iropsible to do, | will tell them. That way, formaintrol

is less needed. [...] It is not the case that VCGlIgedly exerts a bit less control and gradually teas

bit more trust. The change rather goes via a tugnioint. The customer sets the supplier free, vitgen
says what he is going to do, what will be the ¢faad when there will be any results. If the coso
sees that the supplier worked correctly and attditiee postulated results, the supplier may takex n
step. The customer feels the progress and comectibning of the supplier and then it can go glyick
Look at VCG's expectation pattern. Controls areltoud slowly, but can be cut back very quickly. fTha
is what happened at SAG. (SAG manager)

Indeed, after having spent nine months, more tHénoially allowed, in step four,
VCG de-escalated SAG to step one in April 2005. seguently, the supplier was not
followed up on a daily basis any longer. That wasimportant change, because VCG

experienced that a strictly formal relationship wé8cult to work in.
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VCG was specifying everything, concerning the hoditae when, so that they were frustrated and
more busy with capturing everything formally thaarching for the right solutions. Taking on
commitments very formally is difficult, becauseeguires much time and because it is very diffitmult
really make things non-negotiable. Therefore, Ittravoid that. (SAG manager)

As cooperation based on trust also has to worlother way around, VCG positively
responded to Mr Y’s trust in the automaker by kegpithe relationship open and

collaborative.

We also look at our own mistakes. [...] Also the $iappas to dare to bring up problems, so that
improvements can come from both sides. We are fopéinat and definitely do not only lay demands
on the supplier, but also think about what we carodrselves. (VCG manager)

Trust implies that when an error is discoveredhgoarties can talk about it in all openness. If VCG
would assume that the supplier messes up, theydvdeuly their own errors and that way inhibit trust
building. (SAG manager)

Consequently, SAG openly communicates own operaltidifficulties to VCG.

I think it is typical of suppliers to keep the ammer away from a problem and first try to solve it
themselves. Yet, the only condition for this i¢ tha supplier actually solves the problem. Howgver
SAG now clearly works pro-actively. Problems angarted sooner, even if we are not sure whether
VCG will suffer. (SAG manager)

If there is a machine breakage, we will immediatally VCG and report what is going on, which
actions are being undertaken and when we are singcio safety stock. (SAG manager)

In other words, by sharing information and offerimgsistance in a trusting
relationship, VCG succeeded in motivating SAG tspand similarly. Their choice for Mr Y
perfectly fitted this approach. That is becausstineeds to be built and Mr Y already worked
with VCG for six years.

The person of the plant manager plays a big roletinrelation with the supplier. This is played off
through the supplier team, in which value is ategtho the bond between VCG and plant managers
and among plant managers. VCG has a part in thatel§ It is giving and taking. We give suppliers a
lot of information. That way, we want to stimulatgpliers to do the same, but one supplier responds
more easily than another, largely because of the@eof the plant manager. Mr Y’s style is that way
communicating easily and calling informatively ieforehand. (VCG manager)

MrY recognizes problems and reports those to ngehésiown management. [...] Being honest and not
covering up problems works best. By working in te¢fand, certain things can be taken into
consideration. This approach is constantly promdigd/CG and me. [...] That honest behaviour is the
result of mutual trust, following from collaboragjror years and talking about one thing and another
That way, you get to know how the other party wdnksv he thinks, so that you can anticipate on him.
That approach works very well with Mr Y becaustheflong relation. He knows how | think and | also
know that of him. He also knows that | am on thengh the minute that something is wrong, and | also
know that of him. That is an open relation that k&ofine. (VCG manager)
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Nevertheless, the relationship clearly does nokwartrust alone.

After the restructuring, extra controls, like thipérty inspection and an employee at the production
line, were cut back. Yet, follow-up on PPM by tbalily manager and line stops by the logistics
manager was maintained as most important indicatorgssess the supplier. (VCG manager)

In the relationship with VCG, trust is the most ortant thing, yet linked to figures. [...] We als@de
having proof that can be used besides trust. Aflewve can not work on trust alone. That is why we
consistently take pictures of products leavingfdwity. (SAG manager)

The approach of VCG is finding a balance betweé&rmal customer-supplier relation and an
informal relation based on trust. This is a combioa that works better than the mere formal
approach. (VCG manager)

In April 2006, SAG showed stable operational preessand high operational
performance. The supplier even succeeded in produtvo months without operational
snags. SAG had installed a clear structure intBrreaid externally, with which VCG was
familiar, so that the manufacturer felt at homehat supplier. This evolution resulted in the

recovery of all quality certificates lost, includithe Q1 Award.

