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A LONGITUDINAL STUDY OF THE INSTITUTIONALIZATION OF JAPANESE-ORIENTED SUPPLIER MANAGEMENT OUTSIDE JAPAN

 Introduction

Japanese-oriented supplier management directs firms to form relational contracts with a limited number of suppliers  to foster innovation, as well as improved quality, cost and delivery. Its adoption represented a dramatic change for many manufacturing organizations outside Japan, particularly in North America and Europe, whose exchange behavior was often characterized by arms-length ties with many suppliers. It also increased the dependence of exchange partners and raised the risk of opportunistic behavior due to asset specificity and increased information sharing (Williamson, 1975). However, in Japan, keiretsu relationships mitigated the risks of such opportunistic behavior associated with relational contracts (Turnbull, Oliver and Wilkinson, 1992). Western suppliers were suddenly expected to reveal substantial information about their production processes, adopt Japanese-derived process improvement programs such as Total Quality Management (TQM) and Just-In-Time inventory management (JIT) and engage in collaborative problems solving with customers during product and process redesign. The adoption of these practices created an opportunity to observe the process of institutionalization of practices transferred from one organizational field into another. We examine the institutionalization of Japanese-oriented supplier management in two firms, in North America and Italy, from the late 1980s to the late 1990s from the perspective of Transactions Cost Economics (TCE) and Neo-Institutional Theory (NIT).

TCE (Williamson, 1975, 1979, 1981, 1991) models exchange outcomes, arguing that firms exist when transactions costs, the cost of exchange between production stages, are more efficiently minimized through firm hierarchy rather than market exchange and through the exercise of bounded rationality and self interest by individual agents of firms. In the absence of hierarchy, self-interested exchange partners may act opportunistically unless such behavior precludes repeated transactions. Uzzi (1996) however, found that exchange relationships characterized by restraint led to mutual benefits for both partners that could not always be attributed to the expectation of repeated transactions or reputation, and that restraint was a function of institutional norms imposed via social ties. Yet, TCE has not seriously considered how institutional norms condition rational calculus in exchange relationships. 

NIT (Meyer and Rowan, 1977; Scott, 1987; DiMaggio and Powell, 1983) models exchange behavior, arguing that socialized agents acquiesce to institutional norms, seeking legitimacy in order to preserve access to resources. Exchange behavior, and markets, are not viewed solely as allocative mechanisms, but are determined by cognitive, regulative and normative institutions, which are encoded in cultures, structures and routines (Friedland and Alford, 1991; Scott, 1995). However, NIT has not seriously considered how a rational calculus, such as those identified by TCE, functions in a framework of institutional norms to create rationales for action in exchange relationships. This paper addresses these gaps by focusing on exchange behavior during a period of institutional change that exposed the manner in which institutions inhibit opportunistic behavior and the manner in which rational action is conditioned by institutional norms through the use of legitimating rhetorics.

Our longitudinal case study led us to conclude that exchange behavior is usefully modeled when we assume that agents make bounded, rational choices that are contingent on institutional norms. Yet these norms should be regarded as social constructions that may be manipulated in the pursuit of self-interest. Institutions constrain behavior and are manipulated by actors. We propose a process model of institutional change. Institutions are transferred across organizational fields accompanied by a legitimating rhetoric. After adopting the received institution, agents then find themselves confronted with new practices and that create new rationales for action, providing exchange partners with new opportunities to act opportunistically. They engage in a period of experimentation, using coercive power, modifying legitimating rhetoric and exploiting existing ties to gain cooperation and to establish new sanctions for opportunism. Through this process the received institution is modified. This is usefully viewed as a process characterized by self-interested behavior that is conditioned upon the rationales for action embodied in the modified institutional logics. 

We begin with the assumption that agents are boundedly rational and self-seeking from TCE models of behavior. However, we also model them as incorporating social norms into their rational calculus from NIT. Specifically, we view individuals as socialized agents that acquiesce to legitimated norms, manipulating them in the pursuit of self-interest, with bounded rationality. We build on Roberts and Greenwood (1997), who suggest that organizational design choices are limited by institutional norms because agents only consider the set of organizational designs that have legitimacy within their organizational field. During periods of stability institutional norms are uncontested, obscuring the manner in which they condition exchange partners' behavior. Most agents ascribe to a known set of institutional norms and behave in ways that are both rational and consistent with the set of behavioral options legitimated within their institutional environments (Roberts and Greenwood, 1997). We further argue that during periods of institutional stability, sanctions for opportunistic behavior are present. Changes in institutionalized norms can arise for a variety of reasons that reflect macro social forces, technological change, and the pursuit of efficiency, transferring a set of institutionalized practices from one organizational field to another. This creates two processes with implications for understanding exchange relationships. First, as agents evaluate the legitimacy and the risks of opportunism inherent in the new practices, the manner in which exchange relationships are embedded in institutional norms loses its transparency. Second, agents respond to changes in institutionalized practices by creating new sanctions for opportunism that inherit some of the properties of the previous institutional norms of their environment and those of the received institution. While we may not be able to definitively demonstrate the merit of competing perspectives on how institutional logics structure exchange relationships, a longitudinal case study provides the detail necessary to suggest fruitful avenues for understanding the role of institutional norms in exchange relationships. We conclude that self-interested, rational action advanced in the TCE perspective is meaningfully created within a universe of legitimated institutionalized norms for behavior and supported by legitimating rhetorics that structure the risk and rewards inherent in the “make, buy or ally” decision.

Below, we discuss the development and transfer of the macro institutionalized practices associated with Japanese-oriented supplier relationships with reference to the TCE and NIT perspectives. We note that the institutional norms and logics for behavior associated with Japanese-oriented supplier management practices were created in the specific context of Japanese manufacturing whose features create conditions for exchange that produce substantially different transactions costs than their western counterparts (Dyer, 1997). Next, we present our model using examples from two longitudinal case studies of the adoption of Japanese-oriented supplier management by an Italian original equipment manufacturer (OEM) of consumer appliances and a North American first tier supplier to the automotive industry. We conclude by discussing the limitations of our approach and the implications for future research.

