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Abstract

We aim to understand how the customer relationglugfolio of a subcontractor
changes as the subcontractor evolves its capabilitivhile this line of research is
under-investigated in the literature on businedatiomships, we believe that it is a
crucial aspect to gaining new insights about hompetitive advantages are developed
in industrial markets. To address this researchstipe we studied the customer
relationship portfolio of 62 subcontractors locatedhe mechanical industrial district
of Pordenone (North East Italy). We used univaratalysis of variance (ANOVA) as
the appropriate statistical technique to test tlemtial associations between the
measures involved in the study. From the resultsdeseved three propositions that
reveal the dynamics between subcontractors’ capabibind their business relationship
portfolios. Academic and original managerial cdmitions have been proposed and
discussed.

1. Introduction

A large body of research on buyer-supplier relaiops has developed over the last
years (e.g. Dwyer, Schurr & Ho, 1987; Dyer, 199fad & Cavusgil, 2006). Much has
been learned about the benefits of developing lootkive relationships (e.g. Helper &
Sako, 1995; Dyer & Singh, 1998; Kotabe, Martin & rbato, 2003) or about the
dynamics of interfirm relationships embedded inibess networks (Ford, Hackansson
& Johanson, 1986; Hackansson & Snehota, 1995). Mewén the literature there is a
tendency to focus on the understanding of an iddaii relationship without
considering how the firm manages the whole arraysofertical relationships (Wagner
& Johnson, 2004).

Consistent with such considerations, the aim of gaper is to understand how small
and medium subcontractors (SMSs) change the coafign of their portfolios of
downstream relationships as they develop new chipadover time.

This research question is particularly relevantimitgeographical industrial clusters, a
specific form of production organization which rdesveloped and become particularly
widespread in Italy but also in many other coustrddutual commitment and mutual
orientation are typical features of vertical intem relationships developed by SMSs
and their main customers within industrial clusteZfallenged by globalization and
new technologies, in recent years clusters havergote major structural and strategic
changes, partly losing their historical peculiasti(Berger & Locke, 2001; Coro &
Grandinetti, 2001). Firstly, increasing competitivom producers located in low-cost
countries and ever new, more powerful informatioi @ommunication technologies
have reduced the importance of geographical prayimith main customers as a
competitive advantage factor. Secondly, globalatand the related risks require
financial structures and managerial capabilitieat tare not easily accessible and
adoptable by SMSs, which are mostly undercapitd)izmily owned and run
businesses. In this scenario, where innovation iaternationalization are the key
success factors, competencies other than manufagtefficiency and flexibility have
become critical. In the attempt to address at Isaste of these structural weaknesses,



many firms located in the clusters are changingr(@#, 2003). On the one hand, the
largest firms, usually assemblers/buyers locatethendownstream sections of supply
chains, have changed sourcing policies, reduciregyr tbependence on their local
suppliers’ bases, actively seeking low-cost sounocegmerging areas such as East
Europe and East Asia and establishing direct actesglobal markets even with
autonomous distribution networks. On the other hande of the SMSs have also tried
to carve out a new role within global supply chaidwersifying their business and
customer portfolio, reducing their level of symhsosvith few, local main customers
and sometimes moving from subcontracting to dibesiness.

This evolutionary process is very selective sintecdlls for the development of
appropriate capabilities that traditional SMSs @b umsually have. As a matter of fact,
SMSs need to develop appropriate design and magketapabilities in order to
diversify and internationalize their customer palitf and, ultimately, maintain a
competitive advantage (Esposito & Raffa, 1994). éeent study on a large and
representative sample of Italian subcontractorsl@fRu Grandinetti & Camuffo, 2007)
identifies four clusters of Italian subcontractare the basis of their design and
marketing capabilities: “developed subcontractdgst.2% of the sample), “developing
subcontractors” (12.2%), “question mark subcontmat (32.0%) and “traditional
subcontractors” (23.7%)In comparison with traditional subcontractors, deped
subcontractors have undergone an evolutionary psotteat has led them to diversify
their customer portfolio, to increase the propertad exports on total sales (an average
of 23.7%) and to develop valuable design and menggetapabilities.

Since a relationship model based on geographicadippity and embeddedness does
not appear reproducible on an international basiherefore becomes interesting to
understand how the whole array of relationshipsvbeh a subcontractor and its
customers changes as the former internationaltgesustomer portfolio and ultimately
evolves its capabilities. To address this reseajobstion we study the customer
relationship portfolio of 62 subcontractors locatedhe mechanical industrial cluster of
Pordenone (North East Italy).

The paper is organized as follows. The second®seotiviews the relevant literature on
buyer-supplier relations. The third section desgilihe data, research design and
method. Section four presents the results of theareh while section five discusses the
theoretical and managerial implications of the iiigd. Section six concludes the paper.

