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1. Research problem

The paper aims at identifying different types opglier firms in the automotive supply chain.
While identifying these supplier types the approathhe resource-based theory will be adapted.
Working with such Hungarian suppliers for severahng now has convinced me of the fact that
possessing and developing different resources aphbilities is a sound base of their
competitiveness. This statement is a well knowmpgsiion of the resource-based theory, but there
is only a limited literature on the exact portfaliof these resources and capabilities in different
industries (Hamel — Prahalad, 1990; Grant, 2002) especially in the automotive supply chain
(Clark — Fujimoto, 1991; Haffmans - van Weele, 2003

Furthermore these descriptions leave the custoalae\aspect out of consideration. Resources and
capabilities are directly not coupled with speciGastomer expectations. The paper therefore
connects the resource-based theory and the custeamher approach by saying that in order to
maintain firm competitiveness it is indispensabte understand and delivesustomer value
Suppliers have to be able to identify thasdue dimensionghat are most important for their
customers, the factors considered as critical aluating the performance of a supplier company.
The identification of customer value dimensions niscessary but not sufficient for
competitiveness. It is also important to determutatcapabilitieshave to be developed in
order to ensure different value dimensions. Inltmg run, company competitiveness can
be maintained only through a continual alignmentugtomer value dimensions and the
associated capabilities. This context of companynpetitiveness is demonstrated in
Figurel.

Figure 1 — Capability based company competitiveréssussed in the paper: components and their
relation
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Based on this framework and theoretical approaeh lihsic research problem of the paper
(identifying supplier types in the automotive sypphains) can be broken down into the following
specific research questions:

Research question 1 — What customer value dimensions can be identffiedupplier companies
involved in supply chains of the car industry?

Research question 2 — What capabilities and sub-capabilities do s@pplhave to possess in order
to be able to create the different customer vailoeedsions?

Research question 3 — Is it possible to identify complex packages o$tomer value dimensions
and the associated capabilities of suppliers orb#ses of which one could draw up taxonomy of
car industry suppliers?



2. Literature review

The paper builds on two theories, the customerevapproach and the resource-based theory. In the
following literature review a short summary condéegnthe current body of knowledge in both
fields is given. First the customer value approadhtroduced. Than the terms and concepts of the
resource based theory will be discussed. Finallgtéampt is made to connect the two approaches
using the concept of aligned competence.

2.1 The customer value approach

Customer value is created when the overall prdfihe customer from a given transaction exceeds
the total costs of the given product and servicekpge (Chikan — Demeter, ed.; 2003). The
definition of customer value is given by Parasuraman et al. (1985). Accordmghts definition
customer value is the subjective opinion of theamer as to what extent the provided product and
service package meets his/her expectations. Thignitde of customer value is very
comprehensive but does not say anything aboutrteznial structure of these expectations, the
building blocks of customer value and as a conssrpié is hard to interpret in company practice.
The term customer value dimension helps to catch this internal structure. Customalues
dimensions show the most important elements of xgeaed product-service package, those
building blocks of the customer expectations thtowdich customer value can significantly be
increased (Walters, 2002).

Mandjak and Durrieu (2000) reviewed the literatofevalue dimensions and concluded that the
value components provided by one party to anotleing the cooperation can appear at three
different levels. These are transaction, relatignahd network level:

- The value dimensions appearing teansaction levelare those resulting from a concrete
transaction.

- The value dimensions atlationship levelinclude those created in the course of specific
transactions, usually necessitating longer ternpeation.

- Network levelvalue dimensions include those that are createdgiven cooperating relationship,
but the realisation of which also depends on auitti network partners of the specific cooperating
parties.

Walter et al. (2001) classify value dimensions t@dathrough cooperation between business
partners in a similar, still to some extent diffargvay: they introduce the categoriesdifect and
indirect value dimension®irect value dimensions include the componenta direct relationship
with a given partner. Following the same logic,iiadt value dimensions include value components
the realisation of which requires the involvemeinthard parties.