Japanese-Oriented Supplier Management 

Japanese manufacturers have historically enjoyed lower transactions costs than their western competitors through extensive relational contracting between exchange partners (Dyer, 1997). These relational contracts (Macneil, 1985, Williamson, 1975) are characterized by high inter-firm asset specificity and human capital co-specialization leading to better inventory management, higher conformance quality and faster new product development, and thus lower production costs (Dyer, 1997). Relational contracts can, however, make exchange partners vulnerable to opportunism in the form of sharing information with third parties, and exploiting the switching costs that arise from asset specificity (Williamson, 1991). Historically, keiretsu relationships enabled buyers to prevent suppliers from exploiting relational contracts through coercive pressure from common banking partners, a high reliance on debt financing, cross holding of shares, and the exchange of personnel (Frain, 1992). In this institutional context only marginal firms have the option of short term arms-length relationships, thereby creating a substantially different set of rationales for exchange behavior than  their competitors outside Japan. Although one might argue that these institutional norms constitute the expectation of repeated transactions, we assert that the relative absence of the option of short term, market-oriented relationships is the important characteristic of the institutional environment which enforces cooperation. Japanese manufacturers are thus able to cost effectively reduce transaction costs though a set of institutional norms that inhibit opportunistic behavior.

Descriptions of Japanese supplier management practices began to appear in the western business press as early as 1976, describing the performance benefits of the use of TQM for process improvement across supply chains, long term relational contracts with suppliers, information sharing, and other forms asset specificity. Early descriptions focused on TQM certification of suppliers as the governance mechanism for enforcing the use of TQM process improvement methods, reducing inspection costs and improving product design (Schonberger, 1982, 1986). Although the keiretsu system of inter-organizational relationships in Japan received press coverage, there was little discussion of how this system might be duplicated in the west, nor were serious comparisons with western supply chains made. Yet in the late 1970s, North Amercian and European firms began to adopt Japanese-oriented supplier relations under the rubric of several innovations associated with Japanese management methods, beginning with TQM. The rationales for adoption during this period might be characterized as efficient imitation (Martinez and Dacin, 1999): imitating the practices of successful peers while unable to fully assess transactions costs of doing so. 

Descriptions of Japanese-oriented supplier management practices in western contexts have focused on the need for trust between exchange partners as a way of reducing the costs and risks of relational contracts (Hollingsworth and Boyer, 1997; Hollingsworth, 1991). The role of trust also plays an important role in critiques of TCE. One critique suggests TCE’s assumption that individuals are self-seeking directs attention away from the potential for innovation inherent in relational contracting characterized by trust between exchange partners (Ring and Van de Ven, 1992; Ghoshal and Moran, 1996). Most definitions of trust contain some notion that exchange partners harbor good will (Friedman, 1991; Zaheer and Venkatramen, 1991, Ring and Van de Ven, 1994). In this view, agents either assume exchange partners will forego opportunism based on good will, or suspend behavior based on a boundedly rational calculus. We believe that the focus on trust minimizes the impact of institutional logics as a vehicle for creating restraint in the exercise of opportunism. If social norms prevent agents from considering options that an otherwise boundedly rational agent would consider (Roberts & Greenwood, 1997), then the assumption of rationality must be relaxed, or the model must address the way that social norms circumscribe rationality. We propose evaluating the constitutive nature of institutions in creating rationales for behavior – for pursuing self-interest within a given set of legitimated options for behavior. We therefore focus on the way exchange partners use institutional logics to induce cooperation and inhibit opportunism in modeling exchange behavior in the adoption of Japanese-oriented supplier management by western firms. 

As institutionalized practices and norms are transferred across differing organizational fields, they are no longer uncontested systems of shared meaning. In Japan, these practices are both cognitively and culturally imbedded (Dacin, Ventresca, and Beal, 1999) in the Japanese organizational environment. But outside of Japan, Japanese-oriented supplier management practices may become the subject of re-interpretation, as actors try to make them fit into their own systems of meaning. This creates a situation where agents may interpret the new set of institutional norms in novel ways. In the adoption of Japanese-oriented supplier management, upstream exchange partners were forced to focus on communicating the new rationale to exchange partners in order to gain cooperation. Western manufacturers’ decisions to adopt Japanese-oriented supplier management appear to be a mimetic or an efficient imitation (Martinez & Dacin, 1999) response to perceptions of the high performance of Japanese manufacturers and declining performance among western manufacturers during the 1980s (see, for example, Schonberger, 1986). Arguing to performance, early adopters and the business press created a legitimating rhetoric for Japanese practices, eliciting a mimetic response from organizations outside of Japan. 

The new norms for supplier relationships became legitimated as successful OEMs experienced improved performance following their adoption. Coercion from OEMs transferred Japanese-oriented supplier management to lower tiers of the supply chain supported by a rhetoric that lauded the benefits of the Japanese-oriented practices but also mandated a reduction in suppliers. Clearly, the market power of customers was an important element in the diffusion of Japanese-oriented supplier management practices. Both mimetic and coercive methods of spreading the new institutional norms represent the effect of ties to other organizations (Hinings and Greenwood, 1989; Tolbert and Zucker, 1983), but subsequently Japanese-oriented practices were also spread via macro forces. Normative forces such as ISO9000 certification and government-sponsored awards promoted TQM, including Japanese-oriented supplier management practices. Indeed, the Baldridge Award in the U.S. was explicitly modeled on the Deming Award in Japan, to honor companies with superior TQM practices, including supplier management practices. As more and more OEMs adopted TQM, first tier suppliers faced both normative and coercive pressures from important customers. As early adopting firms achieved performance benefits from TQM practices, competitive pressures also assured the adoption of Japanese-oriented supplier management within industries (Westphal, Gulati and Shortell, 1997). Equally important, as more OEMs reduced the number of suppliers from which they were willing to purchase, in favor of the relational contracting specified by TQM prescriptions, suppliers faced a more difficult time replacing lost customers without adopting Japanese-oriented practices. By the close of our data collection, industries influenced by Japanese competition are characterized by competing supply chains linked together in relational contracts based on Japanese supplier management practices (Dyer, 1997). 

In TCE terms, if we minimize the impact of institutional norms in creating forbearance from opportunism, Japanese-oriented supplier management can be viewed as increasing the riskiness of exchange through relational contracting, and specifically through asset specificity and increased information sharing (Williamson, 1991). Yet this system works efficiently in Japan (Dyer, 1997), suggesting that institutional norms and taken for granted assumptions about behavior in inter-organizational relationships function to discourage opportunism. However, these concomitant institutional structures did not exist outside Japan when Japanese-oriented supplier management practices were introduced. This suggests that initially the risks of adopting and implementing Japanese-oriented supplier management were higher, and that new institutional norms may have developed to inhibit opportunistic behavior.