2. Theoretical background

To address our research question we draw from #wios of buyer-supplier

relationship literature that studies the dynamitdwyer-supplier relationships. This
literature is vast and is located at the crossradids variety of managerial disciplines
such as industrial marketing, supply chain managesed organizational design.

We identify three different streams of literatutett take different perspectives and
leverage on different theories to study the samenpimena, i.e. the evolution of
business to business relationships.

The first and most common stream of literature satkee perspective of the buyer and
studies the transition of vertical relationship®onfr arm’s length to partnership
characterized by a high degree of interaction aoithlzoration between buyer and
supplier.

During the 1990s, several studies recognized thgiplger relations based on
cooperation, trust and risk sharing were succdgsfeinerging in a number of



industries. For example, the studies on “lean seggil by the International Motor
Vehicle Program at MIT (Cusumano & Takeishi, 198&jper & Sako, 1995 and 1998;
Helper & MacDuffie, 1997; Fine, 1998) showed thairthi American and European
assemblers and suppliers were converging to Japatge supplier relation
management, moving from competitive, adversariltianships, to more cooperative
ones, characterized by risk-sharing practices. Mecently, Helper, MacDuffie and
Sabel (2000) suggest that “voice” practices likedbenarking, co-design, and “root
cause” error detection and correction are the patiginmechanisms that constitute
“learning by monitoring” a relationship in which yers and suppliers a) continuously
improve their joint products and processes; antbhjrol opportunism and share risk.
Along this vein several studies have tried to madtlel dynamics of supplier relations
and link this evolution with the evolution of thienis involved in these relationships.
Lamming’s (1993) groundbreaking work on suppliergblution identifies nine factors
(e.g. competitive pressure, adoption of informatstraring and negotiation practices,
supplier integration in new product development dadistics) that need to be
considered in the analysis of buyer-supplier refeghips. On the basis of these factors
he proposes an evolutionary pattern that marks tthesition from traditional
subcontracting to partnership relationships. Sdéveemnefits are related to closer
customer relationships for the SMSs such as higlaérs volumes, shorter product-
development lead times, lower logistics and trartsgion costs (Bradley, Meyer &
Gao, 2006). Moreover, through the exchange of kadge between buyer and supplier
the parties increase their own stock of knowledue @apabilities that can be spent on
the market and improve their operational perforneafi€otabe, Martin & Domoto,
2003). In this regard, supplier development prograre examples of how the buyer
can help the supplier develop the capabilitiesadk$s the most in order to become a
valuable partner within the partnership (Wagner @irkson, 2004; Handfield et al.,
2000).

The second stream of literature involves a muchemestricted number of studies than
the first stream. While this second stream of ditere also focuses on the buyer-
supplier relationship, it employs, differently frothe previous stream, the supplier
capabilities perspective. Some of these scholardeitine evolution of suppliers by
analysing the characteristics of their relationthwhe main contractors. For example,
Zanoni (1992) identifies an evolutionary patterroih traditional subcontracting into
partnership) contingent on the evolution of somerabteristics of the supply
relationship (i.e. information sharing, technol@jicintegration, early supply
involvement in new product development). Some atleenphasize knowledge transfer
as the main determinant of subcontractors’ evatutiéor example, Esposito and Lo
Storto (1992) first identify four components in tiechnological knowledge of a
subcontractor: machines (e.g. computerized numetmatrol tools), individual skills
(e.g. design, engineering, testing), formal docuiat@mn (e.g. drawings, specifications)
and organizational routines (quality manuals andcg@dures); then they argue that
changes in one or more of these components tridpgeevolution of the subcontractor.
Esposito and Raffa (1994) subsequently developedpthint suggesting that several
knowledge transfer mechanisms (technical help, insupport, resident engineers,
training, exchange of documents, equipment and meash can induce changes in
equilibrium among the four components of technalabiknowledge, thus triggering
subcontractors’ evolution. Their findings provideidence that in the early nineties
Italian supply systems were moving towards suppiations characterized by more



intense technological knowledge transfer, strongaer-firm collaboration and
increasing subcontractors’ involvement and respmiitges in design. Moreover, they
found that, although subcontractors still focusadew customers (on average the first
two customers accounted for 70% of the subcontrsictotal sales), they tended to
diversify their customer portfolios by leveragingn dheir growing technological
knowledge.

A third stream of literature tries to link the resces and the capabilities of both parties
involved in the relationship with the dynamic ofethelationship itself. One of the
prominent schools of thought concerning this stre&fiterature evolved from the IMP
Group (Hakansson, 1982; Hakansson & Snehota, 18@&ansson and Snehota (1995)
propose the activities-actors-resources model tsgrhow a business relationship can
be analysed through its individual substance layacsivity links, resource ties and
actor bonds). Activity links are the links betwebe activities performed by each actor
involved in the relationship. Resource ties arelities used by the actors to exchange
existing resources, access complementary resoarcésreate new ones. Actor bonds
describe the bonds between the actors through pleegeptions, their trust and their
understanding of each other. It is the interplayponds, ties and links that is “at the
origin of change and development in relationshi@idkansson & Snehota, 1995, p.
171).