DISCUSSION

VCG-SAG case analysis

The aim of this study is to illustrate and refite &association between MCS fit and
operational performance of a MSR, as visualisethéntheoretical framework (cf figure 2.1).
To that end, we bracketed the previously descrifzex data into six time periods based on
changes in the influencing variables, i.e. the ll@fecontingencies, risks and the MCS. The
substantial increase in the level of contingeneied risks demarcates periods 1 and 2, while
different changes in the MCS demarcate periods 8.tdo facilitate within and between
period comparisons of the different variables, filwing analysis is organized by headings
corresponding to the time periods. Consistent ithvariance method, we interpret the case
events in terms of the variables in the theorefreahework in order to compare the variables.
Figure 2.2 shows a timeline that summarizes thalteefor each variable per time period from
2003 to 2006. Notice that performance is expressezlibjective and objective terms. The
first performance measure results from assessingqoalitative data and indicates the
periodical change (i.e. increasing or decreasifgedoormance. This performance measure is
added to summarize the case context and that wsigtas interpreting the (objective)
performance over time. The second performance measdfers to the average parts per
million (PPM) over the period under consideratidine level of this quality measure is

visualized by means of the graph at the bottorrheffigure. The high-low categorization in
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the tabular part of the figure results from compauithe average PPM with SAG’s pre-defined
target.

Insert Figure 2.2 About Here

Period 1 (January 2000 — December 2003)

From the start of production in 2000, SAG was arengplary supplier with
performance well above target. VCG’'s MCS appeacefittthe supplier’s risks with basic
KPI (primarily PPM) follow-up, a clear syllabus aadsubstantial level of competence trust,
mainly based on previous good performance. VCGdgall trust, however, was low. On
the one hand, SAG’s start-up and production didaneate large problems, for which open
and honest communication combined with collaboeafivoblem solving was needed. On the
other hand, SAG’s plant manager was completely anknto VCG, as he was only sent on
secondment from another Supplier Automotive fac#ihd did not engage in STVC meetings.
Because of limited interaction, VCG neither got timportunity to share norms and values,
nor establish personal relationships with SAG manant, so that also social pressure
possibilities were limited. Because nothing disadtlSAG delivery, VCG left the supplier
alone.

Period 2 (January 2004 — June 2004)

In 2004, SAG started module delivery for two extrevdels, which considerably
changed its relation with VCG. SAG production vokimlmost doubled, while production
activities tripled. A considerable headcount inseeand the introduction of night work further
augmented process complexity. Besides task unogrtaask interdependence heightened due
to an explosion of model variants. As VCG built &@ur models on one assembly line,
flexibility requirements became substantially mos&ingent. Furthermore, fluctuating
demands for four Volvo models added to the needniore flexibility and the level of
environmental uncertainty. This demand dependemti®ewed the extended production
capacity for two models of which commercial success uncertain. This uncertainty put
additional pressure on operational performancee@alty regarding the first cars of which
quality needed to be satisfactory in support ofifeitmarket demand. Consequently, SAG’s
performance became even more important, so thasupplier was heavily inclined to keep
operational difficulties in-house and solve sndgsli. VCG’s vulnerability towards this kind

of opportunistic behaviour augmented. As SAG sthtie play a more important role in
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VCG's supply chain, the automaker’s striving fondoterm relational stability increased.
Consequently, SAG’s fear for retaliation, resultingm disclosed opportunism, reduced. In
other words, the two extra models substantiallyngea situational characteristics and
increased performance and relational risk of theGY®AG relationship. Following the
theoretical model, VCG must raise the level of nggemaent control to preserve a MCS fitting
the increased level of risks and positively impagferformance.

However, neither formal nor informal controls werensiderably heightened. With
respect to formal controls, VCG did set up cross:fional workgroups during the project
phase, but these only focused on the supplierfaterand did not control all supplier
processes. In addition, VCG got deceived by SA@Gfermation provision and approved an
operational plan instead of reality. Conseque@KG was in a position to handle operational
changes too lax and to neglect adequately commtimgcthnem in the organization. Moreover,
VCG considered SAG to be manageable by a lessiexged quality engineer. These formal
control decisions followed VCG’s competence trustSAG, primarily based on previous
good performance. However, VCG did not receive sigpals that SAG would really be able
to effectively handle heightened supply requirerseftor example, VCG neither got the
impression that Supplier Automotive had worked haod prepare SAG, nor received
information about an extra production or qualitygieeer to ensure production quality. Thus,
the automaker had no grounds to build additionahmetence trust in justification of lower
project workgroup thoroughness and the appointnoérd young quality engineer. VCG's
goodwill trust and social pressure possibilities 8AG were not heightened either and
remained low. Hence, while risks considerably auge, VCG’s MCS did not follow this
chang® and evolved from contingency fit into misfit. Prded that SAG was incapable of
dealing with the changes, we expect this situatton aggravate SAG’'s operational
performance, which is exactly what happened. Atter start of production, SAG struggled,
appeared unable to fulfil agreements made duriegptioject phase and seriously damaged

VCG’s competence trust.

