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1 Thesis background and research structure

1

1.1 Introduction
This introductory chapter aims at providing an overview of the general purpose of this
dissertation. In detail, this research is concerned with global sourcing and its
implications on the performance of the purchasing function. In this context, global
sourcing is investigated under a social capital lens, as well as under a competitive
dynamics perspective. After disclosing the motivation to conduct the research at
hand, the research focus and the respective research objectives are discussed.
Finally, the research approach and the structure of the thesis are explained, allowing
the reader to follow the storyline of this cumulative dissertation project.

1.2 Research motivation
In recent years, global sourcing has become increasingly popular in scientific
literature, as well as in the management departments of many companies (Schiele et
al., 2011a, Steinle and Schiele, 2008, Trent and Monczka, 2003b). The reasons why
companies engage in global sourcing activities are indeed complex but can be
divided into different categories. Following Schiele et al. (2011a), it is argued that the
majority of multinational firms pursue global sourcing strategies in order to achieve
cost reductions, to gain access to highly innovative products, to facilitate sales
activities in the sourcing region, as well as due to isomorphism.
Assuming that the pursuit of cost savings is the most prominent reason for global
sourcing and grounded in the idea that some supply markets possess resources that
others do not, buying organisations aim at cost saving potentials stemming from
these factor cost differences (Schiele et al., 2011a, Kogut, 1985). Put in another way,
there are situations, in which capital is relatively cheap in certain regions, whereas
there are also countries where labour is less costly as compared to other places.
Western industrialised countries rather fit to the image of cheap capital, whereas lowcost countries rather provide labour at low cost (Kogut, 1985).
The approach to benefit from different price levels is not new (Kogut, 1985), but still
up to date. On the one hand, this is reflected in the fact that there is a growing
number of scientific publications dealing with global sourcing. On the other hand, it
can be observed that more and more companies engage in global sourcing (Horn et
al., 2013).
In the context of this research project, global sourcing covers “(…) the purchasing of
goods outside the geographical area to which the [focal] company belongs” (Golini
and Kalchschmidt, 2011, p. 86). Being aware that the terms that describe crossborder sourcing activities should be used carefully, it should be acknowledged that
global sourcing is an umbrella term for all of these activities (Schiele et al., 2011a,
Lockström, 2007).
The increased scientific and managerial interest has led to a distorted image of
global sourcing, caused by unrealistic high expectations concerning the involved
saving potentials (Horn et al., 2013). However, recently it has been controversially
discussed whether global sourcing actually leads to the intended cost savings. The
results of prior studies remain somewhat inconsistent, reporting cost reduction effects
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ranging from significant savings to even negative effects (Schiele et al., 2011a, Horn
et al., 2013).

1.3 Research topic and research objectives
Based on the elaborations presented in the previous section, the main purpose of the
dissertation at hand is to contribute to the clarification of the ambiguous role of global
sourcing and how global sourcing relates to purchasing performance. As a
consequence, this research aims at investigating the following central question:
How can buying organisations use global sourcing as a means to successfully
improve their purchasing performance?
Initially, it is explored whether the closeness of buyer-supplier relationships affects
global sourcing performance (chapter 2). In detail, integration and the accumulation
of social capital are expected to improve global sourcing performance. However,
given the fact that a company’s resources for buyer-supplier relationships are limited,
these kinds of close cooperative relationships cannot be established with all
suppliers. If there are healthy competitive forces in the supply market, also more
transactional relationships could be suitable. Thus, in chapter 3, a tool for an
assessment of the intensity of competition is developed. After being able to evaluate
competitive pressure, it is investigated whether increased competitive pressure leads
to price reductions, potentially improving the sourcing performance of the buying
organisation (chapter 4). Arguing that a high intensity of competition can increase the
purchasing performance, it is examined whether global sourcing can increase the
rivalry within domestic supply markets (chapter 5). In this context, chapter 6 is
concerned with the persistency of competition-increasing global sourcing effects.
The following section discloses the research objectives as well as the applied
methodological approaches of this dissertation.
1.3.1 Integration and global sourcing success: a social capital perspective
As stated in section 1.2 there is not yet a clear and consistent picture of global
sourcing within the literature. Whereas some studies present evidence that global
sourcing leads to cost savings due to factor cost differences, there are also studies
that do not find evidence for cost-reducing global sourcing effects (Schiele et al.,
2011a). In detail, Horn et al. (2013) argue that global sourcing indeed often promises
magnificent contracted savings, but the actually realised savings regularly do not
meet the expectations. In contrast, failed global sourcing projects might even cause
expensive back sourcing initiatives. Horn et al. (2013) state that the reasons for the
relative high failure rates of global sourcing can be divided into internal factors and
external factors. Accordingly, from an internal perspective, insufficient crossfunctional integration in combination with incongruent incentive systems can cause
project failure. From an external perspective, cultural differences as well as poor
calculations are argued to be the main reasons for unsatisfactory results.
Recently, in the field of purchasing and supply management, some researchers
recommend to engage in long-term strategic partnerships with suppliers in order to
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secure resources and commitment (Horn et al., 2014, Kalwani and Narayandas,
1995, Spekman, 1988). This might also be a promising path in a global sourcing
context. Thus, being aware of the impediments to successful global sourcing, in
chapter 2, the role of internal and external integration concerning global sourcing
success is investigated. Accordingly, in the context of this dissertation, the first
research objective is:
RO1: To clarify whether cooperative global sourcing approaches can be a means to
improve the purchasing performance.
As collaboration (internally as well as with external suppliers) is usually based on
social interaction, it was decided to rely on social capital theory as theoretical
framework for the research setting (Pagell, 2004, Krause et al., 2007, Lawson et al.,
2008). The underlying rationale is that integration involves social interaction in so far
as it forces partners to interact, to exchange information, and to form relationships
(Hughes and Perrons, 2011). In detail, social capital can be divided into three
dimensions: cognitive capital, structural capital, and relational capital (Nahapiet and
Ghoshal, 1998).
Accordingly, chapter 2, focuses on the interplay of internal and external integration in
conjunction with the accumulation of the three dimensions of social capital. In
general, a direct relationship between internal cross-functional integration and
external integration with suppliers is hypothesised. Within the buying organisation it is
hypothesised that structural and cognitive capital contribute to the accumulation of
relational capital, ultimately leading to successful internal integration. Further it is
expected that internal integration facilitates the build-up of external cognitive and
structural capital. Similar to the internal perspective, it is hypothesised that external
cognitive capital as well as external structural capital are positively related to external
relational capital, ultimately leading to external integration. Finally, it is argued that
external integration is conducive to global sourcing project success. Put in another
way, it is argued that the same capabilities that enable cross-functional integration
are also beneficial for external integration with suppliers. The close collaboration with
external suppliers in turn is assumed to increase global sourcing success.
The model is tested by means of a survey among 82 purchasers of a large European
automotive original equipment manufacturer (OEM). The data are analysed with
structural equation modelling procedures, using SmartPLS. The findings indicate that
internal integration is a precondition for external integration with suppliers, which
accordingly has a strong positive influence on global sourcing success. Surprisingly,
the direct relationship between internal and external integration is not significant,
indicating a mediating role of social capital within this relationship.
From a practitioner’s viewpoint, it can be concluded that successful integration
requires internal and external efforts. Within buyer-supplier relationships, specifically
the definition of mutual contact points between organisations enables successful
collaborative relationships, facilitating global sourcing success.
Even though the research at hand indicates that integration with global suppliers can
improve the purchasing performance, a company’s capacities for these intimate
relationships are limited. Maintaining strategic relationships between business
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partners usually requires considerable amounts of resources. Accordingly, for most
companies it might not be possible to engage in close relationships with all suppliers
(Bensaou, 1999).
Hence, in markets within healthy competitive environments, it is argued that rather
transactional arm’s-length relationships might be sufficient, since the supplier’s profit
margins are competed away. The underlying rationale of this argumentation is that
competition reduces prices and contributes to the purchasing performance of the
buying organisation. In this context, Forker and Stannack (2000, p. 37) state: (…)
before buyers rush to set up ‘partnerships’ with their suppliers, they should take a
candid look at the need for such intimate relationships”.
In spite of the fact that chapter 2 indicates that close collaborative relationships can
increase global sourcing success, it remains unclear how global sourcing affects the
performance of the purchasing function when close collaborations are not desired.
Hence, there is the need for a tool that facilitates an assessment of the competitive
intensity within supply markets (chapter 3). Such a tool can be applied in order to
assess the effect of competition on price reductions (chapter 4) and to evaluate
influence factors on the intensity of competition (chapter 5). Further, it can be
investigated whether these effects on competition are persistent over time or not
(chapter 6). These insights are likely to support purchasing managers in their
decision how to approach global sourcing projects.
1.3.2 Developing a method to assess competition in industrial markets
Since previous publications mainly proposed competition measurement methods that
are based on strict assumptions as well as data that are difficult to gather (Boone,
2001, Boone et al., 2007, Boone, 2008), these evaluations are lacking acceptance
among practitioners. In order to develop a measure that is more in step with actual
practice, in chapter 3, literature from the field of economics is framed for an
application in purchasing and supply management. By doing so, it paves the way for
exploring effects on competition within the supply market, stemming from global
sourcing (chapters 5 & 6). Therefore, the second research objective is:
RO2: To develop a feasible method for an assessment of the intensity of competition
in industrial business-to-business (B2B) markets.
Even though the topic of competition measurement is somewhat underrepresented in
the field of purchasing and supply management, literature from the field of economics
provides interesting insights. There is a considerable amount of publications
examining the interplay between competition and homogeneous product price
dispersion (see e.g. Clay et al., 2001, Borenstein and Rose, 1994, Gerardi and
Shapiro, 2009, Chandra and Tappata, 2011). In this context, homogeneous product
price dispersion refers to the phenomenon of “(…) firms in the same market selling
identical goods for different prices (at the same time)” (Lewis, 2008, p. 654).
Based on these studies from the field of economics, it is postulated that especially in
industrial markets, a relationship between price dispersion and the intensity of
competition is expected. In detail, it is argued the smaller the homogeneous product
price dispersion, the higher is the intensity of competition between suppliers. In order
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to calculate the price dispersion, it is recommended to determine the relative distance
between the best and the second best offer.
The most remarkable benefits of the proposed measurement method (see chapter 3)
are its robustness and its simplicity. The presented method does not require
information on the supplier’s profits or turnover. On the contrary, it is sufficient to
make use of the price information that the supplier provides anyway to the buying
organisation.
Once a suitable measure for competition is developed, global sourcing effects on
competitive pressure and on price reductions can be examined (chapters 4; 5; and
6).
1.3.3 Price-reducing effects of competitive pressure
Being able to assess the intensity of competition by means of analysing the price
dispersion between supplier quotations, subsequent studies can investigate influence
factors on competitive pressures and its implications for purchasing performance. In
this context, most scholars as well as practitioners implicitly assume that higher
competitive pressures are associated with price reductions, as the suppliers’ profit
margins are competed away (Campbell and Wilson, 1996, Lacoste, 2012, Choi and
Wu, 2009, Parker and Hartley, 1997). Hence, the third research objective is:
RO3: To explore how the intensity of competition between suppliers influences the
outcome of negotiation processes in industrial B2B markets.
Since not all purchased goods are strategic to the buying organisation but rather noncritical items with sufficient potential sources of supply, it might not be necessary for
industrial customers to engage in strategic partnerships with all of their suppliers
(Forker and Stannack, 2000, Kraljic, 1983, Wilhelm, 2011). This is in line with the
assumption that close buyer-supplier relationships indeed can be successful but also
require relatively large amounts of resources, in order to maintain the relationship
(Goffin et al., 2006).
In contrast, there are also studies arguing that rather adversarial relationships can
result in satisfying outcomes for both parties involved (Forker and Stannack, 2000).
However, from the perspective of the purchasing function, specifically the achieved
price reductions in negotiations with suppliers are of interest (Schiele et al., 2011a,
Schiele, 2007). As a consequence, it is investigated how the development of
competitive pressure over the course of the negotiation process is related to price
reductions.
Specifically, a set of secondary sourcing data, representing more than 500 unique
sourcing situations, is obtained from an automotive OEM. The data cover
negotiations from the years 2012 / 2013 and are analysed by means of nonparametric tests using SPSS. From a theoretical viewpoint, a competitive dynamics
perspective is applied (Chen and Miller, 2012).
The results reveal a positive and statistically significant correlation between the
increase of competitive pressure during the negotiation process and the achieved
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price reductions. Further, the data indicate that the participation of low-cost country
suppliers and the number of suppliers involved are statistically significantly related to
price reductions as well as to the development of competitive pressure during the
sourcing process.
The main contribution of chapter 4 thus lies in the empirical demonstration that
increased competition can reduce price levels. As a consequence, the study can be
seen as a point of departure for future research, focusing on the factors that
determine the intensity of competition in order to improve the purchasing
performance.
1.3.4 Uncovering indirect, competition-increasing global sourcing effects
In the global sourcing literature, most studies focus on cost savings due to factor cost
differences. As mentioned above, recently it has been debated whether global
sourcing actually leads to the intended cost savings. It has been neglected to explore
whether global sourcing might also cause effects beyond direct cost savings, such as
the induction of competition in the domestic supply base (Steinle and Schiele, 2008).
For this reason, another research objective of this dissertation is:
RO4: To explore whether there is an indirect global sourcing effect, resulting in
increased competition in the supply base.
Taking into consideration a large set of international suppliers is likely to increase the
intensity of worldwide competition (Arnold, 1989). Put in another way, worldwide
competition could cause an erosion of the suppliers’ profit margins (Glen et al.,
2001). This is assumed to be particularly true in an international sourcing context,
since global sourcing usually takes place in a dynamic environment (Quintens et al.,
2006a). As a consequence, for chapter 5, the literature stream of competitive
dynamics is chosen as a theoretical framework (see e.g. Chen and Miller, 2012). The
central hypothesis of chapter 5 is that in price negotiations with low-cost country
supplier participation, the competitive pressure on domestic suppliers is significantly
higher than in price negotiations without low-cost country supplier participation.
As a method of choice, an extensive assessment of secondary data, obtained from
the sourcing department of a large European automotive OEM, is made.
Approximately 10,000 international sourcing situations are evaluated via a set of
ANOVA contrast tests in a cross-sectional panel design for five consecutive years.
The results indicate that in comparison to domestic sourcing, global sourcing does
not lead to significantly higher savings. Yet, the data suggest that there is an indirect
competition-increasing effect of global sourcing. In particular for new buying tasks
(initially negotiated items), it is observed that the consideration of global suppliers
enhances the intensity of competition in the domestic supply base.
From a theoretical perspective, chapter 5 indicates that there is an indirect detectable
effect of global sourcing. In contrast, from a practitioner’s perspective, it can be
concluded that the consideration of international suppliers from low-cost countries in
the negotiation process can improve the purchasing performance.
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1.3.5 The persistency of indirect, competition-increasing global sourcing
effects
As described in chapter 5, global sourcing activities can generate outcomes that go
beyond cost savings stemming from factor cost differences. In fact, global sourcing
could be used as a strategic tool in order to create competition between domestic
suppliers. Previous research argues that industrial customers often have a
preference for domestic suppliers (Wu and Zhang, 2014, Weber et al., 2010,
Bertrand and Mol, 2013). Accordingly, purchasers could use low-cost country
suppliers to induce competition, but source from a domestic supplier in order to
reduce the supply risk. As a consequence the fourth research objective is:
RO5: To investigate whether the indirect, competition-increasing global sourcing
effect is persistent over time.
Even though domestic suppliers can perceive increased competitive pressure due to
global sourcing activities, it remains unclear whether this indirect effect is persistent
over time or not. Literature on competitive dynamics indicates that the intensity of
competitive reactions depends upon the familiarity of the competitors (Chen et al.,
1992, Gnyawali and Madhavan, 2001, Jayachandran et al., 1999). Hence, it seems
to be reasonable to assume that traditional domestic suppliers just react once to
global competition and then get used to it. Consequently, in chapter 6, it is
hypothesised that domestic suppliers might adjust their competitive reactions, based
on their experience with low-cost country competition.
In order to test the hypotheses, an extensive secondary data analysis is conducted.
The data are obtained from the sourcing department of a large European automotive
OEM and cover more than 130,000 supplier quotations received between the years
2006 and 2014. As a theoretical framework, a competitive dynamics perspective is
applied.
The results indicate that the perceived competitive pressure of domestic suppliers
indeed statistically significantly decreases with growing experience in global
competition. However, the effect size is very small and also additional variables, such
as number of participants as well as the negotiated contract volume, influence the
competitive pressure. Thus, from a practitioners’ perspective, the findings point into
the direction that indirect competition-increasing global sourcing effects lose only a
small portion of their power over time. As such, it can be concluded that indirect
global sourcing effects are somewhat persistent over time.

1.4 Research approach and thesis structure
1.4.1 Research environment
The research at hand is mainly application-oriented. It is the outcome of three years
of collaboration between the University of Twente and a large European automotive
OEM. This automotive OEM is generally interested in supporting application-oriented
research projects. The scientific interest is reflected in the establishment of a
proprietary PhD program, allowing its employees to explore topics that are related to
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the company’s business objectives. In this context, cooperative partnerships with
various universities were built up.
Three years ago, another research project that dealt with global sourcing was
finished at the OEM in question. Yet, contrary to the expectations, the results
indicated that global sourcing is no panacea to generate cost savings. Rather, it was
argued that global sourcing can even lead to expensive back sourcing activities. This
was somewhat surprising, since global sourcing was an essential part of the OEM’s
procurement strategy. The volumes sourced from low-cost countries were steadily
increasing. Additionally, various international purchasing offices were created in
order to facilitate the detection and development of suppliers worldwide.
Still, the pursuit of global sourcing activities had various strategic reasons. In addition
to expected cost savings due to factor cost differences, also the access to new
technologies, improved sales opportunities in international markets, and the
increasing purchasing volumes were reasons for global sourcing. Accordingly,
international sourcing had become an important part of the purchasing function.
Since also almost all competitors engaged in global sourcing, the question occurred,
whether there might be indirect effects justifying the increased interest in low-cost
country sourcing. Thus, the OEM was specifically interested in two essential
questions: How can global sourcing projects become more successful? Are there
indirect global sourcing effects affecting the purchasing success of the buying
organisation? Also in the literature, these questions have been largely neglected. As
a consequence, this dissertation aims at applying scientific methods in order to find
answers to issues with a high practical relevance.
Since the research was mainly conducted at the OEM’s site, it was necessary to
identify opportunities to obtain feedback and input from the scientific community and
institutions. Therefore, pieces of this research have been presented and discussed at
different methodological workshops and conferences, as listed below:
 2012: 19th EurOMA Conference, Amsterdam (The Netherlands)
 2012: IPSERA Nodes Meeting, Twente Enschede (The Netherlands)
 2012: Autouni, Institut der Beschaffung, Research Colloquium, Wolfsburg
(Germany)
 2013: 18th IFPSM Summer School, Salzburg (Austria)
 2013: Autouni, Institut der Beschaffung, Research Colloquium, Wolfsburg
(Germany)
 2014: 23rd IPSERA Conference, Bosveld (South Africa)
 2014: 30th IMP Conference, Bordeaux (France)
 2014: IPSERA International Nodes Meeting - 10th Doctoral Workshop on
Purchasing and Supply Management, Bologna (Italy)
 2014: Autouni, Institut der Beschaffung, Research Symposium, Wolfsburg
(Germany)
 2014: Autouni, Institut der Beschaffung, Research Colloquium, Wolfsburg
(Germany)
 2015: 8th Scientific Symposium organised by the BME e.V., Würzburg
(Germany)

9

 2015: 24th IPSERA Conference, Amsterdam (The Netherlands)
 2015: 6th EDSI Conference, Taormina (Italy)
 2015: Autouni, Institut der Beschaffung, Research Colloquium, Wolfsburg
(Germany)

1.4.2 Methodology
The thesis at hand aims at clarifying the ambiguous picture of global sourcing. More
specifically, the main purposes are to identify opportunities to improve global
sourcing success and to investigate how global sourcing can influence the nature of
competition in a company’s supply base.
In chapter 2, research on integration and global sourcing success is presented. It is
shown that cooperative buyer-supplier relationships in international sourcing can be
quite successful. From a methodological perspective, a survey among 82
purchasers, working at the sourcing department of a large European automotive
OEM, has been conducted. The surveyed buyers were asked to evaluate their
experiences in former global sourcing projects. As the OEM needs diverse materials
and items for its production processes, the data gathered cover mainly the plastics,
metal, and electronics industry. The data are analysed through structured equation
modelling, using SmartPLS.
Chapter 3 is concerned with the derivation of a feasible measure for competition in
industrial B2B markets. The nature of the research is mainly conceptual. Insights
from the field of economics are framed for an application in a purchasing and supply
management context. In detail, studies on the relationship between price dispersion
and competition were analysed.
In the chapters 4, 5, and 6, the nature of indirect, competition-increasing global
sourcing effects is investigated. In order to test the hypotheses, a large set of
secondary data is gathered at the sourcing department of an automotive OEM. The
data predominantly are concerned with prices, sourcing volumes, and the origin of
suppliers. In order to analyse the data, ANOVA’s and contrast tests are executed as
well as a multiple linear regression and non-parametric correlation tests.
In summary, the dissertation at hand pursues an approach of methodological
triangulation in order to increase the credibility of the findings and conclusions
(Blumberg et al., 2008). In this context, quantitative approaches are combined with
qualitative research.
For investigating the relationship between integration and global sourcing success, it
has been relied on a solid foundation of literature. Hence, it was directly started to
gather and analyse the relevant data. In contrast, while researching indirect,
competition-increasing global sourcing effects, there was only a limited amount of
relevant literature available. As a consequence, a feasible measure for competition
had to be developed conceptually as a precondition for being able to assess the
effects of international sourcing on the competitive pressure in the domestic supply
base.
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1.4.3 Thesis outline
The thesis can be divided into five autonomous scientific papers (chapters 2; 3; 4; 5;
and 6), contributing to a coherent storyline on the influence of global sourcing on
purchasing performance. Thus, the present thesis represents the outcome of a
cumulative dissertation project.
In chapter 2, it is demonstrated that the integration and accumulation of social capital
with external suppliers can significantly increase the success of global sourcing
projects. However, as the establishment of long-term cooperative buyer-supplier
relationships is usually time-consuming and costly, a company’s capacities to engage
in these intimate relationships are limited. Put in another way, it might not be possible
(neither advisable) to engage in close relationships with all suppliers. It is argued that
in supply markets with healthy competitive forces, also a more transactional nature of
buyer-supplier relationships can result in satisfying outcomes (see e.g. Forker and
Stannack, 2000).
As a consequence, in chapter 3, a simple and feasible method to evaluate the
intensity of competition in the supply market is derived conceptually. To do so,
insights from the field of economics on homogeneous product price dispersion are
applied and framed for an application in the field of purchasing and supply
management.
Being able to assess the intensity of competition in the supply market, in chapter 4, it
is investigated whether the intensity of competition between suppliers is related to
lower price levels. The data indicate a statistically significant positive relationship
between the increase of competitive pressure during the negotiation process and the
achieved price reductions.
Having shown that competitive pressure can improve the purchasing performance, in
chapter 5, it is explored whether global sourcing activities can be used as a means to
increase competition in the domestic supply market. It is argued that the
consideration of suppliers from low-cost countries provokes competitive reactions of
domestic suppliers. This phenomenon is classified as an indirect global sourcing
effect.
Knowing that global sourcing can enhance competition between domestic suppliers,
in chapter 6, it is explored whether this effect is persistent over time. It was expected
that, with growing experience, domestic suppliers find a way to limit price competition
with low-cost country suppliers. Surprisingly, the data indicate that the indirect
competition-increasing effect of global sourcing is not a one-time novelty effect. The
effect is somewhat persistent over time.
The overall flow of research is presented in Figure 1.
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Figure 1: Flow of research

12

2 Integration and global sourcing success: a
social capital perspective
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2.1 Introduction
Following the idea of lower factor costs in certain supply markets, there seems to be
a strong consensus, in particular among practitioners, that international sourcing is
either inevitable and/or beneficial for firms (Schiele et al., 2011a, Steinle and Schiele,
2008, Kotabe and Mudambi, 2009, Nassimbeni, 2006). Global sourcing has been
called “an automatic expectation to respond to competition” (Carter et al., 2008, p.
225). However, previous findings concerning the results of global sourcing initiatives
are somewhat contradictory; they show effects that range from negative to neutral
(Kotabe and Omura, 1989, Murray et al., 1995, Schiele et al., 2011a) to 20 percent
savings (Petersen et al., 2000, Trent and Monczka, 2003b, Weber et al., 2010).
Some scholars argue that global sourcing is primarily a means of generating shortterm cost advantages on a unit price level (Petersen et al., 2000, Schiele et al.,
2011a), omitting a longer-term total cost perspective (Murray, 2001, Trent and
Monczka, 2003b, Holweg et al., 2011).
It has been argued that the success of global sourcing is based on the “worldwide
integration of engineering, operations, and procurement centers within the upstream
portion of a firm's supply chain” (Trent and Monczka, 2003b, p. 608). Thus,
organisations face the challenge of integrating their internal functions with the entire
supply chain (Pagell, 2004, Golini and Kalchschmidt, 2011). Apart from internal
integration, recent research has investigated the link between external supplier
integration and performance; the results suggest a positive effect of supplier
integration on the buying firm’s performance (Lawson et al., 2008, Leana and Pil,
2006, Zhao et al., 2011, Villena et al., 2011, Golini and Kalchschmidt, 2011) as well
as a positive effect in the global sourcing context (Zhao et al., 2011).
Dyadic success factors for global sourcing, such as external integration between
companies, have been widely researched, e.g., under a transaction cost economics
view (Kotabe, 1994, Murray et al., 1995, Murray, 2001, Schneider et al., 2013) or the
resource-based view (Espino-Rodríguez and Padrón-Robaina, 2006). This research
has employed case studies (Forza, 2009), surveys (Frohlich and Westbrook, 2001)
and simulations. However, despite a call for research from various scholars (Trent
and Monczka, 2003b, Weber et al., 2010, Petersen et al., 2000), the internal
prerequisites for a firm’s global sourcing success have been largely underresearched (Hartmann et al., 2008), although the importance of the integration of
various functions within the firm for knowledge transfer and cooperation, e.g., for new
product development (Kahn, 1996), make-or-buy decisions (Moses and Ahlstroem,
2009), and the general performance of the firm (Maltz and Kohli, 1996) has been
shown.
Previous studies have also explored the interplay of internal and external integration
in contexts such as product development (Koufteros et al., 2005) and general
corporate performance outcomes (Droge et al., 2004). The results of these studies
suggest that there may be a positive link between the two types of integration.
However, it has not yet been shown how the joint effects of internal and external
integration influence global sourcing success. Based on the prevailing literature, it
cannot be stated a priori that internal and external integration also contribute to
global sourcing success because global sourcing often incorporates special needs
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and particular firm characteristics (Trent and Monczka, 2003b, Trent and Monczka,
2005).
This research paper aims to demonstrate that global sourcing is more than simply a
set of tools designed to provide short-term cost savings. Specifically, the influence of
intensified integration efforts is of interest. At the core of this research is the question
of whether a high level of internal cross-functional integration contributes to a higher
level of external integration (Koufteros et al., 2005) in a global sourcing context.
Consequently, this work explores whether internal and external integration can serve
as antecedents for successful global sourcing.
Because integration usually involves various elements of social interaction (Rabbiosi
and Santangelo, 2013) and in line with prior research on integration in supply chain
management, social capital theory has been chosen as the theoretical framework of
the present research (Zhang and Huo, 2013, Krause et al., 2007, Villena et al.,
2011). This leads, finally, to the main research question: Are internal integration of
the functions within the buying firm and the accumulation of social capital
prerequisites for external supplier integration, ultimately leading to increased global
sourcing success?
The paper is structured as follows. After a brief literature review, our hypotheses
regarding the relationship between social capital and internal and external
integration, as well as the role of integration in the success of global sourcing are
presented. The chosen method of empirical analysis, which involves a sample of 82
global sourcing purchasing projects, is explained, and the results of our survey are
discussed. The paper concludes with a discussion of the limitations of the research
setting and some suggestions for further research.

2.2 Theoretical considerations
2.2.1 Global sourcing and the internal – external integration link
Since the 1990s, global business transactions have been growing considerably faster
than domestic economies (Bowersox and Calantone, 1998), and multinational
business has received increasing attention (Schiele et al., 2011a). The clear focus for
firms in traditional western purchasing markets has been shown to lie in the cost
saving aspects of global sourcing (Monczka and Giunipero, 1985, Alguire et al.,
1994, Spekman, 1991). While many terms, some of which have been precisely
defined and some of which have been used interchangeably, have been used to
describe global sourcing (Schiele et al., 2011a), the term “global sourcing” is herein
employed as an umbrella term for cross-border sourcing aiming at cost savings.
As suggested in the literature, integrated global sourcing activities are usually more
successful than sourcing activities that focus on arm’s-length transactions (Trent and
Monczka, 2003a, Trent and Monczka, 2003b, Horn et al., 2013, Pagell, 2004). As a
consequence, integration has recently received increased attention in the context of
operations management. In addition to pioneering publications such as that of Trent
and Monczka (2003b), which elaborates on integrated global sourcing, a growing
number of researchers have discussed the beneficial effects of internal integration
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(e.g. Pagell, 2004, Trautmann et al., 2009, Quintens et al., 2006a, Foerstl et al.,
2013) and external integration (e.g. Cousins and Menguc, 2006, Fabbe-Costes and
Jahre, 2007, Wiengarten et al., 2014, Das et al., 2006) on operational performance.
In contrast to publications that focus on internal cross-functional integration or on
integration with external supply chain members, there has been a shift to research
settings that examine both types of integration (e.g. Flynn et al., 2010, Kim, 2006,
Zhao et al., 2013, Droge et al., 2004, Koufteros et al., 2005, Wiengarten et al., 2014,
Yang et al., 2013). Nevertheless, despite the fact that the number of studies
addressing internal and external integration has increased considerably, the
proposed relationships among the effects and their moderators and mediators remain
undefined, and a well-developed suitable theoretical framework is lacking.
In the reviewed literature, Schoenherr and Swink (2012) provide evidence concerning
the moderating effect of internal integration on external integration, whereas Zhao et
al. (2011) show a moderating role of supplier integration in customer integration.
Gimenez and Ventura (2005) investigated Spanish companies and found evidence
for the existence of a positive relationship between internal integration of the logistics
function with the functions of other departments such as marketing and production
and with external inter-organisational integration. However, Gimenez and Ventura
(2005) assumed a bidirectional effect, meaning that internal integration facilitates
external integration and vice versa. In contrast, Schoenherr and Swink (2012)
emphasized the positive effect of internal integration on the relationship between
external integration and delivery/flexibility performance. Their work broadly supports
the findings of Droge et al. (2004), who analysed a sample of first-tier suppliers from
North American automotive OEMs. Their results indicate that “(…) the joint use of
external and internal integration has synergistic effects on firm performance
outcomes” (Droge et al., 2004, p. 570), implying that both types of integration
deserve managerial attention. Still, Droge et al. (2004) conclude that the effects of
interaction between internal and external integration has to a large extent been left
unnoted, calling for further research. In a more recent study, Zhao et al. (2011)
argued that external integration with market partners is positively influenced by
internal functional integration and relationship commitment.
The results cited above indicate that internal integration is likely to exert an influence
on external integration and on various measures of performance. However, the
relationship between internal and external integration in purchasing and the
mechanisms underlying this relationship are still ambiguous. In an attempt to close
this gap, the present paper focuses on the link between the two types of integration.
2.2.2 Social capital theory
Within a supply chain management context, the importance of integration is
emphasized in the literature (e.g. Pagell, 2004, Fabbe-Costes and Jahre, 2007,
Hamprecht et al., 2005). The view of the positive effects of integration is not limited to
an internal perspective (Pagell, 2004) but also covers external integration with
suppliers (Krause et al., 2007, Lawson et al., 2008). Because integration refers to the
process of interaction and collaboration to achieve mutually acceptable outcomes
(Pagell, 2004), a close linkage between social interaction and social capital and
integration is expected. The underlying idea is that buyer-supplier relationships
represent multi-organisation social processes in which the partners interact,
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exchange information, and form relationships based on interdependencies,
exchanges, and mutual problem-solving (Hughes and Perrons, 2011). The positive
conditions necessary for the exchange of such resources depend upon the
development of social capital within these relationships (Hughes and Perrons, 2011).
The concept of social capital has gained increasing attention in the last decade (Tsai
and Ghoshal, 1998, Krause et al., 2007, Lawson et al., 2008), and it has been
investigated in the context of relationships between individuals and organisations
(Tsai and Ghoshal, 1998, Ahuja, 2000, Tsai, 2000). Scholars within the supply chain
management field have also used this theory as a “theoretical lens” (e.g. Krause et
al., 2007, Lawson et al., 2008, Min et al., 2008). Despite these scientific efforts, the
understanding of social capital and its role in a firm’s value creation remains to a
large extent unclear (Hughes and Perrons, 2011). According to Coleman’s (1994)
broadly shared view, social capital covers any aspect of social structure that
facilitates the creation of value and supports the actions of individuals who belong to
the social structure under investigation (Seibert et al., 2001). Based on this
understanding, social capital can be defined as “the sum of the actual and potential
resources embedded within, available through, and derived from the network of
relationships possessed by an individual or social unit” (Nahapiet and Ghoshal, 1998,
p. 243). Put another way, the guiding idea of social capital is the recognition of
another’s goodwill towards a certain entity as a valuable resource (Adler and Kwon,
2002).
Nahapiet and Ghoshal (1998) identify and delineate three dimensions of social
capital, namely cognitive, structural and relational capital. The cognitive dimension
includes shared interpretations; these are comparable to codes or paradigms that
facilitate the understanding of the social system and its respective goals in terms of
norms, values, attitudes, and beliefs (Tsai and Ghoshal, 1998, Uphoff and
Wijayaratna, 2000). As emphasized by Inkpen and Tsang (2005), shared culture and
congruent goals are substantive dimensions of cognitive capital (Villena et al., 2011).
In this context, “shared culture refers to the degree to which norms of behavior
govern relationships, whereas congruent goals represent the degree to which parties
share a common understanding and approach to the achievement of common tasks
and outcomes” (Villena et al., 2011, p. 562). Hence, it can be expected that the
similarity of organisational cultures and also cultural differences on an individual level
influence the corporate success of alliances (Parkhe, 1993). The reasons for this
relationship are manifold. The reasons often mentioned are, among others,
constraints on undesirable behaviour in favour of collective interests (Coleman,
1994), improved harmony, and the reduction of opportunistic behaviour (Ouchi,
1980).
The common understanding of structural social capital is that of a certain pattern of
connections between entities, i.e., the connections an individual or an organisation
has and how these can be used (Burt, 1997, Villena et al., 2011). Hence, the
presence or absence of network ties between participants is an important facet of this
dimension (Nahapiet and Ghoshal, 1998). Depending on the structural configuration
of the pattern, valuable resources that can lead to competitive advantages (Barney,
1991) can be accessed. For this reason, closure and density within the social
structure are of primary interest because they facilitate the exchange of resources
(Zaheer and Bell, 2005). In addition, various scholars have suggested that partnering
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entities can foster the exchange of reliable and diverse information (Guido et al.,
2006, Koka and Prescott, 2002, Villena et al., 2011). As a result, particularly dense
structures are assumed to be beneficial insofar as they permit reception of the right
information at the right time (Zaheer and Bell, 2005). Another potential benefit of
dense relationship structures is that they make it possible to validate information and
therefore increase its reliability as well as its diversity (Chen et al., 2009, Villena et
al., 2011). For this reason, social capital theory argues that structural social capital is
a valuable resource both for relationships within organisations and for relationships
between them.
The relational dimension of social capital is ultimately based on the notion of
Granovetter and Swedberg (1992) concerning embeddedness and refers to the
relationships that people have developed with each other over time through
interactions (Nahapiet and Ghoshal, 1998). Thus, relational social capital reflects the
view that sources of competitive advantage can be based on relationships, extending
the boundaries of the resource-based view of the firm (Koufteros et al., 2010). In this
regard, the basis for learning and know-how transfer within a relationship is based on
mutual trust and interaction (Kale et al., 2000). Furthermore, because mutual trust
and commitment play a major role in the relational component (e.g. Lee and
Cavusgil, 2006), the relational dimension is delineated into trust and commitment. As
a result of relational capital, the risk of opportunistic behaviour as well as the possible
leakage of critical knowledge is reduced (Kale et al., 2000). Hence, relational capital
can improve corporate performance (Lawson et al., 2008).
It has been argued by scholars that there are certain relationships and dependencies
between the social capital dimensions (e.g. Carey et al., 2011, Nahapiet and
Ghoshal, 1998, Tsai and Ghoshal, 1998). To illustrate the associations between the
social capital dimensions, Tsai and Ghoshal (1998) state that structural capital may
stimulate the relational dimension of social capital. In this context, structural social
capital, which is represented by social interaction ties, might induce trust and
trustworthiness, leading to the accumulation of relational capital (Tsai and Ghoshal,
1998). This is reasonable assuming that trust between organisations or functions can
be seen as an agglomeration of trust between individuals (Kale et al., 2000). Hence,
this conclusion further supports the idea that individual social interaction ties
(structural capital) are positively related to the emergence of relational capital.
Similarly, the cognitive dimension of social capital can also be seen as an antecedent
of relational capital. Prior research has indicated that trust, as an essential ingredient
of relational capital, particularly emerges in relationships in which common goals and
values (cognitive capital) exist between the parties (Carey et al., 2011). Thus,
knowing about relevant norms and acting in accordance to them is likely to breed
trust between partners (Carey et al., 2011, Nahapiet and Ghoshal, 1998).
Taking all aspects into consideration, we conclude that social capital and its
respective dimensions (structural, relational, and cognitive) can be seen as beneficial
for an organisation’s performance. We take this as the point of departure from which
to investigate the applicability of the social capital theory in the domain of supply
chain integration. Furthermore, in line with Murray (2001), we assume that
companies that possess a higher level of external integration with suppliers in their
global sourcing activities are particularly successful. Similarly, internal integration is
expected to be indirectly beneficial for the performance of global sourcing
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organisations (Trautmann et al., 2009) due to the mediating role of social capital in
this relationship. Thus, we extend the research on integration and firm performance
(e.g. Schoenherr and Swink, 2012) by explicitly linking different forms of integration
to global sourcing success.
2.2.3 Hypotheses
Internal integration, also often called cross-functional integration, refers to “the
magnitude of interaction and communication, the level of information sharing, the
degree of coordination, and the extent of joint involvement across functions”
(Montoya-Weiss et al., 2001, p. 65). Cross-functional integration can be beneficial for
communication, interaction, information sharing and coordination between functions,
leading to a collaborative and interactive forum for different functions within a ﬁrm
(Kahn, 1996, Montoya-Weiss et al., 2001, Hirunyawipada et al., 2010, Cheng et al.,
2012). This collaborative environment is likely to be facilitated by the existence and
accumulation of social capital (Leana and Pil, 2006, Sparrowe et al., 2001).
For a deeper understanding of the roles of individual social capital dimensions and in
line with prior research, we argue that the development of relational capital within a
firm is fostered by the accumulation of cognitive and structural capital (Tsai and
Ghoshal, 1998, Carey et al., 2011). The rationale underlying this argument is that
common values and a shared vision may encourage the development of trust,
reducing tendencies to opportunistic behaviour (Panayides and Venus Lun, 2009)
and leading to the development of relational capital (Tsai and Ghoshal, 1998). Thus,
the availability of common cognitive capital, that is, the ability of participants to make
sense of their joint experiences, is seen as a precondition for the build-up of
relational capital (Nahapiet and Ghoshal, 1998, Carey et al., 2011).
Similarly, the network of relationships, which is labelled structural capital, permits a
flow of information and knowledge, paving the way for the benefits of relational
capital (Carey et al., 2011). Previous research has shown that trust stems from social
interaction ties, particularly those developed over time. This leads to the assumption
that structural capital is beneficial for the accumulation of relational capital (Tsai and
Ghoshal, 1998). To sum up, we assume that there is a positive relationship between
both cognitive and structural capital and the development of relational capital.
Relational capital, in turn, is likely to be positively related to successful internal
integration. In this regard, Tsai and Ghoshal (1998, p. 467) state: “When two parties
begin to trust each other, they become more willing to share their resources without
worrying that they will be taken advantage of by the other party.” Given the aboveexplained connection between relational capital and internal integration, we
hypothesise that there is a positive relationship between relational capital and
internal integration. As a result, hypotheses H1 and H2 have been formulated:
H1a: The existence of internal cognitive capital is positively related to the
accumulation of internal relational capital.
H1b: The existence of internal structural capital is positively related to the
accumulation of internal relational capital.
H2:

