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Abstract: 
This paper deals with the question whether there is such a thing as a European model of 
supplier relations. The literature on sourcing strategy has generally devoted much 
attention to the U.S. model of supplier relations as the default and the Japanese model of 
supplier relations as the key exception. Much less detail has been payed to European 
firms and their approach to supplier relations. It is argued that despite the inherent 
differences between firms from different EU countries there is a commonality among 
their supplier relations. The European model stands out due to its inconsistency. 
Some times European firms try to resemble the co-operative Japanese model, at other 
times they stimulate (price-based) competition between suppliers. Subsequently the 
normative implications of this model are discussed. While there are indications that this 
inconsistency has long resulted in a sub-par performance in the supply chain area by 
European MNCs, it may now turn into a competitive advantage. New electronic 
commerce applications, like electronic auctions and intranet catalogues, are supportive of 
either price-based competition among suppliers or single source co-operative relations. 
The ability to switch between these two modes may, when applied timely and correctly, 
prove to be a blessing in disguise for European firms. 
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Commonality among diversity: The quest for a Eurostyle supplier relation model1 
 
The theoretical triggers that caused supplier relations to become an area of interest for 
Organisation Studies and later Strategic Management were the rise of transaction cost 
economics (Williamson, 1975) and the sociological response to it (Granovetter, 1985). 
Williamson essentially stated that firms face a make-or-buy decision that they approach 
by minimising their total costs, which are the sum of production and transaction costs. 
These transaction costs occur when firms transact through the market because of market 
imperfections. In TCE several factors determine whether a firm internalises production  
or not: asset specificity, uncertainty, frequency and ease of measurement (Williamson, 
1991 SMJ?). Particularly a high asset specificity is often connected to internalisation. 
Granovetter (1985) and numerous others have responded by questioning the assumptions 
underlying Williamson’s model. Granovetter suggests that Williamson’s market is 
atomistic and actors are undersocialised. The alternative model of supplier relations that 
was developed on the basis of embeddedness is a model of high trust, co-operative 
relations (Sako, 1992). 
 
Proposition 1: There is a theoretical continuum of possible supplier relations between 
price-based competition and single source co-operation. 
 
If we look at the way firms in the United States are believed to construct their supplier 
relations, it seems that they have historically mostly been concerned with the 
minimisation of production and transaction costs. The well-known account of the 
American automobile industry in the early 20th century by Chandler (1962) suggests that 
scale economies served the purpose of minimising production costs per unit. In more 
recent history there have been similar accounts of US firms in other industries as well. 
Relations with suppliers are based on the arm’s length principle (see Chandler, 1986). 
Buyer-supplier relations often do not last very long. Multiple suppliers are played off 
against each other in competitive settings (Dyer, Cho and Chu 1998). This rationale 
seems to underlie many economic models of supplier relations, in particular transaction 
cost economics. Models originating from the United States describing firm behaviour as 
it has been found in the United States. 
 
Proposition 2: US firms’ supplier relations are generally best characterised by the term 
price-based competition. 
 
Japanese firms are said to rely on trust in buyer-supplier relations to a larger extent than 
either European firms or US firms (Lincoln, Ahmadjian & Mason, 1998; Nishiguchi, 
1994; Sako, 1992). Mutual trust is thought to be beneficial for both parties in the 
arrangement. A lack of trust is cited as one of the reasons why British firms underperform 
compared to Japanese firms (Nishiguchi, 1994; Sako, 1992). There are some signs of 
convergence between the US and Japan (Helper & Sako, 1995), which could be 
explained by increased international interaction and the search for a best model. Clark 

                                                                 
1 This paper implicitly draws on a number of other papers and studies I have undertaken over the past few 
years. While I do not find it useful to quote these here given the context of the paper, there is a larger 
conceptual and empirical base behind the paper. 



(1989) found that US firms cooperate less intensely with their suppliers than Japanese 
firms, which could account for the faster and less costly design of products by Japanese 
firms. However, this difference seems to fade as well (Liker, Kamath, Wasti & 
Nagamachi, 1996). Liker et al. (1996) suggest that even though a similar level of 
involvement has now been attained in the US, Japanese firms use distinct mechanisms of 
control, including target prices, performance monitoring, competition and mutual 
dependence.  