18 Nevertheless, VCG did put SAG in step two of theadating activities procedure. Yet, this escataiiostandard procedure in case of a

new car model launch. After the start of productibdepends on the supplier's performance to dater the next step.
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Period 3 (July 2004 — August 2004)

VCG responded by escalating the supplier in thelatng activities procedure and
installing extra outcome controls, like third partspection and taking a picture of every
module. Furthermore, behaviour control sharpenedddly supplier company visits of a
VCC/VCG team led by a VCG expert (Mr X). This teammed at collaboratively solving
snags during supplier review meetings. NevertheM€$5's collaboration was hampered by
SAG'’s opportunistic behaviour. Instead of respogdipenly and honestly to VCG concerns
and accepting the assistance offered, SAG manadamgally kept VCG staff away from
the issues. By continuously telling problems weakeh care of, while in reality multiple
issues remained, the plant manager further damggedwill trust. Moreover, SAG’s poor
performance made it clear that the supplier alrebeived VCG during the project phase by
distorting information. This deception carried antil VCG escalated the supplier to step four
and installed outcome and behaviour controls toitoomvery detail of SAG’s output and
operational process. Those controls proved VCGisairing competence trust undeserved, as
SAG was unable to improve. Instead, all middle lew@nagers quit, leaving the plant
manager to handle the situation alone. Finallys thanager also lost VCG’s contractual trust
by continuing to promise solutions, while in reaMCG kept suffering.

Period 4 (September 2004 — December 2004)

At that time, Mr X no longer tolerated SAG’s lowaofite and demanded active
involvement from Supplier Automotive. As a resi8\G got a new interim plant manager
from another facility and operational assistandeatfway, VCG tried to reinstall a sufficient
level of trust in SAG, because as long as the lefelnformal control did not fit the
heightened risks, the framework predicted operatidifficulties to remain. As the first plant
manager was replaced by a new interim plant manageo received mother company
assistance and initial VCG trust, performance wgseted to pick up. Besides heightened
informal control, the extra outcome controls andlydaupplier visits were retained to
contribute to the renewed MCS fit. Nevertheless, tlew plant manager was unknown to
VCG, so that his starting level of trust, basedpoavious interaction and reputation, was
minimal. In addition, he only became interim marragendering social pressure based on
negative personal feelings unsuited as controrunstnt. Moreover, the fact that he only
became interim plant manager reflected that hendidike being detached to SAG. In other
words, VCG only restated little trust in SAG, basedwhich both parties would have to work
together. Hence, the informal control level did sofficiently fit the increased level of risks,

so that continuing operational difficulties coulel foreseen.
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Indeed, despite improved VCG access to SAG’s slomp, fSAG’s performance never
was poorer. Especially the interim plant managendd out to prefer addressing symptoms
with technical solutions instead of investigatinguses together with VCG. This even
worsened certain operational issues. Consequealdy this plant manager quickly lost
VCG'’s trust and left, leaving the VCG-SAG relatiastray once again.

Period 5 (January 2005 — March 2005)

However this time, Mr X acted differently by choogiand promoting a plant manager
himself, in particular Mr Y, who VCG knew very welBecause of his outstanding
relationship with VCG, he started with high levas trust and VCG back-up in putting
pressure on Supplier Automotive. In addition, hianaging attitude fitted VCG’s goal of
tackling problem causes instead of symptoms in@@nand collaborative way. In terms of
management controls, VCG increased the level aft tamd social pressure by installing a
plant manager in which the starting levels of thesstrols would be sufficiently high to fit
the MSR'’s risks. First, VCG reinstalled contracttalst, because the manufacturer was
confident Mr Y would not make promises that he donbt keep. Second, VCG knew he
would openly communicate problems, prohibiting Hinam keeping promises made, because
he had never acted opportunistically before. ThGG was familiar with Mr Y’s
management style and desire to look for problemsesu which contributed to their
competence trust. Although he had to prove thi® tgptrust during the first period of his
appointment, joint problem solving was a genuingués with previous plant managers,
contributing to the inability to create a turnardufrourth, Mr Y was more aware of SAG’s
impact on VCG production and more familiar with V@®rms and values than previous
plant managers. Many years of experience, a pdrselagionship with VCG managers (e.g.
Mr X) and a good reputation made Mr Y sensitive dot¢ social pressure. Moreover, the
STVC now played a role of importance as well. Ryasly, the STVC did not informally
control SAG’s plant managers. The first one way @eint on secondment and did not engage
in STVC meetings, while the second one was too giecutrying to restructure SAG and not
interested due to his temporary statute. Mr Y, hawealready consistently participated in
overall STVC meetings and chaired the IT workgrdugter, this engagement even increased,
when he accepted the role of STVC chairman. That, wee STVC contributed to VCG’s
trust in Mr Y, and vice versa, and increased sopialssure of both VCG and other JIS
suppliers, to whom the STVC made Mr Y feel largedgponsible. These heightened informal
controls fitted the high risks for the first timacaformed the reason to deliberately choose Mr

Y. Hence, the framework predicted performance tprowe, which it rapidly did. Within
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months of Mr Y’s appointment and much quicker ttzaryone could have imagined, SAG
realised a considerable turnaround.
Period 6 (April 2005 - ...)