Moller and Térronen (2003) based welter et al. work (2001) specified different coster
value dimensions. According to their opinion thdldiming customer value dimensions can be
distinguished: profit, volume, safeguard, innovatimarket, scout and resource access dimensions.
The literature of operations management also useschangeably with the above definition of
customer value dimensions, the concepsairces of competitive advantaffehase et al., 2001).
This concept also describes the most importanofacthrough which customer value can be
increased. Usually the following sources of conipeti advantage (that is customer value
dimensions) are listed: price, specification-confoquality, flexibility, reliability and logistics
service level.

2.2. The resource-based theory

According to the resource-based view (Penrose, ;1RGfnelt, 1984) competitiveness depends not
only on special product-market positions, but alsocompany-specific elements. The resource
based theory applies a consistent approach whidoeng these elements and has already
developed well defined and widely expected termsdi@scribing them. Such basic concepts are
resource and capabilitfResourceshave been interpreted as production or in a broadase,
operational factors (inputs) possessed by or auailfor a company (Grant, 2002XLapability
according to the resource-based approach is thacitapmf a firm to carry out specific tasks and
operations (Teece et al. (1997). Theory also stsetigat organizational capabilities are manifested
in routinesor a group of interactive routines (Fahy, 2000t&iet al., 2003)Competencés a third



often used but not as clearly defined concept. Bp@ompetences - such dsstinctive competency
(Selznick (1957), orcore competencéPrahalad - Hamel, 1990) - are precisely defirad, in
generally competence lacks clear-cut definitiorve®al authors (Grant, 2002; Hamel — Prahalad,
1990; Miller et. al., 2002) stress that competeramescompound and systemic, being made up of
several resources or capabilities which themsave®sften compound as well.

| also worked through operational management liteea (mainly articles from the field of
production and logistics management) using the uressbased theory as their theoretical
background. | found that these studies and artiofe=n approached the concept of capabilities
applying anoutput orientationand interpreted capabilities as performance indisalLeong et al.
(1990) lists for example four production capakghti namely quality, delivery performance, costs
and flexibility. Hayes and Wheelwright (1984) aslivess Noble (1995) add reliability to the above
four.

The output orientation of some authors highlights theed for aligning capabilities (as internal
building blocks of company operation) with the penfiance that can be achieved by using them.
Company capabilities and the performance createtthday are two side of the same coin, but are
not the same. The model developed in this paperKagre 1) tries to distinguish but at the same
time to align these two sides. Based on literatav@ew the term competence seemed to be useful
to create the necessary connection between custoaiee dimensions and the necessary
capabilities. | interpretompetencies as complex groups of customer value dimensionsatigded
capabilities (and sub-capabilities), which createdpct and service packages that can be seen by
the customer as coherent, assessable and acceptableotion of this alignment between customer
value dimensions and capabilities is made by thil ®Research Group in 1995, when they define
competence as managed result. CLM Research Groupeonther hand does not give a precise
interpretation of this concept and do not devetap details.

Figure 2 — Interpretation of competence in the pape
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The concept of competency thus incorporates theesponding groups of customer value
dimensions and the capabilities, sub-capabilitiesded for their creation. This interpretation
includes further major concepts. It includes thready discussed interpretation of customer value
dimension, according to which customer value dinmess brake down customer value into its
elements, and show the different dimensions ofettigected product and service package that are
significant in terms of the creation and increade castomer value. Competency in this
interpretation also includes the capabilities anf-capabilities of the company relating to its
internal operation. Based on literature | interpagtabilities and sub-capabilities in the paper as
group of activities the execution of which is nesdde the case of a given competency, in order to
create the expected value dimension. The differémteeen capability and sub-capability is that
while the former refers to a particular — broadyudjh seen as integrated — area of activities, the
later relates to the building blocks or activityegps of a particular capability.

3. Research Methodology

The research conducted wggalitative. Results were drawn based on interviews made with
supplier companies being active in the Hungariahgfahe global automotive supply chain. | used

the method ofinstructured interview (see interview outline in Appendix).