Internal relational capital is positively related to internal integration.
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Once a cooperative environment has been developed within an organisation, various
beneficial effects can occur. Accordingly, it can be expected that if a firm’s structures
and processes are fragmented, the firm is less likely to possess the capabilities
needed to resolve potential conflicts and actively support integration with external
market partners (Zhao et al., 2011). Hence, it is not surprising that Gimenez and
Ventura (2005) found a connection between a firm’s ability to plan and work internally
across functions and its planning and working performance with external supply
chain partners. Because coordination of internal functions can also facilitate
coordination with external market partners, some scholars argue that the
establishment of a good relationship in terms of information sharing with the supplier
and other functions can be seen as a precondition for successful supplier integration
(e.g. Ragatz et al., 2002, Hughes and Perrons, 2011, Zhao et al., 2011). Therefore,
we hypothesise a positive and direct relationship between internal cross-functional
integration and external supplier integration, as reflected in H3:
H3:

Cross-functional
integration.

integration

is

positively

related

to

external

supplier

In addition to the direct relationship, we also expect the existence of an indirect path
between cross-functional integration and supplier integration. Comparable to
integration within the organisation, social capital is likely to exert a significant
influence. Beyond the purely functional perspective, social aspects of the buyersupplier relationship have also begun to receive increasing attention from
practitioners as well as from scholars (e.g. Adler and Kwon, 2002, Krause et al.,
2007, Lawson et al., 2008).
In cross-functional integrated organisations, there is usually extensive cooperation
and communication between departments (Sherman et al., 2000, Rosenzweig et al.,
2003). In this collaborative environment, it is likely that the buying organisation and
the supplier can build up external social capital more easily than in situations in which
the levels of internal integration are rather low (Caldwell and Hayes, 2007,
Narasimhan and Kim, 2001). Often, internal integration incorporates the
establishment of cross-functional teams that provide an appropriate means of
creating structural ties between individuals and departments (Ellegaard and Koch,
2012, Schoenherr and Swink, 2012, Vickery et al., 2003). Put in another way, internal
integration can support the structural connections between individuals or functions in
an organisation.
Similarly, it can be argued that the same capabilities that are necessary to create
internal social and structural ties are likely to be beneficial to the accumulation of
cognitive and structural capital with external partners because “(…) internal
integration breaks down functional barriers and engenders cooperation in order to
meet the requirements of customers (…)” (Flynn et al., 2010, p. 60). In this context, it
can be argued that internally well-integrated organisations are experienced in
managing social exchange processes, i.e., those organisations are able to use social
exchange processes to encourage the communication of shared norms, goals, and
values with other organisations (Thompson and Fine, 1999). As a consequence, H4a
has been formulated.
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Successful internal integration could also facilitate the creation of structural capital
with external partners. The underlying rationale of this relationship is that members of
the supplier’s organisation can more easily find their respective counterparts in the
buying organisation when a dense network exists (Burt, 1997). Even if the right
person is not contacted on the first attempt, it is likely that in a well-integrated
organisation the employees know each other’s areas of expertise (Reagans and
McEvily, 2003) and thus can assist the supplier in finding the suitable contact person.
Therefore, it is hypothesised in H4b:
H4a: Internal cross-functional integration is positively related to the accumulation of
external cognitive capital with suppliers.
H4b: Internal cross-functional integration is positively related to the accumulation of
structural capital with suppliers.
There is evidence that social capital strengthens supplier relations (e.g. Gerlach,
1992, Helper, 1990, Smitka, 1991, Uzzi, 1997), and research has shown that
investments in supplier development can lead to the build-up of social capital
between the buyer and the supplier (Krause et al., 2007, Villena et al., 2011). The
development of cognitive capital between the buyer and the supplier creates the
potential for alignment of their business philosophies and fosters the negotiation of
congruent goals (Villena et al., 2011). On the other hand, the existence of structural
capital with the supplier makes it possible for the buying firm to benefit greatly from
the supplier’s extent and diversity of information, as well as for social ties to emerge
(Leana and Pil, 2006). We further argue that personal relationships developed with
the suppliers’ organisation, i.e. the external relational capital (trust and commitment)
(Villena et al., 2011, Sambasivan et al., 2013), mediate the relationship between
cognitive/structural capital and external integration (Tsai and Ghoshal, 1998, Carey
et al., 2011, Vijayasarathy, 2010). In line with Tessarolo (2007, p. 73), external
integration is defined as follows: “External integration is a strategic approach of the
firm aimed at key boundary-spanning initiatives for fostering high-level coordination
between a firm and its suppliers (…)”. To conclude, we hypothesise that in addition to
the direct link between internal cross-functional integration and external integration
with suppliers there is also a path consisting of the three dimensions of social capital.
As a result, H5 and H6 were developed:
H5a: External cognitive capital with suppliers is positively related to the build-up of
external relational capital with suppliers.
H5b: External structural capital is positively related to the build-up of external
relational capital with suppliers.
H6:

External relational capital with suppliers is positively related to external
supplier integration.

In recent years, various scholars have investigated the link between external supplier
integration and performance (e.g. Leana and Pil, 2006, Lawson et al., 2008). Most of
this research suggests that supplier integration is beneficial to the buying firm’s
performance at the project or firm level (van der Vaart and van Donk, 2008).
Furthermore, internal purchasing capabilities such as the alignment of purchasing
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strategy with other functional strategies have been shown to be beneficial for global
sourcing success (Hartmann et al., 2008). This supports the view that global sourcing
is “an advanced approach to sourcing and supply management that involves
integrating and coordinating common materials, processes, designs, technologies
and suppliers across worldwide buying, design and operating locations” (Trent and
Monczka, 2005, p. 24). We also expect a positive relationship due to the assumption
that the buying company can gain access to and leverage resources through
collaborative relationships with its suppliers (Villena et al., 2011, Wagner, 2011),
thereby benefiting from the existence of social capital between the organisations.
This leads to H7, which is presented below. An overview of the proposed model is
given in Figure 2.
H7:

External supplier integration is positively related to global sourcing success.

Figure 2: Summary of the hypotheses

2.3 Research methodology
2.3.1 Data collection
The aim of the paper is to investigate internal and external supply chain integration
and its links to global sourcing performance. For the research at hand, a group of
purchasers from the central purchasing department of a multinational automotive
original equipment manufacturer (OEM) located in Germany were surveyed. By
pursuing this research approach, we were able to benefit from the experience of
purchasers who operate under comparable conditions in diverse industries.
A single-firm inductive research setting reduces confounding factors from industry
and firm differences. The automotive industry was chosen for this study because it is
of major importance in the world economy (Taylor and Taylor, 2008) and because it
is of trend-anticipating character (Schiele et al., 2011a). The sampling method used
in the study is purposive judgment sampling, a form of non-probability sampling,
ensuring that the surveyed individuals were selected for conformity to a
predetermined criterion, in this case that the purchaser is responsible for acquiring a
part in a global sourcing context and that the purchaser is affiliated with the buying
company (Blumberg et al., 2008). Using this method, a population of 186 purchasers
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2.3 Research methodology

involved in global sourcing activities within the focal company was identified. It was
assumed that the relevant values, beliefs, and attitudes of this population are likely to
be normally distributed and that representative inferences could thus be drawn from
the data (Marshall, 1996). Because all the purchasers surveyed worked in the same
division of one large OEM, it is reasonable to argue that all of them had passed
through a comparable socialization process that allowed them to become acquainted
with the company’s guidelines for doing business. This socialization process partly
consisted of a three-month-long mandatory corporate qualification program for
purchasers.
Purchasing projects were chosen at random from various countries and from a
variety of industries. The purchasing department of the focal company is divided into
five units, each specializing in one specific group of items (commodities). The survey
was conducted among purchasers of electronics, interior equipment, exterior
equipment, powertrain, and metal commodities. Each purchaser was asked in detail
about his or her experiences with a supplier for one specific item that she or he
sourced from a low-wage country. This ensured that relationships between the
automotive OEM and many different suppliers with different industrial backgrounds
were investigated; in other words, the research setting covers relationships between
a large focal company and a diverse set of suppliers, generating increased credibility
and generalisability of the study.
To maintain anonymity, two emails were sent to the purchasers. The first email
contained information about a certain item purchased by that purchaser. The second
email contained an automatically generated code number as well as a link to an
online survey. If the system did not register an answer after ten days, an
automatically generated reminder email was sent to the purchaser. If there was no
response within an additional ten days, follow-up calls were made to increase the
response rate.
We achieved a final sample size of 82, which represents a response rate of
approximately 44.1%. Response rates in the field have generally been low (<30%)
(van der Vaart and van Donk, 2008, Forza, 2009). Higher response rates have been
linked to close relationships of the researcher with the surveyed company (e.g.
Vickery et al., 2003). The questionnaire was provided in German; to verify translation
accuracy, the items on the questionnaire were translated into German and then
translated back into English by a different researcher (Harkness et al., 2004). Pretesting with selected purchasers (Forza, 2009) resulted in minor adjustments to the
questionnaire.
2.3.2 Measures
Our measure generation process followed Churchill Jr (1979). As a first step, the
domain of each construct was defined and the items to be included or excluded were
stated. The second step consisted of a search for appropriate scales (Roth et al.,
2007). Within the survey design, we employed proven measures for all latent
variables, measuring the items by means of five-point Likert-type scales. Apart from
the commitment measure, which together with the trust measure forms the relational
capital construct, we used similar measures for all social capital constructs for
internal and external social capital to maximize comparability. Cognitive capital was
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measured using the items designed by Mohr and Spekman (1994). Structural capital
was measured according to Rindfleisch and Moorman (2001).
As introduced by Lee and Cavusgil (2006), relational capital included items
concerning trust and commitment. For commitment on the supplier side, Kumar et al.
(1994) measures were used; commitment on the internal side was measured using
the items described by Rodríguez et al. (2007). Trust was measured taking items
from Kaufman et al. (2006). We used a general integration construct introduced by
Monczka et al. (1998) for supplier integration and Rodríguez et al. (2007) for internal
integration.
According to van der Vaart and van Donk (2008, p. 51), performance was measured
at the project level to “acquire reliable, less subjective, performance measures for the
performance of a single relationship”, following measures by Hoegl and Gemuenden
(2001) in combination with Tatikonda and Montoya-Weiss (2001) as an alternative to
overall and financial performance measures, which have been shown to be critical in
many surveys (van der Vaart and van Donk, 2008). As control variables, we included
length of relationship with the supplier for external social capital and external
integration and job tenure for internal social capital and internal integration
(Subramani, 2004).
2.3.3 Analysis approach and psychometric properties
The parameter estimates for the measurements and the structural model were
obtained by partial least squares (PLS) path modelling with latent variables (Wold,
1982, Ringle et al., 2005, Fornell and Cha, 1994). The software package SmartPLS
(Ringle et al., 2005) was used to carry out a confirmatory factor analysis (CFA) and to
develop a structured equation model. SmartPLS uses a series of interdependent
ordinary least squares (OLS) regressions to minimise residual variances (Chin, 1998)
and has been shown to be suitable for estimating complex structural equation models
and particularly for predicting dependent endogenous variables (Chin, 1998,
Henseler et al., 2009). The PLS approach is particularly useful in cases involving
small sample sizes and has been shown to result in robust findings (Chin, 1998), one
of the core reasons we decided to apply this method. We used bootstrap re-sampling
(Nevitt and Hancock, 2001) with replacement using 1000 rounds to assign measures
of accuracy to our sample (Schiele et al., 2011b). Missing values were dealt with by
mean replacement. The standardized path coefficients associated with our structural
model are shown in Figure 3.
The psychometric properties of the measurement instruments were measured using
Smart PLS and SPSS and included reliability, convergent validity and discriminant
validity (Tenenhaus et al., 2005, Burton et al., 2002). Because all of our constructs
are reflective in nature (Edwards and Bagozzi, 2000), we assessed internal
consistency and reliability using composite reliability (CR) (Fornell and Larcker, 1981,
Wetzels et al., 2009) with average variance extracted (AVE) and with factor loadings
(Edwards and Bagozzi, 2000, Hair et al., 2006). To assess the indicator reliability of
the model, the individual item loadings with their respective constructs were analysed
as a first step. In all, seven items were removed due to insufficient factor loadings. In
general, the items well exceeded the 0.7 threshold (Chin, 1998, Henseler et al.,
2009). However, in line with Hulland (1999), we retained four items with factor
loadings of 0.6x.
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2.4 Findings

With respect to convergent validity, each item strongly correlates with the construct to
which it is related. Thus, convergent validity is satisfactory because all items load
positively and with significant t-values on their respective constructs (t>3.211). As
shown in Table 1, all values exceed the recommended thresholds of 0.5 for AVE, 0.7
for CR (Nunnally and Bernstein, 1994, Fornell and Larcker, 1981, Edwards and
Bagozzi, 2000) and 0.7 for Cronbach’s alpha (Nunnally and Bernstein, 1994).

Table 1: Convergent validity, reliability assessment, and intercorrelations

To assess discriminant validity for the constructs, we used the Fornell-Larcker
criterion (Fornell and Larcker, 1981), which suggests that the AVE of a latent variable
should be higher than the squared correlations between that latent variable and other
latent variables. In this way, latent variables explain the variance of their own
indicators better than they explain the variance of other latent variables. Table 1
shows that the square roots of the AVE scores (presented in bold on the diagonal)
are all larger than the cross-correlation scores. Because the data were collected by
means of a questionnaire, Harman’s one-factor test (Podsakoff and Organ, 1986)
was used to check for common method variance (CMV), which could influence the
modelled relationships. All items were loaded into a principal components factor
analysis (PCA) with an unrotated solution. If one general factor were to account for
most of the variance, CMV would pose a threat (Podsakoff and Organ, 1986). In our
study, the first factor explained 32.53% of the variance. Therefore, CMV is not a
concern.

2.4 Findings
Predictive validity within the model is medium to high. Approximately half of the
variance in relational capital within the firm (45.6%) and in relational capital with the
supplier (52.5%) can be explained by cognitive and structural capital. The existence
of relational capital accounts for 38.9% of internal integration and for 59.4% of
external integration, and 20% of global sourcing project success is explained by
external integration with the supplier. All significant estimates have high statistical
power with t-values exceeding 2.576 (see Table 2).
Hypothesis 1 states that cognitive (1a) and structural (1b) capital positively influence
relational capital. These hypotheses are strongly supported: both paths are positive
and significant (β 0.481; t=5.105 / β 0.277; t=2.774). In Hypothesis 2, we stated that
relational capital has a positive effect on supplier integration. Again, the effect was
positive and statistically significant (β 0.623; t=10.434). No empirical support was
found for Hypothesis 3, which was based on the assumption that internal crossfunctional integration would lead to external integration with the supplier. In the twotailed test, the effect was small and not statistically significant (β 0.102; t=1.599). We
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furthermore hypothesised a positive relationship between internal cross-functional
integration and cognitive capital with the suppliers (H4a) and between internal crossfunctional integration and structural capital with the suppliers (H4b). We found
support for Hypothesis 4a (β 0.310; t=3.341) as well as for Hypothesis 4b (β 0.373;
t=4.113). Similar to internal social capital, both cognitive and structural capital lead to
relational capital with the supplier, as suggested in Hypotheses 5a (β 0.232; t=2.593)
and 5b (β 0.555; t=7.003); both results are statistically significant and positive. We
found strong support for Hypothesis 6, which states that relational capital with the
suppliers leads to external integration with the suppliers (β 0.741; t=15.656). In
addition, the data suggest that external integration is indeed positively related to
global sourcing success, as stated in Hypothesis 7 (β 0.447; t=5.371). Our two
control variables, length of relationship with the supplier and tenure within the job,
had no statistically relevant effect on our findings.

Figure 3: PLS results of the structural model

Table 2: Path coefficients

2.5 Discussion
The accumulation of cognitive and structural capital within an organisation has been
shown to facilitate the build-up of relational capital (Carey et al., 2011). Thus, the
results of Tsai and Ghoshal (1998) as well as those of Carey et al. (2011) concerning
the relationships between the social capital dimensions have been confirmed.
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Additionally, the study presents empirical evidence for the existence of a positive
relationship between cross-functional integration and the build-up of social capital
with suppliers. One insight gained from the results of the research at hand is that
internal cross-functional integration does not directly lead to successful external
integration with suppliers. This is somewhat surprising given that in a recent study,
Zhao et al. (2011) found a significant relationship between internal integration and
supplier integration. Our results instead indicate the need for an accumulation of
social capital with the partnering organisation (Villena et al., 2011) as a precondition
for successful external integration. Thus, external integration with suppliers is a
consequence of internal cross-functional integration and is influenced by the social
capital between the two organisations. Hence, social capital plays a mediating role.
This suggests that shared norms and values, in connection with social ties, pave the
way for accessing resources associated with the relationships and that by doing so
they facilitate external integration. Thus, the apparently simple link between internal
integration and external integration is shown to be more complicated than expected.
The external social capital dimensions and their relationships to each other are
congruent with the social capital relationships that exist within the company.
Interestingly, the strength of the relationships differs. Whereas within the company
the cognitive dimension of social capital exerts a stronger positive influence on the
relational capital dimension, in the inter-organisational perspective this relationship is
reversed; i.e. for the build-up of relational capital with suppliers, external structural
capital is more beneficial than external cognitive capital.
One possible interpretation of this finding is that within a single company cognitive
capital in terms of shared values, attitudes, norms etc. (Tsai and Ghoshal, 1998,
Uphoff and Wijayaratna, 2000) is more important than the pattern of relationships
between individuals or functions (Burt, 1997). In contrast, between organisations, the
structural dimension of social capital seems to be of higher value than the cognitive
one. A potential explanation of this finding could be that the membership of an
individual in an organisation is already equivalent to an initial endowment of structural
capital in terms of the individual’s ties to other organisational members. On the other
hand, the existence of shared goals and visions (cognitive capital) might act as a
framework for the alignment of actions and initiatives, facilitating exchange of and
access to information that lies in relationships (relational capital). In contrast, in
buyer-supplier relationships, shared norms and values are indeed of interest but are
not as important as the presence of certain contact points in the partnering company,
which are the precondition for the exchange of resources such as information and
knowledge. This interesting finding could potentially provide a new avenue for future
research on social capital in buyer-supplier relationships. Furthermore, in line with
scholars such as Lawson et al. (2008) and Carey et al. (2011), it was confirmed that
external integration with suppliers has a significant positive impact on performance,
which we operationalised as global sourcing success.
Taking all aspects of our findings into consideration, we have made a significant
contribution to the operations management literature insofar as we investigated
internal as well as external organisational integration under a social capital lens. In
addition, integration was linked to global sourcing performance, and new avenues for
future research were identified. Thus, the knowledge base of global sourcing has
been extended.
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In our data, we were not able to find evidence for the existence of “the dark side of
buyer-supplier relationships”, the idea that cognitive structural and relational capital
can impede value creation in buyer-supplier relationships, as proposed by Villena et
al. (2011). The main reasons posited for the presumed negative effects of too much
social capital were the reduced ability to make effective decisions as well as
increased opportunistic behaviour by suppliers (Villena et al., 2011). On the contrary,
the overall results of our study emphasize the high relevance of integration (internal
and external) as well as social capital in buyer-supplier relationships.
To conclude, our study expands the existing body of knowledge regarding social
capital theory with the following three points. First, social capital theory has been
used to explain internal as well as external integration in the global sourcing context.
Second, we showed that the strength of the relationships between the social capital
dimensions within the buying company differs from the strength of the relationships
between the buyer and the supplier. Third, our data showed that there is no direct
and significant link between internal cross-functional integration and external
integration with suppliers. Consequently, by investigating the internal perspective as
well as the external perspective of social capital and integration, we have made
valuable contributions to the field and have paved the way for further research in this
domain, e.g., in the area dealing with the differing effect strengths of the social capital
dimensions.
Considering that global sourcing by definition already involves various aspects of
internal as well as external coordination and integration (Trent and Monczka, 2005),
the existence of a positive relationship between external integration with suppliers
and global sourcing success has been confirmed. In the light of this evidence, firms
may wish to draw more attention to internal cross-functional integration when facing
problems in global sourcing. Some firms may lack the maturity needed for global
sourcing – not in terms of language or cultural skills, but due to deficits in internal
integration. Knowledge of this positive relationship can support organisations in
carefully developing their global sourcing and integration strategies to realize
improvement opportunities and to shift toward globally integrated and coordinated
sourcing strategies (Samli et al., 1998, Trent and Monczka, 2005). Consequently,
integration is stimulated, potentially leading to improved global sourcing success.

2.6 Implications for managers
In the previous section, the theoretical implications of our findings were discussed.
However, the results of the study also have implications for management practice.
Because social capital accumulation and integration have been shown to be
beneficial for global sourcing success, managers should facilitate integrative efforts
(Pagell, 2004, Trent and Monczka, 2003b, Zhao et al., 2011). In contrast, when
recommending procedures for increased global sourcing success, it is important to
acknowledge that global competition forces companies to act in an efficient manner
(Baily et al., 1995). For this reason, it is often necessary for companies to focus on
activities that promise the most efficient use of the resources invested.
In this context, the data suggest that it is reasonable to distinguish between internal
and external perspectives. To facilitate internal cross-functional integration,
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managers could focus on activities that support the accumulation of internal cognitive
capital because this dimension has been shown to be fairly beneficial for successful
internal integration. As a consequence, it is recommended that common goals and
norms be clearly communicated, particularly within organisations, to increase the
amount of cognitive capital.
Applying an external perspective, the data indicate that managerial activities should
further aim at creating structural capital between organisations. While the results of
our study suggest that it may indeed be beneficial to have similar norms, goals, and
values (cognitive capital) between organisations, structural social capital was shown
to be especially conducive to successful external integration. In accordance with
these insights, clear paths should be defined among functions and individuals to
create possible contact points between the members of the organisations and foster
the build-up of structural capital. This approach might also support the emergence of
relational capital and thus allow benefiting from the resources (e.g. knowledge and
information) that lie within the relationships, potentially leading to increased
organisational performance.
Taking these points into consideration, the results of our study suggest that social
capital can be an efficient and effective tool that practitioners can use to support their
integrative efforts and to increase corporate global sourcing success.

2.7 Conclusion
Based on the results of our survey, we conclude that internal cross-functional
integration can be seen as a precondition for external integration with suppliers and
global sourcing success. Surprisingly, the direct relationship between internal and
external integration was not significant, indicating a mediating role of the three
dimensions of social capital within this relationship. This finding emphasizes the
importance of social capital within the firm as a facilitator for the development of
social capital with external market partners such as suppliers. Put another way,
internal integration is indeed beneficial for external integration under the condition of
the presence of social capital.
Despite its contributions to the current body of knowledge, the present study has
some limitations. First, only subjective measures were used to investigate the
proposed model; this approach is, however, common in social sciences (Dess and
Robinson Jr, 1984). Second, a relatively small sample size (N=82) was used to
obtain our data, which were gathered through purposive judgment sampling within a
large European automotive OEM. Despite the trend-anticipating character of the
automotive industry (Schiele et al., 2011a), this could limit the generalisability of the
findings.
Despite these limitations, the results of our study are still meaningful because we
carried out structural equation modelling in connection with PLS, which has minimal
requirements regarding sample size, measurement scales, and residual distributions
(Chin, 1998). Furthermore, van der Vaart and van Donk (2008) argue that high
response rates, as were achieved in our case, should increase generalisability.
Although our data were collected within only one German automotive OEM, industry
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bias has been alleviated to some extent by surveying the purchasers of items from a
variety of industries such as plastics, metal, and electronics in different countries.
In future research, this study could be used as a point of departure from which to
elaborate further on the relationship between internal and external integration, which
was not significant in our research setting. Furthermore, future studies could
investigate whether the impact of the social capital dimensions and integration differs
among industries. From a methodological perspective, highly credible results could
be obtained from longitudinal research settings in combination with secondary data,
as well as from in-depth case studies. In particular, studies involving larger samples
and diverse buying organisations from different industries could provide an
interesting avenue for future research to enrich the findings of this study.
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2.8 Abstract for journal / keywords

2.8 Abstract for journal / keywords
The purpose of this study is to explore the link between integration and global
sourcing success in international operations and by doing so, to clarify the
ambiguous picture that prevails in the existing literature. Specifically, this quantitative
study aims at identifying the role of the buying companies’ internal and external
integration with suppliers using a social capital lens. Data were collected from the
central purchasing department of a multinational automotive OEM located in
Germany. A sample of 82 purchasers was surveyed about their assessment of global
sourcing projects, focusing on internal cross-functional integration, external supplier
integration and project success. The data were analysed with structural equation
modelling procedures, using SmartPLS. The findings indicate that internal integration
is a precondition for external integration with suppliers, which accordingly has a
strong positive influence on global sourcing success. Surprisingly, the direct
relationship between internal and external integration was not significant, indicating a
mediating role of social capital within this relationship. The theoretical originality lies
in the use of the social capital theory and its three dimensions: cognitive, structural,
and relational capital for both internal and external integration, and in the connection
between integration and global sourcing success. From a practical perspective, it can
be recommended that managers distinguish between an internal and an external
perspective. Internally, the focus should lie on the clear communication of common
goals and norms, whereas externally, the definition of mutual contact points between
organisations is of higher importance.
Keywords: Global Sourcing, Integration, Social capital
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2.9 Appendix – Measures
Construct
Internal Cognitive Capital (Mohr and Spekman, 1994)

Item

Loading CR a

Other departments participate in goal setting
Other departments participate in planning activities.
We encourage other departments to come with suggestions for improvements.
Other departments participate in forecasting activities.

0.913
0.900
0.825
0.877

Our employees share close social relationships with the employees from other departments.
We like to spend time with employees from the other departments
We spent a long time working together with other departments.

0.837
0.875
0.73

When making decisions, other departments consider our business interest as well as their own.
We trust that other departments keep our best interest in mind.
Other departments are sincere and honest with us.
We believe the information, other departments provide.

0.798
0.816
0.874
0.797

My department is committed to the relationship with other departments.
We consider other departments as part of ours.

0.68
0.803

Our departments help each other to accomplish their tasks in the most effective way.
The departments try to achieve goals jointly.
The departments share ideas, information and/ or resources.
The departments work together as a team.
The departments take the project`s technical and operative decisions together.

0.816
0.798
0.773
0.904
0.708

We ask the supplier for advice and counsel.
We encourage the supplier to come with suggestions for iprovements.
We ask the supplier to take part in our forecasting activities.
The supplier is collaborative.

0.687
0.778
0.792
0.781

Our employees share close social relationships with the employees from the supplier.
We like to spend time with employees from the supplier
We feel indebted to the supplier for what it has done for us.

0.882
0.766
0.778

When making decisions, the supplier considers our business interest as well as its own.
We trust that the supplier keeps our best interest in mind.
The supplier is sincere and honest with us.
We believe the information, the supplier provide.

0.827
0.888
0.854
0.787

We want to remain a customer of the supplier.
Our decision to remain customer of the supplier is also based on the attraction to the things that the supplier
represents as a company.

0.663

Internal Structural Capital (Rindfleisch & Moorman, 2001)

Internal Relational Capital
Trust (Kaufman et al., 2006; Rodriguez et al. 2007)

AVE b
0.773

0.856

0.667

0.912

0.635

0.9

0.644

0.846

0.579

0.851

0.656

0.897

0.595

0.895

0.741

0.924

0.604

Commitment (Rodriguez et al. 2007)

Internal Integration (Rodriguez et al. 2007)

External Cognitive Capital (Mohr and Spekman, 1994)

External Structural Capital (Rindfleisch and Moorman, 2001)

External Relational Capital
Trust (Kaufman et al., 2006; Rodriguez et al. 2007)

Commitment (Kumar et al. 1994)

0.627

External Integration (Monczka et al., 1998)
The supplier makes an effort to help us during emergencies.
0.84
When an agreement is made, we can always rely on the supplier to fulfill requirements.
0.851
Please indicate the overall degree of satisfaction concerning the collaboration with the supplier in comparison to your
most successful global sourcing project.
0.89
Sourcing Success (Hoegl and Gemuenden, 2001;
Tatikonda and Montoya-Weiß, 2001)
From the departments perspective one could be satisfied with how the project progressed.
Overall, the project was done in a cost-efficient way.
From the companies perspective, the project goals were achieved.
The project was within schedule.
The original product performance objectives were met.
The original product unit-cost obejectives were met.
The original time to market objectives were met.
We received the planned and budgeded amount of goods.
a

CR = composite reliability

b

AVE = average variance extracted

Table 3: Measures
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0.846
0.717
0.889
0.702
0.802
0.748
0.754
0.742

3 Developing a method to assess competition
in industrial markets
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3.1 Introduction
Since Kraljic (1983), researchers as well as practitioners have acknowledged that
purchasing is a strategic function that can significantly and directly contribute to
corporate performance (Castaldi et al., 2011, Hartmann et al., 2012, Tomino et al.,
2012). Given the fact that most organisations in business-to-business (B2B)
environments appear as customers as well as vendors in certain markets, savings
generated through purchasing activities considerably affect the profitability of
enterprises (Monczka et al., 2008, Carter and Yan, 2007, Hong and Kwon, 2012). As
a consequence, in recent years, the pressure on purchasing departments
respectively purchasing staff has increased substantially (Haynes and Helms, 1991,
Wood, 1995, Wagner, 1993).
Being aware of the eminent role of procurement for business success, recent
research has put remarkable efforts in the identification of effective purchasing levers
and strategies (Schiele et al., 2011a, Carter and Narasimhan, 1996, Steinle and
Schiele, 2008, Doha et al., 2013). As a consequence, it might be appropriate to
distinguish between collaborative and cost-oriented strategies (Theodosiou et al.,
2012, Schiele et al., 2011a). In this context, it is argued that for some projects close
relationships with suppliers are required, whereas in other situations a more
transactional perspective might be sufficient (Parker and Hartley, 1997, Schiele et al.,
2011a, Forker and Stannack, 2000, Wilhelm, 2011, den Butter, 2012)
Thus, it is argued that supply markets with healthy competitive mechanisms usually
result in rather fair price levels, allowing buying organisations to reduce the costly
efforts that are required to maintain a close buyer-supplier relationship (Forker and
Stannack, 2000). Since most organisations’ capabilities to manage close
relationships are limited (Cui et al., 2011), competitive relationships could be
considered wherever possible. Consequently, “(…) before buyers rush to set up
‘partnerships’ with their suppliers, they should take a candid look at the need for such
intimate relationships” (Forker and Stannack, 2000, p. 37). Hence, an evaluation of
the competitive environment might be useful in order to establish the appropriate type
of buyer-supplier relationship (Bensaou, 1999, Boone, 2001).
However, this implies the need for tools that allow purchasing organisations to
assess the extent of competition between suppliers. As a consequence, the central
question of this chapter is: How to measure competition in B2B supply markets?
Previous research from the field of economics has shown that a large number of
sellers (density) can lead to lower price levels as well as intensive competition, which
is accompanied by a relatively small amount of price dispersion (see e.g. Clay et al.,
2001, Gerardi and Shapiro, 2009, Hayes and Ross, 1998, Lewis, 2008, Sorensen,
2000). As a consequence, the idea emerges that price dispersion could be used as a
measure to assess the intensity of competition within a firm’s supply base. Thus, this
conceptual paper aims at clarifying whether an evaluation of price dispersion could
be an appropriate means to monitor competition in B2B supply markets. In turn, the
results might support organisations when deciding whether to engage in cooperative
or competitive relationships with their suppliers. Ultimately, this decision leads to a
better resource allocation and thereby improves firm performance (Khalfan et al.,
2014).
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The remainder of this chapter is structured as follows: In the subsequent section, an
overview of relevant economic literature is presented. Then, price dispersion in
industrial purchasing is discussed followed by elaborations and a recommendation
on measures of price dispersion. Subsequently, the impact of the study as well as its
limitations are presented. Finally, we end with a conclusion.