Consequently, VCG rapidly cut back formal contrdis.fact, SAG was already de-
escalated to step one of the escalating activiffesedure one month after Mr Y actually
started. In other words, VCG lowered all extra fatmmontrols from the moment SAG showed
substantial improvements, building sufficient cotepee trust. Hence, formal controls were
put back to basic supplier controls resemblinggéeod 2000-2003; yet slightly extended, as
VCG continued registering line stop minutes (i.amier of minutes that a supplier causes
stoppage of the VCG assembly line) and dropped @¢asnumber of cars dropped from
VCG’s line planning, because a supplier is unablddliver the requested part), reiterated the
penalty system and kept supplier outcome and bebafollow-up more frequent due to the
new production environment. The level of informahtrol, however, was many times higher,
with high levels of trust building and social preigs As VCG used this combined MCS to
govern risks in the new production situation, SA&ained its outstanding performance
already one year later. This good result was reften the awarding of lost certificates like
the Q1 Award.

Dynamics of the fit-performance association

The within period comparisons of the degree ofafitd level of performance in
previous case analysis provide considerable evalehthestatic association between degree
of fit and operational performance. In 2004, SAGggled after starting module production
and delivery for two new extra Volvo models. As VEGVCS no longer fitted SAG’s
heightened risks, the MCS aggravated performarcéha operational difficulties seriously
escalated. As a result, VCG changed the MCS ddsigards a design fitting the level of
risks. Supported by the new contingency fit, operatl performance rapidly picked up.
Therefore, we conclude that this case effectivibdistrates our static proposition concerning
the fit-performance assumption, underlying previinter-organizational MCS studies like
Dekker (2004). That way, we support earlier findirgf Ittner et al. (1999) and Anderson &
Dekker (2005), stipulating that a MCS fit on sifoatl characteristics benefits performance.

Nevertheless, the between period comparisons oflangitudinal data refine their
findings with respect to thelynamics of the fit-performance association. Operational
difficulties followed a MCS misfit resulting from changed contingenciebjle operational

improvementnly set inwhenthe MCS fitted the new situation. Furthermore, ¢welution
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from MCS misfit to MCS fit didnot occurimmediately It took VCG several attempts to

achieve the appropriate level of management corelarly, only investigating the MCS, its

influencing contingencies and performance in peyiode and six would not deliver these
results. The longitudinal data on several periods/ide evidence on the actual dynamics
behind the fit-performance association, which offer following interesting insights.

First, the case shows the importance of informahagament control in governing
MSRs. Although MSRs are more formal than procurdnae R&D relations previously
studied (e.g. Cooper & Slagmulder, 2004; Dekkef42Xajuter & Kulmala, 2005), we find
that VCG’s SAG MCS consists of a combination ofnfaf and informal controls, of which
the informal trust building and social pressurey@a important role. Without these informal
controls fitting the MSR'’s risks, SAG’s operationmdrformance did not improve. If informal
controls were unnecessary, VCG'’s increased levédrofial controls should have been able to
deal with the operational snags, as they were asee to fit the heightened risks and worked
properly. More specifically, the extra formal caig effectively detected poor SAG
performance with respect to product quality andrafenal processes. Yet, these controls
appeared unable to overcome the operational difiésy given the absence of sufficient trust
building and social pressure possibilities. Thigimal control appeared to be needed to
create a turnaround. By choosing Mr Y as new plamainager, the VCG-SAG relation
instantly regained high trust and lots of soci@gsure. Both parties agree that without this
reinstatement of high informal control, performamgeuld not have picked up; or at least not
that quickly™

Second, the case shows the impact of interactingagers and their personal relation
on performance, and the way in which VCG used #wsreness to its benefit. When the
contingencies changed, the VCG-SAG relation wasagea by a young inexperienced VCG
engineer and an unsuitable SAG plant manager. TE& \éngineer barely knew SAG
managers and had little experience with handlingrational problems. The plant manager
did not respond to VCG’s open collaborative appho&e search for problem causes and
showed little involvement.