Basic research units weresupplier companies belonging to any of the global car making supply

chains in Hungary. In thselection of the supplier companies | appligdota sampling. | tried to



find firms representing different types of companidspects of company selection were: size
(defined by number of employees), owner structaperational level, position within the supplier
pyramid and complexity of the product.

Table 1 — Relevant characteristics of the companiesvolved in the research

Company Company size Major owner Operational Position Product
name (according to level in the complexity
the number of supply
empl oyees) pyramid
ABF Hungarian, Fairly
Bowden- Medium privately Local Tier 1 complex
technika Kft. (family)-
owned
Denso Japanese, Complex
Large privately- Global Tier 1
owned
Holz-Plast Hungarian, Fairly
Miianyag- és Small privately Local Tier 3 complex
Faipari Kft. (family)-
owned
Linamar Canadian, Complex
Hungary Rt. Large privately- Global Tier 2
owned
InterPlus Hungarian, Complex
Kft. Medium privately- Local Tier 2
owned
Raba Hungarian, Fairly
Jarmiiipari Large privately- Local Tier 1 complex
Alkatrész- owned and 2
gyarto Kift.
Sokoro Ipari Hungarian, Fairly
és Large privately- Local Tier 2 complex
Kereskedel- owned
mi Kft.
Schefenacker German, Complex
Automotive Large privately- Global Tier 1
Parts owned
Hungary
Szemes Hungarian, Fairly
Tomitéstech- Small privately- Local Tier 2 complex
nika owned
Working Hungarian, Fairly
Magyaror- Small privately- Local Tier 2 complex
szag Kit. owned

Besides making interviews, other sources of infdionawere also collected and analysed. Useful
background materials were provided by the companies and the Pannodigeut Klaszter (Pannon
Automotive Cluster).

In the interviews, due to the nature of the studynquired about both customer value and
capabilities in general, without explaining the &x@eaning of the concepts or the differencessin it
various interpretations. | did so because | wartedvoid influencing the interviewees with the
explanation of the research model and the undeylgoncepts. Consequently, the informants used
these terms variously and | had to interpret thdm.order to reduce the problem of
intersubjectivityl put down my initial findings sent them out tongpaniesasking for feedback. |
also organized aound table for the company managers and car industry assmtsainvolved in
the research and presented first findings askingdmmments and opinions. First draft of the result
sent out and my presentation made at the round tedd already given specific definition of the



connected terms used in the research. Feedbackle@ssked concerning both these theoretical
terms and the industry- or company specific finding

4. Customer Value Dimensions in the Hungarian Automotive Industry

According to the results important value dimensionte Hungarian part of the global automotive
industry certainly include the lowrices of the given product- and service package and the
customer’s expectations for a contindatrease in prices

A supplier may also contribute to its customer'sfipability and consequently increase customer
value by delivering the produciis appropriate (specification-conformyuality, thus reducing the
customer’s costs in relation to quality controlpai and scrap. Another way in which a supplier
can positively affect customer is the quality ahd teliability of its logistics servicesbecause as
long as supplier tasks are performed on time, pshéhe customer to keep its schedule, while
delays may cause downtimes and re-scheduling éorctistomer, which can protect itself only by
accumulating stocks. Downtimes, re-scheduling aafbtg stocks all reduce the customer’'s
profitability, i.e. its ability to provide profit.

Associated servicesvere often considered very important by the s@ppiompanies involved in
the study. They listed, among other things, linguseice and Just in Time delivery as valuable
sources of customer value creation. Supplidlesxibility has also proved an important value
dimension. In the contracts made with their supplipurchasing companies often define the
acceptable limit for the sometimes significant déeins from the agreed production quantities. In
case the supplier is not willing or unable to atceyis condition, it may suffer competitive
disadvantage.

Another significant value dimension in the autowetiindustry supply chains isolume
dimension Manufacturing and purchasing activities in glolbgleration are based on facilities
which are designed to be able to produce largenveduof products. Suppliers unable to offer large
capacity fall behind in the competition.