We therefore focus on two processes. First, we look at the changes in supplier management policies following the introduction of Japanese-oriented supplier management, focusing on how it was implemented in two contexts that are arguably different from the Japanese context in which those practices were developed. Second, we evaluate the ways actors mitigated the risks of opportunism by exchange partners outside of the Japanese institutional context, focusing on how institutional norms are used to create rationales for action – the pursuit of self-interest by agents possessing bounded rationality. First, if the institutional context is an important factor in mitigating the risk of opportunism, actors can be reasonably expected to establish disincentives to opportunism in a systematic way. Second, the legitimacy of the new institution will be advanced using rationales that appeal to legitimating rhetorics associated with Japanese-oriented supplier management practices and to institutional norms the exchange partners already hold. We now turn to our analysis.

Data 

This study includes data from case studies collected through interviews and archival data over 8 years (1990-1998). We include two western countries, the US and Italy, to reflect a western rather than a North American context (Smith, Carrol and Ashford, 1995; Erez and Earley, 1993). However, we believe extraneous variation due to country differences to be minimal, since both organizations had similar long term and short term market-oriented relationships with suppliers before the introduction of Japanese-oriented supplier management. Company A, part of a multinational group, is the largest European producer of domestic washing machines and dryers; it has 12 product and component plants. Company B is a medium-sized producer of filtration devices for automotive, residential and commercial air heating and cooling, computer and other applications, with 20 multi-product plants located in the NAFTA region. 

Because of the data intensive nature of our study, these two firms were not randomly selected. However, we believe that they are a good representation of North American and European Community practices for examining our research question. Both companies adopted Japanese-oriented supplier practices as part of TQM, implemented it extensively, and have experienced good financial performance. Both have reputations as being leaders in their industries and having good reputations with suppliers. Finally, management at both organizations suggested they had strong pressure from customers or competitors to improve manufacturing performance, thus prompting them to adopt Japanese-oriented supplier management. While our sample size is small, the intensive longitudinal data collection gives us a richer picture of the adoption and incorporation of Japanese-oriented supplier management practices than many qualitative studies. The cases differ along the three important dimensions of industry, region and supply chain tier; which increases our confidence that similarities between the two firms represent a genuine western response to this Japanese institutional arrangement.

Data Collection and Coding

Data from the two companies were collected using structured interviews conducted by multiple interviewers. Interviewers compared notes immediately after meetings to verify inter-rater agreement on events and to increase the amount of information obtained. The interviewers then transcribed all interviews, and these texts formed the basis for the data analyzed. Interviewers reviewed the results of previous interviews with respondents at the beginning of each interview to verify interpretation and accuracy of the data and to remind respondents what interviewers knew about the status of the supplier management program (Lincoln and Guba, 1985). Respondents in the North American firm included the Director of Purchasing and Logistics, Purchasing Agents, an engineer from the Advanced Manufacturing Technology Group, and representatives from a sample of Key Suppliers. Respondents in the Italian firm included the Managers of Purchasing, Quality, and Electronic Data Interchange and representatives from suppliers.

The original motivation for the study was to investigate the prescriptions of Japanese-oriented supplier management in light of TCE prescriptions that shared knowledge with exchange partners increased the risk of opportunistic behavior. We initially focused on TQM certification as the point of conflict. Data were coded using the categories of the original theoretical model (Yin, 1989); over the eight years of the study. However, the goals of the supplier management program changed from certification to include other factors, as did the focus of the information gathered from suppliers. It became clear that categories should be changed using a modified grounded theory approach (Glaser and Strauss, 1967; Strauss, 1987). The data were re-evaluated to include the role of adaptation of institutional norms, the rationales appealing to legitimacy and instances where the new institutional norms created disincentives to opportunism. 

Analysis

Pre-Adoption Institutional Norms

Both firms described their pre-Japanese-oriented supplier management relationships in terms of “arms-length” and “short term” relationships that were focused on negotiating price and component specifications -- market-oriented government mechanisms. Our data support the contention that Japanese-oriented supplier management significantly changed relationships with suppliers, substituting fewer relational contracting ties for many arms-length ties. For example, Company B personnel had a range of relational ties with suppliers that influenced selection and retention.
 Purchasing agents were accustomed to accepting entertainment and gifts from suppliers with whom they had relational ties, such as the suppliers of customized components. Many suppliers were also initially selected as a result of relationships with design engineers who specified their components in new product designs. Company A, on the other hand, had more formal market-oriented relationships with its suppliers, including rules against dining with suppliers. After the introduction of Japanese-oriented supplier management however, it was “no longer a scandal" to develop closer relationships with suppliers, and even to dine together. Both firms also had mechanisms to limit the discretion of purchasing agents, assigning them to accounts in a variety of industries so to prevent them playing one supplier off against another. Similarly, both firms had price-oriented guidelines for managing suppliers that resulted in suppliers of customized components being regularly replaced due to price considerations. 

Perhaps the most important confirmation of the dominance of market-oriented governance is the reduction in the number of suppliers by both firms after adopting Japanese-oriented supplier management. Suppliers had previously been selected based on a variety of price-related factors and no attempt had been made to control the number of suppliers. Over the eight year period of this study, Company A reduced its supply base by over sixty percent and Company B moved from 1500 suppliers to fewer than 60, while still maintaining steady growth in volume. Of equal importance is the initial suspicion reported by both firms’ suppliers that the certification programs were a thinly veiled attempt to achieve lower prices at the expense of supplier margins. The need for customized components however, meant that both firms maintained some long term relational contracts with certain suppliers that included information sharing and asset specificity. Both firms exerted considerable power over some suppliers due to their size and their position on the supply chain. Company A, in particular, as a large, successful original equipment manufacturer (OEM), represented an important contract for its suppliers. Relational ties characterized by trust and mutual respect augmented market-oriented governance in initiating new relationships during product design and in maintaining contracts with suppliers when where there was little difference between their products. To summarize, descriptions of the pre-adoption period confirmed published reports of price-oriented supplier management practices but also revealed the presence of some relational ties. The pre-adoption institutional norms also contained mechanisms for curtailing or punishing opportunistic behavior by suppliers, primarily loss of business.

Adoption of the Received Institution

Both firms initiated similar programs resembling descriptions of Japanese-oriented supplier management extant in the business press (see, for example Deming, 1986) during the late 1980's (see Tables 1 & 2). 