9 Another reason for the amelioration of the SAGmymight have been the learning curve. After sgling to manufacture and deliver a
new type of module for more than one year, SAG trigially have learned enough about its new pradacénvironment, at the time Mr Y
took over. Our data indicate that such learningatf definitely played a role in coping with staptissues and improving performance at all
VCG suppliers. Nevertheless, both VCG and SAG mersagonfirm that SAG suffered bigger problems ftoreger period of time than
similar high value-added just-in-sequence suppliareover, all interviewees agree that withoutdpgointment of Mr Y, these difficulties

would have disturbed SAG supply much longer.
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To revive operational performance, both men weptaced; the first one by Mr X and
the second one by Mr Y. Only from that point in ¢ininteracting managers shared a well
established personal relation, so that informaltrods were sufficiently high to effectively
cope with the increased risks. In addition, theecahows specific ways in which the
manufacturer informally controls these relationsrst- VCG utilizes trust building
mechanisms, like assisting suppliers with diffidt to build competence trust and
continuously sharing VCG norms and values to bgdddwill trust. Second, the STVC aims
at building trust by means of one common goal fbdI& suppliers, joint decision taking and
joint problem solving. In addition, severe opematibsnags are reported on the STVC, so that
social pressure is extended to all JIS suppliessipty affected by the snag. Yet, to be
susceptible to social pressure, the plant managst be sufficiently involved with VCG and
the STVC. At SAG, this had never been the caséhaoVCG managers took the opportunity
to choose a plant manager themselves. That way, W@@agement displayed a remarkable
third way of building personal relations, namabtively and deliberatelinfluencing supplier
decision making to install a plant manger of tleioice. With Mr Y, VCG chose a manager
with many years of experience and STVC involvememip provided a good starting relation
with instantly high trust that only grew during hisstructuring. This leap of trust shows that
trust not always has to be built up gradually. tdidon, Mr Y was susceptible to social
pressure because of his personal relation with \f@&hagers, good reputation and active
involvement in the STVC. That way, our sequencdysisof the events contradicts that all
credit for the successful revival of SAG was atitdble to Mr Y. Instead, we conclude that
VCG created an adequate environment for the tuumakdy specifically choosing Mr Y and
instantly installing an informal control level théitted the new situation. That way, this
important change in the MCS substantially contelouio SAG’s performance resurrection.

Third, the case reveals that VCG's reliance onrimfa controls, in particular trust
building, also has a down side. Because of the etemge trust, VCG was surprised when
severe performance problems arose. Consequerglynémufacturer lost time by responding
slowly in building up extra formal controls and ledloratively working on counter measures.
Yet, this gradual formal control increase is staddarocedure, structured via the escalating
activities procedure. In that respect, VCG actuadlgponded relatively fast by immediately
escalating the supplier to step four. Also Mr X vgasckly assigned to SAG. Still, VCG lost
valuable time because of the informal controls.plrticular, VCG managers were not
sufficiently aware of the fact that they needetiegghten informal control to fit the high risks

by reinstalling sufficient trust andnstalling social pressure. Despite VCG emphasising the
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reliance on personal relations and informal contray ignored this part of their MCS during
SAG’s problem escalation. Consequently, they neégedunsuccessful attempts, before they
effectively increased informal control on SAG via plant manager. Therefore, this case
demonstrates that reliance on informal control meguthe manufacturer to be well aware of
its use, especially in times of important chandetherwise, the importance of increasing
informal control will be underestimated, either wheontingencies drastically heighten risks
or when the supplier damages trust by making eooeting opportunistically. Furthermore,
this awareness needs to be present at all lev&€6f and SAG management interacting with
each other. Only that way, informal control, esplgitrust, will not result in time losses
when difficulties arise.

Dynamic relation between trust and formal control

Our longitudinal case data offer the possibilityriake another important contribution,
regarding the dynamic relation between trust amcth&b control, on which further research
has been called for (Anderson & Dekker, 2005; vanMeer-Kooistra & Vosselman, 2006).
In particular, the question is whether trust anani@ control are complements or substitutes.
The complementary relation renders trust and focoatrols additively related, which means
that any increase of trust or formal control raites level of management control (Dekker,
2004). This way, more formal controls amelioratestr both by lowering the level of risk
(Poppo & Zenger, 2002) and by creating an objedti@eework for assessing each party’s
performance and behaviour (Das & Teng, 1998). Gowtrthe substitutive relationship
implies that trust and formal control are inversediated, so that more trust is associated with
less formal control and vice versa (Dekker, 200#}his view, more trust reduces risk, which
subsequently decreases the need for formal cof@tules & McMackin, 1996). Moreover,
formal control signals a lack of trust and subsetjyeleteriorates trust (Das & Teng, 1998).
As it is argued that the ambiguity concerning badws relates to relation dynamics (Van den
Abbeele, 2006), we believe longitudinal data arestrsuited to shed more light on this
relation. As VCG’s SAG MCS contains both formal ttohand trust building techniques, of
which trust is the outcome, this MSR offers thegiuifity to effectively study their relation.