3.2 Theoretical background
3.2.1 Reasons for homogeneous product price dispersion
During the last century, many scholars have analysed consumer and producer
behaviour from an economic perspective (e.g. Rosen, 1974, Belk et al., 1989, Von
Hippel et al., 2012, Jacobsen, 2013). A core element of these studies is research on
price setting and competition (Tremblay et al., 2013, Kreps and Scheinkman, 1983).
Looking beyond the boundaries of economic literature, it becomes apparent that
particularly for the field of purchasing these topics are of interest as well (Hahn et al.,
1986, Parker and Hartley, 1997, Wu et al., 2010). Thus, for the present paper, we
review economic literature on competitive behaviour under a procurement
perspective.
In general, economic literature suggests a distinction between two types of
competition, namely “Cournot” and “Bertrand” competition (see e.g. Singh and Vives,
1984, Kreps and Scheinkman, 1983, Qiu, 1997). Companies engaging in Cournot
competition compete on output levels, whereas under Bertrand competition firms
compete on price levels (Bonanno and Haworth, 1998). Put in another way, under
Cournot competition, sellers limit their production to achieve a high price, whereas
under Bertrand competition many suppliers compete to offer the lowest price. In an
industrial procurement context, where the buying company specifies the demand
(producer output) in the majority of cases, it is reasonable to argue that there is an
increased likelihood of price competition (Bertrand) between suppliers (Jin and Ryan,
2012).
Further, most researchers share the opinion that increased competition leads to
lower price levels (Bonanno and Haworth, 1998, Chen and Zhang, 2011, Clay et al.,
2001, Morgan et al., 2006). Hence, the idea emerges that buying organisations could
strive to induce competition within their supply base in order to reduce price levels
(Gerardi and Shapiro, 2009, Epifani and Gancia, 2011). This in turn leads to one
essential question: How can the intensity of competition between producers be
evaluated?
In the economic literature, it is indicated that there could be a relationship between
the distribution of prices and the intensity of competition between sellers (Lewis,
2008, Barron et al., 2004, Tang et al., 2010, Clay et al., 2001, Pereira, 2005). The
distribution of prices is often referred to as price dispersion which is described as the
phenomenon of “(…) firms in the same market selling identical goods for different
prices (at the same time)” (Lewis, 2008, p. 654). According to the law of one price, for
identical, so-called “homogeneous” products, there should not be any price
dispersion under perfect competition (Ancarani and Shankar, 2004, Azar, 2013).
However, already Varian (1980, p. 651) highlights that “(…) ‘the law of one price’ is
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no law at all”. As a result, a vast amount of research was conducted in order to clarify
why price dispersion for homogeneous products is persistent and how it relates to
competition (Baye et al., 2004a, Lewis, 2008, Barron et al., 2004, Azar, 2013,
Pereira, 2005). The results of these studies are partially ambiguous (Pan et al.,
2004). While the majority of scholars report that increased competition leads to lower
price dispersion for homogeneous goods (e.g. Lewis, 2008, Barron et al., 2004,
Pereira, 2005, Clay et al., 2001, Chevalier and Goolsbee, 2003, Gerardi and Shapiro,
2009), there are also researchers claiming the opposite (Chandra and Tappata,
2011, Borenstein and Rose, 1994).
In spite of partially contradicting findings, the majority of papers analysed support the
idea that “(…) as more competitors enter a market, incumbent firms will find it more
difficult to maintain markups over marginal cost” (Gerardi and Shapiro, 2009, p. 2).
Thus, the more quotations are available, the more will the offered prices converge
towards the perfect competition price (Gerardi and Shapiro, 2009, Clay et al., 2001,
Pereira, 2005, Chen and Zhang, 2011). In this context, the perfect competition price
is the one that equals the marginal cost of production (Brander and Spencer, 1981,
Basu and Fernald, 1997). Hence, in highly competitive markets, different sellers are
expected to ask for the same price for a certain product (Baffes, 1991). In contrast to
the predictions of the law of one price, all of the reviewed studies find evidence for
the existence of price dispersion for homogeneous goods (e.g. Pan et al., 2004,
Chen and Miller, 2011, Chevalier and Goolsbee, 2003, Ghose and Yao, 2011).
In the reviewed literature, various potential reasons for homogeneous product price
dispersion are proposed. First, it is indicated that consumers need information on the
offerings available in the market (Barron et al., 2004, Liu et al., 2012). To gather this
information, customers must engage in search activities which produce costs (Baye
et al., 2004b, Bayer et al., 2013, Chandra and Tappata, 2011). Some customers are
not willing or able to bear the incorporated search costs (Chandra and Tappata,
2011, Sorensen, 2000), ultimately leading to a market which includes well informed
and less informed customers (Chen and Zhang, 2011, Morgan et al., 2006). Due to
the heterogeneity of the customers’ information levels, sellers are not necessarily
forced to engage in price competition (Chellappa et al., 2011, Bonanno and Haworth,
1998). In contrast, sellers might accept to lose some share among the well informed
customers if they assume that the increased profits generated through sales to less
informed or bounded rational customers will outweigh these losses (Chen and
Zhang, 2011, Baye et al., 2004a). Generally, this is a form of price discrimination and
an important reason why price dispersion is also persistent for homogeneous goods
(Borenstein and Rose, 1994, Chellappa et al., 2011, Gerardi and Shapiro, 2009,
Hayes and Ross, 1998).
Another eminent source of price dispersion is firm heterogeneity (Arnold and Saliba,
2011, Bayer et al., 2013), incorporating different cost structures of the producers
(Borenstein and Rose, 1994). Economists suggest that the perfect competition price
equals the marginal production cost of the supplier. Accordingly, if the marginal costs
of sellers within the same market vary, it is argued that there will be price dispersion
(Borenstein and Rose, 1994, Chen and Zhang, 2011, Ghose and Yao, 2011).
Additionally, suppliers usually add a markup to their marginal costs which further
causes variations in the prices offered (Borenstein and Rose, 1994, Goldberg and
Verboven, 2001, Priya et al., 2012).
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Finally, collusion might be a reason for price dispersion. Collusion describes
collaborative behaviour of a group of competitors that either explicitly or implicitly
aims at limiting the competition between each other (Porter and Zona, 1993, Potter,
1998, Stigler, 1961). It seems to be reasonable to assume that suppliers strive to
avoid price competition in order to secure their markups (Fornell and Robinson,
1983, Hopp and Xu, 2008, Hess and Gerstner, 1991, Slade, 1990). One of the most
well-known forms of collusive behaviour is the formation of a cartel, in which the
participants secretly agree on prices or market shares (Stigler, 1961). As a
consequence, some scholars attribute persisting price dispersion for homogeneous
goods to collusive behaviour of the suppliers involved (Slade, 1990, Blanckenburg et
al., 2012, Harrington, 2005). In this context, it has been shown that repeated
interaction of sellers could limit competition (Bayer et al., 2013).
In summary, it is highlighted that price dispersion is closely related to the intensity of
competition in supply markets. Particularly for Bertrand competition, theory predicts
that there should be no price dispersion. However, empirical studies find evidence
that homogeneous product price dispersion exists and is persistent. The most
prominent reasons for price dispersion are different levels of information among
customers, differences in the cost structure of sellers, as well as collusion.
3.2.2 Price dispersion as a measure for competition in industrial markets
In industrial purchasing, buying organisations struggle to assess the intensity of
competition in their supply markets (Boone et al., 2007, Boone, 2008, Raider, 1998,
Yeyati and Micco, 2007). Different approaches have been discussed recently, such
as the determination of cost-profit margins (Boone, 2008, Boone et al., 2007) or the
R&D intensity (Raider, 1998). Nevertheless, from a practitioner’s perspective, these
measures have serious limitations. The data that is required to calculate the
aforementioned indicators is rather hard to get, since suppliers are likely to decline
their disclosure (Kajüter and Kulmala, 2005).
In contrast, most buying organisations dispose of a large amount of price data, as
they usually intensively screen the market and send out requests for quotations
(Colton, 1962, Johnston and Bonama, 1981, Dechenaux and Kovenock, 2011). Thus,
the available price information could be used to calculate price dispersion, and by
doing so, to draw inferences on the intensity of competition in the supply base
(Gerardi and Shapiro, 2009, Clay et al., 2001, Lewis, 2008, Barron et al., 2004). The
underlying rationale is that higher levels of competition are found to be associated
with lower price levels (Clay et al., 2001), ultimately leading to an improved
purchasing performance.
Previously, it has been shown that from a theoretical perspective, the price
dispersion for homogeneous products should be rather low if the intensity of price
competition is high. For business-to-consumer (B2C) environments, this hypothesis
has been tested and confirmed empirically in various studies (Clay et al., 2001,
Gerardi and Shapiro, 2009, Barron et al., 2004, Lewis, 2008). Surprisingly, we were
not able to find a study investigating price dispersion in an industrial buying context.
After screening the respective literature on price dispersion, it could be argued that
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within B2B contexts price dispersion is likely to be even stronger associated with the
intensity of competition.
A precondition for this argumentation is that industrial buying activities aim at
homogeneous products. Without homogeneity of the requested products, there would
be the opportunity for suppliers to differentiate their products and to use unique
features as justification for price dispersion (Clemons et al., 2002, Pan et al., 2002,
Chandra and Tappata, 2011). Yet, many buying organisations (e.g. automotive
OEMs) provide very detailed specifications in their requests for quotations, impeding
the possibilities of product differentiation (Lilien and Wong, 1984, Schoenherr and
Mabert, 2008, Chioveanu and Zhou, 2013). As a result, the obtained offerings are
homogeneous and comparable under the assumption that the respective suppliers
fulfil certain hygienic requirements (e.g. quality management).
Literature further points into the direction that a certain amount of price variance
stems from the simultaneous presence of well informed and less informed customers
(Chen and Zhang, 2011, Morgan et al., 2006). For B2C markets, this assumption
seems to be reasonable but in B2B markets it can be expected that the customers
possess high levels of information (Eggert and Helm, 2003). Many industrial
organisations have complex purchasing decision making processes in place,
involving multiple roles and professional buyers (Arantola, 2002, Bendixen et al.,
2004, Min et al., 1994, Woodside and Wilson, 2000, Emiliani, 2006). Additionally,
organisational customers are often considered as being rational in their decisions,
which requires a sound set of relevant information (Anderson et al., 1999, Stock,
2005). In this context, buying organisations are willing and possess the resources to
cover the incorporated search costs (Johnson et al., 2002). Consequently, in B2B
markets, the likelihood of price discrimination is expected to be lower than in the B2C
segment.
Another source of price dispersion is grounded in different cost structures of the
sellers (Arnold and Saliba, 2011, Bayer et al., 2013). Also in B2B environments, the
production costs vary across the suppliers, potentially causing price dispersion.
Nevertheless, the factor costs such as labour and capital are assumed to be
comparable in industrialised countries (Kogut, 1985, Kaufmann and Körte, 2010),
somewhat limiting the influence of this cause of price dispersion.
Finally, literature suggests that price dispersion can partially be attributed to collusive
behaviour (Porter and Zona, 1993). It cannot be denied that also in an industrial
context competitors wish to collude in order to maximise their joint profits (Stigler,
1964). Still, the fact that there might be collusive behaviour in supply markets does
not contradict an assessment of the competitive intensity in certain markets. On the
contrary, an increasing number of researchers analyse price dispersion to detect
collusion (Blanckenburg et al., 2012, Abrantes-Metz et al., 2006, Bolotova et al.,
2008).
Taking these points into consideration, it is argued that intensive competition can
reduce price dispersion, particularly in B2B environments. Put in another way, the
prices offered by the suppliers are likely to converge towards the perfect equilibrium
price. This argumentation is specifically grounded in the assumption that the
requested products and suppliers exhibit relatively homogeneous characteristics,
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companies are willing to pay search costs, and the customers are well-informed
(Ghose and Yao, 2011, Varian, 1980, Salop and Stiglitz, 1977, Brynjolfsson and
Smith, 2000).

3.3 Recommended measurement of price dispersion in B2B
environments
3.3.1 Comparing different measures of price dispersion – a thought
experiment
So far, it has been argued that the intensity of competition in supply markets could be
assessed through an evaluation of price dispersion. In this regard, it is expected that
smaller price dispersion is associated with stronger competitive pressure between
suppliers. Consequently, in this section, it is discussed how price dispersion in an
industrial purchasing context could be calculated appropriately.
In the reviewed literature, scholars apply a large set of methods in order to determine
the extent of price dispersion (Chellappa et al., 2011). Many of them calculated the
GINI* coefficient for an assessment (Borenstein and Rose, 1994, Gerardi and
Shapiro, 2009). Additionally, it is highlighted that also a measurement of dispersion
by the coefficient of variation (standard deviation of prices paid divided by the mean
price) can deliver very similar results (Borenstein and Rose, 1994, Clay et al., 2001,
Ghose and Yao, 2011, Chellappa et al., 2011, Baye and Morgan, 2004, Sorensen,
2000). An advantage of using the coefficient of variation is that the dispersion can be
compared more easily for products selling at different price levels (Baye and Morgan,
2004, Chellappa et al., 2011). There are also studies that calculated the variance or
standard deviation of prices (see e.g. Pratt et al., 1979, Dahlby and West, 1986,
Pereira, 2005). However, it is acknowledged that the variance is indeed a prevailing
but a poor measure of dispersion (Pereira, 2005, Rothschild and Stiglitz, 1970).
Some scholars even calculate the ratio of the highest prices to the lowest prices
(Borenstein and Rose, 1994, Pratt et al., 1979) or the difference between the highest
and the lowest price (Clay et al., 2001, Chellappa et al., 2011, Baye and Morgan,
2004, Sorensen, 2000, Brynjolfsson and Smith, 2000).
However, the disadvantage of these kinds of measures is the high sensitivity in the
case of extreme values (i.e. outliers). For this reason, we propose to calculate the
relative price dispersion as the range between the lowest (i.e. transaction price) and
the second lowest available price. To be more precise, the absolute price dispersion
is first computed by subtracting the transaction price from the second lowest price
offered by the requested suppliers. Subsequently, this difference is divided by the
transaction price in order to obtain the relative price dispersion (i.e. range_l1l2_rel).
2nd lowest offer - transaction price
= range_l1l2_rel
transaction price

*

For a detailed explanation see BORENSTEIN, S. & ROSE, N. 1994. Competition and price dispersion in the U.S. airline
industry. Journal of Political Economy, 102, 653-683.
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In order to justify this decision, we present the following thought experiment. We
imagine three different situations in the supply market, where five suppliers quote for
a homogeneous product. In scenario A, there are five different suppliers with very
different prices. In scenario B, there are five suppliers with very similar prices. Finally,
scenario C reflects a situation where there are five different suppliers, four of them
offer very similar prices and the fifth supplier asks an extraordinary high price. For
these three scenarios (Table 4), we calculate the GINI coefficient; the coefficient of
variation (COV); the standard deviation (SD); the ratio between highest and lowest
price (Ratio_hl); the range between highest and lowest price (Range_hl); as well as
the relative range between the lowest and the second lowest price (Range_l1l2_rel).
The results are displayed in Table 5 and Figure 4.
In scenario A, we find a situation which we would intuitively label as a market
structure with low competitive pressure. The offered prices vary considerably and no
convergence towards the equilibrium price can be observed. Thus, a measure that
aims at evaluating the competitive pressure within the supply market should indicate
a relatively high extent of price dispersion. As shown in Table 5 and Figure 4, all
calculated measures comply with this expectation and show rather high scores of
price dispersion.
In contrast to scenario A (low competitive pressure), scenario B reflects what we
would expect in a highly competitive market. The offered prices are very similar and
seem to converge towards a level of about 1€. In this situation, the competitive
pressures are high and according to our argumentation, the price dispersion should
be small. As shown in Table 5 and Figure 4, our expectations are confirmed in
scenario B. All calculated values become considerably smaller in scenario B as
compared to scenario A.
Finally, scenario C reflects a situation that is quite similar to situation B. In general,
the competitive pressure seems to be comparable to scenario B, with the exception
that supplier 5 asks an extraordinary high price for the quoted homogeneous product.
In industrial purchasing contexts, this is a fairly common situation. From an economic
perspective, it could be argued that supplier 5 might have another cost structure as
compared to the competitors that forces this supplier to ask a higher price. However,
purchasing executives often provide an additional explanation for this kind of pricing
behaviour. We could imagine situations where requests for quotations are sent to
several suppliers (Feng, 2012). Some of these suppliers might not be interested or
able (e.g. due to capacity constraints) to quote for specific requests. However,
instead of simply refusing to quote, suppliers might feel under pressure to prepare an
offering in order not to jeopardise the relationship with a large industrial customer.
This could lead to unrealistic high posted prices by which the supplier implicitly
expects not to be considered for contracting.
As for the scenarios A and B, we also calculated the price dispersion for scenario C
(Table 5 & Figure 4). Surprisingly, it can be observed that almost all measures,
except for the Range_l1l2_rel, indicate relatively large price dispersion. Only the
Range_l1l2_rel remains at the same level as in scenario B.
As a consequence, by providing this thought experiment, we want to draw attention
to what could happen when buying organisations aim at evaluating the price
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dispersion in their supply markets for homogeneous products. It can be assumed that
in many cases the buyer cannot objectively assess whether an offered price is a
serious quotation or just an “alibi-quotation”. Thus, for industrial purchasing contexts,
it is recommended to assess the competitive pressure by calculating the relative
range between the lowest offered price and the second best price. By dividing the
range between the lowest and the second lowest price by the lowest price, it is
possible to generate the relative range, which allows us to compare the price
dispersion of different purchasing projects. Following this line of reasoning, one can
assume that the lowest and second lowest available prices are serious attempts to
obtain a business contract (Jiang and Wang, 2010). Accordingly, this approach
seems to be best suited in order to avoid flawed insights stemming from bounded
rational supplier pricing behaviour since the seriousness of the received offers does
not need to be judged.

Table 4: Fictive supplier offerings for the scenario A, B, and C

Table 5: Comparison of price dispersion measures
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Figure 4: Comparison of price dispersion measures

3.3.2 Distinguishing between transaction and listed prices
In the previous section, it has been demonstrated that the chosen indicator of price
dispersion might have an eminent impact on the results. Additionally, it should be
noticed that not only the calculations differ, but also the unit of analysis. When
investigating price dispersion, it can be distinguished between listed prices and
transaction prices. Listed prices represent the overall amount of prices for a
homogeneous product that are available (or at least visible) for the customer. In
contrast, transaction prices are those that are actually chosen and paid by the
customer (Ghose and Yao, 2011, Borenstein and Rose, 1994). A large share of
studies focuses on price dispersion among listed prices (Baylis and Perloff, 2002,
Pan et al., 2004). Specifically, many research settings review prices that are posted
on shopping websites where offerings from different sellers can be compared
(Ancarani and Shankar, 2004, Baye and Morgan, 2004, Baye et al., 2004a,
Chellappa et al., 2011). Yet, there are also papers that examine transaction prices,
such as prices paid for airline tickets or transaction prices from electronic markets
(Azar, 2013, Borenstein and Rose, 1994, Ghose and Yao, 2011, Cornia et al., 2012).
Surprisingly, the vast amount of papers does not explicitly distinguish between listed
prices and transaction prices. In the reviewed literature, some studies (e.g.
Brynjolfsson and Smith, 2000, Baye et al., 2004a, Baye et al., 2006, Clemons et al.,
2002, Venkatesan et al., 2007) reveal that the predominant reliance on posted prices
might be a limitation. However, it is primarily the paper published by Ghose and Yao
(2011) that raises the idea that the type of price analysed makes an eminent
difference. In their research, they point out that the range of listed prices for a certain
product might be relatively high. In contrast, when actual transaction prices are
analysed, this price range is way smaller (Ghose and Yao, 2011). As a consequence,
an analysis of posted prices “(…) would lead to an upper bound on the actual level of
price dispersion” (Ghose and Yao, 2011, p. 2). Ghose and Yao (2011) even propose
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that for transaction prices the law of one price might actually be true, somewhat
supporting the idea to use price dispersion as an indicator for competition.
Nevertheless, it could be argued that it might be appropriate to evaluate the range of
posted prices due to the assumption of well informed and less informed customers in
the market (Chen and Zhang, 2011, Morgan et al., 2006), which paves the way for
price discrimination (Borenstein and Rose, 1994, Chellappa et al., 2011, Gerardi and
Shapiro, 2009, Hayes and Ross, 1998).
Yet, in a non-monopolistic industrial purchasing context, where the buying
organisation receives quotations from different suppliers, the assessment of
transactional prices might be particularly reasonable. This would somewhat limit the
issue of “alibi-quotations” as described in the previous section.
Still, an essential challenge of researching price dispersion is to gather suitable data
(Lach, 2002). This might also explain the prevalence of posted prices since these
data are presumably easier to gather. When researching B2B purchasing, though, it
should be possible to obtain the necessary data. Most large companies have
business intelligence departments and data warehouses in place, allowing them to
track all relevant price information, such as posted prices, contracted prices, and
volumes (Sahay and Ranjan, 2008, Vogt, 2011, Laudon and Laudon, 2011). Even
though it should be possible to obtain transaction prices of requested goods in
industrial environments, it might still be difficult to analyse them. If only one supplier
is chosen for a specific item (single sourcing) (Larson and Kulchitsky, 1998), there
would be no price to compare with. As a consequence, it is proposed to compare the
transaction price to the “nearest” listed price. The underlying rationale for this
comparison is that it might not be possible for the buyer to distinguish serious offers
from unrealistic ones. As previously explained, some suppliers prepare quotations
without a serious interest to deliver an item. However, if the buyer receives several
quotations from different suppliers, the lowest offered price (next to the chosen one)
is most likely to be a serious attempt to get the project. Further, it is also conceivable
that the responsible buyer does not negotiate with all suppliers. Rather it can be
expected that the buyer pre-selects the most promising initial offers and then
engages in negotiation processes only with this group of suppliers (Aissaoui et al.,
2007, Park et al., 2010).
In summary, it is argued that there should be a distinction between posted prices and
transaction prices in order to receive more accurate results. Finally, we propose to
calculate the relative price range between the chosen transaction price and the
“nearest” declined (posted) offer in the case of industrial contexts in order to
determine price dispersion.

3.4 Implications and future research directions
This conceptual chapter provides various implications for theory and practice.
Starting with the theoretical contributions, literature from the field of economics has
been analysed in order to explore whether homogeneous product price dispersion
could be a suitable measure for competition in B2B supply markets. Based on
studies analysing B2C environments, it has been deducted why particularly in B2B
markets price dispersion could be related to competition. As a result, we argue that
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an assessment of price dispersion can indicate the intensity of competition between
suppliers. More specifically, we propose to calculate the price range between the
lowest (transaction) price and the nearest (listed) price. By doing so, it is argued that
a robust evaluation of competitive pressures should be possible. Consequently, the
paper at hand adds to the body of literature by reasoning that it is possible to transfer
the measurement of homogeneous product price dispersion to B2B supply markets.
Next to the theoretical contributions, the paper is likely to provide valuable
information especially for practitioners. To our knowledge, this paper is the first one
that develops an indicator for competition in the supply base that is both convenient
and robust for most purchasing organisations. Within most buying organisations, the
required data should be readily available. As a consequence, by applying simple
calculations, buyers could be supported in their decision whether to engage in a
strategic partnership with a supplier or not. Although previous research highlights the
importance of increased strategic collaboration between buyers and suppliers
(Weijters et al., 2006), companies could improve the effectiveness and efficiency of
their purchasing operations by means of focusing on close relationships with those
suppliers that operate in environments with low levels of competitive pressure (Smith,
2009). Matching the type of buyer-supplier relationship with the competitive
environment can in turn improve firm performance (Khalfan et al., 2014).
In addition, the measurement of price dispersion can help purchasing managers to
detect collusive behaviour. As highlighted in previous research, persisting price
dispersion for homogeneous goods can be attributed to collusive behaviour of the
suppliers involved (Slade, 1990, Blanckenburg et al., 2012, Harrington, 2005).
Accordingly, the development of cartels can be detected more easily by identifying
the range of price dispersion. In this case, purchasing managers may consider to
involve more potential suppliers in negotiations since it has been shown that a larger
number of sellers leads to more intense competition, which ultimately results in lower
price levels (Clay et al., 2001, Gerardi and Shapiro, 2009, Hayes and Ross, 1998,
Lewis, 2008, Sorensen, 2000).
Further, the study at hand provides various avenues for future research. The
opportunity to evaluate the intensity of competition paves the way for empirical
research settings analysing the impact of competitive pressure on the success of the
purchasing function. Moreover, future research could investigate whether an
assessment of price dispersion in certain commodity groups could act as an
additional indicator for purchasing performance. Another interesting research setting
could be to explore how different purchasing levers or production factors influence
the extent of competition between suppliers.
Despite its contributions to theory and practice, the paper has also limitations. The
first limitation is the exclusive reliance on literature instead of using original data or
observations. However, given the explorative nature of the research at hand, a
conceptual paper seems to be a sound research layout. As such, the paper is argued
to be a viable starting point for future research and purchasing practice. Another
limitation could be the assumption that homogeneous products can be found within
B2B markets. This assumption might not always be fulfilled, somewhat limiting the
applicability of the proposed measure.
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3.5 Conclusion
Scholars as well as practitioners have acknowledged the importance of purchasing
for corporate success (Kraljic, 1983, Quintens et al., 2006a, Monczka et al., 2008).
Meanwhile, purchasing is not seen any more as “necessary evil” but rather as an
opportunity to make an organisation more profitable (Monczka et al., 2008). As a
consequence, a large amount of research has been conducted on how to achieve
purchasing excellence (Trent and Monczka, 2005). In this context, it was suggested
by previous research that buying organisations should strive to minimise costly
efforts. One of these inefficiencies could be the resource-intensive formation of
strategic partnerships with suppliers that operate in highly competitive environments
(Forker and Stannack, 2000, Wilhelm, 2011). Accordingly, a serious challenge in
purchasing operations is to decide with which suppliers to engage in close
relationships. Cooperative relationships in purchasing are indeed shown to be
potentially successful but they are also resource consuming (Horn et al., 2014).
Hence, one approach to facilitate the decision whether to engage in close
collaboration or not could be an assessment of the functional efficiency of the
competitive forces in the respective supply market. However, so far, there was no
feasible measure to assess the competitiveness of supply markets.
In this paper, economic elaborations on price dispersion have been reviewed and
framed for an application in supply chain management. Specifically, previous
research on price dispersion was limited to B2C markets. In this paper, however, it is
highlighted that there are significant differences between B2C and B2B environments
(Webster Jr and Wind, 1972, Woodside and Wilson, 2000, Emiliani, 2006).
Therefore, this paper is the first one arguing that price dispersion is a suitable
measure for competition in supply markets. In general, it is assumed that the stronger
the competition, the better the price dispersion for homogeneous goods will be
(Lewis, 2008, Barron et al., 2004, Clay et al., 2001). As a consequence, the paper at
hand contributes to theory by proposing a simple but robust method for purchasing
organisations to calculate the relative price dispersion of supplier quotations in order
to assess the competitive pressure in supply markets. This could be the point of
departure for future research in the field of purchasing and supply management.
From a practitioner’s perspective, we provide a tool for buying organisations that
allows them to consider the extent of competition in their supply markets to develop
more accurate purchasing strategies.
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3.6 Abstract for journal / keywords
Since the formation of close relationships with suppliers requires a considerable
amount of resources, the capacities for such relationships are limited. Thus, recently,
research points into the direction that it might not be conducive to unconditionally
engage in strategic buyer-supplier alliances. Specifically, in those cases where there
is a vivid competition within the supply market, it might not be necessary to cooperate
closely. However, a convenient measurement method for competition has been
missing in the literature so far. Accordingly, this conceptual paper translates insights
from the field of economics for an application in purchasing and supply management.
It is recommended to evaluate the product price dispersion of supplier quotations in
order to assess the intensity of competition in supply markets. As a consequence,
this conceptual paper paves the way for future research on competition between
suppliers. For managers, the proposed method could support the development of
efficient purchasing strategies.

Keywords: Competition; Price Dispersion; B2B markets; Industrial Purchasing
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4 Price-reducing effects of competitive
pressure
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4.1 Introduction
Over the last decades, it has been observed that in many industries the depth of
value added at each stage of the supply chain is decreasing considerably. In
particular, within the automotive industry, the largest share of the OEM’s turnover is
directly passed through to its suppliers. Accordingly, about 70% of the value is
created externally (Li, 2013, Maurer et al., 2004). Taking the decreasing depth of
value creation as point of departure, an OEM’s supply base becomes an important
resource that can result in a competitive advantage (Barney, 1991, Hüttinger et al.,
2014, Hüttinger et al., 2012). Thus, efficient supply management strategies and
tactics are of essential importance for many industries (Schiele et al., 2011a,
Ingenbleek and van der Lans, 2013).
Some researchers recommend engaging in long-term strategic partnerships with
suppliers in order to secure resources and commitment (Horn et al., 2014, Kalwani
and Narayandas, 1995, Spekman, 1988). However, long-term buyer-supplier
alliances are costly and might not be necessary for all kinds of purchased products
(Bensaou, 1999, Cousins and Lawson, 2007). Thus, it might be useful to assess the
competitive environment (Bensaou, 1999, Boone, 2001). Accordingly, in markets with
healthy competitive environments, it is argued that rather transactional arm’s-length
relationships might be sufficient, since the supplier’s profit margins are competed
away, keeping the price levels low. In this context, Forker and Stannack (2000, p. 37)
state: (…) before buyers rush to set up ‘partnerships’ with their suppliers, they should
take a candid look at the need for such intimate relationships”.
However, the argumentation that competition reduces prices and profit margins is
mostly based on anecdotal evidence or conceptual considerations from the field of
economics. As a consequence, the purpose of this study is an empirical assessment
of the effect of competition on purchasing performance. Specifically, we explore the
question, whether the intensity of competition influences the outcome of the
negotiation process between a buying organisation and its suppliers.
We use a set of secondary data obtained from the sourcing department of a large
European automotive OEM. The data cover price information during the sourcing
process of initially purchased productive materials (new buying tasks) (Webster Jr
and Wind, 1972, Doyle et al., 1979). In order to examine the data, we apply a
competitive dynamics perspective (see e.g. Chen and Miller, 2012, Ketchen et al.,
2004, Smith et al., 2001). The research stream of competitive dynamics in essence
argues that a company’s success is not only determined by its own actions but also
by the interplay of competitive actions and reactions with rival companies (Smith et
al., 2001, Katila et al., 2012).
We find that the increase of competitive pressure during the sourcing process is
associated with higher price reductions. Further, the data suggest that the
participation of low-cost country suppliers in the negotiation process and the number
of requested suppliers also significantly affect competitive pressure and negotiated
price reductions.
The remainder of this chapter is organised as follows. We introduce the concept of
competitive dynamics and the awareness-motivation-capability (AMC) framework as
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theoretical perspectives of our research. Then, we develop five hypotheses on the
relationship between competitive pressure and negotiated price reductions. In the
methodology section, we disclose the characteristics of the data collected, as well as
the analyses conducted. The results obtained are presented and discussed in order
to derive implications for theory and practice. Finally, we end with a conclusion.

4.2 Competitive dynamics
In recent years, the literature stream of competitive dynamics gained increased
interest among researchers (e.g. Chen and Miller, 2012, Ketchen et al., 2004, Furrer
and Thomas, 2000). Grounded in Schumpeter (1942) and his theory of creative
destruction, it is supposed that companies can exert a competitive action (e.g. the
introduction of a new product), allowing them to achieve a favourable competitive
position. Likewise, competitive dynamics is “(…) the study of interfirm rivalry based
on specific competitive actions and reactions, their strategic and organizational
contexts, and their drivers and consequences” (Chen and Miller, 2012, p. 137).
Hence, competitive dynamics literature strives to reveal how competitive actions can
be translated into long-term competitive advantages and performance improvements
(Ketchen et al., 2004).
Acknowledging that competitive dynamics is rather a literature stream than a theory
of its own, prior research has benefitted from diverse theories and frameworks
(Ketchen et al., 2004, Chen and Miller, 2012, Lamberg et al., 2009, Furrer and
Thomas, 2000). Specifically, the AMC framework gained popularity among
researchers (see e.g. Chen and Miller, 2012, Lamberg et al., 2009, Livengood and
Reger, 2010, Hutzschenreuter and Israel, 2009). At its core, the AMC framework
postulates that the likelihood of exerting a competitive action depends upon a
company’s awareness, its motivation, and capability to compete (Meyer and Sinani,
2009, Chen, 1996, Smith et al., 2001). More precisely, a firm needs to be aware that
there is competition, before it will undertake a competitive action (Meyer and Sinani,
2009, Chen and Miller, 2012). Similarly, the incumbents must be motivated to accept
the challenge and to engage in competitive actions (Sirmon et al., 2010, Chen,
2009). Finally, companies must possess the required capabilities to compete (Sirmon
et al., 2010, Ndofor et al., 2011).
We argue that the AMC framework can also be adapted to an industrial purchasing
environment. Particularly in the supply markets of large buying organisations, the
requirements of the AMC framework should be fulfilled. It can be assumed that, at
least for routine and leverage items (Kraljic, 1983), suppliers should be aware of the
fact that they find themselves in a situation of rivalry with other suppliers (Wilhelm,
2011, McIvor, 2008, Wu and Choi, 2005). Additionally, in most cases, it can be
expected that suppliers actually want to engage in a business relationship with an
industrial customer that potentially is requesting large volumes of goods (Saxena et
al., 2013). However, there might be situations in which suppliers are not particularly
interested in winning a contract, e.g. due to capacity constraints.
The last requirement of the AMC framework is the capability to compete. Capability is
often operationalised as financial or technical resources (Lamberg et al., 2009).
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Thus, particularly suppliers from industrialised countries are most likely to possess a
large set of resources, allowing them to compete actively.
In essence, competitive dynamics is a literature stream that aims to explain corporate
success through the interplay of competitive actions and reactions. In this context,
the awareness-motivation-capability framework acts as a theoretical foundation and
can also be applied for industrial purchasing research settings.

4.3 Hypotheses
Many firms pursue global sourcing strategies in some form and to some extent
(Schiele et al., 2011a, Horn et al., 2013, Horn et al., 2014). The underlying idea is
usually to benefit from factor cost differences between sourcing regions (Beugelsdijk
et al., 2009, Kogut, 1985). As a consequence, many products are expected to have
different prices across countries. In an industrial purchasing context, it is likely that
the involved suppliers become aware that they find themselves in a situation of global
competition (Steinle and Schiele, 2008). Since global sourcing usually takes place in
a dynamic context, domestic suppliers competing against suppliers from low-cost
countries (LCCs) are expected to be particularly motivated (Kotabe and Murray,
2004, Quintens et al., 2006a, Arnold, 1989). They possibly fear to lose business
partners or to jeopardise established relationships. Thus, it can be assumed that the
involved suppliers prepare more competitive offers which is reflected in lower prices
(Lamberg et al., 2009, Ferrier et al., 2002, Connelly et al., 2010).
The potential disadvantages of higher labour costs in industrialised countries are
often compensated through superior production technologies and experience in
dealing with highly demanding western customers (Horn et al., 2013, Bell and Pavitt,
1997, Kaufmann and Körte, 2010). Put in another way, also domestic suppliers
possess considerable cost saving potentials stemming from efficient production
processes and their established market position (Schiele et al., 2011a).
At the beginning of the negotiation process, the requested suppliers might
underestimate the competitive threat in the respective supply market for a certain
good. However, as the negotiation process proceeds, the initially blurred picture is
assumed to become more accurate. Thus, suppliers that initially submitted a
relatively expensive offer are likely to reduce their prices during the negotiation
process, when suppliers from low-cost countries are involved (Kaufmann and Körte,
2010). This idea is reflected in hypothesis 1:
H1:

The participation of low-cost country suppliers in the negotiation process is
associated with higher price reductions as compared to negotiation processes
with only domestic participants.

Similar to H1, it is assumed that low-cost country suppliers possess significant factor
cost advantages (Beugelsdijk et al., 2009, Kogut, 1985). However, becoming aware
of the exposure to global competition, it is likely that also the motivation to engage in
price competition with international suppliers increases (Kaufmann and Körte, 2010,
Auer and Fischer, 2010, Auer et al., 2013, Rugman and Verbeke, 2004).

50

4.3 Hypotheses

In this context, not only factor cost differences should be taken into consideration.
Another point is the idea that suppliers from low-cost countries might not yet be very
established in western supply markets (Bensaou, 1999). For this reason, these
suppliers are assumed to be particularly motivated to win a tender in order to improve
their competitive position in western countries (Simon, 2005, Porter, 1985). As a
consequence, it is argued that confronting domestic suppliers with their international
counterparts during the negotiation process can cause a vivid set of consecutive
competitive actions and reactions in the form of adjusted price offers (Kaufmann and
Körte, 2010, Simon, 2005). Thus, not only price reductions, as hypothesised in H1,
but also the intensity of competitive pressure is assumed to increase during the
negotiation process (Revenga, 1992, Kaufmann and Körte, 2010, Steinle and
Schiele, 2008). Put in another way, even in situations with initially low levels of
competition, the increasing awareness of being confronted with an international set of
suppliers causes growing competitive pressures during the negotiation process
(Ndofor et al., 2011, Chen and Miller, 2015, Lamberg et al., 2009). This is reflected in
hypothesis 2:
H2:

In situations with low-cost country supplier participation in negotiation
processes, the associated increase in competitive pressure will be higher as
compared to situations without low-cost country participation.

Literature from the field of economics is traditionally concerned with reproducing the
competitive mechanisms in markets (e.g. Varian, 1980). In this context, the market
structures range from monopolistic situations to markets with perfect competition
(Besanko and Thakor, 1987, Weele, 2005, Singh and Vives, 1984). In monopolistic
situations, there is only one producer offering a certain good in a market. This
producer is likely to ask a price (Cournot price) that guarantees a rather high profit
margin (Tremblay and Tremblay, 2011, Randøy et al., 2009, Gupta and Di
Benedetto, 2007). In contrast, under perfect competition a large number of producers
is willing to sell homogeneous products in the market. If the offered products are
perfect substitutes, a rational customer is assumed to choose the supplier on the
basis of defined criteria, such as offering the lowest price (Stock, 2005, Anderson et
al., 1999, Håkansson, 1982, Weber et al., 2010). For this reason, under perfect
competition, price levels should approximately equal the marginal cost of production,
i.e. the profit margins are competed away (Tremblay and Tremblay, 2011).
In a purchasing and supply management context, we find similar conditions in
industrial supply markets. Large buying organisations send detailed requests for
quotations to a set of suppliers that are believed to be able to deliver a certain item
(Weele, 2005, Scheffler et al., 2015). If only one supplier would be available in the
market, the offered price would possibly be associated with an exceptional high
markup. Consequently, it can be assumed that in markets with many potential
suppliers for a certain good, the negotiated price levels are lower since the profit
margins are competed away (Forker and Stannack, 2000). A precondition for this
argumentation is that the involved suppliers are aware of being exposed to
competition (Chen and Miller, 2015, Ketchen et al., 2004, Sirmon et al., 2010).
Further, the respective suppliers must be motivated to engage in competition, and
capable to exert the corresponding competitive actions (Ndofor et al., 2011). In
industrial automotive markets, with a limited number of buying organisations, these
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assumptions are likely to be met (Weele, 2005, Webster Jr and Wind, 1972, Monczka
et al., 2008), thus we present hypothesis 3:
H3:

The larger the number of suppliers involved in the negotiation process, the
larger will be the relative price reduction.