A further important value dimension in the autoustly is stability dimension. Operational
stability of the partner (both in terms of finarared market position) is a fundamental condition for
the customer’s operational stability as well. Iagingly, in the interviews the emphasis was mainly
put on market stability and diversified operatidrsoppliers.

Innovation dimension seems to be significant in the automotive industialter et al.
(2001) define innovation as an indirect value disen, the creation and realisation of
which is also influenced by actors other than the business partners. Though this is
certainly the case with strategic innovation, tealisation of the value of incremental
innovation typically depends on activities takirgge within the concrete relationship, and
its creation is independent of other actors inné®vork. The split of innovation activities into
incremental and strategic innovations was cleainduthe interviews.ncremental innovation
dimension describes small-scale innovations, which comepgsapriate responses to small-scale
changes in customer expectations (induced usugllybdel changes) and is necessary for all
suppliers who seek long-term competitiveness. Basidcremental innovation dimension in some
cases strategic innovation dimension was also naifteelstrategic innovation value dimension
included the customer’s expectation from suppliemg to come up with new products and/or
technologies. A new product means the developraknt supplier-specific specification of a so-
called catalogue product (product included alrea@dythe product catalogue and consequently
available on the market), or the development of\& product (not available previously at all).

Out of the indirect value dimensions discussedheyliteraturescout dimensionis relevant in the
automotive industry. Companies may have the expentérom its suppliers that they should be
able to manage the complete supply of their owrgeb This can increase customer value in two
ways: On one hand all efforts and costs assocmaidd managing supplier’'s suppliers can be
eliminated. On the other hafmisiness relationship with such supplier can irsgeaistomer
value because through this integrator supplier dhstomer may obtain new business
information and gain access to new contacts.

In the interviews | could also identify tmesourceaccess dimensionThis dimension is in strong
relation with the above mentioned scout dimenshort, is not identical with it. In this case the



customer expects the supplier not only to managsupplier base on the basis of the supplier’s
own expectations, but to actively develop its nekwaccording to the customer’'s expectations.
This increases customer value by ensuring the mgsta quick and cheap access to the capabilities
of the supplier’s supplier base.

Table 2 — The classification of value dimensions ebrved i8n the Hungarian car industry
suppliers based on the interviews

Level of realisation Nature of value Value dimensions in the
of value dimensions dimensions (Walter et al., Hungarian automotive industry
(Mandjék — Durrieu, 2001) — research findings
2000)
Transaction level Direct Price

Appropriate quality

Reliability of the service
Volume dimension

Safeguard (stability) dimension
Associated services

Flexibility
Partnership level Incremental innovation
Network level Indirect Strategic innovation dimension

Scout value dimension
Access value dimension

Quality conformance, appropriate quantity, apperiprice, on-time delivery, reliable service
level, the volume dimension, stability and flexilyilwere named by all companies as significant
customer value dimensions. According to the intamg this basic package of customer
expectations may be expanded with additional custowalue dimensions, such as incremental
innovation dimension, scout dimension, resourceesgcdimension and strategic innovation
dimension. Figure 3 illustrates a typical, but antexclusive way, how customer value dimensions,
that is customer expectations may expand in afpeaistomer — supplier relation.

Figure 3 — Typical wayhow customer value dimensions may expand in afgpeastomer —
supplier relation in the Hungarian automotive inthys
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5. Competency Based Taxonomy of Suppliers in the Hungarian Automotive
Industry

During the research | also looked for those capasiland sub-capabilities, which are needed in
fulfilling customer expectations, create the diffierr identified customer value dimensions. While
aligning customer value dimensions and capabilitiesuld identified five specific competences,
capacity, product, adaptation, network and innovation competency. This taxonomy was developed
based on the specific interpretation of competeagigen in the paper earlier. According to this
competences are complex groups of customer valaerdiions and aligned capabilities (and sub-
capabilities), which create product and servicekpges that can be seen by the customer as
coherent, assessable and acceptable. Accordingseanch findinggproduction, technological,
supply and product development capabilitaag crucial in creating the different customerueal
dimensions. Interestingly sub-capabilities of thesspabilities proved to be also important

differentiating elements. Table 3 summarizes therial built up of different competences.