The case findings indicate that the relation is plementary and substitutive at the
same time, depending on the level of formal contholparticular, trust and basic formal
control act as complements. Basic formal contrééreeto VCG's continuous outcome and
behaviour control, like monitoring PPM rate anditing suppliers on a regular basis,

irrespective of the level of trust in the suppberthe supplier’'s operational performance.
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It is the type of formal control that is exercisender all circumstances. Evidence on
the complementary relation of basic formal contold trust follows from VCG’'s MCS,
which contains both control types to govern SAGemiods of good performance. Both VCG
and SAG indicate that controlling the MSR is impblkes with either only formal control or
trust. Moreover, the basic formal control contrémito building competence and goodwill
trust by making good operational performance moaasparent and allowing operational
snags to be handled collaboratively in all openn¥ss at the same time, trust substitutes for
extra formal controls, which are set up on top asib formal control. Evidence of this
relation, however, only results from analyzing therformance decrease. Indeed, only
studying MCS dynamics in the period 2004-2005 Jigea that when VCG's trust in SAG
deteriorated, extra formal controls were put incplaon top of basic formal control.
Oppositely, regained trust made VCG loosen fornoatrol by cutting back extra control and
falling back on basic control only.

Yet, the timing of lowering extra formal control tmiantially differed from the
building up. In particular, VCG built up extra foaincontrol gradually and stepwise via the
escalating activities procedure. When SAG’s perBoroe did not improve after a few
months, the supplier was escalated to a next stepsabjected to more formal control.
Opposite to this stepwise increase, the loweringerfra formal controls took place
immediately, as SAG was reset to step one oncé sufficiently heightened. When trust
reached the threshold level again, due to pronkeps improving performance and supplier
openness, all extra formal controls were quicklywdeoed; at least much quicker than their
stepwise increase. The reason for this substituélaion is clear. Trust is much cheaper than
extra formal control in transaction cost terms (Kerk 2004); at least in this case, in which it
is instantly created via Mr Y. Based on trust, V@&d SAG can work together without
relying on extra formalisation both in daily opéoagl interaction and in problem situations.
Especially in case of solving single operationaags) trust helps by leaving out formal
investigations regarding problem responsibilitystéad, VCG and SAG are confident each
party openly communicates, does everything in @&qr to solve the problem and actually

succeeds; a conviction encompassing all three typeast.
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Thus, contrary to previous studies, we find formaintrols and trust to be
complements (e.g. Poppo & Zenger, 20889 substitutes (e.g. Chiles & McMackin, 1996) at
the same time. This finding seems to corresporiflém Woolthuis et al. (2005), who argue
that trust and formal control, in particular cootsa can be both complements and substitutes,
“depending on the intentions with which contraats drawn up and used” (Klein Woolthuis
et al., 2005, p. 834). In particular, these auttimig contracts either extensively emphasizing
safeguarding clauses to protect partners or clspegifying goals to coordinate the IOR. Yet,
while Klein Woolthuis et al. (2005) find differerglations between trust and formal control in
different IORs, we find trust and formal controllde both complements and substitutes within
the same IOR, similar to Dekker (2004) and Van Abheele (2006). Indeed, Dekker (2004)
suggests that formal control is complementary akficial to trust, until a certain threshold
of formal control is reached. When the formal cohtevel is sufficiently high to govern the
IOR, trust substitutes formal control (Dekker, 2p04Iso Van den Abbeele’s (2006) survey
data regarding IT sourcing shows a complementdayioa in the early stages of the IOR and
a substitutive one in the later stages.

Nevertheless, by finding both relations at the sdaime, we refine the findings of
Dekker (2004) and Van den Abbeele (2006). It mestlbar that our case concerns one of the
later stages of the MSR, namely the manufacturimgsp. In this phase, however, trust and
formal control are not only substitutes, but alsmnplements. In particular, the substitutive
relation regards extra formal controls, which ardyanstalled above a threshold of basic
formal controls, when trust deteriorates below thiseshold. These basic formal controls
complement trust at all times and forms a necedtami to support an efficient build-up and
functioning of trust, while at the same time thegance of trust reduces the need for extra
formal control (cf van der Meer-Kooistra & Vosseim&004). The latter conclusion follows
from the absence of extra formal controls whenttisikigh, and the lowering of extra formal
control when trust is built up. Obviously, providisuch findings was only possible by means
of the longitudinal data, which offered a great agpnity to shed more light on MCS
dynamics. That way, our findings support that tbenplementary-substitutive ambiguity in

earlier studies might be the result of neglecthmese dynamics (Van den Abbeele, 2006).
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CONCLUSION

This paper contributes to the inter-organizatiomalnagement control literature by
studying the association between appropriate MG®ddi.e. a MCS fitting the MSR’s level
of contingencies and risks) and performance. AlghoMCSs are found to be contingent in
several types of IORs, this research field hassadficiently addressed the association with
performance, which is most important in contingertbgory assuming a contingency
approach to fit instead of a congruence approatthoAgh some studies provide theoretical
models incorporating the fit-performance associaije.g. Kajuter & Kulmala, 2005), most
research only assumes this association to hold (Kiaga & van der Meer-Kooistra, 2007).
To our knowledge, only Ittner et al. (1999) and Arsbn & Dekker (2005) study the impact
of a contingency fitted MCS on performance. Yegsth papers indicate two limitations
following their survey research, namely the limited scope of the MCS #med study of
average practice only. As a resultcasestudy is proposed to be a more powerful tool to
investigate the impact of MCS fit on performand&n@r et al., 1999; Dekker, 2004).