Stating that the number of suppliers involved in the negotiation process influences
the price levels, it is likely that the number of suppliers also affects the competitive
pressure (Porter, 1985, Weele, 2005, Schumacher et al., 2008). At the beginning of
the sourcing process, each supplier is asked to offer a price for that it would be
willing to deliver a requested item. When preparing the initial offer, the suppliers are
likely to be aware of the competitive situation for a specific item (Campbell and
Cunningham, 1983). The underlying rationale is that suppliers themselves are
expected to continuously conduct market research, in order to identify the most
relevant competitors and customers (Hollensen, 2015, Bergen and Peteraf, 2002,
Czepiel and Kerin, 2012). Further, it can be assumed that particularly established
domestic suppliers can benefit from their experience in the respective markets (Horn
et al., 2013, Bertrand and Mol, 2013). Thus, we argue that it is reasonable to assume
that suppliers have at least a rough overview over the competitive conditions in the
market. If they are seriously interested in being awarded with a business contract,
they are motivated to submit a quotation that is expected to be competitive, providing
that the corresponding capabilities are existing (Kaufmann and Körte, 2010, Monczka
et al., 2008, Chen and Miller, 2012). For this reason, if the number of requested
suppliers is large, it is argued that the competitive pressure is already high when
submitting the initial offer and remains high during the entire negotiation process
(Boone, 2000).
In contrast, when the number of requested suppliers is low, it is expected that the
competitive pressure at the beginning of the negotiation process is rather low but
increases over the course of time as result of the sourcing levers applied by the
purchasing executives (Pruitt, 2013, Schiele et al., 2011a, Boone, 2000). As a
consequence, we hypothesise that a large number of requested suppliers results in a
lower increase of competitive pressure during the negotiation process as compared
to situations with only few suppliers. This is reflected in hypothesis 4:
H4:

The larger the number of suppliers involved in the negotiation process, the
lower will be the increase in competitive pressure during the negotiation
process.

As previously argued in this section, there might be situations with low levels of
competitive pressures at the beginning of the sourcing process. Opposed to B2C
markets, where the consumer often has no opportunity to renegotiate prices, this is a
common approach in industrial B2B markets (Weele, 2005, Monczka et al., 2008,
Webster Jr and Wind, 1972). Put in another way, in B2C markets, the consumer
usually can only choose between an identified set of listed prices (Liu et al., 2012,
Barron et al., 2004). In B2B markets, however, the initially posted prices are in many
cases renegotiated, causing a deviation between initially listed price offerings and
actually realied transaction prices (Ghose and Yao, 2011, Weele, 2005, Perneger
and Hudelson, 2004, Scheffler et al., 2015).
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Thus, the idea emerges that in sourcing situations with high degrees of price
dispersion between initial quotations, the buyer aims at aligning the offered prices
through the application of suitable sourcing levers (Thomas and Wilson, 2002,
Schiele et al., 2011a). As a consequence, during the negotiation process, the buyer
strives to create an awareness of the competitive situation among suppliers, in order
to be able to increase competition. If the buyer successfully motivates the suppliers
to engage in price competition in accordance to their specific capabilities, it is likely
that they submit improved quotations (Boone, 2000, Monczka et al., 2008, Chen and
Miller, 2012, Lamberg et al., 2009). Consequently, it can be expected that an
increase in competitive pressure during the negotiation process is associated with
considerable price reductions, as stated in hypothesis 5. A summary of the proposed
model is shown in Figure 5.
H5:

An increasing competitive pressure during the negotiation process is
associated with higher negotiated price reductions.

Figure 5: Summary of the hypothesised relationships

4.4 Methodology
In the previous sections, the theoretical backgrounds of the study were presented. As
a result, five testable hypotheses were deducted from the literature. In this section,
information on the methodological approach is provided.
Within the field of purchasing and supply management, there is a broad range of
methodological approaches available. Still, many studies are in essence qualitative
(e.g. case studies or literature reviews) or quantitative in their nature. For this study, a
quantitative research setting in the form of a secondary data analysis was chosen.
The main motivation for this procedure was the call by many scholars for more
secondary data research in supply chain management (Cucchiella et al., 2012, Crum
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et al., 2011, Calantone and Vickery, 2009). In this context, the main benefits of
secondary data research are the obtainment of more objective results and relatively
large datasets, somewhat limiting the influence social desirability and the exclusive
reliance on subjective assessments of a rather small group of individuals (Podsakoff
et al., 2012, Cowton, 1998, Harris, 2001, Calantone and Vickery, 2009).
The data for the study at hand were gathered at the sourcing department of a large
European automotive OEM. The researchers had direct access to databases
supporting the sourcing process of productive materials. In detail, the data obtained
covered sourcing projects that were executed between the years 2012 and 2013. For
each sourcing project, the following information was provided: the requested
suppliers, each supplier’s initially offered price, each supplier’s final offer, and each
supplier’s country of origin (production plant). As the influence of additional hidden
factors, potentially disturbing the results of the analyses, should be eliminated, it was
decided to focus on initially purchased items (new buying task), neglecting rebuying
projects (Webster Jr and Wind, 1972, Doyle et al., 1979, Weele, 2005). The
underlying rationale is that in the case of repeatedly negotiated items, the current
supplier might benefit from first-mover advantages such as learning effects,
somewhat limiting the incentives of competition between suppliers (Boulding and
Christen, 2001, Lieberman and Montgomery, 1988, Ketchen et al., 2004).
With regard to the hypotheses presented in the previous section, there were four
different variables that needed to be operationalised in order to be able to test the
proposed relationships. The first variable was branded as “LCC participation”. In the
context of this study, we were particularly interested in the origin of the suppliers
involved in a negotiation process (Håkansson and Wootz, 1975, Pfohl and Gareis,
2005). As the location of each supplier’s production plant was known, it was possible
to assign a standardized cost index to each supplier (Summers and Heston, 1988).
More precisely, each supplier was classified on the basis of the local procurement
index (LPI). The LPI is a construct developed by the OEM under investigation. It is an
empirically calculated measure that evaluates prices of in-depth localised and
technical comparable parts, taking into consideration common project exchange
rates and macro-economic data. Accordingly, the LPI is also adjusted for exchange
rates and other cost factors in each country. Western industrialised countries with
comparable factor costs (e.g. Germany, France, Great Britain) were assigned with an
LPI of 100. All countries with an LPI below 100 were classified as low-cost countries.
As a result, the variable “LCC participation” indicates whether only suppliers from
domestic industrialised countries were involved or whether also at least one supplier
from a low-cost country was involved in the negotiation process. Consequently, the
variable “LCC participation” is evaluated on a nominal scale, covering two groups:
“yes” and “no”.
The second variable is labelled “number of suppliers”. The number of suppliers
represents the quantity of suppliers that were involved in the negotiation process. In
detail, for each sourcing project, it was counted how many suppliers have submitted
at least one quotation. As a result, the number of suppliers is measured on an
interval scale.
The third variable is called “change of competitive pressure”. This variable measures
the difference between the competitive pressure at the beginning and at the end of
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the negotiation process. It is operationalised through an assessment of price
dispersion between initial price offers and the price dispersion between final offers.
Based on insights from the field of economics, it is argued that the intensity of
competition is closely related to homogeneous product price dispersion (Baye et al.,
2004a, Lewis, 2008, Barron et al., 2004, Azar, 2013, Pereira, 2005). The literature
indicates that when the intensity of competition increases, the price dispersion
becomes smaller (e.g. Lewis, 2008, Barron et al., 2004, Pereira, 2005, Clay et al.,
2001, Chevalier and Goolsbee, 2003, Gerardi and Shapiro, 2009, Scheffler et al.,
2015). Thus, in this research setting, we calculate the price dispersion for the initially
submitted offerings and compare it to the price dispersion of the final quotations.
Even though there are many different methods to assess price dispersion (see e.g.
Borenstein and Rose, 1994), it was decided to calculate price dispersion as the
range between the best and the second best offer (Scheffler et al., 2015). This
method is argued to be best suitable for studies in industrial B2B markets, as not all
suppliers submit a serious offer. Some suppliers might just feel forced to provide a
quotation in order to not jeopardise the relationship with a large industrial customer.
As a consequence, these suppliers might submit quotations incorporating exceptional
high prices to make sure that they are not selected for a certain project (Eymann et
al., 2005, Su et al., 2005). By focusing on the price dispersion between the best and
the second best offer, it is more likely that these offers are serious attempts to obtain
a business contract (Jiang and Wang, 2010). Thus, it is argued that the distance
between the lowest and the second lowest price provide the most accurate picture of
the competitive situation in a supply market. The difference between initial and final
price dispersion is then labelled “change of competitive pressure” (interval scale) and
calculated by means of the following formula:
initial price dispersion-final price dispersion
=change in competitive pressure
initial price dispersion
The fourth variable in the presented model is called “relative price reduction”. This
variable measures the relative distance between the initial offer of the selected
supplier and the respective final offer. The underlying idea is to determine the extent
of price reduction achieved over the course of the negotiation process. The “relative
price reduction” (interval scale) is calculated by means of the following formula:
first offer-final offer
=relative price reduction
first offer

4.5 Analyses and Results
The hypotheses, the data gathered, as well as the variables have been discussed so
far. In this section, it is presented how the data and variables were used in order to
test the hypotheses.
The first hypothesis (H1) suggested that the participation of low-cost country
suppliers is associated with higher price reductions during the negotiation process.
Accordingly, “LCC participation” is the independent variable and “relative price
reduction” is the dependent variable. As the independent variable is represented by a
nominal scale, consisting of two groups, and the dependent scale is represented by
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an interval scale, different types of analyses were possible. However, a first analysis
of the normality of the data and the homogeneity of variance revealed that the
preconditions for parametric tests were not met.
In detail, the Kolmogorov-Smirnoff test revealed that the data for the group with lowcost country participation were significantly different from normal (D(233) = 0.182, p <
.01). Similarly, also data for the group without low-cost country participation were
significantly different from normal (D(301) = 0.171, p < .01). Further, the Levene test
revealed a violation of the assumption of homogeneity of variance with (F(1, 532) =
31.80, p < .01). Taking these insights as point of departure and in line with Field
(2013), it was decided to conduct the non-parametric Mann-Whitney test (see Table
6 and Table 7).
The group with low-cost country participation resulted in significantly higher levels of
relative price reductions (Mdn = 0.24) as compared to those negotiation processes
without low-cost country participation (Mdn = 0.19), U = 31024, p < .05, z = -2.286.
Following Field (2013), the z value (z = -2.86) was transformed to Pearson’s
correlation coefficient r = .1. As a consequence, hypothesis 1 is confirmed.

Relative price
reduction

LCC
participation

N

Mean Rank

Sum of Ranks

Yes

233

284.85

66,370.00

No

301

254.07

76,475.00

Total

534

Table 6: Summary of ranked data (low-cost country participation)

Mann-Whitney U
Wilcoxon W
Z
Asymp. Sig. (2-tailed)
Monte Carlo Sig. (2-tailed)

Monte Carlo Sig. (1-tailed)

Sig.
99% Confidence Interval Lower Bound
Upper Bound
Sig.
99% Confidence Interval Lower Bound
Upper Bound

Relative
price
reduction
31,024.000
76,475.000
-2.286
.022
.021
.017
.024
.010
.008
.013

Table 7: Results of the Mann-Whitney test (hypothesis 1)

In the second hypothesis (H2) it was argued that “LCC participation” is expected to
be associated with higher changes of competitive pressure during the negotiation
process. Consequently, “LCC participation” (nominal scale; two groups) was the
independent variable and “change in competitive pressure” (interval scale) the
dependent variable. Similar, to hypothesis 1, the Kolmogorov-Smirnoff test revealed
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a violation of the assumption of normality for both groups of the independent variable.
Data for the group with low-cost country participation were significantly different from
normal (D(228) = 0.355, p < .01) as well as data for the group without low-cost
country participation (D(299) = 0.328, p < .01). In addition, the Levene test indicated
a violation of the assumption of homogeneity of variance with (F(1, 525) = 4.31, p <
.05). Hence, it was decided to conduct the non-parametric Mann-Whitney test (see
Table 8 and Table 9) (Field, 2013).
The group with low-cost country participation resulted in significantly higher levels of
changes in competitive pressures (Mdn = 0.75) as compared to those negotiation
processes without low-cost country participation (Mdn = 0.42), U = 27601.5, p < .01,
z = -3.77, r = .16. Thus, hypothesis 2 is confirmed.

Changes in
competitive
pressure

LCC
participation

N

Mean Rank

Sum of Ranks

Yes

228

292.44

66,676.50

No

299

242.31

72,451.50

Total

527

Table 8: Summary of ranked data (changes in competitive pressure)

Mann-Whitney U
Wilcoxon W
Z
Asymp. Sig. (2-tailed)
Monte Carlo Sig. (2-tailed)

Monte Carlo Sig. (1-tailed)

Sig.
99% Confidence Interval Lower Bound
Upper Bound
Sig.
99% Confidence Interval Lower Bound
Upper Bound

Changes in
competitive
pressure
27,601.500
72,451.500
-3.744
.000
.000
.000
.000
.000
.000
.000

Table 9: Results of the Mann-Whitney test (hypothesis 2)

Hypothesis 3 expected that a larger number of suppliers would be associated with
higher price reductions during the negotiation process. The application of the
Kolmogorov-Smirnoff test resulted in the insight that the data did violate the
assumption of normality. Data for the number of suppliers were significantly different
from normal (D(534) = 0.253, p < .01) as well as the data for the relative price
reduction (D(534) = 0.171, p < .01). Since the prerequisites to conduct a parametric
regression were not met, it was decided to use the non-parametric Spearman
correlation (see Table 10) (Field, 2013).
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The results indicate that there is a statistically significant positive relationship
between the number of suppliers that have submitted a quotation and the relative
price reduction, r (Spearman) = .12, p (2-tailed) < .01. Thus, hypothesis 3 is
confirmed.

Spearman’s
rho

Number of
suppliers

Relative price
reduction

Number of
suppliers

Relative price
reduction

Correlation
Coefficient

1.000

.124**

Sig. (2-tailed)

.

.004

N

534

534

Correlation
Coefficient

.124**

1.000

Sig. (2-tailed)

.004

.

N

534

534

**. Correlation is significant at the 0.01 level (2-tailed).

Table 10: Spearman correlation (hypothesis 3)

In the fourth hypothesis (H4), it was suggested that the “number of suppliers” is
negatively related to the “change of competitive pressure” during the negotiation
process. As a first step, it has been tested whether the preconditions for the
application of a parametric test were met. The Kolmogorov-Smirnoff test revealed a
violation of the assumption of normality for both variables. Data for the number of
suppliers were significantly different from normal (D(527) = 0.254, p < .01), as well as
data for the relative price reduction (D(527) = 0.346, p < .01). Hence, it was decided
to apply the non-parametric Spearman correlation (see Table 11) (Field, 2013).

Spearman’s
rho

Number of
suppliers

Changes in
competitive
pressure

Number of
suppliers

Changes in
competitive
pressure

Correlation
Coefficient

1.000

-.176**

Sig. (2-tailed)

.

.000

N

534

527

Correlation
Coefficient

-.176**

1.000

Sig. (2-tailed)

.000

.

N

527

527

**. Correlation is significant at the 0.01 level (2-tailed).

Table 11: Spearman correlation (hypothesis 4)
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It is revealed that there is a statistically significant negative relationship between the
number of suppliers that have submitted a quotation and the change in competitive
pressure, r (Spearman) = .18, p (2-tailed) < .01. Accordingly, hypothesis 4 is
confirmed.
Finally, in hypothesis 5, it was expected that the “change of competitive pressure” is
positively related to the extent of “relative price reduction”. The Kolmogorov-Smirnoff
test revealed that none of both variables were normally distributed. Data for “changes
in competitive pressure” were significantly different from normal (D(527) = .346, p <
.01), as well as the data for relative price reduction (D(527) = 0.170, p < .01). Since
the preconditions for a parametric regression were not met, it was decided to
calculate Spearman’s correlation (see Table 12) (Field, 2013).
It is revealed that there is a statistically significant positive relationship between the
change of competitive pressure during the negotiation process and the relative price
reduction, r (Spearman) = .17, p (2-tailed) < .01. Accordingly, hypothesis 5 is
confirmed.

Spearman’s
rho

Changes in
competitive
pressure

Relative price
reduction

Changes in
competitive
pressure

Relative price
reduction

Correlation
Coefficient

1.000

.167**

Sig. (2-tailed)

.

.000

N

527

527

Correlation
Coefficient

.167**

1.000

Sig. (2-tailed)

.000

.

N

527

534

**. Correlation is significant at the 0.01 level (2-tailed).

Table 12: Spearman correlation (hypothesis 5)

In summary, the data gathered did violate the preconditions for the application of
parametric tests (normal distribution; homogeneity of variance). This result was not
surprising, as the dataset consisted of secondary sourcing data obtained from a large
automotive OEM. However, in those cases where parametric tests should not be
applied, also non-parametric tests can produce valuable and credible results (Field,
2013). For this reason, the non-parametric Mann-Whitney test (H1 & H2) as well as
the non-parametric Spearman correlation (H3; H4; H5) were used to test the
hypotheses. All hypotheses were confirmed at either the p < .01 or the p < .05 level.
A summary of the findings is displayed in Figure 6.
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Figure 6: Summary of the findings

4.6 Discussion
In purchasing and supply management the generation of cost-reductions is one of
the most prominent themes (Schiele et al., 2011a, Spekman et al., 1998,
Christopher, 2012). Scholars as well as practitioners put considerable efforts in
investigating strategies to improve the purchasing performance (Sanchez-Rodriguez
et al., 2003, Sanchez-Rodriguez et al., 2005, Hesping and Schiele, 2015). In this
context, a lot has been elaborated on sourcing tactics and strategies (Schiele et al.,
2011a). In general, the literature highlights that a distinction of sourcing strategies
can be made based on the relationship between buyer and supplier (Krause and
Ellram, 2014, Bensaou, 1999, Forker and Stannack, 2000, Corsten and Kumar,
2005, Smart and Harrison, 2003).
In previous research, it has been indicated that close collaborative buyer-supplier
relationships can result in beneficial outcomes for the buying organisation as well as
for the supplier (Horn et al., 2014, Squire et al., 2009, Paulraj et al., 2008). However,
there are also studies highlighting the potential benefits of more adversarial and
competitive buyer-supplier relationships (Forker and Stannack, 2000, Wilhelm, 2011,
Bensaou, 1999). Yet, when reviewing literature on rather transactional business
relationships, it becomes apparent that most scholars implicitly assume that
competition between suppliers is beneficial as profit margins are competed away and
price levels decrease (Campbell and Wilson, 1996, Lacoste, 2012, Choi and Wu,
2009, Parker and Hartley, 1997).
However, the implicit assumption that competition in industrial B2B supply markets
drives down prices and supports the purchasing performance of buying organisations
is usually not tested using empirical data. In this context, the results of the study at
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hand further clarify the picture of competitive forces and their influence on purchasing
performance.
In the first hypothesis, it was suggested that the participation of LCC suppliers in the
negotiation process is positively associated with price reductions (see e.g. Kaufmann
and Körte, 2010). The analyses of the data resulted in the confirmation of this
hypothesis. We find that negotiation processes with mixed groups of suppliers (LCC
suppliers and domestic suppliers) result in higher price reductions than those
situations in which only domestic suppliers participate.
With regard to the AMC framework, the data suggest that over the course of the
negotiation process, the suppliers become increasingly aware that they are exposed
to global competition. A potential explanation for the significant effect detected for H1
is that each group of suppliers possesses a different set of competitive capabilities.
Whereas LCC suppliers can exploit lower factor costs, domestic suppliers can benefit
from modern and efficient production technologies (Kaufmann and Körte, 2010,
Kogut, 1985, Beugelsdijk et al., 2009, Horn et al., 2013). As a result, domestic as
well as LCC suppliers are motivated to engage in competition. Thus, over the course
of the sourcing process, the initially offered prices significantly decrease.
Similar to H1, in H2 it has been suggested that the participation of LCC suppliers
facilitates an increase in competitive pressure during the bargaining process. Also
this hypothesis was confirmed through our analyses. The underlying rationale is that
at the beginning of the negotiation process neither the domestic, nor the LCC
suppliers might be fully aware of being exposed to global competition. Nevertheless,
during the sourcing process as the buyer negotiates with the requested suppliers,
there is an exchange of information (Pathak et al., 2014). Both groups of suppliers
are likely to become increasingly aware of the fact that they compete with suppliers
they are not familiar with (Pathak et al., 2014, Liljenberg, 2005, Chen et al., 1992).
The ignorance of the rivals’ competitive capabilities and strategies is likely to provoke
considerable competitive actions and reactions (Katila et al., 2012, Chen and Miller,
2012, Sirmon et al., 2010). Hence, with growing awareness of global competition, it
seems reasonable that also the intensity of competition increases.
In the third hypothesis, it was stated that the number of suppliers positively affects
the extent of negotiated price reductions. This hypothesis has been empirically
confirmed. In line with literature from the field of economics, it is expected that with
an increasing number of requested suppliers, the likelihood of monopolistic supply
market structures decreases, somewhat limiting the opportunities to realize
exceptionally high profit margins (Rothschild and Stiglitz, 1992). Rather, it is argued
that the larger the number of suppliers involved in the sourcing process, the more the
price will converge towards the equilibrium price that equals approximately the
marginal cost of production. As argued previously in this section, it is expected that
during the negotiation process the suppliers gain a more accurate picture of the
competitive conditions in the supply market through exchanging information with the
buyer (Liljenberg, 2005, Pathak et al., 2014). Thus, if the suppliers are capable of
further reducing the price, they seem to be motivated to improve their initially
submitted quotation, leading to lower price levels.
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In contrast to H3, in H4, it was suggested that as the number of requested suppliers
grows, the increase of competitive pressure during the negotiation process will be
lower as compared to situations with only few suppliers involved. The analyses
conducted statistically significantly confirm this hypothesis.
Our explanation for the detected phenomenon is that for certain items there might be
a particularly high number of suppliers. As the suppliers themselves conduct market
research, they are well informed of the market structure and the concentration of
potential competitors (Hollensen, 2015, Bergen and Peteraf, 2002, Czepiel and
Kerin, 2012). Opposed to the previous line of reasoning, arguing that over the course
of the negotiation process the awareness of being exposed to competition increases,
in situations with high market density the suppliers are a priori quite confident to find
themselves in a situation of rivalry. This is in line with our findings, suggesting that in
case of a large number of potential suppliers, the competitive pressure is already
high at the beginning of the sourcing process and remains high until its end. In
situations with only few requested suppliers, in turn, the awareness and the
motivation to compete is likely to grow considerable throughout the sourcing process.
Finally, it was proposed that the more the intensity of competition increases over the
course of the negotiation process, the higher will be the negotiated price reductions.
This relationship was confirmed in our dataset.
As stated earlier in this section, many studies implicitly assume a relationship
between competitive pressure and price levels or achieved price reductions,
respectively (Campbell and Wilson, 1996, Lacoste, 2012, Choi and Wu, 2009, Parker
and Hartley, 1997). However, in a purchasing and supply context this assumption
has been taken for granted without extensive empirical investigations. The detected
relationship empirically confirms the intuitive idea that competition can reduce prices.
In the present research setting, we can further highlight the importance of the buyers’
role (Pathak et al., 2014, Liljenberg, 2005). In situations with low levels of initial
competition it is the buyer that applies tactics and levers in order to enhance
competition (Schiele et al., 2011a).
As the purchasing executive bargains with the requested suppliers, they can
deliberately exchange information. This information exchange runs in both directions.
From the perspective of the buying organisation, information on the suppliers’ cost
structure and market strategy can be obtained. Furthermore, the buyer can aim at
providing the supplier with information that additionally motivates it to offer prices in
accordance to its specific capabilities (e.g. Wu et al., 2010). By doing so, a growing
competitive pressure over the course of the negotiation process is associated with
additional price reductions.
In summary, all five hypotheses were confirmed through our analyses. It has been
shown that the participation of LCC suppliers, the number of requested suppliers, as
well as the increase of competitive pressure during the negotiation process
statistically significantly contribute to price reductions. Additionally, the data indicate
that the participation of LCC suppliers is associated with growing competitive
pressures in the sourcing process. In contrast, a larger number of suppliers does not
facilitate the growth of competitive pressure over the course of the negotiation
process, as the competitive pressure is already high at the initial stage and remains
high.
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4.7 Implications for theory and practice
The results of the study at hand have various implications for theory and practice.
Starting with the theoretical implications, it has been shown that the participation of
LCC suppliers in the sourcing process can increase the negotiated price reductions.
Previous research has highlighted that it is quite challenging to assess global
sourcing success, which is reflected in contradicting findings concerning the cost
saving potential stemming from global sourcing (Horn et al., 2013, Schiele et al.,
2011a). However, our results indicate that global sourcing can also contribute to
purchasing performance even when an item is ultimately sourced from a domestic
supplier. The mere participation of a LCC supplier in the negotiation process might
have exerted a significant influence on the price level. As a consequence, we argue
that future studies on low-cost country sourcing should also take into consideration
“indirect” global sourcing effects (Steinle and Schiele, 2008, Elmuti and Kathawala,
2000, Golini and Kalchschmidt, 2011, Hitt et al., 1998).
Further, it has been shown that the number of requested suppliers is positively
associated with negotiated price reductions. As such, it has been empirically
confirmed that a high density in supply markets can contribute to purchasing
performance.
Additionally, the link between competitive pressure and price reductions has been
explored through an analysis of secondary data obtained from the sourcing
department of a large European automotive OEM, applying a competitive dynamics
perspective. The results suggest that when pursuing a rather transactional,
adversarial sourcing strategy, an increasing competitive pressure can decrease the
price levels in the supply market (Campbell and Wilson, 1996, Lacoste, 2012, Choi
and Wu, 2009, Parker and Hartley, 1997). This is mainly attributed to shrinking profit
margins and the suppliers’ motivation to improve efficiency in order to remain
competitive (Morehouse et al., 2008). This finding might seem quite intuitive, but it
represents the explicit empirical confirmation of the implicit assumption that
competition drives down prices and is thus argued to be a contribution to the field of
purchasing and supply management.
From a practical perspective, it can be concluded that LCC suppliers should be taken
into consideration (Kaufmann and Körte, 2010, Simon, 2005). Their participation in
the negotiation process can increase the competitive pressure in the supply market
and reduce the price levels (Kaufmann and Körte, 2010, Simon, 2005). In detail, we
calculated that in those situations, where only domestic suppliers where asked to
submit a quotation, the average increase of competitive pressure over the course of
the negotiation process is 20.66%. The associated negotiated price reductions are
25.46%. In contrast, in those situations, where domestic suppliers, as well as LCC
suppliers where requested to submit a quotation for an item that was ultimately
sourced from a domestic supplier, these values are significantly higher. More
precisely, the increase of competitive pressure represents 33.29%, which translates
to relative price reductions of 29.69%. Accordingly, buying organisations could
benefit from “indirect” global sourcing effects. In our dataset, this would increase the
saving-potential by 4.23%. Thus, it might not always be necessary to determine a
priori based on product characteristics whether a certain item should rather be
sourced globally or in the domestic supply market. According to our findings, it is
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likely that the market forces reveal the most competitive supplier (Morehouse et al.,
2008, Forker and Stannack, 2000, Weele, 2005). Additionally, the worldwide search
for potential suppliers can somewhat counter steer the trend towards supplier
consolidation in industrial B2B markets (Kumar et al., 2014, Bhattacharya et al.,
1996).
Another practical implication is that a transactional sourcing strategy should aim at
maintaining a large number of potential suppliers. The results suggest that the larger
the number of potential suppliers, the higher will be the price reduction during the
negotiation process. If only a small number of suppliers is capable of producing a
certain item, monopolistic or oligopolistic market structures could emerge, somewhat
impeding the pursuit of competitive buyer-supplier relationships (Bensaou, 1999,
Weele, 2005). For this reason, buying organisations could further invest in supplier
development and the establishment of international purchasing offices in order to
increase the set of potential suppliers (Nassimbeni and Sartor, 2006, Handfield,
1994, Sartor et al., 2014). This facilitates the pursuit of competitive buyer-supplier
relationships and implies that it might not always be necessary to engage in resource
intensive strategic partnerships (Cousins and Lawson, 2007, Forker and Stannack,
2000, Bensaou, 1999).
Finally, the results highlight the eminent importance of professional buyers in
industrial supply markets. The findings point into the direction that professional
purchasers even under difficult conditions (e.g. only few potential suppliers) are able
to increase the competitive pressure between suppliers over the course of the
negotiation process through the application of suitable sourcing tactics and levers
(Weele, 2005, Schiele et al., 2011a, Monczka et al., 2008). By doing so, they reduce
price levels and increase the performance of the purchasing function. Consequently,
it can be recommended to invest in continuous training for purchasing executives in
order to assure that the buyers are familiar with state of the art sourcing tactics.

4.8 Limitations and future research directions
The present study is subject to limitations. The first limitation is the exclusive focus on
the automotive industry, somewhat limiting the generalisability of the findings.
However, the automotive industry with its importance to the world economy is often
described as a pioneering industry and is thus point of departure for many studies in
supply chain management (Horn et al., 2013, Nunes and Bennett, 2010, Thun and
Hoenig, 2011, Gopal et al., 2013).
Another limitation is the reliance on data obtained at only one focal company, which
could also limit the generalisability of the conclusions. Still, it is argued that the focal
company of this study is a suitable unit of analysis, as the sourcing volumes are very
large and the success of the purchasing function is of eminent importance for the
performance of the bottom line (Horn et al., 2014, Horn et al., 2013). Further, the
items sourced cover a broad range of industries, such as goods from the plastics,
electronics, and metal sector, sourced from various suppliers. Accordingly, the data is
not only limited to one large company from the automotive industry, but represents
the market behaviour of a large set of companies across diverse industries.
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The data covered more than 500 unique sourcing situations with several suppliers
involved. Nevertheless, it has to be acknowledged that the data were non-normally
distributed, which is not surprising when analysing secondary data (Kiely et al., 2004,
Cina-Tschumi et al., 2009). As a consequence, it was decided to conduct nonparametric tests (Cina-Tschumi et al., 2009). However, also non-parametric tests can
result in credible findings, allowing it to draw inferences on investigated phenomena
(Field, 2013, Gibbons and Chakraborti, 2011, Yue et al., 2002).
Finally, the relatively small effect sizes are a limitation. There might be additional
factors that influence the change of competitive pressure during the negotiation
process or the achievement of price reductions. In this study, however, it could not
have been expected to find large correlations, since the results are also influenced by
the performance of the purchaser (Field, 2013). Put in another way, professional
buyers are argued to possess the necessary capabilities to cope successfully with
difficult market conditions, somewhat counter steering the underlying mechanisms.
As a consequence, the study has a rather explorative character, as its main
contribution lies not in the assessment of effect sizes but rather in the empirical
confirmation that the hypothesised relationships exist (McCartney and Rosenthal,
2000).
The study further provides several directions for future research. Follow-up studies
could explore additional industries, larger data sets, or longitudinal research settings.
This could result in a more accurate picture on market mechanisms and how buying
organisations could cope with them. Given the identified positive effects of
competitive pressure on purchasing performance, future research could focus on the
question of how to increase competition in supply markets. In this context, also the
exploration of potential indirect global sourcing effects could be a promising research
avenue.

4.9 Conclusion
This chapter aimed at finding an answer to the question how competitive pressure
during the negotiation process can influence purchasing performance. Thus, a
dataset covering more than 500 sourcing situations, obtained from the sourcing
department of a large European automotive OEM, has been analysed. Based on
concepts from the field of economics and the literature stream of competitive
dynamics, we conclude that an increase in competitive pressure over the course of
the sourcing process can reduce the price levels and thus contribute to the
performance of the purchasing function. Further, we find that also the number of
suppliers and the origin of the suppliers significantly influence competitive pressure
and the negotiated price reductions. From a practitioner’s perspective, it can be
concluded that also transactional buyer-supplier relationships can result in
considerable price reductions if the competitive pressures for the respective items are
high. This further highlights the important role of the industrial purchaser, who is
responsible for the application of suitable sourcing levers, facilitating increased
competition and lower price levels.
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4.10 Abstract for journal / keywords
Within supply chain management, there is usually a distinction between cooperative
and rather adversarial buyer-supplier relationships. Even though recent research
highlights the benefits of engaging in strategic partnerships with suppliers, the
resources for these intimate relationships are limited. In this study it is argued that
also sourcing strategies aiming at increasing competition between suppliers can
contribute to purchasing performance. More specifically, it is investigated whether
higher degrees of competition are associated with higher achieved price reductions
during the negotiation process. For this research, a set of secondary data, obtained
from the sourcing department of a large European automotive OEM is investigated
under a competitive dynamics perspective. More than 500 unique sourcing projects
are analysed in order to explore the effects of competition on price reductions in
industrial B2B markets. The findings indicate that the participation of low-cost country
suppliers in the negotiation process as well as the number of involved suppliers are
significantly related to the development of competitive pressure during the sourcing
process and to the negotiated price reductions. Also the change of competitive
pressure over the course of the negotiation process is shown to be significantly
related to the achieved price reductions. From a theoretical perspective, the results
suggest that competitive pressure is indeed related to price levels in industrial supply
markets. From a practitioner’s perspective, it can be concluded that also
transactional buyer-supplier relationships can result in satisfying outcomes of the
purchasing function.
Keywords: Competitive Dynamics; Competitive Pressure; Price Dispersion;
Purchasing; B2B markets
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5 Uncovering indirect, competition-increasing
global sourcing effects
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5.1 Introduction
In recent years, global sourcing has become increasingly popular in the scientific
literature as well as in the management departments of many companies (Schiele et
al., 2011a, Steinle and Schiele, 2008, Trent and Monczka, 2003b, Horn et al., 2014).
The reasons why companies engage in global sourcing activities are complex but
can be divided into different categories. Following Schiele et al. (2011a), it is argued
that the majority of multinational firms pursue global sourcing strategies because
their competitors do (isomorphism), in order to achieve cost reductions, to gain
access to highly innovative products, or to facilitate sales activities in the sourcing
region. However, the pursuit of cost savings is the most prominent reason for global
sourcing and grounded in the idea that some supply markets possess lower
comparative price-levels than others (Horn et al., 2014, Lockström and Lei, 2013).
Thus, buying organisations aim at cost saving potentials stemming from factor cost
differences (e.g. Kogut, 1985, Gooris and Peeters, 2013, Horn et al., 2013, Jensen
and Petersen, 2013). Put in another way, there are situations, in which capital is
relatively cheap in certain regions, whereas there are also countries where labour is
less costly as compared to other places. Western industrialised countries rather fit to
the image of cheap capital, whereas low-cost countries rather provide labour at low
cost (Kogut, 1985). In order to benefit from these differences, companies from
industrialised countries increasingly focus on low-cost countries (LCCs).
The urge to benefit from different price levels is not new, but still prevailing. This is
reflected in the fact that there is a growing number of scientific publications dealing
with global sourcing (Schiele et al., 2011a, Quintens et al., 2006b). Accordingly, it
can be observed that more and more companies engage in global sourcing (Horn et
al., 2013, Carter and Narasimhan, 1990, Lewin and Zhong, 2013). In the context of
this research, “global sourcing involves setting up production operations in different
countries to serve various markets, or buying and assembling components, parts or
finished products world-wide” (Murray et al., 1995, p. 181). Considering the various
terms that are used to describe cross-border sourcing activities, it should be
acknowledged that global sourcing is an umbrella term for all of these activities
(Lockström, 2007).
Prior research in the field of global sourcing has been intensively carried out over the
last decades (see e.g. Kotabe and Omura, 1989, Monczka and Trent, 1992, Zeng,
2003, Matthyssens et al., 2003, Horn et al., 2014). In this context, scholars focused
on different perspectives, such as antecedents, barriers, and success factors
(Rajagopal and Bernard, 1994, Birou and Fawcett, 1993, Alguire et al., 1994, Trent
and Monczka, 2003b), process and evolutionary models (Zeng, 2003, Trent and
Monczka, 2003a, Giunipero and Monczka, 1990), and outcomes (Birou and Fawcett,
1993, Nellore et al., 2001, Schiele et al., 2011a). However, in their literature review
on global sourcing, Quintens et al. (2006b) find that there is only a limited amount of
empirical literature that focuses explicitly on global sourcing outcomes. Moreover,
most of these investigations are rather vague, avoiding clear statements under which
conditions it would be worth to engage in global sourcing (Quintens et al., 2006a).
Even though some studies strive to assess global sourcing success, their statements
and conclusions often focus on the cost saving potential of cross-border sourcing
activities (Schiele et al., 2011a, Nellore et al., 2001, Douglas, 1986, Horn et al.,
2013).
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In this context, it has been controversially discussed whether global sourcing actually
leads to the intended benefits (Horn et al., 2013). In previous studies, there is a gap
between estimated cost savings (Schiele et al., 2011a) and savings that are actually
realised (Horn et al., 2013). Thus, the results of prior studies remain somewhat
inconsistent, reporting cost saving effects ranging from significant savings to even
negative effects of global sourcing (Schiele et al., 2011a, Horn et al., 2013). The
reasons for this ambivalent picture are diverse, e.g. exorbitant expectations due to
isomorphism (Di Maggio and Powell, 1983) as well as poor cost calculations (Horn et
al., 2013) or failed integration with international suppliers (Trent and Monczka,
2003b, Zhao et al., 2011, Villena et al., 2011).
The inconsistent picture that the literature is drawing on global sourcing, in
connection with the difficulties that researchers have in finding support for positive
global sourcing effects with direct success measures, leads to the central question of
this study:
Could there be an indirect positive effect of global sourcing resulting in increased
competition in the supply base?
Thus, this study aims at finding evidence for an indirect positive global sourcing
effect. In this context, indirect positive effects cover all beneficial consequences for a
company that go beyond direct cost saving effects, such as price reductions due to
lower factor costs that can be traced back to global sourcing activities. One of these
expected indirect global sourcing effects is increased competition. Particularly in the
field of purchasing, the rivalry between suppliers as well as between buying
organisations is of major importance (Bonardi et al., 2005). Hence, global sourcing
takes usually place in a dynamic context (Quintens et al., 2006a). The consideration
of the vast amount of international suppliers further facilitates the development of
intense worldwide competition (Arnold, 1989), meaning that above average profits of
certain firms are likely not to be persistent but rather to be eroded by global
competitors in subsequent periods (Glen et al., 2001).
Based on the idea that particularly global sourcing can lead to intense competition
and the formation of dynamic environments, this chapter aims at further clarifying the
ambiguous picture of global sourcing effects through the application of competitive
dynamics literature as a theoretical framework. As method of choice, an extensive
assessment of secondary data will be carried out, analysing large data sets from the
purchasing department of a leading European automotive OEM.
In the following, an introduction into competitive dynamics research will be provided.
Further, four hypotheses will be presented that are based on global sourcing and
competitive dynamics literature. Then, the methodological approach and
measurement will be explained. As a next step, the results will be displayed and
extensively discussed. Additionally, the implications for theory and practice are
highlighted. Finally, limitations and future research directions will be provided within
the conclusion.
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Even though modern competitive dynamics research gained most of its momentum in
the 1980’s (Chen, 2010), its origins can be further traced back. Smith et al. (2001)
argued that the roots of competitive dynamics literature lie in the theory of creative
destruction as postulated by Schumpeter (1942). The underlying rationale is that
specific incidences such as the introduction of a new product or any other
competitive action can result in a favourable market position, ultimately leading to
extraordinary profits and competitive advantage (Schumpeter, 1942, Smith et al.,
2001). Moreover, the Austrian School had its influence on the development of
competitive dynamics (CD) research and extended Schumpeter’s theory of creative
destruction (Jacobson, 1992, Young et al., 1996). It asserted that competition is a
dynamic market process rather than a static condition (Young et al., 1996, Ferrier et
al., 1999). From this viewpoint, the market is believed to constantly move away and
towards a state of equilibrium. As in Schumpeter’s theory, companies only possess
temporary competitive advantages and constantly strive for dominance within their
market environments (Thomas, 1996, Roberts and Eisenhardt, 2003, Chen et al.,
2009, Thomas and D'Aveni, 2009, D'Aveni et al., 2010, Chen and Miller, 2012).
The pursuit of gaining a competitive advantage is a central theme in management
research and was investigated by generations of scholars (Sirmon et al., 2010,
Barney, 1991). Similarly, competitive dynamics literature focuses on the battle for
market position and the resulting implications for organisational outcomes (Ketchen
et al., 2004). In this context, the concept of competitive dynamics covers “the study of
interfirm rivalry based on specific competitive actions and reactions, their strategic
and organizational contexts, and their drivers and consequences” (Chen and Miller,
2012, p. 137).
Already in 1942, Schumpeter argued that in order to understand market success, it is
necessary to shed light on the interplay of action and reaction, as well as its
respective consequences. Rivals that exert competitive moves aim at achieving
superior performance through the development of at least temporary advantages
(Chen et al., 2010). In recent years, the topic of competitive dynamics was
increasingly addressed in the field of strategic management literature. In their
extensive literature review, Chen and Miller (2012) further indicated that competitive
dynamics can be linked to corporate strategy and emphasized its applicability in
micro as well as in macro perspectives.
However, in the literature it is highlighted that competitive dynamics is a stream in
strategic management research, which is closely related to various other theories
and frameworks (Furrer and Thomas, 2000). Being aware of the fact that competitive
dynamics can be examined under different perspectives (Furrer and Thomas, 2000),
this research is grounded on the awareness-motivation-capability (AMC) framework.
This is in line with Chen and Miller (2012) who argue that particularly the AMC
framework is a suitable means to link micro and macro perspectives of organisations.
The underlying principle is that the behavioural drivers of competitive action are
taken into consideration in order to explain competitive actions and responses (Chen
and Miller, 2012, Chen, 1996, Grimm et al., 2006, Smith et al., 2001, Yu and
Cannella, 2007, Livengood and Reger, 2010). Put in another way, a precondition for
a response to a competitive action is that there is an awareness of the action, a
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motivation to react, as well as the capability to respond (Chen and Miller, 2012,
Meyer and Sinani, 2009). If these preconditions are met, it is likely that the actions of
the respective actors are made deliberately and thus consistently (Meyer and Sinani,
2009). In the method section, it will be further elaborated on the AMC framework.
Subsequently, after clarifying the concept of competitive dynamics, the following
sections aim at identifying synergies between the fields of competitive dynamics and
global sourcing. As a result, hypotheses concerning direct and indirect effects of
global sourcing are formulated.