------------------------------------

Insert Tables 1 & 2 about here

------------------------------------

These programs were oriented around the concept of supplier certification as a tool for ensuring that suppliers delivered very few defective parts, thereby lowering the cost of inspection by eliminating inspection for certified suppliers, and both programs were part of the firms’ TQM initiatives. The logic for adoption was competitive pressures on Company A, and coercion by Company B’s customers. Legitimating rhetorics for TQM, JIT, and continuous improvement were extant in popular business articles of the time. Both firms’ supplier management programs grew out of these efforts to achieve higher conformance quality of purchased components and smaller, more frequent deliveries to support JIT initiatives.

We characterize the early adoption period as the adoption of the “received” institution because both firms were careful to model their programs on descriptions of successful Japanese practices. They accepted the legitimating rhetoric of improved manufacturing outcomes related to this specific set of practices, and were confident that this logic would persuade suppliers to adopt them. As directed in the business press, both firms assisted suppliers in implementing TQM initiatives by sending purchasing agents or manufacturing engineers to suppliers’ factories, visits that were evaluative as well as meant to assist suppliers. Shared features of the programs included helping suppliers with TQM process improvement, measurement of supplier cost, quality and delivery, visits to supplier facilities to inspect and rate suppliers, and classification of suppliers according to their performance on the new rating systems. Both firms initiated newsletters to broadcast changes in supplier management policies and to communicate supplier progress towards performance goals, thereby making suppliers’ performance visible to other suppliers, thus encouraging suppliers to meet targets, as well. Company B’s newsletter targeted current and potential suppliers, emphasizing the benefits of Key Suppliers who gained “Partner” rating and highlighting awards dinners, plaques and other symbols of partnership. Both newsletters were a means of communicating the legitimating rhetorics of the new institutional norms to suppliers. Although there was little overt discussion of power, both firms were aware of their influence with suppliers, and of some mutual resource dependency (Pfeffer and Salanick, 1978).  

There were also some differences between the programs. Company A’s supplier measurement system was focused on quality-related criteria and assessed the "total cost" of sources—including the cost of suppliers’ scrap and rework due to defective materials. Company A required that price increases be justified by suppliers’ materials costs. Suppliers were clustered in three groups that reflected the importance of their products to Company A as well as their performance on the new measures. "Preferred" suppliers furnished technologically sophisticated components, where joint component design with the supplier was crucial to achieving performance objectives, and met all Company A’s initial requirements in capacity, quality, R & D and technological expertise. Recommended suppliers provided components where quality and delivery were as important as price, and were capable of supporting JIT deliveries. Designated suppliers demonstrated the potential to become Recommended. Company A’s suppliers were very suspicious of the measurement program, viewing Company A’s demands to adopt TQM as a way of gaining better quality for lower cost at the expense of the suppliers. Company A’s rating system explicitly incorporated the threat of dropping suppliers that did not meet its criteria, and it required suppliers be capable of supporting multiple process improvement initiatives.

Company B signaled the changed character of its program by appointing a new director of purchasing and logistics who had a reputation for honesty and expertise in interpersonal negotiation. She was transferred from human resources and jokingly pointed to her parochial school education as a qualification for the new position. Company B made it clear that purchasing agents would use the new criteria in awarding contracts to suppliers and would not accept gifts from suppliers. Previously, these gifts had ranged from a Christmas ham to suppliers “buying them anything they wanted when entertaining.”  To facilitate improved understanding of the quality implications of materials, purchasing agents were assigned to commodity groups. This constituted a change from the previous policy, where purchasing agents managed the accounts of many different types of components, thereby reducing their ability to force suppliers to provide kickbacks to suppliers, or play suppliers off against each other. 

Gaining expertise in a class of materials not only facilitated supervising increased measurement of supplier processes and performance. It also gave purchasing agents the opportunity to increase their own power relative to suppliers and to increase the chance of transferring information between competing suppliers. This change greatly increased the responsibility of purchasing agents and expanded the role of the purchasing department in determining the cost and quality of finished products. Aware of potential opportunism by agents however, Company B introduced a system for suppliers to anonymously report purchasing agents’ requests for favors, to prevent purchasing agents from continuing to award contracts according to the previous norms. 

Initial reactions to Company B’s program varied widely. However, some suppliers reversed their skepticism after initiating process improvement programs. One factory manager, for example, after seeing improvements, became admittedly evangelistic about TQM and began teaching night courses in TQM principles at a local community college. Company B’s initial goals included certifying all of its suppliers, beginning with the top 65% by dollar volume and slowly reducing its supply base, certifying all suppliers with its new supplier measurement program. One Company B manager remembered not really understanding the cost-benefit implications of certifying all suppliers, and focusing exclusively on the cost and benefits of improved conformance quality for the manufacturing processes, ignoring the increased costs of managing suppliers. Although the purchasing department did not emphasize reduction in the supply base in its communications with suppliers during this time, they discontinued purchases from suppliers with low ratings and awarded increased volume to better performing suppliers. 

When initiating Japanese-oriented supplier management both firms used a rationale focused on the legitimacy of these practices in the context of global competition and the increasing market share being earned by Japanese competitors. While Company A made arguments to competition, Company B also made arguments to the legitimacy and power of its customers, OEMs, in their struggle for survival. Company B realistically presented itself as having no choice but to conform if it wanted to maintain these lucrative contracts. Further, the positive impact of improved manufacturing processes, such as Company B achieved, on the supplier’s business with other customers was part of the rhetoric inducing suppliers to accept assistance with TQM principles and to impose certification on their suppliers. Competitive pressures led to mimetic arguments for persuading suppliers; government awards, academic accounts and consultant accounts of TQM practices placed normative pressures on firms to adopt these practices; and the power of a very large proportion of a supplier’s business created coercive pressures to acquiesce to the new institutional norms. 

The striking feature of this period was the zeal with which both firms implemented Japanese-oriented supplier management and their willingness to accept the “package” without considering the increased costs of maintaining more extensive supplier relationships. Both firms made explicit attempts to re-create their relationships with suppliers according to the new principles, with the expectation that investments in relational contracts would subsequently be recouped through reduced materials costs and higher conformance quality. While both firms used their market power to insist that suppliers comply with certification, interviews made it clear that suppliers with prior relational ties were persuaded most insistently. Other firms were encouraged to act cooperatively in order to become competitive, an appeal to the legitimacy of successful Japanese firms, along with the thinly veiled threat that uncooperative suppliers would be replaced over time. Not all suppliers cooperated but most acquiesced, and many were convinced by the urgent need to increase their competitiveness. In other words, they also espoused the legitimating rhetorics associated with the new institutional norms. However, it is difficult to distinguish supplier acceptance of the legitimating rhetorics with supplier awareness of Company B’s power and the suppliers’ dependence on continued sales from Company B.  The norms for exchange behavior contained in the legitimating rhetorics changed the scope of these relationships, so that actions were understood very differently, when compared to pre-adoption behavior.  At this point, inhibiting opportunistic behavior by suppliers was not yet an important factor in either firms' decision making because the focus was on persuading suppliers to adopt the new practices.  