To illustrate the validity and refine the dynamifsthis association in practice, we
studied a supplier relation in the manufacturinggehof the supply chain, which is relatively
under-explored in the inter-organizational managemeontrol literature (Cooper &
Slagmulder, 2004; Langfield-Smith & Smith, 2003;a8nell et al., 2000). In particular, we
looked at the relation between a Volvo Cars fac{fCG) and a high value-added just-in-
sequence module supplier facility (SAG) in the auttive industry, which is characterized by
competitive pressure and continuous improvementr(&#&g, 1995). To that end, we refined
existing management control theory for MSRs by psipg a theoretical contingency
framework from the position of the manufacturer,ickhincludes the dynamic association
between degree of MCS fit on contingencies andsyiakd operational performance. The real
contribution of our case study follows from its ¢mudinal design, because this design
allowed effectively exploring the impact of fit grerformance in the course of time by the
sequence of events and to refine current undetisigqad the fit-performance association. For
that reason, we focus our attention on a changi®RMuvith fluctuating performance. The
theoretical proposition is that if a supplier isapable of dealing with changed contingencies,
a misfitted MCStemporarily aggravates performancentil the MCS ischangedtowards a
design fitting the changed contingencies and rakd therefore contributing to performance
(Kamminga & van der Meer-Kooistra, 2007; van Vedrkf 2006).
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Our longitudinal data, which are structured aneérnmteted by means of the temporal
bracketing and variance methods (Rowe et al., 2q08yide substantial evidence supporting
this proposition. In 2004, SAG struggled to perfoafter starting module production and
delivery for two new extra Volvo models. As VCG'SO8 no longer fitted SAG’s heightened
risks and operational difficulties seriously estada VCG changed the MCS towards a design
fitting the level of risks, which contributed toethrevival of operational performance. That
way, our case confirms and refines previous finglinglttner et al. (1999) and Anderson &
Dekker (2005). Furthermore, our case demonstréwesnportance of informal control on
supplier management, as formal controls appearableno overcome operational difficulties
and a turnaround only set in when informal contvadgse sufficiently installed. In that respect,
the case also shows the active role of VCG in déstabg trust building and social pressure
by choosing a suitable SAG plant manager. VCG becaware of the impact of interacting
managers and their personal relation on performanceused this awareness to its benefit.
Especially the creation of a leap of trust, whiblbws that trust not always has to be built up
gradually, marks VCG’s approach in that respectvedibeless, the case reveals that high
reliance on informal controls, in particular trdmtilding, also has a down side. When trust
decreases, time can be lost by responding slowlyuiiding up extra formal controls and
collaboratively working on reinstalling sufficiemust. Hence, relying on informal controls
requires the manufacturer to be well aware of $&s. Wtherwise, the importance of increasing
informal control will be underestimated in caséheightened risks or damaged trust.

An additional contribution of this paper concerhs tdynamic relation between formal
control and trust. Our longitudinal data suggeat tormal control and trust are complements
and substitutes at the same time, depending olete¢ of formal control. In particular, trust
and basic formal control are complements, whilstteind extra formal control are substitutes.
In the VCG-SAG case, this relation becomes visilylaneans of the MCS and the escalating
activities procedure adding extra controls to the M Compared to prior research, this result
contradicts earlier findings of Chiles & McMackii996) (substitutes), Poppo & Zenger
(2002) (complements) and Klein Woolthuis et al.q20(either complements or substitutes,
but not in one IOR). In addition, our result reBrt@e findings of Dekker (2004) and Van den
Abbeele (2006) by showing that trust and formaltcmrare both complements and substitutes
in one IOR at the same time of the relation lifeley Furthermore, our data indicate a timing
difference in the substitutive relation. The builgliup of extra formal control proceeds

gradually, while the lowering happens almost imratsly.
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That way, our findings support that the complemensaibstitutive ambiguity in the
literature might be the result of earlier studieglecting MCS dynamics (Van den Abbeele,
2006).