On the whole these three streams of literatureigeous with a fundamental insight:
subcontractor capability development affects araffiscted by the nature of the supply
relationships in which the subcontractor itselfeisgaged. This makes the dynamic
relationships between subcontractor’s capabilitesl the nature of its customer
relationships a research topic worth studying.

This paper investigates the relationship betweers $&pabilities and the nature of the
relationships within their customer portfolios. Wem to overcome two major
limitations that flaw the literature. Firstly, most the studies have focused on the
evolution of business relationships towards théaborative model (Ford, Hakansson &
Johanson, 1986) without considering how the sulbaotdr's whole relationship
portfolio evolves. Thus, a deterministic approaafesged indicating the path towards
the collaborative model as the unique evolutionaah for all business relationships.
Our study rejects this deterministic approach asslmes a higher autonomy of the
subcontractor in choosing the composition of itsibess relationship portfolio.

3. Methodology

3.1. Research design and context

The Italian industrial system represents an idemlearch setting for a study on
subcontractors’ capabilities and their customeati@hships. It is known worldwide for
the high level of firm size fragmentation, its aomngation around geographically
coupled production systems (i.e. industrial diss)i@nd the presence within them of a
large number of small and medium subcontractorsialieed in one or few phases of a
supply chain (Sabel & Piore, 1984; Porter, 199@r8f 2003). Traditionally, Italian
subcontractors have prospered in such “protectesEmi-closed environments,
embedded in well-defined geographical clusters.yTineve relied on a few main co-
located customers, and such “quasi-captive” dembad usually saturated their
production capacity and shaped their capabilitiesvever, challenged by globalization
and new technologies, these production systems wastergone major structural and
strategic changes in recent years (Becattini & d&ull1996; Berger & Locke 2001;



Coro & Grandinetti, 2001). While manufacturing, Ibwin a heritage of craftsmanship
and skilled labour, has historically been distfiohs’ core competence, marketing and
design capabilities have been neglected and undsogeed. Now that innovation and
internationalization are the key success factaapabilities other than manufacturing
efficiency and flexibility have become critical. #te same time it has become critical
to change the relationships with customers accglyglin

Our study is based on a sample of 62 subcontrafitimg, drawn from a population of
firms operating in the mechanic industrial distr{dID) of Pordenone. This cluster,
located in the North East of Italy, perfectly fitge typical situation of an Italian district
(Bortoluzzi, Furlan & Grandinetti, 2006). It curtgncounts 487 limited companies
which mostly arose as the consequence of spinfmfifis a few large firms, that acted as
incubators. Indeed, about 74% of the company foxsndéour sample before starting
their own business were employees of firms locatdgtie MID. Typically, at inception,
these firms had only one client (the originatingnii and were merely executors of the
specifications provided by this customer. Two firmere especially important as
incubators: “Zanussi-Elettrolux” (household apptianndustry) and “Officine Savio”
(textile machinery industry). More recently the MHas evolved in two ways: on the
one hand, with the rise of an important segmenhadistrial machinery manufacturers
with a remarkable internationalization attitude &ods final markets, and on the other
hand, many subcontracting firms originated froomsgfifs have successfully diversified
both their customers and their product portfolios.

The 62 subcontractors included in the sample wamdomly sampled from a data base
of the 487 limited companies located in the MIDe(tthata base was provided by the
Pordenone Chamber of Commerce). To select the atractors to include in the
research sample we have adopted the following itiefin of subcontracting: “a
situation where the firm offering the subcontragiquests another independent
enterprise to undertake the production or carry thet processing of a material,
component, part or subassembly for it accordingpiecifications or plans provided by
the firm offering the subcontract “ (Holmes, 198684).

Table 1 gives information about the size of thenfinn the sample showing that most of
the subcontractors are small firms while only 16 d%hem can be considered medium
sized firms, those having more than 50 employees.

Table 1
Distribution of the subcontractors by size

Employees range N %
1-9 15 24.2
10-19 14 226
20-49 23 37.1
50-99 7 11.3
100-249 2 3.2
250 or more 1 1.6
Total 62 100.0

We interviewed all the firms with a structured dig®aire of 53 multiple choice
guestions concerning our research topic. Intervibage been personally conducted
with the founder or the C.E.O. of the firms. Eacdkteiview took approximately 1.5
hours.



3.2. Constructs and their measures

The questionnaire encompasses a variety of vagabld is part of a broader research
project on the evolution of Italian subcontractdiewever, in accordance with the aim
of this study and in line with the literature rewed in the previous section, in this paper
we used only two sets of variables.