Experimentation and Adaptation

In the initial years following adoption, both firms began to experience problems with the programs and both responded by experimenting with and altering their supplier management policies. These experiments had three goals: improving the manufacturing performance dimensions of cost, quality and delivery time, reducing the increased cost of relational contracting and mitigating opportunism by suppliers. During this period both firms continued to reduce the number of suppliers, with Company B engaging in a series of acquisitions. After experiencing performance improvements due to their own and suppliers’ manufacturing process improvement initiatives, both firms began to shift their attention from the conformance quality of incoming parts to product design and delivery, adding new requirements to their supplier measurement programs. Both firms demanded substantially more manufacturing process and design related information from suppliers and incorporated perceptual ratings of supplier cooperation and commitment to process improvement into their measurement of suppliers. These changes were consistent with published reports of Japanese-oriented practices, particularly TQM approaches. But they were also intended to expand performance improvements and to prevent opportunism by suppliers in the form of information sharing to third parties or shirking in implementing manufacturing improvement processes. The latter is a form of opportunism that was only recognized or relevant in the context of Japanese-oriented supplier management practices. This change in focus arose from the experience of implementing internal improvement processes and recognizing the limits of manufacturing improvements in sustaining performance improvements. These changes also represented a new awareness of the difficulties related to the cost of relational contracting and examples of opportunistic behavior. Both firms continued to drop suppliers based on poor performance, as defined by the new measurement systems, and opportunistic behavior defined according to the new logics of relational contracting.

Performance

The search for continued improvements in performance differed somewhat at the two companies. First, Company A began measuring suppliers’ investments in research and development (R & D), such as the number of process innovation patents. It informed suppliers that it now expected increased investments in process improvement and R & D, at the same time providing financial and technical assistance to suppliers, including low interest loans. Company A began to recognize the limitations of pursuing greater relational contracting with Preferred Suppliers. One purchasing agent said, "Firing a supplier it is always expensive. You have to reconstruct a relationship, to make acquaintance with new people, develop a common language… and there is always the risk of falling from the frying pan into the fire."  Supplier visits to Company A production facilities, informal meetings and seminars on the new process improvement practices fostered collaboration between Company A and Preferred suppliers, increasing the flow of information between the organizations. Next, behavioral and social factors were also formally incorporated into assessment of suppliers. Suppliers generally cooperated with Company A’s requests, although some smaller suppliers lacked the technical expertise to meet all requirements. By the early 1990s, Company A awarded 75% of the dollar volume of purchases to Preferred suppliers, discussed above. 

Company A also began to involve Preferred suppliers in product and process design. Initially, supplier participation was limited to helping Company A standardize components but this was soon extended to value analysis and modularized product design. Preferred suppliers were given the option to contribute to new product design, becoming the primary source for the new component, enabling them to reduce their costs and improve the conformance quality of their components by negotiating specifications that were easier or cheaper to manufacture. Company A used its position power as a large OEM to redefine the relational contract, demanding substantially more of fewer suppliers. At the same time it used a combination of assistance and the promise of repeated transactions to broaden the scope of the relational contracts.

In contrast with Company A, in 1990 Company B stopped assisting suppliers with process improvements. This marked a shift in the program from assistance to weeding out uncooperative suppliers. It is clear that suppliers receiving more business saw the potential benefits of cooperation as increased sales - the incentive of repeated transactions. Company B had reduced its supply base by 33% by the end of 1990. The firm also refused to become more than about a third of a supplier's business, thereby limiting suppliers’ dependence on its business and prompting acquisitions. One Company B manager remarked that by this point, second and third tier suppliers in the automotive industry that had not adopted TQM were doomed to failure, barring the retirement or death of their owners, and the introduction of new policies. Company B’s manufacturing processes had been improved to the point where future performance improvements would result from improved product design rather than process improvements. This would require coordination with certain Key suppliers, who were asked to contribute to joint process/product improvement and design activities with Company B. During this period, Company B increased the number of its personnel routinely interacting with suppliers beyond purchasing agents, to include design and manufacturing engineers. Company B personnel also began to experiment in joint product design with larger suppliers, and found that even large commodities suppliers which had previously limited shipments to Company B during boom times due to limited capacity were willing to develop specialized materials and commit to longer term delivery schedules. Although Company B personnel were suspicious of cooperation with larger, more powerful suppliers, they took advantage of this new willingness to cooperate, particularly with suppliers of steel. They even went so far as to replace some standard steel components with steel products specified exclusively for their applications. Although it also broadened the scope of relational contracting with suppliers, Company B had less coercive power than Company A. It offered less assistance to suppliers but also found substantial cooperation to its increased demands. Based on comments from interviews, we attribute this cooperation to the pervasiveness of legitimating rhetorics coming from other sources, such as other customers, the press, and normative sources such as consultants and trade associations.

Opportunism
During this period, Company A exhibited few examples of overt opportunism, although this may be due to its leverage over suppliers as an OEM. The new set of institutional norms were favorable to Company A, increasing its power relative to suppliers, and giving it a new rationale for working only with exchange partners with whom it shared a common language, norms and performance outcomes - all of which were redefined by the rhetoric of Japanese-oriented supplier management. As suppliers were dropped, Company A found itself interacting with those possessing similar procedures and orientations, many imposed under the rubric of Japanese-oriented supplier management. While we cannot reject the idea that Company A did not engage in opportunism, we did not observe any. Company A did act to prevent opportunism by suppliers. It patented its design and production innovations to protect its investment in product/process improvements, to forestall information sharing with third parties. Company A used these patents and continued reduction in its supply base to forestall shirking on improvements or information sharing with third parties.