A final contribution of this paper lies in its spféc focus on a changing MSR with
fluctuating performance, contrary to the curretérture, which seems to under-value in-
depth research into poor performance by primartlydging success instead of failure.
Obviously, we can learn a lot from studying goodf@enance, but we believe we can learn
even more from looking into operational difficulieNevertheless, we acknowledge the issue
seriously hampering this kind of research, namehdifig access to study operational
difficulties and obtaining permission to publishetinesults (Kamminga & van der Meer-
Kooistra, 2007). Naturally, there exist some waysovercome these difficulties, such as
researching rather old cases, exclusively relyimg@&cond hand data and disguising company
names, so that confidentiality becomes less obame (cf Klein Woolthuis et al., 2005). Yet,
that kind of data reduces a study’s internal vajidTherefore, first hand data of a more recent
IOR, not requiring full company disguising, ardlgtreferable. Due to VCG’s openness and
desire to learn, and our emphasis on researchse#tmd confidentiality, we were able to
gather that kind of data for this paper.

Although the case study method was specificallysehofor its methodological
qualities for studying the dynamics of an extendd@S, we acknowledge that studying only
one MSR hampers generalizing our findings. For gplamwe have no idea to what extent
manufactures without a supplier team, which pravidiee opportunity to build personal
relations with supplier managers, are able to chaagpplier managers to their advantage.
Similarly, we do not exactly know to what exteng tlearning curve impacted the turnaround
of SAG performance or to what extent the prior $ygpain phases of procurement and R&D
impact the VCG-SAG relation during manufacturingtythese limitations immediately offer
a first avenue for future research, which could pare our findings to other MSRs between
other companies, both in the automotive industrd athers like consumer electronics.
Especially the role of informal controls and peldorelations between interacting managers
are worth further study.

A second avenue for further research might be sigdea real-time longitudinal case
study, instead of a retrospective case like in gaper. Although finding access to study
contingency changes, MCS dynamics and potentialatipeal difficulties at the moment of
occurrence will probably be a big challenge, theaatihge is clear. Real-time data, especially

from interviews, are more accurate. Although owdgts data came from both VCG and
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supplier managers, and were triangulated with perdoce data, we admit that managers’
opinions on events were probably biased two yefies the events occurred. Moreover, the
retrospective research design prohibited us fromrwewing the initial SAG managers, so
that their perceptions on the events were not abigl A real-time study could cope with
these limitations.

A third avenue for future research could invesgdactors that contribute to the speed
of MCS change, so that temporary misfits due tonghry circumstances are less likely to
occur (van Veen-Dirks, 2006). For example, our ygtag@monstrated the contribution of
SAG’s mother company on the escalation of operatiafifficulties. Because Supplier
Automotive used a low profile approach, SAG recdiveo little support both during the
project phase and during the gradual escalatigpedbrmance. Only when VCG demanded
active involvement, the mother company took actind offered assistance. Consequently, we
could assume that a more involved mother companydvoenefit the fit between MCS and
risks and that way also operational performanceid®s supplier culture, relationship length
is another unaddressed variable, possibly posjtiviluencing MCS fit. As both resembling
organizational culture and relationship length ateady proposed to be influential in
outsourcing decisions (van der Meer-Kooistra & \é@hsmn, 2000) and strategic alliances
(Dekker, 2004), a study comparing different MSRaldshed more light on the influence of
these factors.
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FIGURE 2.1

Theoretical contingency framework for MCS design ad the impact on operational

performance of MSRs
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Interview data summary

TABLE 2.1

Quality Manager

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 2 63; 10/02/2006; 29/05/200¢
Logistic Engineering Manager 1 68 10/02/2006
Supplier Support & Purchasing Manager 2 92; 95 02/2006; 18/04/2006
Material Planning Manager 1 73 15/02/2006
Supplier Quality Assurance Manager 2 44; 96 12602%; 29/05/2006
Human Resource Manager 1 50 15/02/2006
Finance Manager 1 47 15/02/2006
IT Manager 1 67 13/03/2006
SAG Plant Manager 2 106; 74 13/03/2006; 18/04/2006
Human Resource Manager 1 51 29/03/2006
2 125; 121 29/03/2006; 18/07/2007
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VCG-SAG MCS fit and operational performance over tme

FIGURE 2.2

<
S
3 S 5 8 S
> > < £ > 8 2
© © =) o T = ©
2 2 > a 2 = 2
& & ER s < 5
| "’ Time (Month/Y ear) |
Contingencies
Task uncertainty Medium High High High High High
Task interdependence Medium High High High High High
Environmental uncertainty Medium High High High High High
Reational stability aim Medium High High High High High
Risks Medium High High High High High
Management control system
Formal control Basic Basic Basic Basic Basic Extended basic
& & &
extra extra extra
Informal control Medium Medium Low Insufficient? Leap?t High
due to due to
new interim new
plant familiar
manager plant
manager
Degree of fit Fit Misfit Misfit Misfit Fit Fit
Operational performance
Subjective performance change ! ! l 1 1
Objective performance High Low Low Low Low High
0

Performance
(Average PPM)
&
o

600

49