The first set of variables is related to subcorntracapabilities. In particular the focus is
on two subcontractor capabilities: design and ntargecapabilities. We chose to focus
on these two capabilities because a recent stutYafl; Grandinetti & Camuffo, 2007)
carried out on a large sample of Italian subcoitdracshows that these are the ones
mostly involved in the evolution process of subcactiors. Marketing capabilities can
indeed alleviate subcontractors’ dependence on bemand and facilitate customer
portfolio diversification and internationalizatiowhile design capabilities are the
prerequisite to establishing more valuable andriuad relationships with a wider array
of customers.

The second set of variables is related to the tygesustomer relationships of the
subcontractor. We relied on the vast literaturesivategic supplier portfolio (Wagner &
Johnson, 2004; Dyer & Singh, 1998) and on custmupplier integration (Furlan,
Romano & Camuffo, 2006; Sobrero & Roberts, 2002amsna, 1989) to distinguish
three types of customer-supplier relationshipsh@nltasis of their nature: arm’s length
relations, traditional subcontracting relations gadtnership relations. For each type of
relationships, we asked the informant to providéhlibe number of relationships and
their weight on SMS'’s total sales.

In the following paragraphs we discuss in detagl tonstruct definitions and the set of
measures we employed in the empirical research.

3.2.1. Subcontractors’ marketing and design capidsl

Marketing capabilities We can define marketing capabilities as the tgbiif the
subcontractor to monitor the market, to seek aedtity new opportunities and market
niches, and to establish mutually satisfying exdearelationships with the customers
(Baker, 1995). This definition of marketing capdélak is in line with the concept of
market orientation that marketing scholars defin¢gh& organization-wide generation of
market intelligence, the dissemination of that lliigence across organizational units,
and the organization-wide responsiveness to it iffinen, Rajala & Moller, 2004;
Jaworski & Kohli, 1993).

According to Tuominen, Rajala and Moller (2004) expect that companies operating
only in the domestic market do not require as hagltevel of market orientation as
companies with a global focus. Especially for tHdSS embedded in geographical
clusters, the establishment of foreign relationshipforms us of an evolutionary
discontinuity that requires adequate capabilitte®rder to cope with a more complex
marketplace. Thus, we chose sales internationalizdt.e. export over total sales) as
the measure of the subcontractor’'s marketing céipabi Overall our research supports
this choice. Firstly, there is a positive corralatip=0.3, p=0.03) between export over
total sales and the marketing workforce. Moreoviams adopting a marketing
information system have, on average, twice the gizbe ratio of export to total sales
than those that do not adopt a marketing informagigstem (41.4% vs. 21.2%).

Design capabilities Design capabilities are the ability to autonontpudevelop
products/services that meet client requirementsnWasured the design capabilities of
the subcontractors with the adoption and the useoofiputer aided design (CAD)



systems. Again we chose this proxy for reasonetlticonnected to the peculiarities of
SMSs. More complex measures are indeed suggestdatiebiiterature, such as the
presence of appropriate product development systertige registration of patents (Liu
& White, 1997; Liu, Ding, & Lall, 2000; Wynstra, Ve & Axelsson, 1999; Petroni &
Panciroli, 2002). However, these measures seem appepriate for larger firms in
that they rely on well-structured organizationsdshsn formal processes. Moreover, the
codification of at least part of the technical kiedge of the firm (e.g. drawings and
blueprints) is an essential prerequisite for thelementation of a CAD system. This
leads the SMSs to stray from the traditional situlaggrounded on an overall informality
of all internal processes (Furlan, Grandinetti & n@dfo, 2007). Thus, the
implementation of CAD systems seems to be a cledr umequivocal signal of the
presence, in the subcontractor’s organizationpetsic design capabilities. Again our
findings corroborate the measure of subcontractésigth capabilities we have chosen.
The firms that use CAD to design their productsehawdeed on average 3 people
dedicated to design and R&D activities while thdisat do not use a CAD have on
average 0.4 people dedicated to the same activities

3.2.2. Types of customer-supplier relationships

Arm’s length or market relationshipf this type of relationship the buyer purchases
the component which has been fully designed andufaatured by the supplier.
Through these low interactive relationships thepéiep sells a standardized good
without any type of customization to customers’ deeln this relationship the key
feature is the price that is the only parametedusethe buyer to choose and evaluate
the supplier.

Traditional subcontracting relationshipdn these relationships the buyer completely
designs the component, the supplier just manufestiir Supplier does not perform any
development activity and merely executes the iesibns provided by the customers.
For these relationships the level of interactionmsdium given the higher buyer-
supplier interdependency than that of market reethips.

Partnerships The buyer defines the product concept domain #rel functional
parameter domain, while the supplier develops #®gh details and manufactures the
component. Early supplier involvement is a commamciice for this type of
relationship (Wagner & Johnson, 2004). The suppkeindeed involved from the
concept stage of the new product development. &jlgigartnerships are characterized
by a high interaction between the actors in maragifferent processes such as new
product development, logistics-manufacturing indign and quality management.