Company B however, did exhibit opportunistic behavior, as did its suppliers. Company B was often under extreme cost and capacity pressure during the time of our study, due to the robust state of the North American economy in the early 1990s. Although the firm engaged in vertical acquisitions, they did not acquire competitors, and made incremental increases in Company B’s production capacity. At the same time, the firm was subject to the whims of commodity prices, and was occasionally caught between its customers and suppliers mandated by that customer, giving it little power in negotiations with some suppliers. As a first tier supplier, Company B was also in the position of serving customers that had the power to enforce a policy of no price increases, forcing Company B into the same policy. Any increases in materials or other costs were expected to be absorbed or neutralized through process improvements and other ongoing cost savings. Under these pressures, Company B, while acting in accordance with high standards regarding the transfer of price information between suppliers, did nevertheless use information obtained through the Japanese-oriented supplier management program to its advantage, particularly in calculating "acceptable" margins on purchased materials.

Detailed measures of supplier processes gave Company B information about suppliers’ cost structures. This information was used to “share” the cost savings of process improvements. Cost reductions by suppliers resulted in demands for reduced prices or compensation for increases in commodity prices. For example, Company B purchasing agents were able to show that one supplier was not lowering its costs when commodity prices dropped and was using the profits to fund capital expansion. Company B, faced with evaporating margins due to customer price mandates, informed the supplier of its calculations and its position that price increases would be accepted. The supplier faxed all Company B’s factories to let them know that supplies would stop being delivered at the end of that week, forcing the firm to accept the higher prices for this material. Company B did not have another supplier with adequate capacity and could not drop this supplier immediately. While Company B considered this supplier to possess better production processes than other suppliers of the same material, it subsequently sought to drop this supplier. 

Company B became sensitive to the issue of opportunistic behavior and revised an earlier goal to single source components, a part of the received institution, to avoid being vulnerable to supplier opportunism, or to accidents, such as that of a supplier’s factory burning down. In 1991, analysis of supplier performance suggested that suppliers with delivery problems were actually masking quality problems: some suppliers were shirking in implementing the required improvement programs, behavior defined as opportunistic under the new logic. Company B began to stress delivery performance in supplier ratings in order to force suppliers to make process improvements, in the belief that delivery problems masked conformance quality problems. Company B personnel regarded this behavior as opportunistic on the part of suppliers who had only superficially adopted TQM process improvement practices and thus did not realize quality improvements. Meetings to discuss problems with suppliers centered around these issues and on specific incidents where Company B suspected opportunistic behavior by suppliers, raising relational contracting costs.

In the mid 1990s Company B increased its requests for “service,” something that was measured as part of the certification process. This was an ill-defined idea that seemed to change to fit the situation. When pressed, Company B managers referred to situations of joint problem solving, where service meant suppliers putting resources into a solution acceptable to Company B. At other times Company B managers hedged regarding what they demanded and expected under the rubric of service. Often it seemed to mean, simply, pleasing Company B’s new demands, which seemed to change rapidly, usually in response to its own shrinking margins. In 1993, Company B had begun to emphasize supplier service because a majority of Key suppliers were able to comply with quality and delivery goals. Although the concept of service was used to rate suppliers, it seemed to be a concept with fluid definitions that generally included how cooperative suppliers were with company B’s need for product and process re-design, divulging price information and the solving of specific problems. Judgments such as whether suppliers possessed the technological sophistication and ethics to accompany Company B to problem solving meetings with its customers were defined under the service rubric, rather than as part of a formal assessment, as at Company A. Company B purchasing agents and management emphasized the importance of strong relationships with suppliers that would enable both parties to solve difficult problems. By incorporating service into its rating of suppliers,  Company B created formal sanctions for opportunism, modifying the received institution to prevent exchange partners from taking advantage of increased information sharing and asset specificity.  Company B also used its power, suppliers sunk costs in relationship specific assets, and detailed knowledge of suppliers' cost structures to its advantage.

In the vast majority of cases, when interviewing suppliers, purchasing agents and Company B management, adherence to the norms associated with TQM promoted cooperative behavior and mutually satisfactory price agreements based on both parties knowledge of cost reductions due to supplier process improvement. Several suppliers pointed to examples where Company B had acted with forbearance and in accordance with TQM rhetorics of sharing the benefits of joint process improvements. Examination of these examples of forbearance revealed a pattern in the interviews. Generally they referred to the supplier’s success at implementing a relational contract according to TQM principles, the supplier’s demonstrated cooperation and successful problem solving, and its forbearance in not revealing sensitive information about Company B. Company B responded by increasing the amount of business with the supplier. Supplier expectations of repeated transactions were created wholly within the context of the new norms. Company B was willing to price a positive relational contract. One supplier, for example, was given two years to reduce the cost of a new component as the old one was phased out—despite the fact that Company B could have returned to the market to purchase the component at a lower price. When pressed as to the nature of this relationship, Company B personnel indicated that the two firms also had fostered productive relational ties across several departments that were amicable and gave them confidence in the supplier’s ability to meet these goals. Company B justified this decision based on the supplier's superior manufacturing processes— a result of successful adoption of TQM process improvement, cooperation in product and process design, and the its record of not divulging sensitive information about Company B. Using the new institutional norms, suppliers with the tendency to act opportunistically were, over time, weeded out of the supply base. We conclude that the institutional rhetorics containing principles of cooperation were incorporated into expanded rating systmes that were used west to mitigate the threat of opportunism, in a manner that substituted for the keiretsu relationships in Japan.

Relational Contracting Costs  

Over the course of the study, both firms experimented with methods for reducing the costs of relational contracting while continuing to expand the scope of relational contracts with suppliers. In 1989, in one of it’s first modifications of the received institution, Company B re-evaluated the goals of its supplier measurement program, weighing the costs against potential improvement in production quality and performance. Company B created two classes of suppliers and only monitored Key Suppliers—those over a certain dollar figure of transactions per year. Over time, auditing visits at highly rated suppliers were curtailed, although Company B continued to maintain extensive records of cost, quality and delivery outcomes. Company B extended its measurement to shipping firms that serviced its factories and customers; thereby realizing cost savings and increased delivery performance. Company B made many changes to its measurement system, adding new criteria in an effort to maximize the benefits of Japanese-oriented supplier management. It continually added new criteria as it discovered new uses for these programs and new ways that suppliers might shirk on process improvements or joint problem solving.