Richardson (1993) also finds that Japanese buyers use a mix of competition and 
co-operation. A major trend in supplier network management is the reduction of the 
number of suppliers. Many firms tend towards single sourcing. Single, multiple and 
parallel sourcing (Richardson, 1993) are three ways of approaching suppliers. Single 
sourcing implies that one organization supplies all the quantities of a product or service. 
Multiple sourcing is based on the fact that two or more firms continuously compete for 
orders of a given product or service in a market-like fashion. Parallel sourcing is another 
way of stimulating competition between suppliers. One supplier supplies all the orders 
for product A, whereas another supplier with a competing product offering covers 
product B (Richardson, 1993). These suppliers are expected to continuously improve 
their offers and compete with one another for new orders. 

Since Japanese firms so clearly contradicted the transaction costs logic, 
expansions to ‘theories’ and concepts were put forward to explain the behaviour of 
Japanese firms. Japanese firms in a way became some kind of exception to standard 
American models that had to be incorporated in these models. 
 
Proposition 3: Japanese firms’ supplier relations are generally best characterised by the 
term single or parallel source co-operation. 
 
This raises an intriguing question: If these theories treat US firms as the standard and 
Japanese firms as the exception, then what does this imply for European firms? 
Empirically this is a question that may be difficult to answer and indeed has not been at 
the centre of academic attention. Europe, being the third large economic power, of course 
consists of multiple countries that each have distinct firm characteristics. This makes 
researching firms from Europe more complex. 

An argument can be made that it is not appropriate to consider European MNCs 
as one entity, because the firms involved all have different national home bases. Distinct, 
institutionally dependent, sourcing strategies are found for the United Kingdom and 
Germany (Lane & Bachmann, 1996), to cite but one example. Speaking of European 
firms and supplier relations, we need to consider that there are large differences between 
as well as within countries. ‘The Third Italy’ is difficult to compare to Volkswagen’s 
supplier relations, for example. Many of these differences are at the heart of the business 
systems approach, spearheaded by Whitley (1994). This approach essentially states that 
countries or industries have particular characteristics that differentiate them from other 
countries or industries. Business systems scholars have studied a range of European and 
Asian countries (Whitley, 1992a; 1992b). Those European countries indeed have 
different supplier relations in the cases studied. Thus it is concluded that the diversity 
among firms from Europe is large. 
 



On the other hand, there are counter arguments to support the view of a common 
European standard for supply relations. In fact, many researchers (e.g. Kotabe, 1992) use 
European MNCs as a cohort and do not connect these firms to single countries. Thus, 
they seem to believe that there is some kind of commonality. European firms of course 
share important elements of their environments. Not only do they operate in a single 
market, but they are also confronted with much the same regulatory frameworks, 
especially when multinational firms are considered, as well as interrelated cultures. 
Finally, most of the research done on supplier relations finds that Europe ranks 
somewhere in between the United States and Japan, two countries that are somewhat 
extreme in this respect (Dyer, 1994). This seems to justify the conclusion that there are at 
least elements of commonality among European firms. 
 
What kinds of results have been found? The comparative work of Sako (1992) and to 
some extent Nishiguchi (1994) has clarified some of the differences in sourcing strategy 
between Japanese and British firms. Inter- firm relations rely on trust-building to a far 
greater extent in Japan than in Britain as Japanese firms depend on personal ties and trust 
to a greater extent (Whitley, 1992b). Japanese buyers are more likely to solve problems 
with suppliers in a collaborative mode (Nishiguchi, 1994). This coincides with the voice 
type of relationship described by Helper (1991). British firms appeared to try to follow 
the voice model but were largely unable to do that. In contrast, the exit type of relation 
occurs when switching costs are low and buyers are continuously looking for bargains 
with different suppliers, a practice that is rare among Japanese firms (Helper, 1991). 
Because of these long-term, embedded relations Japanese firms have a much stronger 
tendency to include certain partners and exclude others: that is what the Japanese keiretsu 
are all about (Nishiguchi, 1994). Although European firms also use such local supply 
networks, they are not tied to a small number of suppliers in the same manner. In fact, 
large German MNCs are known for their propensity to use a continuously changing set of 
small suppliers (Semlinger, 1993). The main motive behind their selection appears to be 
flexibility and high quality deliveries. 
 To the extent that we have been able to find a ‘Eurostyle’ model of supplier 
relations, it has some characteristics of the (stylised) American model as well as some 
characteristics of the (stylised) Japanese model. How can we explain this outcome? Talks 
that I have held over the years with European sourcing managers as well as suppliers, 
have resulted in a picture of strategic indecision. Many European managers like the idea 
of minimising transaction costs but simultaneously they look upon partnerships as 
something that may have value in itself. Some of the managers I have talked to framed 
this split personality in terms of supplier relations as a ‘partnercheap’. This would simply 
imply that firms want their suppliers to be their partners but at the same time will engage 
in efforts to obtain all rents from relationships themselves. The term partnership seems to 
take on a largely rhetorical meaning in this context.  
 