4. Results

This section presents the results of our resediehgive an outline of subcontractors’
design and marketing capabilities and subcontractetationships on the basis of the
measures employed in our study. Then we combinéwbesets of information using

the univariate analysis of variance (ANOVA) as #ppropriate statistical technique to
test the potential associations between the meagurelved.

4.1. Subcontractors’ marketing and design capabsit
First of all general features of the sample dematsstthat, on average, the
subcontractors have achieved a good level of chfyadvolution (table 2).



Table 2
Characteristics of the sample (n=62)

Characteristic Value
Export on total sales* 27.4%
Number of foreign markets* 8
CAD** 69.3%
More than 50 customers** 61.3%
Weight of the first customer* 23.9%
Weight of the first 3 customers* 43.1%
ISO 9001** 43.5%
Patenting 2001-2005** 27.4%

*Averages, **Frequencies (firms with CAD, etc.).

As for the marketing capabilities (measured bydbgree of internationalization), the
sample shows a good attitude towards internatipai@in. On average the firms export
27.4% of their total sales and operate in 8 diffefereign markets. However, a closer
look to the data reveals that the propensity tooexs unevenly distributed across
firms. For example, while none of the 62 firms loady local customers (i.e. located
within the mechanical industrial district), 19 fism(30.6% of the sample) have
relationships only with domestic (Italian) custosdt is also interesting to note that 54
firms of our sample have at least one local custopreving that most of the
subcontractors are rooted in the district eveméfythave developed relationships with
customers located outside the district itself.

As for the design capabilities, 47 firms (75.8%tloé sample) have adopted a CAD
system while 43 (69.3%) use CAD to design theingroducts . The latter percentage
is remarkably higher than that of a recent research sample of more than 400 Italian
subcontractors showing that 42.2% of the subcotaraaise a CAD system (Furlan,
Grandinetti, & Camuffo, 2007).

Finally, other indicators confirm the average-goteyel of capability evolution
achieved by the subcontractors. Firstly, they reavather diversified customer portfolio
with about 61% of them operating with more thancb@tomers and 22.6% of them
falling within the 20-49 customers range. Havingdigersified customer portfolio
allows the subcontractors to reduce their deperelencthe main customers as proved
by the average weight of the first customer (23.2%) of the first three customers
(43.1%). Secondly, 43.5% of the firms possess 8@ 9001 certification and 27.4% of
the firms have registered one or more patents g@91-2005 period.

4.2. Subcontractors’ business relationship pordsli

On the whole firms have developed relationshipf \i,977 customers and on average
each firm has a portfolio of 258 customers. Thenfwith the highest number of
customers has 3,000 customers while the firm viighlowest number of customers has
4.

Figure 1 shows that the number of market relatignssts clearly predominant (62.6%)
over the other types of relationships. Traditiosabcontracting relationships account
for 24.3% of the total number of relationships whdollaborative relationships are
those with the lowest number, accounting for 13.D% the total number of
relationships. Despite the high number of arm’gthrelationships only 3 firms of the
sample have developed only this kind of relatiods. the other hand, 8 firms have
developed only collaborative relationships and itihd only traditional relationships.



Most of the firms (41 firms, 66.1% of the sampl@yvé a mixed relationship portfolio.
Finally, 44 firms (71.0% of the sample) collaboratiéh at least one customer.

Figure 2 provides the weight of each of the thyges of relationships on the total sales
of the subcontractors. Data shows an opposite twemen compared with figure 1.
Market relationships, accounting for 62.6% of thember of relationships, have a
modest weight of 18.7% on total sales of the firmvsce versa, collaborative
relationships (13.1% of the total number of relasioips) have the highest weight on
total sales of about 43%.

70,0% - 62,6%
60,0% -
50,0%
40,0%
30,0%
20,0% -
10,0% -

0,0% -

24,3%
13,1%

Market relationships Traditional Partnerships
subcontracting
relationships

Figure 1. Number of relationships by type.
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40,0% 1 :
35,0% -
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25,0% -
20,0% -
15,0% -
10,0% -
5,0% -
0,0% -

18,7%

Market relationships Traditional Partnerships
subcontracting
relationships

Figure 2. Incidence of different types of relatibips on total subcontractors’ sales.

4.3. Capabilities and business relationship portfol

To investigate the relationship between subcordractcapabilities (i.e. design and
marketing capabilities) and the subcontractorstrehships we can divide our sample
into four groups based on their design capabilif€saD/no CAD) and marketing
capabilities (degree of export on total sales).cBabractors with export equal or less
than 12% (the median of export) are treated assfimmith low level marketing
capabilities while those with an export greaternti®% as firms with high level
marketing capabilities. We chose the median of expm discriminate between the

10



subcontractors since respondents indicate 12% a&s tthheshold among the
subcontractors for whom export is merely an occadiactivity and those for whom
export is more systematic requiring specific caliigds. This is confirmed by the
descriptive statistics (table 3). In particular theerage of export on total sales between
the two groups is considerably and statisticalffedent.