In 1994, the North American economy began to boom, and Company B had problems with both OEM customers and suppliers due to cost pressures. Suppliers were urged to reduce their costs through process improvements because Company B’s OEM customers would not accept price increases. This created a great deal of tension with Key Suppliers who were dealing with fluctuations in raw material prices and their own capacity pressures. It was difficult for Company B purchasing agents to simultaneously negotiate tough price decreases and maintain close relationships centered around process improvement and product design issues. In 1995 and 1996, Company B restructured its purchasing and logistics functions. All supplier-monitoring activities were moved from corporate purchasing to the plants in order to reduce purchasing agents’ role confusion and enable them to negotiate with suppliers based on cost. Initially, corporate purchasing management had not believed that the less-educated purchasing staff at the plants were capable of administrating TQM-oriented monitoring of suppliers. After almost a decade of TQM process improvement within their factories however, corporate purchasing management believed techniques for measuring suppliers had been fully diffused throughout the organization. Corporate purchasing agents initiated supplier relationships and negotiated contracts, but purchasing agents at the plants monitored supplier performance and engaged in problem solving. Company B's method for controlling supplier relationships changed dramatically, although the practice of measuring suppliers contained in the received institution was continued. Furthermore, by delegating certification to low level mangers with limited education, Company B demonstrated a certain “taken for granted” attitude regarding Japanese-oriented supplier management, which might be expected almost a decade after its introduction. These institutionalized practices were no longer questioned by existing or new suppliers. 

During this period, Company B continued to reduce the number of its suppliers, while it's production volumes were increasing, and in the absence of acquisition of suppliers of significant size. By 1998, it retained only 60 Key Suppliers, a reduction from 200 in 1995, and 1500 in 1988. Internal links between the plants, engineering personnel involved in product and process re-design, and purchasing agents became crucial to managing these remaining relationships, balancing the need for cost control and cooperative relationships with a few suppliers of critical components.

In 1990, Company A addressed the increased costs of relational contracting. It restructured its purchasing function as an inter-functional department, the “Supply Centre,” responsible for integrating purchasing, logistics, materials management and outbound logistics decisions. This formalized existing links between Company A personnel from several departments and their counterparts at preferred suppliers. The Supply Centre manager also had an integrating role between product design, process engineering, marketing and the suppliers involved in new product development. Purchasing agents were given greater roles in managing relationships with preferred suppliers to maximize component use across several end products. The purchasing function became more important within Company A, and better-educated agents with better skills, were hired. Rather than hiring purchasing agents to ‘pull the neck’ of the suppliers, they were required to be able to motivate and co-operate with suppliers. Company A continued to address the costs and benefits of managing suppliers, using the Supply Centre as a coordinating mechanism. It also served as a mechanism for implementing subsequent supplier management innovations that built on newly institutionalized practices. After establishing the Supply Centre, for example, Company A adopted Electronic Data Interchange (EDI) to transmit quantity and delivery information directly to suppliers. The EDI link required both parties to invest in learning new production practices, to develop common terms and to acquire dedicated hardware, thereby further increasing their interdependence and the development of social and behavioral expectations. The practices adopted as part of the received institution made EDI less costly and more effective in maintaining extensive relational contracts with preferred suppliers.

In 1997, Company A took further steps to reduce the costs of relational contracting by purchasing entire sub-assemblies from preferred suppliers rather than purchasing individual components, a process referred to as modularized design. In addition to increasing the assembly requirements for first tier suppliers, this practice forced them to manage relationships with suppliers originally fostered by Company A, as some first tier suppliers became second tier suppliers. Preferred suppliers were also authorized to deal directly with the firms that supplied Company A's molds, thereby allowing greater collaboration between mold manufacturer and the suppliers whose production processes use these fixtures. Company A however, maintained contacts with mold manufacturers in order to monitor the relationships fostered with suppliers. At the close of the study, Company A evaluated suppliers’ financial position, investments, managerial efficacy, production processes, product characteristics, logistics capabilities, technological expertise and R & D capabilities, all beyond the scope of the received institution. Company A continued to evaluate quality improvements, volume flexibility, flexibility in response to production design changes, control of delivery stocks, co-design contributions and overall level of cooperation. By 1998, Company A had reduced its supply base to one-third of the suppliers from which it purchased components in 1990. It required remaining suppliers to provide components and to pursue a strategic and operational positioning consistent with Company A's strategy.

Process Model of Institutional Change

We summarize with a statement of the process model suggested by our data. Both firms experimented with the received institution, altering their original programs to achieve the expected performance improvements, to prevent opportunism by suppliers and to control the increased costs of relational contracting. Changes associated with improving performance and controlling opportunism extended the measurement of suppliers from manufacturing processing to product development and to other areas such as shipping firms, demanding more information from suppliers and substantially increasing the interaction between both firms and a limited number of suppliers. Definitions of opportunism were substantially changed, and calculated according to the logic and norms of Japanese-oriented supplier management. Relational contracting created new rationales for self interested behavior, based on the long-term advantages contained in the modified institutional logics as practiced by these firms and their exchange partners.  Following the experimentation phase, which lasted several years, institutionalization produced a new form that preserved the practices of Japanese-oriented supplier management but which administered it in new ways. Japanese-oriented supplier management, modified for a non-Japanese environment, had become institutionalized in the sense that the practices associated with it had become taken for granted by both firms and their suppliers, and were reported to be the norm for their industries.  Further, while these practices were still in place, management attention had moved beyond them to focus on new methods for remaining competitive.  

Conclusions 

The widespread adoption of Japanese-oriented supplier management practices outside Japan provided an ideal situation to examine the impact of self-interested behavior and institutional norms in exchange behavior. It created a legitimating rhetoric for relational contracting and de-emphasizing short-term price-oriented exchange. We observed the adoption of the received institution, as understood by these firms based on press reports of Japanese competitors practices. Faced with unanticipated increases in the costs of relational contracting, new definitions of opportunism, and in pursuit of continued performance improvement, both firms experimented with and altered the received institution. By the end of the study both firms had used these new practices to support the adoption of subsequent improvement initiatives, which could be termed management fads (Abrahamson 1991, 1997). Rather than discontinue Japanese-oriented supplier management programs however, these practices became routinized and taken for granted in a form altered from that of the received institution. We conclude that Japanese-oriented supplier management changed in response to western contexts but retained some of its essential features: increased relational contracting with fewer suppliers and joint problem-solving for product design and process improvement. We observed self-interested maximizing behavior that was limited and shaped by institutional norms. We also observed agents used legitimating rhetorics to further their goals.