Proposition 4: While there is a large diversity among European firms in terms of their 
supplier relations there is also commonality. This commonality is based on 
‘inconsistency’ in that European firms regularly switch between price-based competition 
and single source co-operation. 
 



However, if we are prepared to follow Porter’s (1985) logic, the consequences of this 
inconsistency are that European firms are neither good at minimising transaction costs 
nor at building partnership relations. They seem to be ‘stuck in the middle’, to paraphrase 
Porter (1985). Porter (1985) suggests that the consequence of being stuck in the middle is 
inferior profits leading to extinction in the longer run. Can we indeed transfer Porter’s 
work on market positioning to the area if supply relations? There are two good reasons to 
assume that we can. The first is the importance of the reputation mechanism in supply 
relations. Suppliers will be much more willing to give their best for a buyer that they 
value highly than for one that they see as unreliable. Inconsistent behaviour is an 
important antecedent for a perception of unreliability. Being unreliable leads to lesser 
treatment by suppliers and subsequently to lower performance outcomes. The second 
reason is empirical and stems from backward reasoning. Since European firms are not 
generally known for effective or efficient supply chains on the world stage of production, 
which may in fact be observed by their higher production costs and lower profits, it is not 
unreasonable to assume that this is rooted in their supplier relations. There are tendencies 
in the literature to support this view. Kotabe (1992) for example provides data that show 
that European firms in the United States underperform compared to Japanese firms in the 
United States. While the next proposition is quite susceptible to criticism, it may in fact 
provide a valuable insight. Perhaps it is needless to say that this kind of argument 
requires a lot more empirical testing to be certified. 
 
Proposition N1: The inconsistency of European firms has generally hindered their efforts 
to develop an effective supplier strategy 2. 
 
A recent development in the management of buyer-supplier rela tions is that electronic 
commerce applications are being introduced as communication and decision tools 
between buyers and suppliers. The most prominent examples are electronic auctions, 
market places or portals, internet catalogues, intranet catalogues, electronic networks, 
web-EDI and web-ERP. New electronic commerce applications have serious 
consequences for buying and supplying firms. For example, electronic auctions remove 
transaction costs and generally lower purchasing prices. An electronic auction is in 
practice more efficient than previous methods, like an RFQ (request for quotations), 
because firms make multiple bids and compete directly. An electronic auction generally 
requires less organisational efforts, since either a third party is used or software is 
acquired by the buying firm. Due to all kinds of constraints auctions were hardly used in 
the past. They have now been enabled by new internet technology. While the actual 
characteristics of electronic commerce applications vary a great deal, they all help to 
improve existing situations. Going through the entire range of characteristics reveals that 
they aim at only one of two possible routes:  
1. Executing a price-minimising route when dealing with multiple and competing 

suppliers with which no long term relation exists; 
2. Increasing the effectiveness and lowering the costs of dealing with existing suppliers, 

with which an often long-term relation exists. 

                                                                 
2 The ‘N’ denotes a normative proposition, different from a regular proposition through its explicit aim of a 
managerially relevant statement. 



Examples of the first route include electronic auctions, portals and internet catalogues. 
The latter kind is exemplified by intranet catalogues, electronic networks, web-EDI and 
web-ERP. 
 
Proposition 5: Electronic commerce tools that are used in supplier relations are best 
viewed as enablers of either price-based competition or single source co-operation. They 
help to increase the ease of implementation as well as the effectiveness of either of these 
supplier relations. 
 
Given the nature of these electronic commerce tools, what can we tell about the 
implications for the performance of European firms? If electronic commerce does indeed 
have the impact on business-to-business relations that many expect from it, then it is 
likely to significantly influence the distribution of these relations along the continuum 
between price-based competition and single source co-operation. More and more supplier 
relations will be located near the very ends of the continuum. And, in order to locate a 
supplier relation near one of the ends, a much smaller efforts is needed than before. That 
is, it will become easier to achieve competition between suppliers due to the enabling 
function of an electronic auction. Similarly constructing and maintaining an embedded 
network of suppliers will require less effort, since electronic tools exist that support this 
network. In other words, the stylised forms that were discussed above are now within the 
reach of most buying parties. This will be most beneficial to those that previously 
experienced most difficulties to achieve these relations with suppliers. In other words, 
European firms may stand to benefit the most from developments in electronic 
commerce. While they were previously stuck in the middle, they may now be able to 
switch between the two modes. This could be a valuable possibility, in particular when a 
firm knows how and when to switch. Firms need to ask themselves some questions. 
Given the characteristics of the product as well as previous relations with suppliers, 
which of the two modes best serves my purpose? How can I communicate with suppliers 
what solution will be chosen in which situation, in order to appear reliable and 
consistent? Which overall mix of price-based and co-operation-based relations best suits 
my firm’s strategy?  
 