Table 3
Test for the difference between low and high export

N Mean Std. Dev.

Exp > 12 30 52.80 24.83
Exp <=12 32 3.56 4.70
T-test =10.68; p=0.00.
Table 4
ANOVA results
N INC_MKT INC TRAD INC_PART
(group 1) Exp <= 12 — No CAD 14 8.7% 70.4% 20.9%
(group 2) Exp <= 12 - CAD 18 16.2% 35.1% 48.7%
(group 3) Exp > 12 — No CAD 5 44.2% 35.8% 20.0%
(group 4) Exp > 12 — CAD 25 30.0% 16.7% 53.3%
F=2.002 F=7.419 F=2.669
p=0.120 p=0.000 p=0.056
N IMP_MKT IMP_TRAD IMP_PART
(group 1) Exp <= 12 — No CAD 14 6.6% 70.2% 23.2%
(group 2) Exp <= 12 - CAD 18 14.3% 39.8% 45.9%
(group 3) Exp > 12 — No CAD 5 45.6% 34.4% 20.0%
(group 4) Exp > 12 — CAD 25 23.3% 20.6% 56.1%
F=2.344 F=6.178 F=2.835
p=0.082 p=0.001 p=0.046
Table 5

Tukey differences for the four groups

Tukey* differences

F (0.90)
INC_MKT 2.002 0.120 Not significant
INC_TRAD 7.419  0.000 1; 2, 4)
INC_PART 2.669  0.056 (1; 4)
IMP_MKT 2.344  0.082 (1; 3)
IMP_TRAD 6,178 0.001 (1; 2, 4)
IMP_PART 2.835 0.046 (1; 4)

*(1; 2, 4) means that the group 1 is significamdifferent (at 0.10 level) from groups 2 and 4.

Subcontractors that fall in group 4 (design cajpizsl and high marketing capabilities)

present the highest evolutionary position in teahtechnical and market resources. On
the other hand, groups 1 (no design capabilitieslaw marketing capabilities) is the

least developed while group 2 (design capabiliéied low marketing capabilities) and

group 3 (no design capabilities and high marketiagabilities) are in an intermediate
position.

11



Table 4 shows clear differences between the foaums of subcontractors both with
respect to the incidence (on total number of retetinips) and with respect to the
importance (weight on total sales) of each typeetationship.

In particular, the business relationship portfolafsgroup 1 are characterized by the
majority of traditional subcontracting relationshi(¥0.4%) that account for the largest
part of the total sales (70.2%). Instead, the ewwod and the importance of market
relationships are very low (8.7% and 6.6%). Thigtfpbo profile is coherent with the
situation of a traditional subcontractor that mgmecutes the specifications provided
by customers without any involvement in the newdpii development process.
However, traditional subcontracting relationships @ble to generate tight resource ties
and actor bonds in other processes — i.e. logistics negotiation — for the level of
coordination between buyer and supplier that isicaglly involved in these
relationships.

The subcontractors in group 2 are those that haveloped only design capabilities.
On average, a large portion of the relationshigfplios of these firms are partnerships
(48.7%) accounting for 45.9% of their total sal@he incidence of traditional
subcontracting relationships is remarkably lower tfese subcontractors than for the
subcontractors in group 1 (35.1% vs. 70.4%). Alee tveight on total sales of
traditional subcontracting relationships is subsédly lower (39.8% vs. 70.2%). Finally
the incidence and the importance of market relahgs are substantially higher for
these subcontractors that for those in group 2¢6and 14.3%, vs. 8.7% and 6.6%).

In group 3 there are subcontractors that have dpedl only marketing capabilities.
When compared with group 1, the incidence of markédtionships is substantially
higher (44.2% vs. 8.7%) and so is the weight of tiipe of relationships on total sales
(45.6% vs. 6.6%). Traditional subcontracting relaships diminish their incidence
(35.8% vs. 70.4%) and so does their importancel{84ss. 70.2%).

Subcontractors in group 4 have developed both tHesign and their marketing
capabilities. Firstly, traditional subcontractinglationships have the lowest incidence
and importance when compared with the other grérgspectively 16.7% and 20.6%).
When compared with group 1, the incidence of pastnips shows a sharp increment
(53.3% vs 20.9%) and so does the weight on totab$86.1% vs 23.2%). Also market
relationships have a substantially higher inciderase higher importance than
traditional subcontracting relationships.

A key question is whether the distinction betwe®an four groups of subcontractors has
any statistical power to distinguish between thenafisions of SMS business
relationship portfolios. Table 4 shows that all bae dimension (the number of market
relationships) exhibit highly significant p-valuasd strongly discriminate the groups of
subcontractors. Table 5 shows the Tukey differetet®/een each couple of average
values at 0.10 level.