5.3 Hypotheses
As indicated earlier, global sourcing is a prominent trend in supply chain
management. Buying organisations located in industrialised western countries
pursue international sourcing activities for at least 50 years (Lewin and Volberda,
2011). As a consequence of the increased practical relevance over the last decades,
numerous studies have investigated the phenomenon of global sourcing
(Nassimbeni, 2006). Most researchers agree that the main motivation to engage in
cross border sourcing activities lies in the purchase of components and materials at
lower cost, the access to scarce resources, lower labour cost, as well as the
facilitation of global competition (Nassimbeni, 2006, Swamidass and Kotabe, 1993,
Murray et al., 1995). Put in another way, there seems to be a strong consensus
among researchers that global sourcing is mostly implemented to achieve cost
reductions (Najafi et al., 2013, Lewin and Volberda, 2011, Wang, 1995).
It is usually argued that there are countries possessing more favourable factor costs
than others (Handfield, 1994). More specifically, from a Western perspective, global
sourcing is driven by the exploitation of lower factor costs through allocating supply
chain activities to regions with lower comparative price levels (Hartmann et al., 2008,
Kogut, 1985, Porter, 1990, Steinle and Schiele, 2008). This seems to be particularly
true for large and globally operating firms, since these enterprises are rather able to
decouple their activities from regional economies and use worldwide distributed
resources such as cheap labour (Birou and Fawcett, 1993). Hence, it is expected that
the focal firm’s sourcing performance with regard to cost savings is significantly
higher when purchasing goods from LCC suppliers than purchasing items from
domestic / industrialised country (IC) suppliers. Therefore, in line with many scholars,
we argue that the direct cost savings achieved through global sourcing will be higher
than the savings stemming from domestic sourcing (Apte et al., 1997, Steinle and
Schiele, 2008, Petersen et al., 2000, Frear et al., 1992), which is reflected in H1.
H1:

Sourcing items from low-cost-country (LCC) suppliers leads to significant
higher savings than sourcing parts from industrialised country (IC) suppliers.

In contrast to H1, where a direct relationship between global sourcing activities and
performance (cost savings) was hypothesised, it should be acknowledged that
international sourcing could also indirectly contribute to firm performance (Quintens
et al., 2006a, Steinle and Schiele, 2008). Generally, the optimal configuration of the
supply base is a central issue in supply chain management (Agrawal and Nahmias,
1997, Gadde and Snehota, 2000, Wagner and Johnson, 2004). Prior research mainly
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focused on aspects such as number of suppliers, lot sizes, or supplier relationships
(Gadde and Snehota, 2000). However, more recent research also took the
requirements of an increasingly globalised business environment into consideration,
implying the need to build up an international set of suppliers (Wagner and Johnson,
2004). In this context, the additional evaluation of international suppliers could be
used to create competitive contact points between domestic and low-cost country
suppliers (Steinle and Schiele, 2008). The goal of this approach is to minimise the
purchasing costs through the consideration of multiple suppliers and the creation of
competition (Friedl and Wagner, 2012, Porter, 1985). Hence, it is argued that
competitive environments and high cost pressures are the main opportunities to
achieve substantial cost savings (Bresnahan, 1982, Ketchen et al., 2004, Chen and
Miller, 2012).
In this vein, Petersen et al. (2000) acknowledged that global sourcing also induces
competition in the domestic supply base. As known from the field of economics, the
price development depends considerably upon the structure of suppliers in a market.
In markets with strong competition, price reductions can be achieved because the
involved suppliers face the risk of not finding a buyer to make business with
(Grossman and Helpman, 2002). Put in another way, the higher the competition in a
market, the closer are the offered prices to the economic equilibrium price which
reflects the marginal cost of the suppliers (Oi, 1961, Bresnahan, 1982, Scheffler et
al., 2015). Therefore, it is argued that global sourcing can counter steer the trend
towards supplier consolidation (Chang and Huang, 2012) and increase competitive
dynamics, particularly in western countries.
However, suppliers from low-cost countries face the problem that in established
western markets, long lasting business relationships exist between buying
organisations and their suppliers (Cannon et al., 2010). In order to create successful
relationships with western organisations themselves, foreign suppliers could offer
their products at significant lower prices as compared to domestic suppliers (Hamel
and Prahalad, 2012, Holweg et al., 2011, Narasimhan et al., 2009). This aggressive
pricing behaviour can be seen as a competitive action provoking a response from
established suppliers fearing to lose shares of their businesses (Lamberg et al.,
2009). As a consequence, it can be expected that particularly western suppliers
reduce their prices if actors from low-cost countries enter the market (Rottman and
Lacity, 2006).
Therefore, it is assumed that competitive dynamics are significantly stronger when
LCC suppliers are involved in price negotiations alongside domestic suppliers.
Following this argumentation, hypothesis 2 is formulated:
H2:

In price negotiations with LCC supplier participation, the price pressures on IC
suppliers are significantly higher than in price negotiations without LCC
supplier participation.

In the literature, two main types of international economic networks can be
distinguished, namely producer-driven and buyer-driven commodity chains. In this
context, producer-driven commodity chains consist mostly of large and transnational
manufacturers that produce capital- and technology intensive products, such as the
automotive industry (Gereffi, 1999). Within the automotive sector, OEMs fulfil a
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central role in controlling and coordinating production and supply chain networks.
They possess strong market power and suppliers are more dependent on them than
in the case of supplier-driven commodity chains (Gereffi, 1999). As indicated in the
competitive dynamics literature, companies (e.g. suppliers) can gain substantial
competitive benefits by engaging in first mover activities in new markets (Ketchen et
al., 2004). The first mover advantages arise through learning curve effects, control of
scarce resources, or the creation of buyer switching costs (Boulding and Christen,
2001, Lieberman and Montgomery, 1988). As in most producer-driven markets,
suppliers can benefit from learning curve effects and the creation of
interdependencies due to buyer switching costs when gaining access to newly
developed markets or products (Humphrey, 2001). Therefore, this research assumes
that the effects postulated in hypothesis 2 are especially existent for initially
negotiated products (those products which are sourced for the first time, e.g.
because the end-product to which they contribute is new to the market). In this
context, initially negotiated items represent a new buying task (Dess and Robinson
Jr, 1984). When products are purchased for the first time, learning curve effects and
the creation of buyer switching costs can yield a substantial competitive advantage
for suppliers.
Consequently, it cannot only be expected that particularly western suppliers reduce
their prices if actors from low-cost countries enter the market (H2) (Rottman and
Lacity, 2006) but also that succeeding in negotiations of new products (initially
negotiated products) can yield substantial competitive advantages due to the
incentives of first-mover benefits (Boulding and Christen, 2001, Lieberman and
Montgomery, 1988). For this reason, the assumption that competitive dynamics are
significant stronger when LCC suppliers are involved in competition with domestic
suppliers is proposed to be particularly applicable to initially negotiated items.
H3:

The assumed effect that significantly higher competitive pressures are evoked
when IC suppliers are confronted with competition from LCCs is particularly
apparent in the context of initially negotiated items.

In contrast to the assumption that competitive dynamics are especially apparent in
situations involving initially negotiated items, ambivalent results for repeatedly
negotiated items (those items with renegotiated prices, e.g. for parts built into running
series) are expected. Over the span of the product life-cycle, it is expected that items
that were repeatedly negotiated at consecutive points in time, moved already towards
the economic equilibrium price through facilitating price competition between
suppliers (Bresnahan, 1982, Oi, 1961). This was also indicated by managers and
purchasers from the focal organisation. Potential profits for suppliers are relatively
low, undermining the supplier’s motivation to engage into price competition. Also,
suppliers which already delivered a certain item in the past, created first-mover
advantages, such as learning effects, economies of scale, and the creation of buyer
switching costs (Lee et al., 2000). Even though, those first-mover advantages can be
eroded, late-entry suppliers would have substantial problems in catching up to the
competitive advantages of established suppliers (Lee et al., 2000). Summarised,
even though competitive pressures stemming from LCC suppliers can still influence
price levels of domestic suppliers, this effect is assumed to be weaker than for initially
negotiated items. Consequently, hypothesis 4 states that:
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H4:

The assumed effect that significantly higher competitive pressures are evoked
when IC suppliers are confronted with competition from LCCs is less
systematic in the context of repeatedly negotiated items, as compared to
initially negotiated items.

In summary, we want to compare the savings that are realised through global
sourcing to those savings that are generated through domestic sourcing. Further, we
want to shed light on the relationship between the composition of suppliers in a
certain tender and the resulting competitive pressure (H2). Moreover, we distinguish
between initially and repeatedly negotiated items. Consequently, it is argued that the
main effect of supplier composition on competitive pressure depends upon whether
the item was purchased for the very first time (H3) or whether it is a renegotiation of a
currently used item (H4).

5.4 Methodological approach
In the context of supply chain management, secondary data analysis has been
shown to have several advantages, such as having less biased and highly objective
data, requiring less resources compared to primary research, and forming synergies
with a large set of other research methods (Calantone and Vickery, 2009). Also,
researchers recommend to consider how firms behave over time, i.e. taking a longterm perspective (Lamberg et al., 2009, Hutzschenreuter and Israel, 2009). Following
these recommendations, sourcing data from a procurement database of a large
European automotive OEM are analysed. The data cover requests for productive
materials and the respective quotations from the suppliers. In detail, for each part,
the requested suppliers, the selected suppliers, the offered prices, the volumes, and
the sourcing date are known. The whole dataset consists of 20,923 quotations and
ordering transaction data, which is assumed to be a solid foundation for meaningful
secondary research. Further, the data covers a timeframe from 2008 to 2012,
allowing a longitudinal research setting.
Since it is known that global sourcing does not always lead to exceptional high
savings (Schiele et al., 2011a), the indirect effect of global sourcing is measured
under a competitive dynamics perspective. Within the field of competitive dynamics,
there is a vast amount of definitions, approaches, and concepts. Consequently, until
today there is no generally accepted consensus on the definition or the
operationalisation of competitive dynamics (Lamberg et al., 2009). A common
interpretation, however, is that competitive pressure on rivals is created through initial
actions, inviting or provoking competitors to respond (Lamberg et al., 2009, Chen et
al., 1992, Chen and Miller, 1994). These actions can cover a wide range of activities
such as investments in R&D activities (Katila et al., 2012) or the entrance in new
market segments (Katila et al., 2012). Economic calculations and offered market
prices can be seen as signals of competitive action (Lamberg et al., 2009, Ferrier et
al., 2002, Connelly et al., 2010). Since market prices are well observable and
comparable, offered prices are used as an indicator for dynamic competition. This is
also in line with Livengood and Reger (2010), who describe a competitive action as a
detectable move, such as a price change initiated by a company in order to improve
or defend its competitive position.
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Ultimately, for the study at hand, two dependent measures have been used.
Concerning the first hypothesis stating that global sourcing is expected to lead to
extraordinary high price reductions, the analyses aimed at comparing the cost
savings of items. Comparable to the study of Schiele et al. (2011a), the savings per
item were calculated relative to the total number of items purchased and not just as
price differences between the focal and the previous year. For example, in serial
production a supplier offered a 20% price reduction for all items but ultimately
delivered only a fourth of the total material needed, then the savings are recorded as
5%. As indicated by Schiele et al. (2011a) this calculation offers a more realistic
picture for analyses and interpretation. For reasons of anonymity, we determined the
mean from the calculated savings over all years. As a consequence, the savings are
presented in relation to the calculated mean.
As second dependent measure, for the other hypotheses (H2-H4), the convergence
of offered prices for each item is measured. Based on the classical price competition
model (Bertrand competition), it can be expected that the negotiated prices converge
towards the marginal costs in the equilibrium (Dufwenberg and Gneezy, 2000). In this
context, Gerardi and Shapiro (2009) argued that traditional economic theories
postulate that price dispersion is negatively affected by competition. Therefore,
theoretical approaches of this matter often hypothesised that the more markets move
towards perfect competition, price dispersions will decrease and a convergence of
offered prices will appear (Gerardi and Shapiro, 2009, Dufwenberg and Gneezy,
2000).
In support of these theoretical notions, empirical work of Gerardi and Shapiro (2009)
as well as Barron et al. (2004) showed that increased competition can significantly
facilitate a decrease in price dispersion, as long as companies do not engage in
extended efforts of cultivating brand loyalty among their customers (Borenstein,
1985, Gerardi and Shapiro, 2009, Holmes, 1989, Borenstein and Rose, 1994).
Similar results have been found for research assessing duopolies in internet markets
(Chevalier and Goolsbee, 2003) and city-level competition (Lewis, 2008). As a result,
this research chose to conceptualise competition as price dispersion between
competitors and not as subjective perceptions of tensions between market players as
it has been done in previous research (Chen et al., 2007). Since price dispersions
have been shown to objectively reflect competitive pressures and rivalry among
market players (Chevalier and Goolsbee, 2003, Gerardi and Shapiro, 2009), this
research argues that the convergence of negotiated prices indicates competitive
pressure in the supply market (Scheffler et al., 2015).
The idea that low price dispersion indicates competition has further been confirmed
by experienced buyers and purchasing managers of the focal organisation. Taking
these points into consideration, it is reasonable to assume that competitive tension
can be reflected by price dispersion.
In order to support this argumentation, it has to be assumed that the requirements of
the awareness-motivation-capability framework are met. It is argued that in this
specific research setting, the involved competitors for a certain item are fairly familiar
with each other (Meyer and Sinani, 2009). Since the offered products (e.g. steering
wheels) are considerably similar, it is likely that there are also mutual contact points
in other situations of competition. Thus, each competitor is assumed to be aware that
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there are potential competitors. Furthermore, it can be assumed that domestic
suppliers will be aware of the participation of suppliers from low-cost countries, since
the purchaser uses this information as a tool to negotiate favourable prices.
Secondly, it has to be assumed that there is the motivation to engage in competition
(Chen, 1996, Chen and Miller, 2012, Livengood and Reger, 2010). According to the
purchasers of the focal organisation, this could be a serious concern. It was reported
that some suppliers are not interested in a certain business (e.g. due to limited
capacities) but just provide quotations in order to not jeopardise a lucrative
relationship. As a result, in certain situations, suppliers offer their products at
disproportionate prices. For this reason, in the current research setting, it has been
decided to use the contracted price(s) as point of departure and to calculate the
relative distance to the closest price offered. The rationale behind this approach is
that the closest price is most likely to be a realistic one and has been chosen to
assure the validity of the inferences.
Finally, according to the AMC framework, a competitor must possess the capabilities
to react to a competitive action (Lamberg et al., 2009, Hutzschenreuter and Israel,
2009). In the context of competitive dynamics, the resources available can indicate
an actor’s competitive capability (e.g. Lamberg et al., 2009, Chen and Miller, 2012,
Haleblian et al., 2012, Miller and Chen, 1996, Ndofor et al., 2011, Sirmon et al.,
2008). According to global sourcing literature (Kogut, 1985), particularly companies
from industrialised countries have access to financial resources (capital), which
further supports the assumption that specifically the involved domestic suppliers
should possess the capabilities needed.
Subsequently, with regard to the measurement of price dispersion in this research,
the weighted accepted price per item was calculated. The price offered by each
supplier was weighted relative to the demand of the buying firm (see formula below).
For example, when one supplier offered 100 items for 1 Euro and another 10 items
for 1.10 Euro, the calculation of the weighted average mean resulted in 1.01 Euros.
After calculating the weighted mean of accepted offers, the difference between the
weighted accepted offers and the declined offers was computed. The offer that was
closest to the weighted accepted offer was used as reference point for this
calculation. Then, this price difference was divided by the weighted accepted offers
to create the final price difference measure, which is expressed in percentages. The
comprehensive formulas of the calculations are presented below. Savings as well as
relative price differences for parts are analysed and compared for different defined
supplier groups in order to assess possible direct and indirect price effects of global
sourcing (see Table 13).
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Group Description of supplier constellation

Type

A

- Quotations only from industrialised suppliers

Uniform

B

- Quotations only from low-cost country suppliers

Uniform

C

- Quotations from industrialised as well as low-cost country
suppliers
- Sourcing from industrialised country suppliers

Mixed /
uniform

D

- Quotations from industrialised as well as low-cost country
suppliers
- Sourcing from low-cost country suppliers

Mixed /
uniform

E

- Quotations from industrialised as well as low-cost country
suppliers
- Sourcing from industrialised as well as low-cost country
suppliers

Mixed /
mixed

Table 13: Post-defined supplier groups in this research

The decision whether a country is labelled a LCC or not is made on the basis of the
local procurement index (LPI). The LPI is a construct of the focal OEM which aims at
determining factor costs in different countries. In essence, the LPI is an empirically
guided tool that assesses prices of in-depth localised and technical comparable parts
on basis of common project exchange rates and macro-economic data, thereby also
adjusting for exchange rates and other factor costs in each country. Consequently,
countries with a lower LPI, respectively lower factor costs than Western Europe
(Belgium, Germany, France, Great Britain, Ireland, Liechtenstein, Luxembourg, the
Netherlands, Austria, Switzerland and Spain) were classified as LCCs. Subsequently,
after assigning the groups, a threshold of at least 50 cases per year per group was
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handled in order to assure reliable sample sizes (VanVoorhis and Morgan, 2007).
Therefore, the groups including only LCC suppliers (group B) and those in which
delivery of items was granted to both, LCC as well as IC suppliers (group E), were
excluded from further analyses. Ultimately, the statistical analyses were based on
groups A, C, and D.

5.5 Measurement and data analysis
After discussing the independent and the dependent variables of this research, this
section describes the statistical analyses that were applied. The three groups A, C,
and D (Table 13), were visually as well as statistically compared with each other
using SPSS 20. The corresponding techniques for visual verification included graphs
and assessing the descriptive characteristics of the defined groups. In order to
determine the applicability of either parametric or non-parametric statistical tests, the
degree of normal distribution and homogeneity of variances also needed to be
assessed (Howell, 2010). Concerning the normality of distribution, Kim (2013)
recommended that data exceeding N=300 should be tested by performing a visual
assessment with the Mk1 Eyeball test and by calculating its absolute skew and
kurtosis values. Among all groups, the Mk1 Eyeball test revealed a good fit to normal
distribution in the histograms and the P-P Plots in SPSS. Furthermore, the skew
(between .03 and .04) and kurtosis (between .05 and .07) of the groups were in the
acceptable range. Additionally, it was determined, whether the groups’ ratios of
largest to smallest variance was >4, since this would have been a strong violation of
the assumption of homogeneity of variances. The analyses revealed no extreme
variances (altogether ranging from 347.93 to 242.41), which resulted in a maximum
ratio of 1.43:1 in the variance between the groups. Summarised, the test of normal
distribution as well the assessment of variances revealed that all formal requirements
for parametric testing have been fulfilled. Ultimately, the statistical analyses consisted
of multiple univariate ANOVAs as well as Bonferroni’s contrast testing (Ruxton &
Beauchamp, 2008). In order to test the hypotheses, different datasets (for initially and
repeatedly negotiated items) have been analysed (see Table 14 and Table 15).
For a general analysis of variance SPSS’s univariate ANOVA option including the
type III sum of squares method was the point of departure. Generally, the type III
sum of squares adjusts for an effect of a factor in a design for the effects of this factor
in relation to the effects of other orthogonal factors in the design (Silvers et al., 1998,
Lustman et al., 1988, Weller et al., 1990, Yates, 1934).
Concerning the control variables, prior research has shown that demand can have
strong effects on the realization of cost savings, because a higher purchasing volume
can enhance economies of scale of the suppliers (Ettlie and Sethuraman, 2002).
Hence, in this research, the demand per item was used as control variable.
Secondly, also the characteristic of an item has been shown to have effects on
sourcing performance, for example it was found that especially electric components
can yield increased cost reductions through the possibility of on-going innovation
efforts (Zhang and Gimeno, 2010). Consequently, also the commodity group of the
analysed items was taken into account. The commodity groups were based on the
focal company’s a priori categorisations, namely powertrain, exterior, interior, electric
or metal components.
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Further, type III sums of squares are invariant with respect to the cell frequencies and
therefore useful for the application to the unbalanced data of this research. With
respect to contrast testing, the pre-coded contrast type “simple” was chosen in
SPSS. It allows contrasting one focal group’s mean from the means of the other
groups (Schaap et al., 2009). Thereby, the analyses used Bonferroni(-Dunn)-type
simultaneous confidence intervals based on Student’s t distribution for the contrast
differences across all dependent variables (Dunn, 1961). As indicated by Harris
(1994), the Bonferroni adjustment is universally applicable, for example also when
contrasts are both orthogonal and non-orthogonal. Additionally, the Bonferroni
adjustment is based on the premise that comparisons within a research design are
pre-planned, which means that the analyses must be guided by underlying research
questions and hypotheses (Ingersoll, 2010). In general, all (multiple) comparison and
contrast procedures are concerned with a trade-off between risks of Type I and Type
II errors (Cribbie, 2003, Sato, 1996). In this research, the Bonferroni adjustment was
chosen because it controls Type I error.
With respect to the ‘simple’ contrast type, the mean of one focal group is always
compared to the means of the other groups. Concerning the hypotheses, hypothesis
1 is tested with “only domestic participation” and hypotheses 2-4 with “LCC &
domestic participation, LCC sourcing” as contrast groups. As stated before, the
control variables commodity and demand are included in the ANOVA and contrast
tests in order to account for possible effects. Subsequently, the data is analysed
separately in a cross-sectional panel design for each year. An alpha level of .05 (onetailed) is handled for significance testing.

5.6 Results
The following sections present the findings of this research related to the hypotheses
stated before. On the one hand, general F-tests were applied to obtain a first
indication whether groups had significantly differing group means (see Table 14,
Table 16, Table 18, Table 20). On the other hand, in order to receive more finegrained information and test the specific hypotheses, contrast-tests using Bonferroni
adjustments were applied (see Table 15, Table 17, Table 19, Table 21). These
contrast tests determined the differences between group means and only indicated
significant findings when the group mean differences appeared systematically and
strong enough.
5.6.1 Direct global sourcing effects
For hypothesis 1, the results in Table 14 and Table 15 show no empirical support that
sourcing from LCC suppliers leads to higher savings when compared to sourcing
from IC suppliers. The ANOVA analyses (Table 14) indicate no differences between
the groups (2008: F(2,1967)= 0,84, not significant (n.s.); 2009: F(2,1632)= 1,20, n.s.; 2010:
F(2,1821)= 1,69, n.s.; 2011: F(2,1276)= 1,71, n.s.; 2012: F(2,759)= 1,52, n.s.). A further
contrast assessment (Table 15) reveals that in 2011 savings were 0.77% higher in
the group containing “LCC & IC participation, IC sourcing” in contrast to the
comparison group “LCC & IC participation, LCC sourcing”. Also, in 2012, savings in
the group “Only IC participation” were 0.97% higher than in the group containing
“LCC & IC participation, LCC sourcing”. In sum, as shown in Figure 7, the data

79

ranging from 2008 to 2012 show no systematic higher savings for parts being
sourced from LCC suppliers as compared to parts being sourced from IC suppliers.
Thus, hypothesis 1 is rejected. Opposed to our expectations (Table 15, Figure 7), in
2011 and 2012 significant higher savings were realised in the groups which included
IC sourcing (indicated by the markers in Figure 7).
Year

df

2008
2009
2010
2011
2012

2
2
2
2
2

df
(Error)
1967
1632
1821
1276
759

Mean square
(Error)
12.82
14.02
19.18
19.05
23.83

F
0.84
1.20
1.69
1.71
1.52

Note: no significant findings

Table 14: ANOVA of savings for repeatedly negotiated items

Year

2008
2009
2010
2011
2012

Level of savings per group in relation
to the overall mean of savings
Group D
Group A
Group C
(LCC & IC
(Only IC
(LCC & IC
participation,
participation)
participation,
LCC
IC sourcing)
sourcing)
-12.50
-16.52
-26.04
-22.75
-10.67
2.15
31.07
20.09
9.10
-17.62
9.10
10.57
-8.84
26.68
6.18

Differences
Group A
–
Group D

Group C
–
Group D

-4.03
12.08
-10.98
26.73
35.51*

-13.55
24.90
-21.97
28.19*
15.01

Note: *= sig. difference at a p<.05 level; for reasons of anonymity, the magnitude of the savings is
displayed here in relation to the mean of all savings.

Table 15: Contrast-analyses of savings for repeatedly negotiated items
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Figure 7: Level of savings in relation to the overall mean of savings

5.6.2 Indirect global sourcing effects
Concerning hypothesis 2, indirect effects of LCC supplier participation on IC
suppliers are apparent in four out of five consecutive years (see Table 16 and Table
17 as well as Figure 8). Overall F-tests (Table 16) reveal that in 2008 to 2011,
differences between groups exist (2008: F(2,3245)= 9.86, p<.025; 2009: F(2,3122)= 4.72,
p<.025; 2010: F(2,4112)= 14.88, p<.025; 2011: F(2,2501)= 15.16, p<.025; 2012: F(2,3109)=
0.38, n.s.). Hence, contrast testing (Table 17) indicates that the participation of LCC
suppliers significantly leads to lower price differences between offers in 2008 to
2011. More specifically, the group “only IC participation” possessed in four out of five
years significant higher price differences than the group including “LCC & IC
participation, IC sourcing” (the significant distances between these groups were
2.88% in 2008, 1.96% in 2009, 3.37% in 2010 and 5.84% in 2011). Only 2012 is an
exception to this trend, since the price difference in “only IC participation” was 0.17%
lower than in “LCC & IC participation, IC sourcing” and thus not significant.
Taking these points into consideration, hypothesis 2 is supported in four out of five
consecutive years. In the presence of LCC suppliers (Groups C and D), the
difference of prices between the awarded contract(s) and the best non-awarded offer
was 8.70% on average, in the absence of LCC suppliers it was 10.20% in the mean
over the five analysed years (see Table 17). Hence, this significant difference lends
support for H2.
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Year

df

2008
2009
2010
2011
2012

2
2
2
2
2

df
(Error)
3245
3122
4112
2501
3109

Mean square
(Error)
348.25
241.53
246.53
342.69
290.79

F
9.86**
4.72**
14.88**
15.16**
0.38

Note: *= p<.05, **= p<.025

Table 16: ANOVA of price differences for initially and repeatedly negotiated items

Year

2008
2009
2010
2011
2012

Mean of % price-differences between offers
(per group)
Group A
Group C
Group D
(Only IC
(LCC & IC
(LCC & IC
participation)
participation,
participation,
IC sourcing)
LCC sourcing)
10.34
7.46
13.24
8.08
6.12
9.08
10.30
6.93
8.90
12.18
6.34
8.42
10.08
9.91
10.64

Differences (between
group-means)
Group C
Group D
–
–
Group A
Group A
-2.88**
-1.96**
-3.37**
-5.84**
-0.17

2.90**
-1.00
-1.40*
-3.76**
0.55

Note: *= sig. difference at a p<.05 level; **= sig. difference at a p<.025 level

Table 17: Contrast-analyses of price differences (initially & repeatedly negotiated)

Figure 8: Price differences of initially and repeatedly negotiated items

In the next step of analysis, the total sample was split into two groups: repeated
purchases (i.e. those with renegotiated prices for items built into running series) and
initially negotiated items (i.e. those which are sourced for the very first time) in order
to allow more fine-grained analyses and to test hypotheses 3 and 4.
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For hypothesis 3, the results presented in Table 18 and Table 19 as well as Figure 9
show full support for the proposition that particularly in negotiations including initially
negotiated parts, indirect effects of LCC supplier participation exist. Even though
overall F-tests (Table 18) show significant differences in only four out of five years
(2008: F(2,1262)= 8.56, p<.025; 2009: F(2,1474)= 6.43, p<.025; 2010: F(2,2275)= 17.16,
p<.025; 2011: F(2,1209)= 4.58, p<.025.; 2012: F(2,2334)= 1.63, n.s.), a further
assessment through the a priori contrast comparisons (Table 19) yields full support of
hypothesis 3. More detailed, the contrast analyses of “only IC participation”
compared with “LCC & IC participation, IC sourcing“ revealed that homogeneous IC
negotiations have indeed higher price differences between offers (since the contrasts
between these two groups appeared significant with 3.75% in 2008, 3.05% in 2009,
4.89% in 2010, 4.31% in 2011 and 1.87% in 2012). Hence, especially in initial
negotiations, LCC participation induces a (more) competitive environment.
Additionally, in 2008, 2010, and 2011, the price differences between offers were also
significantly lower in scenarios with “LCC & IC participation, LCC sourcing” when
compared to “only IC participation” (6.94% lower in 2008, 2.42% lower in 2010 and
2.58% lower in 2011).

Year

df

2008
2009
2010
2011
2012

2
2
2
2
2

df
(Error)
1262
1474
2275
1209
2334

Mean Square
(Error)
236.35
179.48
219.30
287.79
281.75

F
8.56**
6.43**
17.16**
4.58**
1.63

Note: *= p<.05, **= p<.025

Table 18: ANOVA of price differences for initially negotiated items

Year

2008
2009
2010
2011
2012

Mean of % price-differences between offers
(per group)
Group A
Group C
Group D
(Only IC
(LCC & IC
(LCC & IC
participation)
participation,
participation,
IC sourcing)
LCC sourcing)
9.59
5.84
2.65
8.60
5.55
8.37
11.69
6.80
9.27
11.39
7.08
8.81
12.31
10.44
10.59

Differences (between
group-means)
Group C
Group D
–
–
Group A
Group A
-3.75**
-3.05**
-4.89**
-4.31**
-1.87*

-6.94**
-0.23
-2.42**
-2.58*
-1.72

Note: *= sig. difference at a p<.05 level; **= sig. difference at a p<.025 level

Table 19: Contrast-analyses of price differences for initially negotiated items
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Figure 9: Price differences of initially negotiated items

For hypothesis 4, the results in Table 20, Table 21 as well as Figure 10 show that the
positive effects of LCC supplier participation are not systematically apparent in the
case of repeatedly negotiated parts. F-tests (Table 20) were only significant in three
out of five years (2008: F(2,1967)= 8.58, p<.025; 2009: F(2,1632)= 1.88, n.s.; 2010:
F(2,1821)= 1.04, n.s.; 2011: F(2,1276)= 9.06, p<.025; 2012: F(2,759)= 2.63, p<.05) and also
contrast testing (Table 21) revealed that only in one out of five years an indirect LCC
effect on price dynamics was apparent (7.51% difference in 2011). Therefore,
hypothesis 4 is only weakly supported. Thus, in the case of repeatedly negotiated
parts, the indirect effects of LCC participation are not as systematic as in initial
negotiations. As a consequence, the results show that the indirect effect of LCC
supplier participation found in the overall data (as indicated in hypothesis 2) is
foremost exclusively attributable to initially negotiated items (hypothesis 3).