Table 3 — The internal structure of the different ompetencies

Competencies

Customer value
dimensions

Capabilities
necessary

Sub-capabilities
necessary

Number of
companies owned
the specific
competence (from
10)

Capacity

Price, Conformanc
quality, Volume,
Expected service
level, Stability,
Reliability

e Production

Process
management;
Production planning;
Production
management;
Maintenance;
Quality managemen

Technological

Application of the
technology;

10

Adaptation

Incremental
innovation

Technological

Manufacturing
process
development;
Technology
development;

Product
development

Break down
customer
specification for
supplier’'s own
product
specification;

10

Product

Scout dimension

Supply

Selection of
Suppliers;
Supplier
management;

Network

Resource access

Supply

Development of
suppliers;

Product
development

Product developmen
with partners;

—

Innovation

Strategic innovatiof

n Technological

Technological
innovation;

Product
development

Own specification 1:
Development of
products listed in the
supplier catalogue;
Own specification 2:
Development of new
catalogue product

0 (but 2 of the
companies made
already efforts to

develop it)




Supplier companies witbapacity competency perform wage work for their customers. Relying on
their technological and production management défied and knowledge they are able to
manufacture the ordered product in compliance with customer’'s specification and on a
production line audited by the customer Suppliatike to provide specification-conform quality at
a reasonable price, appropriate volume, servicel laid on-time delivery. As with all supplier
types, stability and flexibility dimensions are @lvery important factors. Out of primary
capabilities companies with capacity competencg aaltechnological and production capabilities.
While their technological capabilities are limitedthe application of the needed technology with a
particular product, all production sub-capabilitiggocess management, production planning,
production management, maintenance, quality managgmare required to meet the given
customer value dimensions.

In the case of companies witldlaptation competency the group of customer expectations and the
relevant aligned capabilities and sub-capabiliesider than in case of capacity competence. Due
to the permanent fast changes in the industryeaally quick product changes and shorter product
life cycles - the customer value dimension of imweatal innovation appears among the
expectations. Quick model changes result in freguemd often significant changes in the
specification of the supplied parts too. The swgydtias to be able to respond to these changes. This
requires the ability to break down the new speatian of customer’s product to the specification
of the supplied parts, and to adjust technologyomtingly. This adaptation inevitably affects
manufacturing process development but usually ddsmamly small-scale improvement of the
applied technology.

Suppliers relying omroduct competency have again broader range of customer expectatinds
value dimensions to meet than those relying salalgapacity competency. The customer not only
expects this type of supplier to perform wage wak,it is not only the supplier’s capacity thiagt
customer buys, but also requires the supplier tambésh and manage its own network of suppliers.
Beside the customer value dimensions discussedpaicity competency, this supplier type has to
meet scout dimension as well. Suppliers can megtottly by developing, along with capabilities
and sub-capabilities associated with capacity coemoy, their supply capability, in particular the
selection and management of suppliers and the suipa@nents needed for daily operation.

A supplier withnetwork competency typically further expands competencies due toaihgearance

of resource access value dimension. Resource adtesssion means that the customer expects
the supplier to efficiently manage its own suppipwork developed for the production of a given —
usually fairly complex — product, and taking ovéirralevant responsibilities and activities (tasks)
associated with this supplier network from the oosr. Suppliers can meet this customer value
dimension only through further improvement of thpioduct development capabilities, and this
inevitable requires the conscious establishmenthef sub-capability of supply development. A
supplier willing to capitalise on network competgmoust have a sufficient level of knowledge of
the product, technology and supplier market, wiaibbws it to manufacture and effectively manage
at the same time its own supplier base. This ceytaieeds further strengthening of the product
development capability also. This means that afrann its already existing sub-capability
(breaking down of specifications to the level oftpathe supplier will have to take an active, even
pro-active, part in collaborative product (and teabgy) development with their own suppliers.
Finally companies belonging to the last suppligretyposseseinovation competency and — as a
response to the appearance of the value dimensiategic innovation — further develop their
technological and product development capabilitidse value dimension of strategic innovation
covers the customer expectation which requiresstigplier to actively work out proposals for
strategic innovations regarding the product andder technology, based on its experience and
knowledge, thus enhancing dramatically its custésr@mpetitiveness.