In the following paragraph we use the results & &NOVA analysis (and Tukey
differences) to interpret the relationships betwsghcontractors’ capabilities and the
average profile of their business relationship fotids. Specifically, we advance three
propositions on the basis of only those variablhed exhibit Tukey differences at the
0.10 level.
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5. Discussion

Our study provides important insights on the relahip between the evolution of
subcontractors’ capabilities and the charactesswé their customer relationship
portfolios.

Since our study is cross-section it does not peilatigitudinal data on the evolution of
each subcontractor relationship portfolio. Howevere know that most of the
subcontractors in our sample, at inception, wera traditional situation characterized
by low profile both in terms of design and markgtoapabilities. Indeed, most of these
subcontractors (74%) originated from spin-off pss®s, starting their businesses as
traditional subcontractors merely executing theemgrovided by the originating firms.
As table 3 shows, the current situation reveal$ tmy 14 suppliers are traditional
subcontractors while the majority of sample firmsvér undergone an evolutionary
process that has led them to enrich either thesrgdecapabilities or their marketing
capabilities or both. Following this line of reaganour data set allows us to investigate
the dynamic relationships between subcontractoegabilities and their customer
relationship portfolio even if we cannot claim cality between the two but only
dynamic association.

First of all, since there are significant differesdn the relationship portfolio profiles of
the four groups of subcontractors, we can concthdg coherently with the literature
reviewed in the second section (Hakansson & Sneh®86; Wagner & Johnson, 2004;
Bradley, Meyer & Gao, 2006), a dynamic relationsépsts between a subcontractor’s
capabilities and the nature of its business relatigps.

As for the specific relation between capabilitiesl $he nature of business relationships,
we first observe that whenever the subcontractex®ldp their design capabilities the
incidence and the importance of traditional sub@mting relationships decrease. This
is a clear signal that the development of desigralbgities supports the transition of the
subcontractor out of its traditional position. Titret proposition follows:

Proposition 1 As a subcontractor develops only its design capgds| the incidence
and the importance of traditional relationships degse.

The fact that the development of design capalslitleassociated with a decrement of
traditional relationships tells us that subcontrextleverage on these capabilities to
increase the relationships over which it has a dngtesign autonomy (i.e. market
relationships and/or partnerships). This meanshhbsides a process of exploration that
generated new knowledge in the form of design dépeb, a process of exploitation
occurs leading subcontractors to change their @artfprofile towards situations
characterized by a lower degree of dependenceeooustomers (March, 1991).
Interestingly enough, the results do not show daiyssical difference between group 1
(traditional subcontractors) and group 2 (thosecentyactors that have developed only
design capabilities) as regards partnerships okehaelationships. This means that the
development of only the design capabilities dodsleexd to a unique path of evolution
in terms of business relationship portfolio. Whelk these subcontractors reduce their
traditional relationships some of them increaseyomarket relationships, others
increase the number of partnerships and othersteldiieir resources to both market
relationships and partnerships. Thus the developrokmlesign capabilities leads to
different evolutionary paths in terms of the redaghip portfolio’s profile. The factors
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that drive the subcontractor to choose one pathr amether are related both to the
characteristics of the products and to the stratetppted by the subcontractors.
Another evolutionary pattern that emerges from siudy stems from the development
of only marketing capabilities:

Proposition 2 As a subcontractor develops only its marketing tdpees, the
importance of market relationships increases

We first note that few firms (5 out of 62) undertipis evolutionary process. These are
firms that have decided to increase their exposoréhe market by means of their
marketing capabilities only. In particular, thesdsontractors have developed valuable
searching and monitoring capabilities (Furlan, @maetti & Camuffo, 2007). The
enhancement of monitoring and searching capablilfagors an enlargement of market
horizons, overcoming the local market situatiort tgpically characterized a traditional
subcontractor. Leveraging on these capabilitiecantractors broaden the part of
business that relies on market relationships. Theeasing weight of the market is not
accompanied by a significant reduction of the weightraditional relationships or
partnerships. As in the previous case, the lacktatistical significance indicates that
different evolutionary paths may take place as shbcontractor develops only its
marketing capabilities. Some subcontractors detadéeavily reduce the weight of
traditional relationships in favor of the two othgpes of relationships. Others set all
the resources devoted to partnerships to zero, ngothiem to market relationships.
Even though our data does not allow us to infer pleeformance of the different
evolutionary paths, we believe that, coherenthhwiite relational view approach (Dyer
& Singh, 1998), this last evolutionary path is abte to provide the subcontractors with
a sustainable source of competitive advantage sircases all the rents coming from a
collaborative approach to business relationships.

The last proposition regards those subcontractbed tlevelop both design and
marketing capabilities:

Proposition 3. As a subcontractor develops both marketing andgtlesapabilities, the
incidence and the importance of traditional relaiships decrease while the incidence
and the importance of partnerships increase.