Year

df

2008
2009
2010
2011
2012

2
2
2
2
2

df
(Error)
1967
1632
1821
1276
759

Mean Square
(Error)
405.00
286.72
278.33
386.61
285.07

Note: *= p<.05, **= p<.025

Table 20: ANOVA of price differences of repeatedly negotiated items
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F
8.58**
1.88
1.04
9.06**
2.63*

5.7 Discussion

Year

2008
2009
2010
2011
2012

Mean of % price differences between offers
(per group)
Group A
Group C
Group D
(Only IC
(LCC & IC
(LCC & IC
participation)
participation,
participation,
IC sourcing)
LCC sourcing)
9.14
7.84
16.20
6.38
6.96
10.08
8.61
7.17
7.96
13.08
5.57
10.61
7.69
8.54
11.87

Differences (between
group-means)
Group C
Group D
–
–
Group A
Group A
-1.30
0.58
-1.44
-7.51**
0.85

7.06**
3.70*
-0.65
-2.47
4.18**

Note: *= sig. difference at a p<.05 level; **= sig. difference at a p<.025 level

Table 21: Contrast-analyses of price differences for repeatedly negotiated items

Figure 10: Price differences of repeatedly negotiated items

5.7 Discussion
Surprisingly, the results of our study show no support for hypothesis 1 which
postulated that sourcing in low-cost countries is expected to yield higher direct price
savings as compared to sourcing items from industrialised western suppliers. There
were indeed effects but they were neither significant, nor persistent over time.
In the literature, it has already been stated that the positive effects of global sourcing
are somewhat overestimated (Horn et al., 2013, Schiele et al., 2011a, Kotlarsky and
Bognar, 2012). Still, most researchers found that cross-border sourcing in many
cases leads to high cost savings due to factor cost differences (Beugelsdijk et al.,
2009, Schiele et al., 2011a). Negative effects discussed in the context of global
sourcing did not doubt so much the existence of a cost saving potential but rather
addressed other undesired side effects such as costly back-sourcing activities, costly
logistics, cultural distance, uncertainty in the sourcing region, limited flexibility, and
difficulties in the interplay with the corporate sourcing strategy (Cho and Kang, 2001,
Nellore et al., 2001, Homburg et al., 2002, Schiele et al., 2011a, Horn et al., 2013).
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Our results, however, indicate that the mere cost saving effect of international
sourcing should not be taken as granted. The data suggest that also domestic
suppliers located in western industrialised countries are able to generate
considerable cost savings for buying firms, which can thoroughly be at a comparable
level to those savings achieved through global sourcing activities. As a consequence,
companies aiming at high cost savings should question sourcing strategies that
solely focus on the decantation of benefits that arise due to favourable factor costs in
certain regions.
Even though we did not find empirical support for the direct cost saving effect of
global sourcing, we argue in favour of a positive indirect effect which is reflected in
the remaining hypotheses. Indirect effects might justify the increased interest in
global sourcing activities. In this context, Petersen et al. (2000) already
acknowledged that the effects of global sourcing go beyond pure cost-oriented
benefits, arguing that global sourcing can also induce competition in the domestic
supply base. An important reason is the trend towards supplier consolidation (Chang
and Huang, 2012), particularly in western countries. Eventually, this could lead to a
change in balance of power between buyers and suppliers. In this context, global
sourcing could be an appropriate means to counter steer the consolidation of
suppliers. As already known from economics, the price development depends
considerably upon the configuration of suppliers in a market. As indicated before, in
markets with many suppliers and strong competition, price reductions can be
achieved because the involved suppliers face the risk of not finding a buyer
(Grossman and Helpman, 2002). Put in another way, the more competition in a
market, the closer are the offered prices to the economic equilibrium price (Scheffler
et al., 2015).
From the perspective of a buying organisation, evidence is found for a beneficial
effect on competition between domestic suppliers stemming from the participation of
LCC suppliers in the negotiation process. Hence, a positive indirect effect has been
shown to be existent. Obviously, when foreign suppliers are involved in the
negotiation process for a certain item, this creates increased competitive pressures,
ultimately leading to less deviation between the prices offered by the suppliers. This
deviation indicates that the offered prices by domestic suppliers converge towards
the marginal cost for production of the negotiated items which signals the existence
of a competitive environment (Bresnahan, 1982). As a consequence, companies
might think about involving international suppliers in the negotiation process, even
when they prefer to source from domestic suppliers. The participation and pricing
behaviour of international suppliers can be interpreted as a competitive action which
forces western suppliers to respond via price reductions.
In H3 it was argued that the beneficial effect which is based on the facilitation of
competitive dynamics is particularly apparent when a certain item is tendered for the
first time. This is grounded in the assumption that first-mover advantages are an
essential element in the field of competitive dynamics literature (Ketchen et al.,
2004). Suppliers are assumed to be motivated to be the first-mover due to the
opportunity to benefit from learning curve effects, the preferred access to scarce
resources as well as the installation of switching costs for the buyer (Boulding and
Christen, 2001, Lieberman and Montgomery, 1988, Ketchen et al., 2004, Grimm and
Smith, 1997). Thus, those suppliers winning the battle for the advertised project are
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likely to have the motivation to become a first-mover, which implies the possibility to
bring them in an advanced competitive position. Ultimately, H3 was fully supported
by the data and showed significant higher (indirect) competitive pressures in
negotiations of initially negotiated items when LCC suppliers were involved.
Following the argumentation of H3, in H4 we hypothesised that for parts that are not
purchased for the first time, suppliers face weaker competitive pressures as
compared to situations where items are initially sourced. We did find only weak
statistical support for this hypothesis. Since the alignment of prices offered does not
take place to the same extent as for initially purchased items, it could be argued that
the suppliers’ willingness to engage in price competition is rather low. The reasons
behind this could be a decreased motivation in connection with limited capabilities as
result of first-mover effects. Those suppliers that delivered a certain item previously
are expected to have an advantage relative to their competitors through experience
in the production which decreases the marginal cost of production (Bresnahan,
1982). As a result, the established supplier has the capability to offer prices lower
than those of the competitors. In this case, the first mover advantage represents a
barrier for competition.
Taking all points into consideration, the results of our study show that global sourcing
does not necessarily lead to high cost savings. Domestic suppliers also possess a
remarkable saving potential, without the mentioned negative side effects of sourcing
globally. Although the direct cost saving effect of global sourcing could not be
confirmed, it has been shown that there are further indirect effects of global sourcing.
The participation of low-cost country suppliers leads to increased competition in the
domestic supply base, which is particularly true for initially purchased items. Thus, we
found empirical evidence that the facilitation of dynamic competition could be one
reason for companies to engage in global sourcing.

5.8 Implications for theory and practice
The study at hand provides a number of new insights for theory and practice. Starting
with the implications for theory, we did hypothesise that the savings generated
through global sourcing from LCCs will exceed those savings generated through
sourcing from domestic suppliers. This hypothesis was not supported, i.e. in our
dataset we were not able to find empirical support for an extraordinary cost saving
potential of global sourcing. This finding could be a point of departure for a more
critical assessment of global sourcing. Future research should more critically address
the broadly accepted proposition of direct price saving effects and dive deeper into a
more complex assessment of global sourcing performance. Only recently, the
potential negative side effects have been discussed, leading to a somewhat
ambivalent picture of global sourcing (Schiele et al., 2011a, Horn et al., 2013).
Despite the vast amount of literature that discusses the effects of global sourcing,
research on its indirect effects has mostly been neglected. In this context, another
contribution of the research at hand is that an indirect beneficial effect of global
sourcing has been detected. In this context, we connected global sourcing literature
to the perspective of competitive dynamics as a suitable foundation for demonstrating
that the potential selection of a low-cost country supplier can be seen as Damocles
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sword hanging over business relationships of domestic suppliers. In this context, it
has been shown that there are considerable differences between initially purchased
items and those items that are repeatedly negotiated. Whereas for initially purchased
items it could be shown that low-cost country supplier participation increases the
competitive pressure on domestic suppliers, there was almost no effect for
repeatedly negotiated items. This implies the need to distinguish between these two
types of negotiation.
Besides the new insights and areas for future research, this chapter also contributes
to supply chain management by facilitating long-term secondary research, which is
assumed to deliver findings with high credibility (Ellinger et al., 2012, Calantone and
Vickery, 2009).
In addition to the theoretical contributions, this research provides valuable insights for
practitioners. In line with Schiele et al. (2011a), we come to the conclusion that global
sourcing is not a panacea for generating price reductions. Managers should avoid to
engage in global sourcing solely due to isomorphism (Di Maggio and Powell, 1983).
In contrast, practitioners could aim at the beneficial indirect effects of global sourcing.
Also, within large industries, such as the automotive industry, dynamic competitive
forces shape corporate strategies and behaviour (Livengood and Reger, 2010). In
this environment, it could make sense to consider suppliers from different countries
that are not too familiar with each other. Earlier research suggests that competitors
with limited information about each other face the problem of having to rely on less
precise general constructs, such as reputation, when making their decisions on how
to compete (Ketchen et al., 2004). This lack of information is likely to lead to
uncertainty when domestic suppliers compete with their foreign counterparts, which
in turn could increase the competitive pressure in the supply market. Hence,
organisations could use global sourcing to induce dynamic competitive actions
between suppliers, ultimately leading to significant price reductions. As a
consequence, buying organisations might invite foreign suppliers to take part in the
negotiation process even if a preference to make business with domestic suppliers
prevails. Thus, buyers would benefit from sourcing domestically after having reduced
the prices through increased competition.
Additionally, in supply chain management it has been shown that an increasing
number of suppliers can be beneficial in many different ways, e.g. to reduce the
supplier dominance or achieve independence (Cox, 2001). In any case, it is useful to
consider an international set of suppliers in order to counter steer the trend towards
supplier consolidation.

5.9 Limitations and future research directions
Albeit the research has various implications for theory and practice, there are also
some limitations. The first limitation concerns the measure of cost savings. In detail,
the savings used in this research may not reflect the full picture since they lack
information about additional costs like logistics or taxes. Consequently, in future
research settings a total cost of ownership approach might be useful (Trent and
Monczka, 2003b).

88

5.10 Conclusion

Another limitation is related to the issue that all data were gathered at only one OEM
within the automotive industry, which could limit the external validity of the results.
Still, the automotive industry can in many cases be seen as a pioneering industry,
indicating future developments of other industries (Chiappetta Jabbour et al., 2012).
Also, the dataset consisted of items that belong to various industries, e.g. plastics,
electrics, and powertrain, weakening somewhat the exclusive reliance on the
automotive industry. In this context, concerning future research directions, a
promising avenue for future research can be seen in a more fine-grained assessment
of product characteristics in interaction with competitive dynamics in global sourcing.
Particularly the influence of labour content of products could be interesting, since
especially low labour costs are often mentioned as reason to source globally
(Beugelsdijk et al., 2009, Kogut, 1985). Another question that future research should
pick up is whether the indirect global sourcing effect of increased competition is
persistent over time. Finally, it could also be interesting to examine whether
increased competition also reflects in savings.

5.10 Conclusion
The results of our study show that global sourcing does not necessarily lead to high
cost savings. Apparently, also industrialised and domestic suppliers possess a
remarkable saving potential, without the undesired negative side effects of sourcing
globally. However, despite there is still ambiguous evidence for the positive direct
effects of sourcing globally, it was expected that there might exist indirect effects that
justify the increased interest in global sourcing activities.
In line with Birkinshaw et al. (1995), it was assumed that one reason for the
internationalization of businesses is the existence of competitive dynamics in certain
industries. This is argued to be based on the innovative power of individual firms, the
pursuit of benefiting from favourable international structural conditions, and the
pressure to react on numerous other businesses that threaten a firm’s international
market shares (Birkinshaw et al., 1995, Vernon, 1966). Earlier research has further
shown that in certain technology-driven industries, competitive dynamics cause
situations in which even large firms find themselves in battles for market position with
smaller companies (Wilbon, 2002). Since it is known that competitive action and
response can also be expressed through pricing behaviour (Lamberg et al., 2009),
the idea emerged that buying organisations could benefit from dynamic competitive
actions between suppliers.
Subsequently, it has been shown that the participation of LCC suppliers leads to
increased competition in the domestic supply base, which is particularly true for
initially purchased items (Petersen et al., 2000, Steinle and Schiele, 2008). As a
consequence, buying organisations could use global sourcing as a means to support
domestic sourcing activities through the induction of competitive dynamics in the
supply market. Consequently, this research sets the foundation for future research in
the interception between global sourcing and competitive dynamics.
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5.11 Abstract for journal / keywords
Since the benefits of global sourcing are controversially discussed in supply chain
management, this quantitative research paper further clarifies the ambivalent picture
of global sourcing effects through the application of competitive dynamics literature
as a theoretical framework. For the analyses, a large set of secondary data obtained
from the sourcing department of a leading European automotive OEM has been
investigated for a period of five consecutive years. The results indicate that, contrary
to many expectations, global sourcing does not automatically lead to higher price
reductions than sourcing from western suppliers. However, the data also suggest that
there is an indirect effect of global sourcing that induces competition in the
industrialised domestic supply market, ultimately leading to favourable conditions for
the buying organisation.
Keywords: Global Sourcing, Competitive Dynamics, Indirect Sourcing Effects
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6 The persistency of indirect, competitionincreasing global sourcing effects
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6.1 Introduction
Currently, global sourcing enjoys great popularity (Murray et al., 2009, Horn et al.,
2014, Quintens et al., 2006b). Most large corporations source a considerable share
of their production materials from abroad (Kaufmann and Carter, 2006, Golini and
Kalchschmidt, 2011). The growing managerial relevance of cross-border sourcing
has also caused a tremendous increase in scientific publications that investigate
global sourcing (see e.g. Quintens et al., 2006b, Holweg et al., 2011, Christopher et
al., 2011). Despite the existence of a vast amount of definitions of global sourcing, it
is usually described as “(…) the purchasing of goods outside the geographical area
to which the [focal] company belongs” (Golini and Kalchschmidt, 2011, p. 86).
Due to the growing relevance of international sourcing transactions, earlier research
has started to explore why companies actually engage in global sourcing. In this
context, Schiele et al. (2011a) postulate that the reasons for global sourcing can be
assigned to four broad categories: the prospect of cost-reductions; an improved sales
position in foreign markets; access to new technologies; and industry isomorphism.
However, the most prominent reason for global sourcing are exceptional high
expectations on the cost saving potential that stems from exploiting factor cost
differences between regions (Schiele et al., 2011a, Kogut, 1985, Beugelsdijk et al.,
2009). Thus, especially sourcing from low-wage countries is argued to contribute
directly to the corporate performance through presumably lower prices and the
incorporated cost savings. In the context of the study at hand, these cost savings are
referred to as direct global sourcing effects.
Nevertheless, previous research is inconclusive concerning the direct cost saving
potential of international sourcing (Horn et al., 2013). In particular, it is argued that
even high contracted cost-reductions with low-cost country suppliers do not
necessarily translate into effective savings but potentially to expensive back-sourcing
activities (Horn et al., 2013).
As a consequence, recent research points into the direction that there might be
indirect beneficial global sourcing effects beyond direct cost savings. Particularly, the
increase of competition between established suppliers within the domestic supply
market is expected to be an indirect effect of global sourcing activities (Petersen et
al., 2000, Steinle and Schiele, 2008). Accordingly, it can be assumed that traditional
domestic suppliers perceive enhanced competitive pressure when they are
confronted with suppliers from low-wage countries. However, maybe the increased
competitive pressure is a one-time novelty effect, meaning that traditional domestic
suppliers just react once on global competition and then get used to it. More
specifically, domestic suppliers might even be able to adjust their competitive
reactions based on the experience that they gain in a) being awarded with a contract
despite not offering the lowest price and b) being awarded with a contract because of
being the cheapest. As a result, the study at hand is concerned with the following
research question:
How does domestic competition between established suppliers develop over time
when they are repeatedly confronted with low-cost country suppliers?
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The underlying rationale is that through increased experience in competing with LCC
suppliers (Gerpott et al., 2001), domestic suppliers could adjust their competitive
strategies in order to cope with the enhanced competitive pressure. For the
purchasing company this would limit the persistency of the indirect beneficial effect of
global sourcing (Kotabe and Murray, 2004) since the increase in competitive
pressure could fade away over time as the IC suppliers get more accustomed to
being confronted with LCC competition.
Since international sourcing takes place in a dynamic environment (Quintens et al.,
2006a) and facilitates the access to a large number of international suppliers, it
expedites the development and intensity of competition among suppliers worldwide
(Arnold, 1989). Accordingly, this research investigates global sourcing from a
competitive dynamics perspective in order to answer the central research question.
This suggests that an organisation’s competitive advantage (e.g. a lower selling price
as a result of reduced purchasing prices), including the accompanying surplus profits,
is temporary and likely to be eroded over time by the company’s global competitors
(Glen et al., 2001). As a consequence, rival market actors are exposed to competitive
pressures.
To be able to assess the intensity of competition in the supply market, the price
dispersion between offerings for productive materials is assessed. This is in line with
studies from the field of economics, indicating that increased competitive pressure
reduces the extent of price dispersion (Scheffler et al., 2015).
As a method of choice, a quantitative secondary data analysis is carried out,
analysing a large set of data that is derived from the purchasing department of a
leading European automotive OEM.
The remainder of this study is organised as follows: Initially, the concept of
competitive dynamics is introduced. Combining the literature on competitive
dynamics and global sourcing results in the development of three hypotheses
investigating the influence of experience with low-cost country (LCC) competition on
the industrialised country (IC) supplier’s competitive pressure. After presenting the
hypotheses, the methodology section will provide insight on the data that were
gathered and the applied statistical procedures. Finally, the results are presented and
discussed, leading to implications for both theory and practice, as well as future
research directions.

6.2 Competitive dynamics
In the last decades, the literature stream of competitive dynamics gained increasing
attention (e.g. Smith et al., 2001, Ketchen et al., 2004, Chen and Miller, 2012, Sirmon
et al., 2010). In this context, many authors denote Joseph Schumpeter as the pioneer
of competitive dynamics literature, as he started to examine how firms can generate
temporary competitive advantages (Chen et al., 2010, Schumpeter, 1942, Smith et
al., 2001, Chen and Miller, 2015).
In the traditional economic theory, “competition is a property of market structure
whose form is determined by market forces not subject to the conscious control of
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individual firms” (Baum and Korn, 1996, p. 255). Yet, to understand competitive
dynamics, it is necessary to be aware that this classical definition is essentially
different from the concept of rivalry (Chen, 1996, Baum and Korn, 1996). Whereas
from an economic perspective, competition is rather static, the concept of rivalry aims
at understanding and predicting the interactive market behaviour between individual
firms that strive for a superior competitive position (Chen, 1996, Baum and Korn,
1996, Caves, 1984, Porter, 1980, Chen and Miller, 2012, Holweg, 2008). Thus,
competitive dynamics can be defined as “(…) the study of interfirm rivalry based on
specific competitive actions and reactions, their strategic and organizational contexts,
and their drivers and consequences” (Chen and Miller, 2012, p. 137).
Accordingly, individual firms can deliberately exert competitive actions in the pursuit
of market success, which in turn is likely to provoke competitive reactions from rival
players (Ketchen et al., 2004, Chen and Miller, 2015). In doing so, there is a large
spectrum of competitive actions (Ferrier et al., 1999), such as pricing and advertising
(Chen et al., 2010, Smith et al., 2001, Gatignon et al., 1997, Thomas, 1999), the
introduction of new or differentiated products (Thomas, 1999, Morehouse et al.,
2008), or the entry in new markets (Ketchen et al., 2004, Chi et al., 2010, Ferrier et
al., 1999).
As a theoretical foundation, usually the awareness-motivation-capability framework is
applied (Ndofor et al., 2011, Chen, 1996, Lamberg et al., 2009). Following Chen and
Miller (2015, p. 2), “the awareness-motivation-capability (AMC) framework provides
an integrative platform for identifying key behavioural drivers of interfirm competition”.
In detail, awareness covers the alertness of decision makers in terms of their
competitive environment, including rivals, industry developments, as well as general
conditions (Smith et al., 2001, Ndofor et al., 2011). Motivation, in contrast, refers to
the incentives to undertake a competitive action (either proactively or reactively)
against rivals (Ndofor et al., 2011, Chen, 1996, Chi et al., 2007). Finally, capabilities
comprise the firm’s resources that are required in order to exert competitive moves
(Ndofor et al., 2011, Peteraf and Bergen, 2003, Grimm and Smith, 1997, Grimm et
al., 2006).
Thus, the preconditions for dynamic competition on the firm level are that
corporations are aware of the current and future competitive environment, motivated
to carry out competitive moves, and in possession of the required resources (Sirmon
et al., 2010, Chen et al., 2007).
In the context of the research at hand, the characteristics of the AMC framework are
argued by the following to fit to the application in an industrial purchasing
environment. Purchasing in B2B markets is essentially different from buying in B2C
markets (Webster Jr and Wind, 1972). The most relevant characteristics of B2B
purchasing are the involvement of professional and rational buyers, complex
decision-making processes, the possibility to negotiate, and the willingness to bear
search costs. Thus, it can be expected that within an industrial purchasing context,
the requirements of the AMC framework are met.
Suppliers that operate in an industrial environment are likely to be aware that they
compete against other potential suppliers and to be attentive with regard to
competitive moves (McIvor, 2008, Wilhelm, 2011, Wu and Choi, 2005). Further, it is
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assumed that the incentives for suppliers to establish a business relationship with
large customers are rather high (Saxena et al., 2013, Ndofor et al., 2011). Finally, the
firm’s capabilities to compete are also a requirement of the AMC framework. In this
context, it is reasonable to argue that especially companies from industrialised
countries possess the relevant technical and financial resources to compete
successfully (Kogut, 1985, Lamberg et al., 2009).
To sum up, competitive dynamics is a literature stream that strives to investigate and
to explain how firms aim at achieving a superior competitive position through the
execution of detectable competitive actions, provoking reactions from rivals. The
central theoretical foundation of competitive dynamics is the AMC framework that
postulates the prerequisites for the application of a competitive dynamics
perspective. In this context, it has been highlighted that in industrial purchasing
environments it is likely that the competition between suppliers fulfils the
requirements of the AMC framework. Accordingly, the AMC framework is used as
theoretical lens for the research at hand.

6.3 Hypotheses
Large firms from industrialised countries (ICs), such as the U.S. and Europe, find
themselves under growing competitive pressure (Kusaba et al., 2011, Bowen and
Wiersema, 2005). For at least five decades, researchers highlight that competitors
from low-cost countries (LCCs) enter western traditional markets, potentially eroding
the profit margins of established firms (Grant, 1989, Trent and Monczka, 1998,
Mascarenhas, 1982, Bowen and Wiersema, 2005, Thomas, 1999, Eden and Molot,
1996). This is often attributed to more favourable factor costs that global competitors
can benefit from, in particular lower wages (Weber et al., 2010).
Since more and more corporations have started to pursue global sourcing strategies,
an increasing number of scholars have focused on the field of international sourcing
(Schiele et al., 2011a, Steinle and Schiele, 2008, Quintens et al., 2006b). However,
after years of almost exclusively focusing on cost saving potentials, only recently it
has been debated whether global sourcing actually leads to the intended cost
reductions (Horn et al., 2013, Schiele et al., 2011a).
In contrast, current research starts to take effects into consideration that go beyond
direct cost savings. In particular, it is argued that the purchasing of items and
materials from low-wage countries can be interpreted as a competitive action,
provoking a reaction from established incumbent firms (Kaufmann and Körte, 2010).
This is in line with the literature on competitive dynamics, which argues that
competitive actions of market players can lead to reactions from their competitors
(Chen and Miller, 2012, Ketchen et al., 2004, Smith et al., 2001).
As a reaction to the growing threat stemming from international competitors,
domestic companies started to rethink their own cost structures (Grant, 1989, Bowen
and Wiersema, 2005). Many companies realize that “as LCC competition occurs,
price-cost margins diminish, and the need for cost reduction intensifies” (Kaufmann
and Körte, 2010, p. 242). These diminishing profit margins are often reflected in price
reductions.
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It can be observed that when producers from low-cost countries enter western
markets, the prices of domestic producers decrease significantly (Auer et al., 2013,
Auer and Fischer, 2010). Decreasing price dispersion, as a reaction to low-cost
country entrants, can indicate increased competitive pressure within the domestic
market (Scheffler et al., 2015). The underlying rationale is that the entrance of new
low-cost country competitors creates contact points between domestic and
international suppliers, ultimately changing the entire structure of the market (Steinle
and Schiele, 2008). Incumbent firms might find themselves in a situation where their
current business relationships are challenged by new entrants (Kaufmann and Körte,
2010).
In an industrial purchasing context for homogeneous products, the offered price is
the most frequently used supplier selection method (Weber et al., 2010). Thus, in
order to still being able to find customers, domestic suppliers are likely to adjust their
pricing behaviour to the new market situation (Holweg, 2008, Simon, 2005,
Yamawaki, 2002). In those cases where the opportunities for product differentiation
are limited (Weber et al., 2010), domestic suppliers are expected to reduce their
prices when exposed to foreign competition (e.g. Bowen and Wiersema, 2005,
Kaufmann and Körte, 2010, Holweg, 2008, Simon, 2005, Auer et al., 2013). Suppliers
from industrialised countries have usually comparable factor costs, access to
advanced technologies and a diverse set of resources (Kaufmann and Körte, 2010).
As a result, the marginal costs of production should be at a similar level. Thus, when
the competitive pressures in a market are high, domestic suppliers are likely to ask
comparable prices for homogeneous products, because the competitive pressure
limits the firms’ opportunities to maintain large profit margins.
Assuming that the requirements of the AMC framework are met, an analysis of price
dispersion indicates that established suppliers perceive increased competitive
pressure when they are confronted with low-cost country suppliers. This increased
competitive pressure on domestic suppliers as result of low-cost country supplier
participation is an indirect global sourcing effect.
In line with earlier research, in this study pricing behaviour is interpreted as a
competitive action that can provoke a reaction from competitors (Smith et al., 2001,
Gatignon et al., 1997, Thomas, 1999). However, literature from the field of
competitive dynamics indicates that the intensity of competitive reaction depends
upon how well the competitors know each other (Gnyawali and Madhavan, 2001,
Chen et al., 1992, Jayachandran et al., 1999). The less the rivals know about each
other, the stronger will be their responses. In contrast, the better competitors know
each other, the easier it becomes to predict competitive moves (Jayachandran et al.,
1999, Chen et al., 1992).
Consequently, in the current research context, it can be argued that when suppliers
from western industrialised countries compete with low-cost country suppliers for the
first time, they are expected to react with aggressive price reductions due to a highperceived competitive threat (Kaufmann and Körte, 2010, Simon, 2005, Thomas,
1999, Morehouse et al., 2008). Yet, when companies are repeatedly competing
against each other, they become more familiar and strive to identify opportunities to
limit the intensity of competitive pressure (Colantone and Crinò, 2014, Morehouse et
al., 2008). With growing experience in criteria such as cost, quality, or capacity,
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western suppliers can prepare more accurate reactions (Yamawaki, 2002). Thus, it is
argued that incumbents with more experience in low-cost country competition
perceive less competitive pressure, which is reflected in hypothesis 1.
H1:

The more experience an industrialised-country supplier has in competing with
low-cost country suppliers, the less intense is its perceived competitive
pressure.

There might be situations in which domestic suppliers successfully compete against
a foreign supplier, even though this supplier offered the same homogeneous product
for a lower price. The reasons for this seemingly bounded rationality often lie in the
risk aversion of the buying organisation (Burke et al., 2007, Arnold, 1989,
Mascarenhas, 1982). Global sourcing is usually considered as being more risky than
domestic sourcing in terms of delivery times, geographic distances, extra inventory,
additional managerial effort, cultural barriers, and flexibility (Fredriksson and
Jonsson, 2009, Horn et al., 2013, Schiele et al., 2011a). Thus, western companies
often prefer their established domestic suppliers in order to reduce the supply risk
(Quayle, 2001, Fagan, 1991, Alguire et al., 1994, Wu and Zhang, 2014, Weber et al.,
2010, Bertrand and Mol, 2013).
It can be assumed that suppliers are well aware of the buyer’s preference for
domestic sourcing. Usually, when companies face foreign competition, they engage
in differentiation strategies (Grant, 1989, Thomas, 1999). In many cases these
differentiation efforts include product differentiation, in order to manage competition
(Shaked and Sutton, 1982, Liu and Zhang, 2013). However, in an industrial
purchasing context, the opportunities for product differentiation might be limited due
to detailed specifications which create competition for homogeneous products
(Chioveanu and Zhou, 2013, Desai et al., 2001, Scheffler et al., 2015). As a
consequence, incumbent firms might consider identifying opportunities for nonproduct differentiation as a means to restrict price competition (Boulding et al., 1994).
Accordingly, established suppliers could highlight their own non-product related
benefits, in comparison to the risks incorporated with global sourcing. These
“nonphysical differentiation characteristics for industrial products include reliability,
service, packing, handling and processing of orders, adherence to shipping
instructions, technical and general assistance, credit policies, discount structure, etc.”
(Parket, 1973, p. 282).
As a result, domestic suppliers might be able to sell their products for relatively high
prices, i.e. higher prices than their low-cost country competitors’ offer. Winning a
tender despite asking higher prices is likely to have a signalling effect on domestic
suppliers, indicating that there is indeed a preference for established western
business partners (Quayle, 2001, Fagan, 1991, Alguire et al., 1994, Wu and Zhang,
2014, Smith et al., 2001). Thus, with growing experience that the customer is willing
to pay higher prices, incumbent firms realize that they do not necessarily have to
engage in the fierce price competition against low-cost country suppliers (Cho and
Kang, 2001, Kogut, 1985). Instead, domestic suppliers are expected to be motivated
to compete against their incumbent firms with comparable cost structures, ultimately
leading to an alignment of prices offered (Gatignon et al., 1997, Baum and Korn,
1996, Kemei, 2013, Kaufmann and Körte, 2010). In this context, it is likely that the
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success of interaction influences the pricing behaviour of the incumbent firms
(Gatignon et al., 1997, Baum and Korn, 1996).
In terms of the AMC framework, this would mean that established suppliers are
aware of competing against their domestic rivals rather than against low-cost country
competitors. Moreover, they are likely to be motivated to engage in competition and
to possess the required resources (Vahlne and Nordström, 1993, Holweg et al.,
2011, Grant, 1989, Kaufmann and Körte, 2010). Consequently, H2 has been
formulated.
H2:

The more experience an industrialised-country supplier has in successfully
competing against low-cost country suppliers, without offering the lowest price,
the more intense is its perceived competitive pressure.

In contrast to H2, there also might be situations in which western suppliers do not
find a way for non-product differentiation (Boulding et al., 1994, Parket, 1973), i.e. the
customer does not have a preference for domestic suppliers. In these cases, the
suppliers are pushed into price competition with a low-cost country supplier (Lewin
and Volberda, 2011, Kogut, 1985).
Foreign competition is more disruptive than domestic rivalry which is reflected in
diminishing profit margins, indicating high competitive pressures (Kaufmann and
Körte, 2010, Bowen and Wiersema, 2005). Accordingly, the threat of foreign
suppliers causes a dynamic and interactive rivalry, ultimately leading to price
reductions of incumbent firms (Simon, 2005).
When losing price competition to foreign suppliers, domestic suppliers might be
forced out of the market (Cho and Kang, 2001). Thus, specifically firms that face
price competition are likely to focus on efficiency advantages (Schmiele, 2012,
Kogut, 1985). This is in line with previous research, stating that low-cost country
competition motivates incumbent firms to reconsider their own cost structure in order
to become more efficient and competitive (Bowen and Wiersema, 2005, Grant, 1989,
Kaufmann and Körte, 2010). Recent research in the field of global sourcing has
further shown that despite assumed higher labour costs in industrialised countries,
domestic suppliers also possess a remarkably high saving potential (Schiele et al.,
2011a, Morehouse et al., 2008, Grant, 1989). As a side-effect, attracted by high
saving expectations and lower comparative factor costs, domestic suppliers
themselves started to engage in global sourcing activities (Kusaba et al., 2011,
Holweg et al., 2011, Holweg, 2008).
However, it is argued that domestic suppliers have access to relevant resources,
allowing them to pursue cost-reducing innovation strategies (Barney, 1991,
Sengupta, 2014) and to optimize their value chains (Kaufmann and Körte, 2010,
Kusaba et al., 2011, Schmiele, 2012, Holweg, 2008). Those western suppliers that
gain increasing experience in successfully mastering price competition against lowcost country rivals, despite assumed factor cost disadvantages, are likely to pursue
cost-leadership strategies (Kogut, 1985, Baack and Boggs, 2008).
However, not all domestic suppliers might be willing to engage in price competition. It
is expected that many of them decide to focus on other markets or products (Cho
and Kang, 2001, Bloom et al., 2013, Colantone and Crinò, 2014, Bernard et al.,
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2006, Coucke and Sleuwaegen, 2008). As a consequence, it is argued that once a
domestic supplier has reached the cost-leadership through a superior cost structure,
the intensity of domestic competition will diminish due to the decreasing motivation of
the established incumbents. Hence, hypothesis 3 was developed.
H3:

The more experience an industrialised-country supplier has in successfully
competing against low-cost country competitors, by means of offering the
lowest price, the less intense is its perceived competitive pressure.

6.4 Methodology
Within operations management, there remains a demand for studies that provide
“(…) objective and ex-post, nonetheless comparable data, reflecting actual
achievements” (Schiele et al., 2011a, p. 319), more in-depth analyses (Easton et al.,
2002), and a long-term perspective in terms of firm behaviour (Hutzschenreuter and
Israel, 2009, Lamberg et al., 2009). The study at hand aims at fulfilling these
demands by means of a fine-grained analysis of how a firm’s competitive pressure
develops after being repeatedly confronted with low-cost country competitors for
longer periods of time. In doing so, it was decided to conduct a quantitative
secondary data analysis, analysing a large set of data derived directly from the
purchasing department of a leading European OEM in the automotive industry.
6.4.1 Data collection
The largest part of a firm’s global sourcing strategy is operationalised via tender
procedures. Suppliers from countries all over the world compete with each other in
order to obtain a long-term contract. Accordingly, the secondary data that form the
foundation of this study’s analyses were derived directly under the supervision of the
researcher, from several different databases within a leading European automotive
OEM. The largest share of the data stems from a database that contains information
on requests for productive materials (e.g. tires, turbochargers, etc.), together with the
respective supplier information and their quotations. More specifically, for each part
that was sourced by the OEM the suppliers that were requested, the suppliers that
were selected, the locations of the supplier, the price (in €) that was offered by each
individual supplier, the value of the contract (in €) being awarded, and the date on
which the final decision was made, were included in the dataset. By means of linking
several databases to each other, more supplier-specific information was added to
these data. In detail, for all the suppliers concerned, the date on which they sealed
their first contract with the OEM and the respective supplier’s total revenue (in €) with
the OEM, in the year in which the final sourcing decision was made, was added to
the initial dataset. The data have been gathered from January 2006 till April 2014, a
period of eight consecutive years, resulting in a total of 527,708 cases in which a
supplier – IC or LCC – issued a quotation.
6.4.2 Data processing
The automotive OEM under investigation consists of several different brands. For
reasons of comparability, only three of these brands have been taken into
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consideration for the analysis. More specifically, all three brands are mass producers,
founded and headquartered in Germany, and have always been either autonomous
or owned by an autonomous German company. Of all the supplier quotations that
were issued during the eight years of study, 64.25% can be attributed to one of these
three brands. As such, together with company decision makers, it was decided that
these three brands best represent the perspective of an industrialised-country
manufacturer. This decision prevents possible extraordinary effects from negatively
influencing the generalisability of the study’s results.
For the study at hand, each item sourced by the OEM is considered as an
independent sourcing project. Further, all sourcing projects in the dataset are “initially
negotiated items”. This means that, as the final product into which the item is
assembled is new to the market, the specific item has not been purchased before.
The underlying rationale to focus on initially negotiated items is that from a
competitive dynamics perspective, repeatedly negotiated items show considerable
differences in comparison to initially negotiated items.
From the remaining dataset, those cases have been filtered out where data entry
errors or administrative errors have been identified. As a result, each sourcing project
under investigation represents a tender for an initially negotiated item for which LCC
and IC suppliers competed against each other.
Since the aim of this study is to get insights into how the industrialised-country
suppliers’ competitive pressure evolves while gaining experience with low-cost
country competition, it is vital to have a clear perception of “low-cost countries” and
“industrialised countries”. Consequently, it was decided to classify each supplier –
based upon the country in which they are located – as either an IC or LCC supplier
on the basis of an OEM-specific construct: the Local Purchasing Index (LPI). The
local purchasing index is an annually updated construct that assesses the factor cost
in several countries with which the OEM has business relationships (e.g. factories,
suppliers, sales market, etc.). Based on the OEM’s internal definition, the LPI is an
empirically guided tool that assesses prices of in-depth localised and technical
comparable parts on basis of common project exchange rates and macro-economic
data, thereby also adjusting for exchange rates and other factor costs in each
country. Put in another way, the OEM purchases the same shopping cart of products
in several countries in the world, takes into account readily available macroeconomic
information and exchange rates, and compares the outcomes in an attempt to
estimate the respective country’s factor cost. As such, a country was classified as
“low-cost country” if it has a LPI that is below that of countries that are located in
Western Europe. The dataset that suits the perspective of the study at hand consists
of 132,303 supplier quotations.
As a result of classifying the suppliers in terms of LCC and IC, the various sourcing
projects could be categorised in five different types (A to E), based on the suppliercomposition of the sourcing project (see Table 22).
Since H1 aims at explaining how the industrialised-country suppliers’ domestic
competitive pressure evolves while gaining experience with low-cost country
competition, the focus lies on those cases in which an IC supplier issued a quotation
in either a type C, D or E sourcing project. H2 and H3 dive deeper into this initial
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relationship and only consider IC suppliers’ “successful experiences”, therefore these
hypotheses focus on those cases in which an IC supplier obtained a contract, in
either a type C or type E sourcing project.