On the basis of the competency portfolios of thedistd companies one can conclude that no
company can successfully start activities as anthrstry supplier without capacity and adaptation
competencies. In the cases of small and mediunad-stzenpanies product competency is also
frequently developed, while large companies areragtarised by network competency. An
interesting finding of the research is the lacknofovation competency at suppliers involved in the
study. On the other hand, as the interviews redeateny companies have already realised its
importance, and make efforts to develop it.



Company managers interviewed have confirmed thdéming the possessed competence portfolio
is an important source of supplier's competitiveneshis needs a permanent monitoring of
changing customer expectations, detecting possildéomer value dimensions and aligning them
with conscious capability-development.

Figure 4 — Competency based development of sujgptiempetitiveness
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6. Conclusion

The aim of the paper was to identify different typsf supplier firms in the automotive supply
chains active in Hungary. During developing thisor@gomy the approach of the resource-based
theory was applied. Literature review revealed fivat capabilities are not linked directly with
specific customer expectations yet. Therefore Hmeptried to make this link in order to be able to
identify concrete packages of linked customer vaingensions and capabilities needed for creating
them. The paper proposed the term of competencgpture the link between specific customer
value dimensions and needed capabilities. Usirgytémminology the competency based taxonomy
of supplier firms in the car industry could havebeleveloped.

I hope the set of concepts appearing in the papee practical relevance as well. Supplier types
identified and their described competence portfolgive a picture of the range of capabilities
required for developing relevant customer valueeatligions. As one of the interviewees pointed out
in the final phase of the research, the presend&dnomy provides an opportunity for the
companies to implement a benchmarking and alsoind fiew ways of increasing their
competitiveness.

Several questions still need further research tswthe model applied in the paper raises new ones
that need further research.

Appendix: Interview outline

Basic company and product information: (size of the company, owners and ownership stractur
circumstances of firm establishment, products &ed main characteristics, the extent and speed of
changes in their environmentjdustry structure and characteristics: What drives industry?

What direction the industry is developing? Whichtludse directions influence the operation of the
company? What speed are the changes taking pldic whe industry? What are the reasons of the
changes? Which players induce these changes? (Wherice companies to develop and change to
a certain direction? Please give specific exammlésthe changes taking placeTustomer
expectations: Who are your main customers? What are the expectatf your main customers in
the automotive industry? Along what aspects is yfoun evaluated by the customer? Which of
these aspects are evaluated formally (written)?tAeee any evaluating factors, which is not part of
the formal evaluation process, but you feel i stiportant? Have you experienced major changes
in customer expectations? What adaptation they daweanded from your company? Please give
examples! Do you think such changes in customeeaagions will follow in the near future? Why

10



do you think it will (or will not) happen€apabilities. Have you changed the way of operation in
the company due to changes in customer expectatiother changes in the environment? How this
took place and why? What is the most important ywaumpany has to do well in order to stay in the
automotive supply chain? In what respect and how gompany has to be developed in order to
be competitive in the future and keep yours custenfer even get new ones)? Please give
examples of your failure! What has to be done diffly not to loose a customer? Did you learn
from your failure? What? What direction of furttdgvelopment do you see in the industry relevant
for your company? To what extent the product tadpo® is changing? Who triggers and who is
responsible for these changes? To what extent gompany carries out product development
activities? What other development activities do yave in your company? How many suppliers
do you have? How do you deal with them? (Contaepkwy, level of coordination and joint
problem solving, way of supplier selection and aatibn process)
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