The 25 subcontractors (about 40% of the sampleéheffourth group have substituted
traditional relationships with partnerships. Intfdor these subcontractors collaborative
relationships assume strategic relevance which ustsofor most of both their
relationship portfolio (53.3%) and total sales (36). This is in line with the literature
on buyer-supplier relationships claiming that dodleation can provide the firm with
valuable sources of competitive advantage (Dyer ifgls 1998). But, to develop
collaborative relationships with its customers, @contractor needs to generate
appropriate capabilities allowing it to increase thteraction between activities, actors
and resources (Hakansson & Snehota, 1995). Indeedcore offering of a supplier is
increasingly perceived as a mere entry ticket faelationship” (Ploetner & Ehret,
2006; p. 6). The design capabilities allow the sub@ctor to improve its absorptive
capacity (Cohen & Levinthal, 1990) thus increasileg@rning potentials of the
relationships. As for the marketing capabilitidse subcontractor needs to develop its
ability to search and select customers that ataldeito cooperate and forge interactive
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and effective relationships with these customeirally, as Furlan, Grandinetti &
Camuffo (2007) highlight design and marketing calgas mutually reinforce one
another and tend to be aligned over time.

Even though market relationships do not show aatissically significant differences
between group 1 (traditional subcontractors) aralgr4 (developed subcontractors),
the average incidence and importance of theseige$dips increase indicating that
some subcontractors choose to balance partnersiitipsnarket relationships. This is
probably due to what Hakansson and Snehota (199I8)he “burden of relationships”.
The authors maintain that close relationships kfitee different quandaries: loss of
control, uncertainty, resource demanding, exclusge and stickiness. Thus a
subcontractor who relies a large part of its bussnen partnerships may face an
excessive risk as the result of such quandariesal®gating part of its resources to
market relationships the subcontractor can reduiserisk. Moreover, the subcontractor
can increase business volume through standardiaedsg also exploiting knowledge
developed through its partnerships.

6. Conclusion and future research directions

The aim of the study was to understand how the evhakiness relationship portfolio of
a subcontractor changes as it evolves its cagabiliTo address this research question
we studied the customer relationship portfolio & $ubcontractors located in the
mechanical industrial district of Pordenone (Ndgdst Italy). Given the peculiarity of
the research setting and the general featureseoftéifian subcontracting system we
focused our analysis on the subcontractors’ desinghmarketing capabilities. From the
results we derived three propositions that revealdynamics between subcontractors’
capabilities and their business relationship pbas$o

From a theoretical standpoint, our study makesraéweiginal contributions. Firstly,
while most of the studies focused on the evolutibbusiness relationships towards the
collaborative model, our study considers how thesleshsubcontractor’s relationship
portfolio evolves. Secondly, while a large body laérature takes the customers’
perspective in studying buyer-supplier relationshiwe adopt the perspective of the
supplier thus highlighting its role in shaping amer-supplier relationships. Finally,
we contribute to that part of the literature claigithe existence of a general
relationship between firms’ capabilities and thaiisiness relationships (Hakansson &
Snehota, 1995). Our propositions advance a setypardic relationships between
specific subcontractors’ capabilities and the ratwf relationships that form
subcontractors’ business relationship portfolios.

This study has some managerial implications forceanbracting firms’ managers of
business relationships. Managers have to be awatert order to change its business
relationships, the subcontractor needs to evolvecapabilities. The evolution of the
subcontractor’'s capabilities rests on a seriesoofiptex mechanisms that have their
logical antecedent and organizational prerequisitanowledge codification capabilities
(Furlan, Camuffo & Grandinetti, 2007). Moreover qaper gives the managers a kind
of template to dynamically manage their businesstf@m coherently with the
evolution of the capabilities of their firm. For axple, if the subcontractor aims to
improve the strategic importance of the partnesiwith its customers, it needs to
develop both design and marketing capabilities. iQisly this evolution occurs over
time as the result of investments in tangible,ngtble and organizational resources.
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Similarly the evolution of these capabilities cam turtured over time by knowledge
absorption processes that the subcontractors seinith their partners.

As this is an exploratory study there are a numddetimitations that should be
addressed by future research. Firstly, while therestatistical support for the
propositions we advanced, the results are basealstndy of 62 Italian subcontractors
operating in the mechanical industry. Future swidieould adopt a deductive approach
to test our hypotheses on larger data bases amore general arena of industries and
countries. Moreover more accurate measures of sinaobors’ capabilities should be
conceived and tested and new hypotheses shouldva@@ed to dynamically link new
capabilities with the relationship portfolios otteubcontractors. Finally our study does
not explicitly consider the performance of the saficactors. Future research should
look for differences between the different evolodoy paths of subcontractors as
regards their ability to provide sustainable contpetadvantages.
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