Type Sourcing project composition and awarded supplier
A

- only IC suppliers issued a quotation
- an IC supplier was awarded the contract

B

- only LCC suppliers issued a quotation
- a LCC supplier was awarded the contract

C

- both IC and LCC suppliers issued a quotation
- an IC supplier was awarded the contract

D

- both IC and LCC suppliers issued a quotation
- a LCC supplier was awarded the contract

E

- both IC and LCC suppliers issued a quotation
- both suppliers, IC as well as LCC, were awarded with a
contract

Table 22: Types of sourcing projects

6.4.3 Variables and measurement
6.4.3.1 The dependent variable – price dispersion as a measure for competitive
pressure
Recent research has shown that price dispersion is a topic of interest within
economic literature. Specifically, a large amount of studies investigates price
dispersion for homogeneous products (see e.g. Chellappa et al., 2011, Borenstein
and Rose, 1994, Clay et al., 2001). In this context, it is argued that the extent of price
dispersion can indicate the intensity of competition between rivalling firms. As a
consequence, it has been decided to determine the price dispersion of the accepted
transaction price and its best alternative in order to assess the competitive pressure
that suppliers face in B2B relationships (Scheffler et al., 2015).
Since this research is predominantly interested in the development of the IC
supplier’s domestic competitive pressure, it was decided to determine the price
dispersion by means of calculating the IC supplier’s absolute percentage price
difference with respect to its domestic IC competitors. Supporting the decision not to
consider LCC suppliers – apart from them participating in the sourcing project – was
the fact that several company purchasers indicated that LCC suppliers often appear
to make irrational and incomprehensible pricing decisions such as, for example,
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significantly raising their price when they perceive they are “too cheap to be taken
seriously”.
Thus, the price dispersion is measured by means of calculating the absolute
percentage price difference between the cheapest IC supplier’s quotation and its
closest IC competitor. It was decided not to calculate the price dispersion with
reference to all IC competitors, as this could result in calculating the price dispersion
(i.e. competitive pressure) on the basis of non-serious/non-negotiated quotations
(Scheffler et al., 2015). This procedure is grounded in discussions with company
experts that revealed the following issue: It might happen that a potential supplier
receives a RFQ, without having a real interest in supplying the part (e.g. volume is
considered too low). To prevent jeopardising their relationship with one of their
biggest clients, they might issue a non-serious and unrealistic quotation (i.e. high
price) to make sure they are no longer considered. As a consequence, it was decided
to consider only those cases in which it could be assumed that the quotation had
been negotiated and the supplier has made a serious attempt to obtain the contract.
Consequently, the study at hand takes the perspective that the smallest price
difference with a quotation’s best and most likely alternative (i.e. the closest
competitor) is the most meaningful measure of price dispersion. This difference
indicates the IC supplier’s maximum competitive pressure (Azar, 2013, Scheffler et
al., 2015). In doing so, first the absolute price difference between the IC supplier and
its closest IC competitor was calculated, after which this difference was divided by
the IC supplier’s price, resulting in the final measure of price dispersion. Summarised,
the following calculation has been performed:
(1)

|PIC – PCC| / PIC

Where:
PIC = price of the industrialised-country supplier
PCC = price of the closest industrialised-country competitor
6.4.3.2 Independent variables
Referring to the AMC framework and the increasing supplier consolidation in the
automotive industry which results in powerful corporations that have sufficient
resources to employ professional buyers and execute market analyses (Sturgeon et
al., 2008, Horn et al., 2013, Horn et al., 2014), it is argued that suppliers are aware of
who they are competing with and what is happening in the market. This line of
reasoning was supported by company purchasers who confirmed that suppliers are
usually well aware of the other participants in an OEM’s sourcing project. As such, in
terms of the IC supplier’s experience with LCC competition, it was determined that
each time an IC supplier participated in a sourcing project in which at least one LCC
supplier participated, it gained experience in LCC competition.
Even though the data gathered cover a timeframe from 2006 to 2014, analysing
cases as from the first day in 2006 would generate a flawed insight. Doing so would
assume that all IC suppliers have had no LCC competition experience before
January 2006. Therefore it was decided to analyse the cases as from January 2008
and to base the IC suppliers’ experience with LCC competition on the mixed sourcing
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projects that took place in the two years prior to the respective sourcing project. As a
result of this two-year timeframe, the period in which the IC supplier could have been
confronted with LCC participants, and thus gained experience in LCC competition, is
exactly the same for each and every case that is analysed.
In terms of H1, which focusses solely on the experience with LCC competition,
experience can be expressed as follows: of all the sourcing projects in which the IC
supplier participated in the two years leading up to the respective quotation, the IC
supplier was confronted with LCC competition in X% of the cases. For example;
when an IC supplier, in the two years leading up to a quotation has participated in 50
sourcing projects of which in 25 it was confronted with LCC competition, it has an
experience of 50%.
H2 and H3 dive deeper into the initial relationship studied in H1 and only consider
those cases in which the IC supplier successfully competed against LCC competitors.
In addition, they distinguish between IC suppliers that have won a mixed sourcing
project with either the lowest or non-lowest price. As such, in perspective of H2 and
H3, experience can be expressed as follows: of all the mixed sourcing projects the IC
supplier has won in the two years leading up to the respective quotation, the IC
supplier has won in Y% of the cases with the non-lowest, respectively lowest, price.
6.4.3.3 Control variables
In addition to the study’s primary interest, experience with LCC competition, it is
possible that there are additional factors that influence the IC supplier’s competitive
pressure. In order to prevent flawed conclusions, the dataset contains four additional
variables that are used as control variables. In doing so, the analysis will be
controlled for the following factors: first, over the course of decades, previous
research has shown that the number of market participants can be considered to be
one of the most determining factors of the intensity of competition (Gerardi and
Shapiro, 2009). As stated by Nalebuff and Stiglitz (1983, p. 23): “as the number of
participants grows, competition becomes more intense and eventually all surplus is
eliminated”. Thus, the more competitors a company is confronted with in the market,
the more difficult it becomes to maintain a mark-up over the marginal cost of
production. As a result, the number of companies that participated in the sourcing
project is used as a control variable.
Another potential impact factor on the supplier’s behaviour, especially for those that
operate in capital-intensive industries, is the demand of the buying organisation.
Higher purchasing volumes can enhance the supplier’s economies of scale (Ettlie
and Sethuraman, 2002). As such, it can be expected that suppliers are particularly
interested in acquiring high volume contracts which may subsequently increase the
intensity of their competitive actions. In order to control for this impact, the contract’s
purchasing volume had to be included in the analysis.
Third, earlier research has shown that strong buyer-supplier relationships in which
the purchasing company shows long-term commitment have a positive influence on
the respective exchange parties’ own firm performance (Krause et al., 2007, Jap,
1999). The key in achieving such a relationship is the reciprocal exchange of
knowledge and information on company-specific processes and procedures. Hence,
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it can be expected that suppliers that already have a long history with the OEM in
question are more informed about the company’s decision-making processes,
allowing them to act in accordance with the OEM’s processes, expectations and
procedures, and subsequently reducing their competitive pressure. In order to control
for the relationship length between the OEM and the respective supplier, the number
of days between the sourcing project’s decision date and the day the respective
supplier sealed its first contract with the OEM was used as a control variable.
Finally, discussions with company decision-makers revealed that it is not always only
the offered price that makes them choose a specific supplier. More specifically, it is
common for suppliers in the automotive industry to try to persuade potential
customers by means of offering substantial cost-reductions on running series. Such a
seemingly irrational decision of the purchasing company might enable a supplier to
compete successfully in a sourcing project, although it did not issue the most
competitive quotation (i.e. lowest price). Having the ability to provide additional
benefits might lead to the supplier becoming insensitive to the competitive actions of
its direct competitors, which subsequently influences its competitive pressure. Since
a supplier needs to have “running series” (i.e. revenue) in order to be able to provide
such benefits, it was decided that the supplier’s revenue with the OEM, in the year
the sourcing project was started, should serve as a control variable.

6.5 Analysis and results
6.5.1 Multiple linear regression as method of choice
When conducting statistical analyses, there is usually a distinction between two
different groups of procedures: parametric vs. non-parametric tests (Wolfowitz, 1942,
Rubin, 2012). Since parametric tests are generally considered to be more versatile
and powerful and use data that is measured on a higher level (i.e. interval / ratio
scale) which contains more information, researchers often prefer them over nonparametric tests (Vaughan, 2001, Festing and Altman, 2002). More specifically, in
terms of this versatility and power, parametric tests are considered to deliver more
accurate and precise results that, compared to non-parametric methods, are also
easier to interpret (Vickers, 2005, Vaughan, 2001). Hence, it seems that parametric
tests prevail over non-parametric tests. However, they can be misleading if not used
carefully. In order to be able to draw valid and reliable conclusions from the results of
a parametric test, it is important that the data of the respective studies meet the
various requirements and assumptions that apply to these kinds of procedures
(Rubin, 2012, Nieuwenhuis, 2009, Sheskin, 2003).
Generally, the most important requirements and assumptions of parametric tests
include that the data has to be measured on an interval or ratio scale, the sample has
to be drawn randomly from the defined population, there should be independence of
observations, the data should be normally distributed, and population variances have
to be approximately equal (Festing and Altman, 2002, Nieuwenhuis, 2009).
Since the main purpose of this study is to model the relationship between experience
with LCC competition and price dispersion, preferably by means of a parametric test,
it was decided to perform a Multiple Linear Regression (MLR) analysis. This was
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determined to be the appropriate parametric test (Nieuwenhuis, 2009) as it provides
insight into how much of the variation in the supplier’s competitive pressure can be
explained by its experience with LCC competition, while controlling for additional
variables.
Since MLR is a parametric test, the analysis started by testing for the assumptions.
Due to the fact that the untransformed data did violate the assumptions of normality,
linearity, and homogeneity of variance, it was decided to transform the data.
Generally, transforming different variables results in different “corrections”. As such,
transforming the independent variables (IVs) was done to correct for nonlinearity,
while transforming the dependent variable (DV) should primarily correct for the
violations of homogeneity of variance and non-normality of the error terms
(Nieuwenhuis, 2009). Previous research has shown that almost all types of statistical
analyses – including non-parametric tests – benefit from improving the normality of
the variables included (Osborne, 2010, Zimmerman, 1995). Since the variables in
this study showed substantial non-normality, the emphasis of the data
transformations was primarily on transforming the variables in such a manner that
they complied with the accepted standards of a normal distribution (i.e. a skew and
kurtosis value between ±0.80) (Kim, 2013, Osborne, 2010, West et al., 1995).
6.5.2 Results of the statistical analysis
This section presents the results of the analyses, i.e. the findings of this study. Each
section starts with presenting the respective hypothesis, after which the results
related to it are discussed. Each subsection concludes with a statement on whether
or not the respective hypothesis is confirmed.
6.5.2.1 Results of testing H1
H1:

The more experience an industrialised-country supplier has in competing with
low-cost country suppliers, the less intense is its perceived competitive
pressure.

According to H1, it is expected that when an IC supplier gains experience in
competing with LCC suppliers, the price difference with its closest domestic
competitor (i.e. the intensity of its competitive pressure) will become larger (i.e. less
intense). As shown in the model summary (Table 23), the coefficient of determination
(R2) shows a value of .066. This means that 6.6% of the variance in the transformed
dependent variable is explained by the transformed independent variables that were
included in the analysis. Based on the ANOVA (Table 25) it can be concluded that
the transformed independent variables statistically significantly predict the
transformed dependent variable, F(5, 10207) = 144.245, p < .0005.
The coefficients (Table 25) reveal that the relative experience with LCC competition
can be considered statistically significantly different from 0 at p<.05. Since price
dispersion and four out of five explanatory variables have been transformed, the
estimated regression coefficients that are presented in Table 25 show the effect of
relative experience and the four transformed control variables on the transformed
dependent variable.
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Model

R

R Square
a

1

Adjusted R
Square

.257

.066

Std. Error of
the Estimate

.066

Durbin-Watson

.2119790

1.869

a. Predictors: (Constant), Nr. Participants [LN], Contract Value [LN], Rel. Length [Refl. SQRT],
Relative Experience [%], Revenue [**0.15]

Table 23: Model summary – hypothesis 1
Unstandardized
Coefficients
Model
B
1

Std.
Error

Standardized
Coefficients

95% Confidence
Interval for B

Beta

t

Sig.

Lower
Bound

Upper
Bound

Correlations
Zeroorder

Partial

Collinearity Statistics
Part

Tolerance

VIF

(Constant)

.855

.020

43.713

.000

.817

.894

Relative
Experience
[%]

.026

.009

.029

2.988

.003

.009

.042

-.001

.030

.029

.977

1.023

Contract
Value [LN]

-.013

.001

-.110

-11.372

.000

-.015

-.011

-.101

-.112

-.109

.972

1.028

Rel. Length
[Refl. SQRT]

-.001

.000

-.073

-7.532

.000

-.002

-.001

-.051

-.074

-.072

.987

1.013

Revenue
[**0.15]

-.001

.000

-.024

-2.447

.014

-.002

.000

-.006

-.024

-.023

.946

1.057

Nr.
Participants
[LN]

-.105

.004

-.236

-24.103

.000

-.114

-.097

-.216

-.232

-.231

.954

1.048

Table 24: Coefficients – hypothesis 1
ANOVAa
Model
1

Sum of Squares
Regression

32.408

df

Mean Square
5

6.482

Residual

458.653 10,207

.045

Total

491.061 10,212

F
144.245

Sig.
.000b

a. Dependent Variable: Abs%PriceDiff [**0.30]
b. Predictors: (Constant), Nr. Participants [LN], Contract Value [LN], Rel. Length [Refl. SQRT],
Relative Experience [%], Revenue [**0.15]

Table 25: ANOVA – hypothesis 1

As control variables, the effect of relative experience, the influence of contract value
and number of participants will be presented. Relationship length and revenue are
not further considered, since the effects of both control variables are very small and
partly insignificant (see also Table 24).
The influence of a change in xk (i.e. experience) on the untransformed dependent
variable y (i.e. price dispersion) can be calculated by means of inserting the median
effect size of each individual variable (see Table 26). This approach is considered to
be able to provide a good overall indication of the influence of a change in the
respective variable on the dependent variable y (i.e. price dispersion).
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N

Relative Experience

Contract Value

Number of Participants

10,213

10,213

10,213

0

0

0

.0143

-.1763

-1.0377

Valid
Missing

Median

Table 26: Influence on price dispersion - hypothesis 1

Finally, as shown in Table 26, the effect of relative experience on price dispersion is
indeed positive. More specifically, every one percent increase in experience with
LCC competition, leads to an overall increase in price dispersion of .0143%. As such,
it can be stated that H1 is supported, and that increasing experience with LCC
suppliers (regardless of successfully bidding or not) reduces the IC supplier’s
domestic competitive pressure. With respect to contract value it follows that an
increase in the requested volume leads to an overall decrease in price dispersion. In
addition, the number of participants also has a negative influence on price dispersion.
6.5.2.2 Results of testing H2
In order to provide a more fine-grained analysis of the relationship tested in H1, H2
and H3 focus only on those cases in which IC suppliers were successful in
competing against LCC suppliers. In doing so, they distinguish between gaining
successful experiences while offering the non-lowest, respectively lowest price in the
OEM’s sourcing project.
H2:

The more experience an industrialised-country supplier has in successfully
competing against low-cost country suppliers, without offering the lowest price,
the more intense is its perceived competitive pressure.

It is expected in H2 that when an IC supplier has more experience in successfully
competing against LCC suppliers without offering the lowest price in the sourcing
project, the price difference with its closest domestic competitor (i.e. the intensity of
its competitive pressure) becomes smaller (i.e. more intense).
As follows from the model summary (Table 27), the coefficient of determination (R2)
shows a value of .055, meaning that 5.5% of the variance in the transformed
dependent variable is explained by the transformed independent variables that were
included in the model. Based on the ANOVA (Table 28), it can be concluded that the
transformed explanatory variables statistically significantly predict the transformed
dependent variable, F(5, 2406) = 27.952, p<.0005.
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Model Summarya,c
Model

R
b

1

Adjusted R
Square

R Square

.234

.055

Std. Error of
the Estimate

.053

Durbin-Watson

.1958049

1.922

a. Price Level = Non-Lowest Price
b. Predictors: (Constant), Nr. Participants [LN], Contract Value [LN], Rel. Length [Refl. SQRT],
Relative Experience [%], Revenue [**0.15]
c. Dependent Variable: Abs%PriceDiff [**0.30]

Table 27: Model summary - hypothesis 2

ANOVAa,b
Model
1

Sum of Squares
Regression

df

Mean Square

F

5.358

5

1.072

Residual

92.245

2,406

.038

Total

97.603

2,411

Sig.

27.952

.000c

a. Price Level = Non-Lowest Price
b. Dependent Variable: Abs%PriceDiff [**0.30]
c. Predictors: (Constant), Nr. Participants [LN], Contract Value [LN], Rel. Length [Refl. SQRT], Relative
Experience [%], Revenue [**0.15]

Table 28: ANOVA - hypothesis 2

Looking at the coefficients (Table 29) reveals that the variable that is of primary
interest, experience in successfully competing against LCC competitors without
offering the lowest price, is not statistically significantly different from 0 (i.e. p = .811),
subsequently resulting in the rejection of H2.
Coefficientsa,b
Unstandardized
Coefficients
Model
B
1

Std.
Error

(Constant)

.736

.036

Relative
Experience
[%]

.004

.015

Contract
Value [LN]

-.014

Rel. Length
[Refl. SQRT]
Revenue
[**0.15]
Nr.
Participants
[LN]

Standardized
Coefficients
Beta

95% Confidence
Interval for B
t

Sig.

Upper
Bound

Correlations
Zeroorder

Partial

Collinearity Statistics
Part

Tolerance

VIF

20.410

.000

.666

.807

.005

.239

.811

-.026

.033

-.023

.005

.005

.868

1.152

.002

-.141

-6.681

.000

-.019

-.010

-.126

-.135

-.132

.880

1.136

-.001

.000

-.058

-2.895

.004

-.002

.000

-.032

-.059

-.057

.976

1.025

.001

.001

.029

1.429

.153

.000

.003

.033

.029

.028

.938

1.066

-.080

.009

-.190

-9.388

.000

-.097

-.063

-.181

-.188

-.186

.957

1.044

a. Price Level = Non-Lowest Price
b. Dependent Variable: Abs%PriceDiff [**0.30]

Table 29: Coefficients - hypothesis 2
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6.5.2.3 Results of testing H3
H3:

The more experience an industrialised-country supplier has in successfully
competing against low-cost country competitors, by means of offering the
lowest price, the less intense is its perceived competitive pressure.

With respect to H3, it is expected that when an IC supplier gains experience in
successfully competing against LCC suppliers, by means of offering the lowest price
in the sourcing project, the price difference to its closest domestic competitor
becomes larger.
As follows from the model summary (Table 30), the coefficient of determination (i.e.
R2) shows a value of .066, meaning that 6.6% of the variance in the transformed
dependent variable is explained by the transformed independent variables that were
included in the model.
Model Summarya,c
Model
1

R
.237b

Adjusted R
Square

R Square
.066

.065

Std. Error of
the Estimate

Durbin-Watson

.2155462

1.939

a. Price Level = Lowest Price
b. Predictors: (Constant), Nr. Participants [LN], Contract Value [LN], Rel. Length [Refl. SQRT],
Relative Experience [%], Revenue [**0.15]
c. Dependent Variable: Abs%PriceDiff [**0.30]

Table 30: Model summary - hypothesis 3
ANOVAa,b
Model
1

Sum of Squares
Regression

df

Mean Square

13.362

5

2.672

Residual

188.164

4,050

.046

Total

201.525

4,055

F
57.519

Sig.
.000c

a. Price Level = Lowest Price
b. Dependent Variable: Abs%PriceDiff [**0.30]
c. Predictors: (Constant), Nr. Participants [LN], Contract Value [LN], Rel. Length [Refl. SQRT], Relative
Experience [%], Revenue [**0.15]

Table 31: ANOVA - hypothesis 3

Based on the ANOVA (Table 31), it can be concluded that the transformed
independent variables statistically significantly predict the transformed dependent
variable, F(5, 4050) = 57.519, p<.0005.
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a,b

Coefficients
Unstandardized
Coefficients
Model
B
1

Std.
Error

(Constant)

.792

.032

Relative
Experience
[%]

.051

.017

Contract
Value [LN]

-.012

Rel. Length
[Refl. SQRT]

Standardized
Coefficients
Beta

95% Confidence
Interval for B
t

Sig.

Lower
Bound

Upper
Bound

Correlations
Zeroorder

Partial

Collinearity Statistics
Part

Tolerance

VIF

24.558

.000

.728

.855

.047

3.095

.002

.019

.084

.042

.049

.047

.979

1.021

.002

-.100

-6.416

.000

-.016

-.008

-.076

-.100

-.097

.950

1.053

-.001

.000

-.056

-3.667

.000

-.002

.000

-.031

-.058

-.056

.982

1.018

Revenue
[**0.15]

-.001

.001

-.017

-1.082

.279

-.002

.001

-.004

-.017

-.016

.937

1.067

Nr.
Participants
[LN]

-.104

.007

-.243

-15.710

.000

-.117

-.091

-.226

-.240

-.239

.965

1.037

a. Price Level = Lowest Price
b. Dependent Variable: Abs%PriceDiff [**0.30]

Table 32: Coefficients - hypothesis 3

The coefficients (Table 32) reveal that the variable that is of primary interest,
experience with successfully competing against LCC competitors by means of
offering the lowest price, can be considered statistically significantly different from 0
at p<.05. The regression coefficient that is presented in Table 32 shows the effect of
relative experience on the transformed dependent variable. In order to establish the
effect that successful experiences in winning a contract against LCC suppliers have
on price dispersion, the relationship had to be transformed back to its original form.
The results are presented in Table 33.
Statisticsa

N

Relative Experience

Contract Value

Number of Participants

4,056

4,056

4,056

0

0

0

.0267

-.1649

-.9910

Valid
Missing

Median
a. Price Level = Lowest Price

Table 33: Influence on price dispersion - hypothesis 3

As shown in Table 33, the effect of relative experience on price dispersion is indeed
positive. More specifically, every one percent increase in experience with winning
with the lowest price, leads to an overall increase in price dispersion of .0267%. As
such, it can be concluded that H3 is supported and that increasing experience in
successfully competing against LCC competitors, by means of offering the lowest
price, reduces the IC supplier’s domestic competitive pressure. With respect to
contract value it follows that an increase in the requested purchasing volume leads to
an overall decrease in price dispersion. In addition, the number of participants also
has a negative influence on price dispersion.
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6.6 Discussion
The prices asked in an industrial purchasing context for homogeneous products are
often considered as an important and frequently used method for supplier selection
(Weber et al., 2010). As a result, IC suppliers are expected to adjust their pricing
behaviour once they are confronted with unknown LCC competitors that are
presumed to have substantial factor cost advantages (Holweg, 2008, Simon, 2005,
Yamawaki, 2002). As IC suppliers have relatively comparable cost structures
(Kaufmann and Körte, 2010), it is argued that, due to this increased competitive
pressure, IC suppliers will ask comparable prices for their products. However,
competitive dynamics research has indicated that the intensity of competitive
reactions depends upon the familiarity of the market’s competitors with each other
(Chen et al., 1992, Gnyawali and Madhavan, 2001, Jayachandran et al., 1999).
Consequently, it was argued that IC suppliers that are unexperienced in competing
against LCC suppliers will be at a comparable price level as it is likely that they
perceive these unknown LCC entrants as a high competitive threat (Kaufmann and
Körte, 2010, Morehouse et al., 2008, Simon, 2005, Thomas, 1999). However, as IC
suppliers gain experience with LCC competition, they become more familiar with the
LCC supplier’s performance on criteria such as cost, quality or capacity, allowing
them to prepare more accurate responses and to identify opportunities to limit the
intensity of the competitive pressure (Colantone and Crinò, 2014, Morehouse et al.,
2008, Yamawaki, 2002).
The statistical results that follow from the analysis of H1 indicate that IC suppliers that
have more experience in competing with LCC suppliers prepare more accurate
competitive reactions over time and perceive lower competitive pressure. However,
although the findings showed a statistically significant effect that confirms H1, it is
questionable whether in practice the experience with LCC competition will play a
substantial role in the IC supplier’s competitive behaviour and associated competitive
pressure. The size of the effect (i.e. .0143%), also in comparison to some of the
control variables (i.e. number of participants and contract value), is rather small.
It seems that IC suppliers, even after gaining experience with LCC competition, have
difficulties in familiarising themselves with LCC suppliers participating in the market
and subsequently anticipating their competitive behaviour. This results in only a small
decrease in competitive pressure. Since international competition is generally
considered as being more disruptive and LCC competitors are known for being less
comparable and predictable than domestic IC competitors (Bowen and Wiersema,
2005, Kaufmann and Körte, 2010), this seems understandable. From a more
practical perspective, the results of H1 suggest that gaining experience with these
unpredictable LCC competitors does not substantially improve the IC supplier’s
familiarity with their competitive behaviour in that it considerably lowers their
competitive pressure. From the perspective of the purchasing company, this result
seems rather positive since it indicates that IC suppliers, even after gaining
experience with LCC competitors, do not get as experienced as expected in dealing
with this more competitive market environment. This suggests that the indirect effect
of increasing competition in the OEM’s industrialised domestic supply base, as a
result of its global sourcing initiatives, is persistent over time and does not deteriorate
very much as the IC suppliers gain experience in being confronted with LCC
competition.
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Since global sourcing is often considered as being more risky and complex
(Fredriksson and Jonsson, 2009, Horn et al., 2013, Schiele et al., 2011a), IC
purchasing organisations might, in an attempt to limit or reduce the risk of their
sourcing activities, have a preference for their established IC suppliers (Alguire et al.,
1994, Bertrand and Mol, 2013, Fagan, 1991, Quayle, 2001, Weber et al., 2010, Wu
and Zhang, 2014). As a result of this preference and by means of highlighting their
non-product related benefits (e.g. reliability, technical assistance, credit policies,
etc.), IC suppliers might be able to sell their products for prices that are above the
prices asked by the LCC market participants. Successfully competing against LCC
suppliers, without offering the lowest price in the sourcing project, is expected to
have a signalling effect towards IC suppliers, confirming them that the customer OEM
has a preference for established IC business partners (Alguire et al., 1994, Fagan,
1991, Quayle, 2001, Smith et al., 2001, Wu and Zhang, 2014). As a result, it was
expected that IC suppliers will increasingly focus on their domestic competitors as
they gain experience (i.e. conviction) with the purchasing OEM having a preference
for IC suppliers, subsequently increasing the intensity of their domestic competitive
pressure (Baum and Korn, 1996, Gatignon et al., 1997, Kaufmann and Körte, 2010,
Kemei, 2013).
However, the statistical analyses could not confirm H2, so it had to be rejected.
Discussions with company decision makers provided a possible explanation in that
this subset of cases, i.e. IC suppliers that acquired a contract without offering the
lowest price, most likely also contain the OEM’s extraordinary sourcing projects in
which the regular competitive environment among suppliers possibly has been
disrupted. More specifically, there might have been situations in which the OEM, due
to operational problems, ended up in a subordinate position and had no other choice
than selecting a supplier that did not offer a competitive price. For example, it does
occur that the initially selected supplier pulls out of the production ramp-up process,
forcing the OEM to select quickly a replacement supplier in order to prevent
endangering the start of production (Horn et al., 2013). These kinds of extraordinary
sourcing projects, which do not comply with the overall standard sourcing
procedures, might have had a disturbing influence on the expected relationship. They
might have levelled out the IC supplier’s increased competitive pressure as a result
of gaining experience in winning with the non-lowest price.
Although earlier research has shown that, in general, successful experiences are
likely to have a signalling effect, another possibility is that not all IC suppliers
experience winning with the non-lowest price as a signal that the purchasing
company has a preference for IC business partners, leading to a lack of incentive for
the IC suppliers to focus increasingly on their domestic competitors. To sum up, from
the study at hand, it cannot be stated that experience in winning with the non-lowest
price does have a clear and significant influence on the IC supplier’s competitive
pressure.
In contrast to H2, there are situations in which IC suppliers are not able to convince
the purchasing company about their non-product related benefits. Although global
sourcing projects are considered more complex and risky when compared to
domestic sourcing, the purchasing OEM does not always have a specific preference
for its established IC suppliers (Boulding et al., 1994, Parket, 1973). As a result, IC
suppliers face price competition with their LCC competitors and are forced to focus
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on (cost-) efficiency improvements in order to survive in the new market structure
(Kogut, 1985, Schmiele, 2012). In doing so, it is expected that the IC suppliers that
gain experience in successfully mastering price competition against LCC competitors
are likely to pursue a strong cost-leadership strategy (Baack and Boggs, 2008,
Kogut, 1985). However, since not all IC suppliers are motivated to engage in price
competition or reach their market’s cost-leadership position quickly enough, it is
expected that the IC supplier’s domestic competitive pressure diminishes as they
gain experience in successfully mastering price competition against LCC competitors.
The statistical results that follow from the analysis of H3 confirm that gaining
experience in successfully competing against LCC suppliers, by means of offering
the lowest price in the sourcing project, slightly reduces the IC supplier’s domestic
competitive pressure. More specifically, the findings suggest that these IC suppliers,
which repeatedly defeated LCC suppliers in terms of price, gradually obtain a costleadership position in their market. This observation is in line with the increasing
supplier consolidation that has taken place in the automotive industry over the last
few decades, resulting in bigger and more powerful corporations that focus on being
the best in a relatively small number of market disciplines (Sturgeon et al., 2008,
Horn et al., 2013). Consequently, the findings indicate that this situation diminishes
the other domestic supplier’s motivation to compete, as there may be no realistic
prospect of being able to catch up with the cost-leader’s marginal cost of production.
This subsequently leads to the decrease in domestic competitive pressure. Although
the IC supplier’s domestic competitive pressure decreases slightly, these
observations are in favour of the indirect effects of the OEM’s global sourcing
initiatives, as the participation of LCC competitors indeed seems to motivate
incumbent suppliers to re-evaluate constantly their value chain and cost structure.
This is in line with the practical interpretation of the findings of H1, which showed that
gaining experience with LCC competition does not substantially improve the IC
supplier’s familiarity with their competitive behaviour in that it considerably lowers
their competitive pressure. However, similar to H1, although the analysis showed
statistically significant results that confirm H3, it should be noted that the effect is
small and therefore not likely to have a major impact on the IC suppliers’ competitive
behaviour on an operational basis.
Thus, two out of three hypotheses are statistically supported. However, performing a
hierarchical regression showed that of all the variance explained in the transformed
dependent variable (i.e. average 6.6% for H1 and H3), relative experience
contributed on average only 0.2%. Besides endorsing the earlier observations that
experience with LCC competition plays a minor role in the IC supplier’s competitive
pressure, the relatively low coefficient of determination fuels the expectation that the
IC supplier’s competitive pressure is affected by a number of additional factors.
When comparing experience with LCC competition with some of the control variables
that were included in the analysis, it becomes clear that the value of the contract that
is being awarded, and especially the number of suppliers participating in the sourcing
project, will have a significant impact on the IC supplier’s competitive pressure and
the accompanying competitive behaviour. Taking all things into consideration, it can
be concluded that the IC supplier’s competitive pressure is statistically significantly
reduced as a result of gaining experience with LCC competition. Yet, as there are
most likely additional factors that influence the IC supplier’s competitive pressure,
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and the effect sizes found are small, it is unlikely to expect that the IC supplier’s
experience with LCC competition will play a substantial role in the purchasing
company’s global sourcing activities. This in turn indicates that indirect, competition
increasing, global sourcing effects are rather persistent over time and lose only a
small fraction of their power. This means that there was no such thing as one-time
novelty effect of global sourcing.

6.7 Implications for theory and practice
In the previous sections, the results and the underlying rationales of the study at
hand have been discussed. As a consequence, the study has various implications for
theory and practice which will be presented in this section.
Starting with the theoretical implications, the present research setting contributes to
the understanding of the intersection between global sourcing and competitive
dynamics literature. This study is one of only few scientific investigations that aim at
explaining global sourcing effects through a competitive dynamics lens. By doing so,
the boundaries of supply chain management and strategic management literature
have been extended.
As expected, the results indicate that the better competitors know each other, the
less intense is the competition (Chen et al., 1992, Gnyawali and Madhavan, 2001,
Jayachandran et al., 1999). This is in line with previous research from the field of
competitive dynamics and thus the study at hand empirically confirms a relationship
that was until now almost exclusively based on qualitative elaborations.
Additionally, this study applies a new measure of competition. Based on insights from
economic literature, the price dispersion between obtained offerings was calculated
in order to assess the extent of competitive pressure (Clay et al., 2001, Ghose and
Yao, 2011, Blanckenburg et al., 2012, Scheffler et al., 2015). In the current research
setting, the magnitude of the price dispersion was not only significantly influenced by
experience in LCC competition, but also by the control variables “number of
participants” and “contract value”. In this context, it seems to be reasonable to
assume that a larger number of participants and higher contract volumes increase
the intensity of competition (Bakos and Brynjolfsson, 1993, Schiele et al., 2011a,
Clark, 1940), ultimately leading to lower price dispersion. In our research setting, this
effect was even stronger than the variation in price dispersion that was explained by
growing experience with LCC competition.
Finally, another scientific contribution stems from the analysis of a large set of “real
world” secondary data from a leading European automotive OEM. This kind of data is
usually considered to result in valuable and credible insights for supply chain
management research (Calantone and Vickery, 2009). Particularly, the fact that the
data was obtained from the sourcing department of a multinational corporation is an
attempt to apply and to validate theoretical insights with empirical evidence without
facing the issue of social desirability, as it can occur in surveys and interviews
(Fisher, 1993, Fisher and Katz, 2000, King and Bruner, 2000).
Also from a practical perspective, the study has various implications. Indeed, the
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results indicate that growing experience in being confronted with competition from
low-cost countries can reduce the intensity of perceived domestic competition.
However, the effect strength is very small and most of the variance is explained by
the “number of participants” and the “contract volume”. Thus, the concern that
indirect competition enhancing global sourcing effects might lose their power over
time is somewhat devitalised. Accordingly, this study does not find evidence that
would discourage companies to count on indirect global sourcing effects.
Another important point is, as just argued, the role of the number of suppliers
involved, as well as the contract value. Even though these influence factors are not
the main focus of the study, the data point in the direction that they are of major
interest which is in line with earlier research. Thus it is recommended that, wherever
possible, purchasers should include several suppliers in a tender and strive to pool
demand in order to be able to negotiate large contract volumes (Kraljic, 1983, Schiele
et al., 2011a, Schumacher et al., 2008).

6.8 Limitations and future research directions
As discussed earlier in this chapter, the study provides meaningful implications for
theory and practice. However, it should be acknowledged that there are also
limitations which could restrict the generalisability of the findings.
In this context, it must be admitted that the magnitude of the investigated effects is
not substantial, somewhat limiting the explanatory power of the proposed
relationships. Still, the results are statistically significant and obtained from an
analysis of real world data. Thus, the research setting makes sure that only effects
are detected that meet objective requirements, instead of being the product of social
desirability. Under these circumstances, small effect sizes can also demonstrate the
importance of relationships between the investigated variables (Fritz et al., 2012,
Prentice and Miller, 1992).
Additionally, it might be a limitation that the data were gathered from only one focal
company, potentially restricting the ability to draw conclusions on other situations and
industries. Yet the data stem from a large automotive OEM, resulting in information
that covers a very broad range of suppliers from diverse industries and material
groups (Horn et al., 2014). Moreover, the automotive sector is often used as the point
of departure for various management studies because of its pioneering character and
its importance for the world economy (see e.g. Gopal et al., 2013, Thun and Hoenig,
2011, Thomé et al., 2014, González-Benito et al., 2013).
The aforementioned points pave the way for future research. In this context,
prospective studies should focus on the validation of the results through additional
studies, including more companies and methods of gathering data.
Future studies could also identify and assess additional factors that might influence
the effectiveness and the extent of indirect global sourcing effects. With regard to the
competitive dynamics literature, it could be recommended to engage further in the
application of real world data, instead of relying on mostly anecdotal qualitative
evidence (Hofer et al., 2012, Tsai et al., 2011, Ketchen et al., 2004).
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The research at hand investigated the persistency of indirect competition increasing
global sourcing effects. As a theoretical perspective, a competitive dynamics lens has
been chosen. The results indicate that with growing experience in LCC competition,
domestic suppliers might perceive slightly less competitive pressure that stems from
the confrontation with suppliers from low-wage countries. However, the effect size is
very small, suggesting that also in the long range companies might use global
sourcing as a lever in order to increase the intensity of competition in their
established domestic supply base. Additionally, it is observed that the number of
participating suppliers in the negotiation process, as well as the offered contract
volume significantly increase the competitive intensity.
Thus, with regard to the main research question of this study, it can be concluded
that global competition can also stimulate stable competition within the domestic
supply market. The reasons appear to stem from two directions. On the one hand,
the dynamic nature of global competition itself can increase the competitive pressure
between domestic suppliers. On the other hand, also additional factors, such as the
number of participating suppliers as well as the estimated contract volume were
identified as significant influencing criteria. As such, the chapter at hand might
encourage future research to further explore the emerging path of indirect global
sourcing effects.