Our data suggest that agents both acquiesced to institutional norms and manipulated them in pursuit of self-interest, using legitimizing rhetorics to justify their behavior and coerce others to also adopt the new institutionalized norms. Both firms were successful in imposing the new practices on suppliers and both achieved performance improvements that were consistent with their goals. While trust played a role in both firms' ongoing assessment of suppliers and in maintaining relational contracts with fewer and fewer suppliers, coercive behavior seemed to dominate the imposition and supplier adoption of Japanese-oriented supplier management practices. It is difficult to distinguish suppliers’ dependence from their expectations of repeated transactions in adopting Japanese-oriented supplier management, and subsequently espousing legitimating rhetorics. Both factors are present in our interview data. Expectations of repeated transactions were however, created within the new context of Japanese-oriented supplier management, which favors relational contracting in pursuit of improved cost and quality outcomes. The implied threat to drop uncooperative or poor performing suppliers was part of the legitimating rhetoric of the received institution, and was often carried out. Repeated transactions do indeed account for a great deal of the cooperation experienced by both firms. Such expectations do not, however, account for many features of these firms’ behavior as observed over the period of study. In this view coercive forces produced similar practices across the tiers of the supply chain, while mimetic forces produced similarity between competing OEMs.

We conclude that institutional norms condition rational calculus in exchange relationships characterized by the pursuit of self-interest by both parties. Opportunism by suppliers was defined and sanctioned according to the new set of norms and practices. For example shirking on manufacturing process improvement practices was viewed as opportunistic behavior, an activity formerly outside the scope of the exchange relationship that was originally focused on the results of such initiatives rather than the practices themselves. By the end of the study both firms engaged only suppliers espousing Japanese-oriented supplier management, and espousing the accompanying legitimating rhetoric. The rhetoric of mutual benefit and real improvement in performance for both parties was an important feature of the new institution. Extensive measurement of supplier manufacturing processes, rating systems based on behavior in relational contracting, and imposition of these practices on the supplier's suppliers created substantially changed relationships across the supply chains of both firms. These data raise important questions about the extent to which self-interested, maximizing behavior can be modeled without reference to the institutional norms that legitimate some behaviors and sanction others. Furthermore, our data show institutional forces to be malleable and easily manipulated by self-interested agents seeking to control their environment. Agents appealed to the legitimating rhetoric of the new institution by making links with practices, relationships and norms created in the old institutional context, primarily the need to be competitive and achieve high performance. When justifying their adoption of the new institution and imposing it upon their suppliers, they also made arguments to their own legitimacy in espousing the new practices.  Japanese-oriented supplier management practices altered the context of existing relational ties, while relying on norms from the pre-adoption period and existing ties with trusted suppliers were employed to alter the practices themselves, particularly the content of rating systems and definitions of opportunism.  The contents of the new practices were used to create new rationales for pursing self interest.  We believe this interpretation of our data is suggestive of a new dialogue between models assuming that agents possess bounded rationality, such as TCE, and those that focus on acquiescence to institutional norms, such as NIT. 

Our study has limited implications for the debate regarding convergence of practices across disparate national systems of production (Hollingsworth and Boyer, 1997, page 38). Our data suggest not the convergence of practices among imitative, competing firms, but rather the development, or mutation of practices when transferred from one institutional context to another. Several large scale studies attest to this "mutation" in the Japanese case, during the Meiji period (Westney, 1987), in the post war period, and among successful Japanese transplants in the US and UK (Florida and Kenney, 1991; Kenney and Florida, 1993; Oliver and Wilkinson, 1988). Our study suggests that the process of experimentation in response to new institutional pressures on practices could be a fruitful avenue for large-scale studies of convergence.

This study provides the detail necessary to suggest fruitful avenues for understanding the role of institutional norms in exchange relationships and the process of changing institutional norms in exchange relationships. The practices associated with the emerging institution remained in place over the duration of the study, even when managerial attention had moved on. Like Scott (1987), we believe that more attention should be focused on the rational, economic processes that drive institutional change, as well as the process of institutionalization investigated here. We are limited in our ability to generalize our findings, but the richness of our data suggests that future studies should attempt to distinguish between the role of rational incentives versus socialization in institutional change. We interpret the process of adoption and experimentation as evidence that self-interested behavior drives change in institutionalization, and that rationales for action are contingent on institutional norms that legitimate certain practices and exclude others. We also observe that institutional norms not only constrain choices (Roberts and Greenwood, 1997) but also create the logical contexts in which rational behavior develops. Further research using larger samples would enable researchers to disentangle these effects. We believe that future research on institutionalization should consider both self-interested rationalizing explanations and socialized explanations for institutional change.
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	Table 1 -- Company A

	Date
	Program Developments

	1986
	Supplier Certification Program launch. Meeting with suppliers and informal communications to transmit Company A requirements.

	1987
	First structured co-design efforts. Formalized vendor rating/ranking system. Move toward "partnership" relationships.

	1989
	Several requirements added to the "preferred supplier" profile. Reward systems related to ratings. Assistance to the Preferred supplier to spread advanced management practices (SPC, JIT).

	1990-

1991
	Organizational re-design project launch to restructure procurement and the purchasing function to reduce costs of relational contracting.

	1992
	Development of an EDI link with main sources for integrated production planning.

	1996
	Definition of the actual vendor rating/ranking system. Periodical audits and constant monitoring of the supplier's performances.

	1998
	Suppliers reduced to 1/3 of 1990 levels.


	Table 2 -- Company B

	Date
	Program Developments

	1987
	Company B program initiated. Goal was to certify all suppliers. Began measuring performance of all suppliers, tracked "key" suppliers (top 65% of purchases in $$) on more criteria. 

	1988
	Newsletter initiated, began helping suppliers with TQM, Company B program name chosen. Move toward "partners" in business, single sourcing, cooperative relationships. 1,500 suppliers.

	1989
	Certification isn't for all suppliers, just the most important to B.

	1990
	Quit helping suppliers learn how to do TQM. 1,000 suppliers.

	1991
	Quality was the main goal, delivery now becomes the main goal.

	1993
	Quality and delivery should be maintained—service should be improved.

	1994
	Company B has problems with adequate supply due to economic boom. Cost of materials increases, but OEM customers refuse to accept price increases.

	1995
	Quality, delivery, and service should be maintained, and COST should be reduced. Supplier monitoring moved from corporate purchasing department to individual plants to facilitate corporate agents’ price negotiation. 200 suppliers.

	1998
	Supply base limited to 60 key suppliers.
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Experimentation and Adaptation
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� We distinguish between social ties and relational ties. Interviews clarified that friendly relationships which were not social outside the context of the relationship between Company B and its suppliers, did exist. We refer to these as relational ties.
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