Proposition N2: European firms will benefit more from electronic commerce tools in 
supplier relations than either Japanese or US firms since these tools will enable them to 
effectuate their strategy in a consistent way. 
 
A concluding remark: 
Of course some of the statements made above must appear rather tentative to the reader. 
This is exactly as intended. A European Academy of Management should be based first 
on ideas and discussion and then on actual testing of these ideas. Which is not to say that 
one or the other suffices: both are needed. Furthermore it would be healthy to link 
academic writing to managerial understanding, as was intended with this paper. 
 
References: 

Chandler, A. D. (1962). Strategy and Structure: Chapters in the History of 
American Enterprise. Cambridge: The MIT press. 



Chandler, A. D. (1986). The evolution of modern global competition. In M. E. 
Porter (Ed.), Competition in Global Industries (pp. 405-448). Boston: Harvard Business 
School Press. 

Clark, K. B. (1989). Project scope and project performance: The effect of parts 
strategy and supplier involvement on product development. Management Science, 35(10), 
1247-1263. 

Dyer, J. H. (1994). Dedicated assets: Japan's manufacturing edge. Harvard 
Business Review (November-December), 174-178. 

Dyer, J. H., Cho, D. S., & Chu, W. (1998). Strategic supplier segmentation: The 
next best practice in supply chain management. California Management Review, 40(2), 
57-77. 

Granovetter, M. (1985). Economic action and social structure: The problem of 
embeddedness. American Journal of Sociology, 91(3), 481-510. 

Helper, S. (1991). Strategy and irreversibility in supplier relations: The case of the 
U.S. automobile industry. Business History Review, 65(2), 781-824. 

Helper, S. R., & Sako, M. (1995). Supplier relations in Japan and the United 
States: Are they converging? Sloan Management Review, 36(3), 77-84. 

Kotabe, M. (1992). Global Sourcing Strategy: R&D, Manufacturing, and 
Marketing Interfaces. New York: Quorum Books. 

Lane, C., & Bachmann, R. (1996). The social constitution of trust: Supplier 
relations in Britain and Germany. Organization Studies, 17(3), 365-395. 

Liker, J. K., Kamath, R. R., Wasti, S. N., & Nagamachi, M. (1996). Supplier 
involvement in automotive component design: Are there really large US Japan 
differences? Research Policy, 25(1), 59-89. 

Lincoln, J. R., Ahmadjian, C. L., & Mason, E. (1998). Organizational learning 
and purchase-supply relations in Japan. California Management Review, 40(3), 241-264. 

Nishiguchi, T. (1994). Strategic Industrial Sourcing: The Japanese Advantage. 
Oxford: Oxford University Press. 

Porter, M. E. (1985). Competitive Advantage. New York: Free Press. 
Richardson, J. (1993). Parallel sourcing and supplier performance in the Japanese 

automobile industry. Strategic Management Journal, 14(5), 339-350. 
Sako, M. (1992). Prices, Quality and Trust: Inter-firm Relations in Britain and 

Japan. Cambridge: Cambridge University Press. 
Semlinger, K. (1993). Small firms and outsourcing as flexibility reservoirs of 

large firms. In G. Grabher (Ed.), The embedded firm: On the socioeconomics of industrial 
networks. London: Routledge. 

Whitley, R. D. (1992). Business Systems in East Asia: Firms, Markets and 
Societies. London: Sage. 

Whitley, R. D. (Ed.). (1992). European Business Systems: Firms and Markets in 
their National Contexts. London: Sage. 

Whitley, R. (1994). Dominant forms of economic organization in market 
economies. Organization Studies, 15(2), 153-182. 

Williamson, O. E. (1975). Markets and Hierarchies: Analysis and Antitrust 
Implications. New York: Free Press. 

Williamson, O. E. (1991). Strategizing, economizing and economic organization. 
Strategic Management Journal, 12 (Winter Special Issue), 75-94. 