116

6.10 Abstract for journal / keywords

6.10 Abstract for journal / keywords
Previous scientific contributions on global sourcing performance have created an
ambiguous picture. Only recently, it has been proposed to distinguish between direct
and indirect global sourcing effects. According to this classification, those saving
effects that stem from the exploitation of factor cost differences between
industrialised and low-cost countries are considered to be direct global sourcing
effects. The remaining effects could be regarded as indirect effects. Accordingly, it is
argued that within the automotive industry the confrontation with low-cost country
suppliers can increase the competitive pressure between domestic suppliers, leading
to a favourable position for the buying organisation. Hence, in the study at hand, it is
investigated whether a competition increasing effect is persistent over time or not.
For the analyses, a large amount of secondary data is investigated and interpreted
from a competitive dynamics perspective. The data were obtained from the sourcing
department of a large European automotive OEM and cover offerings for productive
materials received between 2006 and 2014. In general, the findings indicate that with
growing experience in low-cost country competition, the competitive pressure
between domestic suppliers significantly decreases. Still, the effects are not
substantial, indicating that the resulting decrease of competitive pressure can be
almost neglected. Thus, from a practical perspective, it can be concluded that the
competition increasing effect of global sourcing is somewhat persistent over time.
From a theoretical perspective, this research extends the literature on indirect global
sourcing effects, grounded in real world secondary data.
Keywords: Global Sourcing; Competitive Dynamics; Price Dispersion
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7.1 Introduction
The dissertation at hand aimed at clarifying the ambiguous picture of global sourcing
that prevails in the existing literature on purchasing and supply management. Even
though most large companies engage in global sourcing, the respective literature
remains inconclusive whether sourcing from low-cost countries actually leads to the
intended cost saving effects. As a consequence, in the research at hand, the efforts
were focused on shedding light on the following central question:
How can buying organisations use global sourcing as a means to successfully
improve their purchasing performance?
The present chapter represents the conclusion of the dissertation project and is
organised as follows: Initially, the main findings of the cumulative dissertation project
are summarised. As a next step, for each research paper the contributions for theory
and practice are presented. Finally, the limitations of this thesis are disclosed and
directions for future research are provided.

7.2 Main findings
As stated in the previous section, the point of departure for the research at hand was
the ambiguous picture of global sourcing and its implications on purchasing
performance.
Earlier research pointed into the direction that global sourcing does not always lead
to exceptional high cost savings but potentially causes expensive backsourcing
efforts. Thus, in chapter 2, it was investigated how the global sourcing project
success could be improved. Specifically, the study was interested in the role of
internal cross-functional integration, as well as the integration with external suppliers.
Since integration is usually considered as a process that involves social interaction,
social capital theory was chosen as theoretical framework. 82 professional buyers,
working at the purchasing department of a large European automotive OEM, have
been surveyed. The results indicate that integration in general can be seen as a
success factor for global sourcing. In detail, external integration with suppliers directly
contributes to global sourcing success. Also internal integration can contribute to
global sourcing success since cross-functional integration facilitates the built-up of
external social capital with suppliers. Concerning the three dimensions of social
capital (i.e. cognitive, structural, and relational), it has been shown that within the
buying organisation particularly the cognitive dimension exerts a positive influence.
When applying an external perspective, the accumulation of external structural
capital with suppliers appears to be more influential than the existence of common
cognitive capital. Overall, the findings of chapter 2 suggest that particularly the
establishment of integrated buyer-supplier relationships is conducive to global
sourcing success.
However, most scholars as well as practitioners agree that the formation of close
collaborative buyer-supplier relationships requires a large amount of resources.
Hence, most industrial customers cannot maintain integrated relationships with all of
their suppliers. In this context, studies indicating that also transactional “arm’s length”
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relationships can be satisfying for the buying organisation if there are healthy
competitive mechanisms in place in the respective supply markets, were found. As a
consequence, the idea emerged that global sourcing activities might influence the
intensity of competition between suppliers, and thus, indirectly contribute to corporate
purchasing performance.
In order to be able to evaluate the rivalry in supply markets, the intensity of
competition had to be measured. However, it was not possible to find a feasible
measure for competition in B2B markets as the measurement methods presented in
the literature relied on strict assumptions and confidential supplier data. For this
reason, in chapter 3, a new measure for competition based on insights from the field
of economics had to be derived conceptually. Specifically, it was argued that the
price dispersion between offerings obtained from different suppliers for one specific
homogeneous product, can reveal the extent of competitive pressure. In line with the
specific characteristics of industrial purchasing and B2B markets, it was proposed to
calculate the relative price dispersion between the lowest offered price and the
second lowest price. Put in another way, all things being equal (e.g. quality
requirements or technical specifications), the distance between the best and the
second best price can enable buyers and researchers to draw inferences on the
competitive conditions within the supply market.
After being able to assess the intensity of competition, it was investigated whether an
increasing competitive pressure over the course of the sourcing process can
enhance the extent of negotiated price reductions (chapter 4). Even though most
scholars as well as practitioners implicitly assume that competition leads to price
reductions, empirical analyses on this relationship are lacking. As a consequence, a
set of more than 500 unique sourcing situations from the automotive sector has been
analysed. The findings support the idea that increased competitive pressure is
indeed associated with lower price levels. Further, the data suggest that also the
number of suppliers involved as well as their origin can influence the outcome of the
negotiation process.
Having shown that competition is beneficial for the outcome of the sourcing process,
it should be investigated which factors actually influence the intensity of competition
in supply markets. As a consequence, in chapter 5, it was investigated whether
global sourcing can increase the competitive pressure between suppliers. A large set
of secondary data has been obtained directly from the sourcing department of a
leading automotive OEM. As already argued in previous studies, it was not possible
to detect clear evidence for exceptional high cost savings stemming from global
sourcing and the associated exploitation of factor cost differences. However, applying
a competitive dynamics perspective, allowed to demonstrate that under certain
conditions the mere participation of low-cost country suppliers can increase the
perceived competition between established western suppliers. This is specifically true
for items that are bought for the first time (new buying task). As such, it was found
that global sourcing could act as a means to increase competition.
Knowing about this “indirect” global sourcing effect might lead to the idea of using
low-cost country suppliers as a tactical threat in order to reduce domestic prices.
Since there is often a preference for domestic suppliers, this approach has the
potential of temporarily improving the purchasing performance. Yet, competitive
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dynamics literature argues that the competitive pressure decreases the better the
competitors know each other. Thus, it was expected that the indirect, competitionincreasing effect of global sourcing is not persistent over time. In order to test this
hypothesis, again a large set of secondary sourcing data has been analysed. Indeed
the results indicated that with growing experience in being confronted with low-cost
country competition, the perceived domestic competitive pressure statistically
significantly decreases. Nevertheless, it has to be acknowledged that this effect was
not substantial as the effect size was very small and the control variables (no. of
suppliers, contract volume) also exerted a statistically significant influence. Taking
these points into consideration, it can be concluded that the detected indirect,
competition-increasing global sourcing effects are somewhat persistent over time.

7.3 Implications and contributions
This dissertation project targeted at examining a practical problem with scientific
methods. The topic of global sourcing and the respective consequences for the
performance of the purchasing function thus matches scientific interest and practical
relevance.
In order to answer the central question, “How can buying organisations use global
sourcing as a means to successfully improve their purchasing performance?”, a
research collaboration between the University of Twente and a German automotive
OEM has been established. Both institutions had considerable experience and
interest in investigating global sourcing. Based on the shared interest from both
parties, the conducted research not only resulted in theoretical contributions but also
in various practical implications. For this reason, in the following, the core elements of
each research paper and its theoretical as well as its practical implications are
presented.
7.3.1 Implications from chapter two
Integration and global sourcing success: a social capital perspective

Core elements:
 Investigation of integration as global sourcing success factor under a social
capital perspective
 Empirical evaluation of the mediating role of the three social capital
dimensions between internal and external integration
 Identification of differing importance of social capital dimensions within and
between organisations
 Within organisations particularly the existence of shared norms and values is
relevant
 Between organisations the existence of structural ties is essential
 No detection of a direct connection between internal cross-functional
integration and external integration with suppliers
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Theoretical contribution
The research conducted in chapter 2 is argued to have remarkable implications for
theory in the field of purchasing and supply management. In general, the research
paper focuses on internal cross-functional integration, as well as integration with
external suppliers under a social capital perspective. Further, the paper elaborates
on the link between integration and global sourcing success.
The data suggest that the accumulation of the three types of social capital (i.e.
cognitive, relational, structural) is conducive to internal and external integration,
ultimately leading to increased global sourcing project success. Opposed to previous
studies on the relationship between social capital and external integration, no “dark
side of buyer-supplier” relationships has been detected (Villena et al., 2011). In this
context, earlier research indicated that there might exist a certain threshold of
external cognitive and relational capital that should not be exceeded in order to avoid
impediments to value creation in buyer-supplier relationships (Villena et al., 2011).
Another theoretical contribution is the insight that the relative importance of the social
capital dimensions depends upon whether an internal or an external perspective is
applied. Within organisations, particularly cognitive capital facilitates the creation of
relational capital and thus contributes to internal cross-functional integration. In
contrast, between organisations, the formation of external structural capital with
suppliers is more influential than the accumulation of cognitive capital.
Further, the research at hand was not able to detect a statistically significant direct
relationship between internal and external integration. It was expected that
successful internal cross-functional integration facilitates also the successful
integration with external suppliers. The findings of the study, however, indicate that
the relationship between internal and external integration is mediated through the
social capital dimensions.
Finally, this research detected a statistically significant global sourcing success
factor. The results demonstrate that close buyer-supplier relationships represent an
opportunity to increase global sourcing project success. Thus it is argued that
integration with external suppliers can reduce the risk of failure in global sourcing and
act as means to avoid expensive back sourcing activities (Horn et al., 2013).

Managerial contribution
As the research for chapter 2 was conducted at an automotive OEM, the results are
assumed to have also various practical implications.
Since the accumulation of social capital as well as integration is shown to be
positively linked to global sourcing success, managers could facilitate integrative
efforts in order to improve purchasing performance. Nevertheless, most corporations
possess only a limited amount of resources and are forced to act in an efficient
manner. Accordingly, managers should focus on those activities that promise the
largest benefits. As the findings show that for successful internal integration
specifically the accumulation of cognitive capital is important, managers should
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provide resources for the communication and definition of shared norms and values.
In contrast, when dealing with external suppliers, most resources should be assigned
to the establishment of structural ties with the supplier. Put in another way, when
collaborating with suppliers, it might not be necessary to share the same norms and
values, rather it is important to create defined mutual contact points between
members of both organisations.
Additionally, it is shown that the close collaboration with suppliers from low-cost
countries can be a means to reduce the risk of failure in global sourcing. Recently, it
was debated under which conditions global sourcing actually contributes to the
performance of the purchasing function since it can cause expensive back sourcing
efforts. Hence, it can be concluded that managers can increase the probability of
successful global sourcing projects when they foster integration, e.g. through the
definition of mutual contact points.
7.3.2 Implications from chapter three
Developing a method to assess competition in industrial markets
Core elements:
 Framing literature on price dispersion from the field of economics for an
application in purchasing and supply management
 Identification of specific characteristics of B2B markets as compared to B2C
markets
 Conceptual derivation of a simple and feasible measure for competition in
industrial homogeneous product markets
 Competition measurement through the calculation of price dispersion between
the “best” and the “second best” supplier quotation
Theoretical contribution
Simple and feasible methods to assess competition in industrial supply markets have
been missing so far. As a consequence, it was fairly challenging to conduct
quantitative research on competition in supply markets. Hence, most studies relied
on anecdotal evidence or surveys among purchasing or key account managers.
Indeed these approaches could lead to valuable insights for theory and practice, but
the results might be biased due to the reliance on subjective assessments on
competition.
The main theoretical contribution of chapter 3 lies in the application of insights from
the field of economics. Research on economics has identified a link between
homogeneous product price dispersion and the intensity of competition in B2C
markets. Most studies support the idea that the smaller the price dispersion between
offerings, the more intense is the competition in a market.
Due to the specific characteristics of industrial purchasing, such as rather rational
decision makers, detailed specifications and defined sourcing processes, it is argued
that price dispersion can also reflect the perceived competition between suppliers in
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B2B markets. In detail, it is argued that in many cases it is sufficient to calculate the
difference between the cheapest available offer and the second best offer. The lower
the relative distance between these prices is, the more intense is the competitive
pressure. A precondition for the application of price dispersion as a measure for
competition is that the requested products are homogeneous (comply with the same
defined specifications) and that the considered suppliers fulfil the requirements of the
customer (e.g. on quality, delivery times, capacities, etc.).
In summary, from a theoretical perspective, the conceptual research presented in
chapter 3 paves the way for future studies on influence factors on competition in B2B
markets.

Managerial contribution
From a managerial perspective, the paper provides a convenient and robust tool to
assess competition in supply markets. As in most organisations the required data are
readily available, it should be feasible for purchasing officers to calculate the price
dispersion for specific items and to examine the competitive structure within these
markets.
In the previous sections, it has been highlighted that a company’s resources are
limited and thus have to be allocated in an efficient manner. In terms of global
sourcing this means that close collaborative buyer-supplier relationships can indeed
be conducive to global sourcing project success, but these relationships require
relatively high amounts of resources. In contrast, also transactional buyer-supplier
relationships can be successful, if there is enough competition in the market, as
competition is assumed to prevent suppliers from asking exceptional high profit
margins. However, knowing about the intensity of competition for a specific item
could support buyers in their decision whether it would be wise to engage in a
strategic alliance with a supplier or not. In this context, strategic managers might
consider to define competition thresholds or even to apply the intensity of competition
as a measure for sourcing success. This could be particularly useful for new buying
tasks, as data on savings in subsequent years is not yet available.
7.3.3 Implications from chapter four
Price-reducing effects of competitive pressure
Core elements:
 Secondary data analysis of competitive pressure and price reductions during
negotiation processes in industrial markets under a competitive dynamics
perspective
 Empirical proof of the existence of a statistically significant relationship
between increasing competitive pressures and price reductions
 Low-cost country participation and the number of suppliers also influence the
extent of price reductions and competitive pressures
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Theoretical contribution
In the literature on global sourcing, there are ongoing discussions on the question
whether the procurement of goods across borders actually leads to the intended cost
savings and thus increases the purchasing performance. In this context, a theoretical
contribution of the research presented in chapter 4 lies in the finding that the
participation of low-cost country suppliers is statistically significantly related to higher
price reductions, achieved over the course of the negotiation process.
Further, the data suggest that the involvement of low-cost country suppliers in
sourcing processes is also significantly related to the increase of competitive
pressure during negotiations with suppliers.
Accordingly, a theoretical contribution lies in the finding that global sourcing can
influence the outcome of negotiation processes and thus also the overall purchasing
performance in different ways. Even though, the picture on immediate cost saving
effects remains ambiguous, the analyses appear to support the idea that beyond
potential direct cost saving effects, stemming from factor cost differences, there could
be indirect competition-increasing global sourcing effects. As such, the study
presented in chapter 4 could act as a point of departure for future research on
indirect global sourcing effects.
Similar to the participation of low-cost country suppliers, also the overall number of
participants in negotiations is of interest. It has been shown that a larger number of
suppliers involved significantly correlates with higher price reductions during the
sourcing process.
However, at its core, the central theoretical contribution of chapter 4 is the link of
competitive pressure and sourcing performance. In spite of the fact that a vast
amount of studies implicitly assumes that competition limits the supplier’s propensity
to aim at high profit margins and reduces price levels, this relationship has rarely
been empirically tested. Applying a competitive dynamics perspective and analysing
a set of secondary data obtained from the sourcing department of a large automotive
OEM thus indicates that increasing competitive pressures between suppliers can
facilitate the extent of negotiated price savings. Put in another way, the study
explicitly supports the implicit assumption that competition can decrease the price
level in supply markets.

Managerial contribution
The aforementioned theoretical contributions also lead to managerial implications.
Being aware of the empirically identified relationships results in the recommendation
to engage in an international search for suppliers. This procedure is likely to result in
various beneficial conditions for the buying organisation as the participation of lowcost country suppliers in a negotiation process can significantly increase the intensity
of competition as well as the extent of achieved price reductions.
Another beneficial effect on purchasing performance stemming from the worldwide
search for suppliers is that this procedure somewhat counter steers the trend towards
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supplier consolidation in domestic B2B supply markets. As a consequence, the
buying organisation is likely to find itself in a situation with more favourable supply
market conditions, such as more market power, resulting in a better bargaining
position. Taking these points into consideration, the additional cost for an
international supplier screening (e.g. through establishing international purchasing
offices) should be born as the benefits can compensate for the incurred expenses.
Finally, it is also recommended to invest in training for professional purchasers. While
reviewing the data, it became apparent that the initial offers submitted by suppliers
considerably deviate from the final offerings. Thus, it is concluded that over the
course of the negotiation process the purchaser can exert meaningful influences on
the final offers through a subtle selection of suitable sourcing levers.
7.3.4 Implications from chapter five
Uncovering indirect, competition-increasing global sourcing effects
Core elements:
 Secondary data analysis and comparison of savings generated through
domestic sourcing and savings generated through global sourcing
 Finding: global sourcing does not lead to extraordinary high cost savings
 Identification of an indirect, competition-increasing effect of global sourcing
 Especially for initially negotiated items (new buying task), the consideration of
low-cost country suppliers increases domestic competition
 Application of competitive dynamics as theoretical framework in a global
sourcing context
Theoretical contribution
The research indicates that global sourcing is no panacea to generate cost savings.
Rather, the study points into the direction that also domestic suppliers possess
remarkable cost saving potentials. For this reason, future research could further
focus on the performance of domestic suppliers in times of global operations.
The data for the study were obtained directly from the sourcing department of a large
automotive OEM. As such, an interesting aspect of the research at hand is the
analysis of a large set of real world sourcing data instead of relying on potentially
subjective assessments of single purchasers. Analysing the dataset indicated that
global sourcing causes effects beyond mere cost savings. Empirical support was
found for the idea that the participation of suppliers from countries with lower factor
costs can provoke fierce competition between western domestic suppliers. In
particular, this is true for initially negotiated items, i.e. products that are sourced for
the first time. The underlying rationale is that these products appear to be the most
attractive ones due to relatively long run-times and the associated large purchasing
volumes.
In summary, the secondary data analysis investigates global sourcing under a
competitive dynamics perspective. In spite of the fact that it was not confirmed that
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global sourcing leads to extraordinary high savings, an indirect, competitionincreasing global sourcing effect has been identified.

Managerial contribution
For purchasing managers, it can be recommended to rethink their global sourcing
strategies. Buyers should avoid engaging in global sourcing if they are mainly driven
by bandwagon effects and isomorphism. The results indicate that the idea of higher
savings generated through the exploitation of factor cost differences between global
regions should be challenged. Indeed global sourcing can result in cost savings, but
also domestic suppliers possess a remarkable saving potential.
Still, global sourcing activities can have far reaching implications for the success of
the purchasing function. If an extended scope on procurement performance is
applied, purchasing officers could benefit from indirect global sourcing effects. The
findings imply that the participation of global competitors in negotiation processes for
initially negotiated items can increase the competitive pressure between domestic
suppliers.
Often, western buying organisations have a preference for their domestic suppliers.
Nevertheless, it is recommended to consider also suppliers from low-cost countries
and to invite them to participate in negotiation processes. This could provoke price
reductions of suppliers from industrialised countries. In this context, global sourcing
could be a means to create more favourable conditions in the domestic supply
markets.
7.3.5 Implications from chapter six
The persistency of indirect, competition-increasing global sourcing effects
Core elements:
 Research on global sourcing under a competitive dynamics perspective
 Analysis of a large set of secondary data obtained from a European
automotive OEM
 Investigation of the influence of the domestic suppliers’ experience in low-cost
country competition on indirect global sourcing effects
 Finding: also the number of suppliers and the offered contract volume affect
the intensity of competition
Theoretical contribution
In chapter 5, it was concluded that global sourcing causes effects beyond mere cost
savings stemming from factor cost differences. It was demonstrated that domestic
suppliers perceive a competitive threat if suppliers from low-cost countries are invited
to participate in negotiation processes for certain items. As a consequence, the idea
emerged that low-cost country suppliers could act as a tool in order to drive down
domestic prices.
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In chapter 6, it was investigated the persistency of these indirect, competitionincreasing global sourcing effects. Based on competitive dynamics literature, it was
expected that domestic suppliers perceive less competitive pressure if they gain
experience in low-cost country competition. This would mean that the increased
perceived competition is a one-time novelty effect.
De facto, a statistically significant and negative relationship between experience in
low-cost country competition and the perceived competitive pressure has been
detected. However, the effect sizes were small, indicating that this effect does not
substantially affect purchasing practice. Further, it is shown that additional influence
factors, such as the number of requested suppliers or the contract volume, exert an
even higher influence on the intensity of competition.
In summary, empirical support for decreasing domestic competitive pressure as a
consequence of experience in being confronted with low-cost country suppliers was
found. Nevertheless, this effect is not substantial and is likely to play a minor role in
purchasing practice. Thus, it is concluded that indirect, competition-increasing global
sourcing effects are somewhat persistent over time.

Managerial contribution
The findings of chapter 6 provide interesting insights for purchasing managers. The
idea that experience in global sourcing might lead to a reduction of the perceived
domestic competition is mostly devitalised. This could have far reaching implications
for the derivation of sourcing strategies.
All things being equal, western buying organisations might have a preference for their
domestic suppliers in order to reduce various risks that are associated with global
sourcing. On the other hand, more and more firms pursue global sourcing strategies
to exploit factor cost differences. In this context, it has been shown that also suppliers
from industrialised countries can generate considerable cost savings, as they are
often highly skilled and possess the required capabilities and resources. Hence, in
line with competitive dynamics literature, domestic suppliers only need to be
motivated to disclose their cost saving potential. This could be done through making
domestic suppliers aware of the fact that there is global competition. In chapter 5,
evidence is presented for the existence of this indirect, competition-increasing global
sourcing effect. As a consequence, it is recommended to use low-cost country
competition as an approach to stimulate rivalry between suppliers from industrialised
countries. In chapter 6, it was found that these indirect global sourcing effects are
somewhat persistent over time. As such, the idea to benefit from competitionincreasing global sourcing effects is not limited to short-term advantages, but can
also represent an interesting opportunity to ensure durable competition.

7.4 Limitations and further research
The dissertation at hand has several general limitations. The first limitation is that
four out of five papers rely on data that were gathered in the automotive industry,
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potentially limiting the overall generalisability of the results, although the automotive
industry is a popular study subject in supply chain management (Xia and Tang, 2011,
Scannell et al., 2000). Many scholars argue that the automotive industry has a
pioneering character within the world economy (Nunes and Bennett, 2010). Due to its
complex supply chains and diverse collaborative models, it poses an interesting
research object (Thun and Hoenig, 2011, Maloni and Benton, 1997). For this reason,
it is believed that the focus on the automotive industry still results in insights that can
also be relevant for other types of industries. This idea is further supported by the
fact that automotive OEMs usually source materials from various industry sectors,
such as metals, plastics, or electronics.
In this context, the second general limitation is the fact that the data were gathered at
only one focal company, also restricting somewhat the generalisability of the
conclusions. Yet, this approach is not unusual in supply chain management research
(e.g. Horn et al., 2013). Relying on secondary data gathered at only one large
company reduces the propensity of unintentionally included influence factors
stemming from the differing characteristics of the data sources.
The third general limitation is the exclusive focus on large corporations, neglecting
potential peculiarities of small and medium sized companies. Similar to the second
limitation of relying on data obtained from only one focal company, also the focus on
large, multinational corporations is a widely accepted practice in supply chain
management research. This is particularly true for studies that are concerned with
global sourcing, as large multinational companies are more likely to source globally
(Kotabe and Murray, 2004, Kotabe, 1998).
In spite of these three general limitations, the present thesis is argued to constitute
an important contribution to research in the field of purchasing and supply
management. In the following, the specific limitations of each chapter, as well as the
avenues for future research stemming from these specific research papers will be
discussed.
In chapter 2, quantitative research on integration and global sourcing under a social
capital perspective is presented. In order to test the hypotheses, a set of 82
purchasers from an automotive OEM is surveyed. One limitation is the reliance on
subjective measures for the assessment of the proposed model. Nevertheless, this is
a generally accepted and common approach in social sciences (Dess and Robinson
Jr, 1984).
The relatively small sample size poses another limitation. However, the data
analyses are done with structural equation modelling in combination with the PLS
method that has minimal requirements on sample size, measurement scales, and
residual distributions (Chin, 1998). Furthermore, the response rate of the survey was
rather high, increasing the generalisability of the findings (van der Vaart and van
Donk, 2008).
Chapter 2 also paves the way for future research. Scholars could further explore the
direct relationship between internal cross-functional integration and external
integration with suppliers. Surprisingly, a statistically significant link between both

129

constructs has not been detected. The underlying reasons for this finding remain still
somewhat unclear.
Another avenue for further research is to explore whether the relative importance of
the social capital dimensions as mediators between internal and external integration
varies across industries. This could increase the practical relevance of the research,
as managers could be supported in their decisions on resource allocation in buyersupplier relationships.
From a methodological perspective, future research could focus on longitudinal
research settings, incorporating larger data sets from various companies. This would
further strengthen the credibility of the results obtained.
With respect to chapter 3, there are also limitations. A measure for competition in
industrial B2B supply markets based on price dispersion has been developed. Given
the conceptual nature of the paper, the exclusive reliance on literature instead of
gathering original data or analysing observations is a limitation. However, the
research has a rather explorative character and thus a conceptual paper seems to be
a suitable layout. Further, there is a number of researchers deploring the decline of
conceptual articles in journals (Yadav, 2010, Geuens, 2011, Xie, 2012, Watts, 2011).
In this context, it is highlighted that conceptual papers can extend the boundaries of
research fields, as they often provide and combine new ideas (MacInnis, 2011,
Yadav, 2010, Stewart and Zinkhan, 2006). According to MacInnis (2011), the four
main contributions of conceptual papers are: envisioning new ideas, relating ideas,
explicating ideas, or debating ideas. Since the aim was to combine insights from the
field of economics and to frame them for an application in purchasing and supply
management, the form of a conceptual paper was chosen.
The research conducted in chapter 3 further has various implications for future
research. The developed competition measurement method can be applied in many
research settings. As the proposed measure only requires data that are usually
readily available at the sourcing departments of most large buying organisations,
chapter 3 could be the point of departure for various research settings. Scholars can
apply the proposed measure in order to identify and to evaluate influence factors on
competitive pressure in industrial supply markets. By doing so, important
contributions to the topic of sourcing strategy could be made. On the one hand, it
could be investigated how buyers can create competition, on the other hand, it could
be explored how suppliers can limit competition. In sum, the presented research
could act as starting point for a new stream of competition research.
In addition to the general limitations mentioned in the beginning of this section,
chapter 4 is also subject to specific limitations. The data were non-normally
distributed, so it was decided to apply non-parametric tests. However, the nonnormal distribution of the data was not surprising as a set of secondary data have
been used that originally has been collected by the company for purposes other than
statistical analyses. In this context, some scholars argue that parametric tests should
be preferred over non-parametric tests. Still, recent research acknowledges that also
non-parametric tests can result in meaningful and powerful findings, comparable to
those of parametric test procedures (Field, 2013).
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An additional limitation are the rather small effect sizes. Albeit, it was not expected to
detect large effects since the study analysed secondary data and had a rather
explorative character. Put in another way, the main focus of the research consisted of
testing whether the proposed relationships exist at all. As negotiation and sourcing
processes are complex phenomena, it could not be expected to find overwhelming
large correlations between the constructs.
Nevertheless, it is argued that the study paves the way for future research. Having
empirically shown that there exists a relationship between the intensity of competition
and the achieved cost reductions, further research could investigate influence factors
on competition. The data suggest that one of these influence factors could be global
sourcing activities, which could be the point of departure for future research on
indirect global sourcing effects. Being aware of those factors that can enhance
competitive pressures in supply markets would further contribute to the field of
purchasing and supply management, as buying organisations could develop more
accurate sourcing strategies.
In chapter 5, a secondary data analysis is presented. The saving potentials of
domestic and low-cost country suppliers are compared. Further, it is shown that the
participation of low-cost country suppliers in negotiation processes can create
competition in the domestic supply base. Regarding the comparison of the saving
potential of suppliers, it is a limitation that the applied measure only takes into
consideration the product price and does not include information on additional cost
factors, such as logistics or taxes. Thus, for future research settings, a total cost of
ownership perspective could be applied (Trent and Monczka, 2003b).
Concerning future research, chapter 5 paves the way for interesting avenues. It
could be investigated how product characteristics can influence the competitive
dynamics between suppliers. As scientific literature often claims that the main
motivation for global sourcing is the prospect of being able to exploit factor cost
differences between sourcing regions, it could be investigated how product
characteristics (e.g. labour-content or capital-intensity) influence competition
(Beugelsdijk et al., 2009, Kogut, 1985).
Another potential research question stemming from the insights gained in chapter 5,
is the persistency of indirect global sourcing effects. Indeed, the data indicate that
global sourcing activities can increase the competitive pressures in the domestic
supply base but it remains unclear, whether this is only a one-time novelty effect or
not.
In chapter 6, thus, it is elaborated on the persistency of indirect, competitionincreasing global sourcing effects through an assessment of a large set of secondary
data. Despite its interesting results, the study is also subject to some limitations. One
limitation is that the magnitude of the detected effects is not substantial, which might
limit the explanatory power of the identified relationships. However, the proposed
relationships are statistically significant and the result of an analysis of real world
secondary data. As a consequence, it is argued that the obtained results meet
objective requirements, preventing a bias that stems from social desirability. In this
context, even small effect sizes can indicate important links between the analysed
variables (Fritz et al., 2012, Prentice and Miller, 1992).
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However, due to the small effect sizes, future research efforts are required in order to
further validate the obtained results. Specifically, it is recommended to gather data
from different companies located in different countries. This could also facilitate the
identification of additional factors that can influence the persistency of indirect,
competition-increasing global sourcing effects, such as culture or the extent of
accumulated social capital between buyers and suppliers.
Another interesting avenue for future research, stemming from the insights gained in
chapter 6, are the strategic implications of the detected effects. It could be explored
whether buying organisations strategically and deliberately exploit indirect
competition-increasing effects. Further, it could be elaborated on the suppliers’
perspective on indirect global sourcing effects.
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Vandaag de dag houden de meeste bedrijven zich, op welke manier dan ook, bezig
met global sourcing. Om deze reden heeft dit proefschrift betrekking op global
sourcing en de implicaties hiervan voor de prestaties van de inkoopfunctie. De
voornaamste motivatie voor global sourcing is het volledig benutten van verschillen in
factorkosten om kostenbesparingen te behalen, ook wel ‘global sourcing effecten’
genoemd. Echter, empirisch resultaat met betrekking tot dergelijke directe effecten
zijn tot op heden onduidelijk en variëren van aanzienlijke besparingen tot geruime
verliezen. Daar de meeste organisaties tot op heden wereldwijd inkopen, onderzoekt
dit proefschrift of er mogelijk indirecte ‘global sourcing effecten’ optreden die het
kopen van wereldwijd gelegen leveranciers rechtvaardigen. Derhalve beantwoordt
deze thesis de centrale vraag hoe inkooporganisaties global sourcing kunnen
gebruiken om hun prestaties te verbeteren. In deze context wordt global sourcing
onderzocht door zowel een sociaal-kapitale lens, als met een concurrentie-dynamiek
perspectief.
Dit proefschrift is een cumulatieve compilatie van vijf autonome wetenschappelijke
papers (hoofdstuk 2, 3, 4, 5, en 6). Voorafgaand onderzoek suggereert dat global
sourcing niet altijd leidt tot aanzienlijke kostenbesparingen maar zelfs kost intensieve
back-sourcing praktijken kan veroorzaken. Met oog hierop onderzoekt hoofdstuk 2
hoe global sourcing projecten succesvol verbeterd kunnen worden. Na het afnemen
van een vragenlijst bij 82 professionele inkopers, werkzaam op een inkoop afdeling
van een groot Europees automotive OEM, wijzen de resultaten erop dat de integratie
en opeenstapeling van sociaal kapitaal met externe leveranciers het succes van
global sourcing projecten aanzienlijk kan vergroten. Echter, omdat het creëren van
een succesvolle relatie tussen koper en leverancier meestal tijdrovend en duur is, is
de capaciteit van een bedrijf om dit soort relaties aan te gaan vaak beperkt. Met
andere woorden, het is misschien niet mogelijk (noch geadviseerd) om hechte
relaties aan te gaan met alle leveranciers. Derhalve wordt er betoogd dat in
leveranciersmarkten met gezonde concurrentie, een meer transactionele relatie
tussen koper en leverancier ook kan leiden tot een bevredigend resultaat.
Als gevolg hiervan wordt er in hoofdstuk 3 een simpele en haalbare methode
conceptueel afgeleid, waarmee de intensiteit van concurrentie in de
leveranciersmarkt geëvalueerd kan worden. Om dit te kunnen afleiden, worden er
verschillende inzichten uit de economie over homogene productprijs verdeling
toegepast en aangepast voor een toepassing op het gebied van inkoop en supply
management. In het bijzonder wordt er gesteld dat de prijsspreiding tussen biedingen
van verschillende leveranciers voor een homogeen product, de omvang van de
concurrerende druk kunnen blootleggen. Volledig in lijn met specifieke kenmerken
van industrieel inkopen en B2B-markten, wordt er voorgesteld om de relatieve
prijsspreiding tussen de laagste en op één na laagste prijs geboden te berekenen.
Met andere woorden, ceteris paribus (bv. kwaliteitsvereisten of technische
specificaties), kan de afstand tussen de beste en de op één na beste prijs, kopers en
onderzoekers de mogelijkheid geven om conclusies te trekken op het gebied van
concurrentie binnen een leveranciersmarkt.
Met de mogelijkheid om de intensiteit van de concurrentie binnen een
leveranciersmarkt te evalueren, wordt er in hoofdstuk 4 onderzocht of een
toenemende druk van concurrentie in de loop van het inkoopproces, de omvang van
bedongen prijsreducties kan vergroten. Het analyseren van een set van meer dan
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500 unieke inkoopsituaties uit de automotive sector, indiceert dat toenemende
concurrentie inderdaad geassocieerd kan worden met lagere prijzen. Daarnaast blijkt
uit de data dat het aantal betrokken leveranciers, evenals hun herkomst, de uitkomst
van de onderhandelingen kunnen beïnvloeden.
Na te hebben aangetoond dat concurrentie de inkoopprestaties kan verbeteren,
wordt er in hoofdstuk 5 onderzocht of global sourcing activiteiten gebruikt kunnen
worden om concurrentie in de binnenlandse leveranciersmarkt te verhogen. Een
grote set secundaire gegevens is verkregen van de inkoopafdeling van een
toonaangevend automotive OEM. De resultaten tonen aan dat het overwegen van
leveranciers uit lagelonenlanden concurrerende reacties van binnenlandse
leveranciers uitlokt. Dit fenomeen is geclassificeerd als een ‘indirect global sourcing
effect’. Daarnaast is aangetoond dat onder bepaalde omstandigheden alleen al de
deelname van leveranciers uit lagelonenlanden de waargenomen concurrentie
tussen gevestigde westerse leveranciers kan vergroten. Dit is voornamelijk het geval
voor producten die voor het eerst gekocht worden (new buying task). Dusdanig kan
geobserveerd worden dat global sourcing kan functioneren als een manier om
concurrentie te vergroten.
Wetende dat global sourcing de competitie tussen binnenlandse leveranciers kan
verhogen wordt er in hoofdstuk 6 onderzocht of dit effect standhoudt na verloop van
tijd. Dat met het vergaren van ervaring, binnenlandse leveranciers een manier vinden
om prijsconcurrentie met leveranciers uit lagelonenlanden te onderdrukken, lag in het
patroon der verwachting. Om deze hypothese te testen is er nogmaals een grote set
secundaire gegevens geanalyseerd. De resultaten tonen inderdaad aan dat wanneer
er ervaring vergaard wordt in het geconfronteerd worden met competitie uit
lagelonenlanden, de ervaren druk voor binnenlandse leveranciers significant daalt.
Desalniettemin moet er genoemd worden dat dit effect niet wezenlijk is aangezien de
‘effect size’ erg klein is en de controlevariabelen (hoeveelheid leveranciers,
contractvolume) ook een statistisch significante invloed uitoefenen. Hiermee rekening
houdende kan er geconcludeerd worden dat de geobserveerde, indirecte
concurrentie verhogende global sourcing effecten enigszins aanhouden na verloop
van tijd en niet slechts een eenmalig effect zijn.
Samenvattend geeft dit proefschrift een beter inzicht in hoe inkopende organisaties
global sourcing kunnen gebruiken om het functioneren van de inkoopfunctie te
verbeteren. Door de tweeslachtigheid van directe global sourcing effecten met
betrekking tot kostenbesparing onderstreept deze thesis dat organisaties kunnen
profiteren van indirecte concurrentie verhogende global sourcing effecten. Door het
toepassen van triangulatie wordt een combinatie gebruikt van kwantitatieve
benaderingen en kwalitatief onderzoek om de mate van competitie te bepalen.
Hiermee is aangetoond dat verhoogde concurrerende druk geassocieerd kan worden
met lagere prijzen. Verder is het gebruikt om aan te tonen dat global sourcing een
manier is om competitie tussen binnenlandse leveranciers op de lange termijn te
verhogen. In lijn hiermee is het mogelijk voor inkopende organisaties om lagere
prijzen te bereiken door aan global sourcing te doen, bijdragend aan een beter
inkoopprestatie.
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