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Abstract: Control of supply chains has been discussed in supply chain literature from
various viewpoints. While previous studies have generally examined only buyer’s
perspectives of control, we expand on such previous research by comparing both the
buyer’s and supplier’s views. In this paper our objective is to analyze why the control
is distributed in a certain way in the buyer-supplier relationship, and how does the
distribution of control affect the buyer-supplier relationship. We categorize the expla-
nations for the distribution of control. We argue that control in the buyer-supplier
relationship might look different from buyer’s and suppliers’ perspectives. We used a
multiple case study methodology with six dyadic buyer-supplier relationships and
conducted 43 interviews.

Keywords: Control, supply chain management, dyadic buyer-supplier rela-
tionship

1 Introduction

Control of supply chains has been discussed in supply chain literature from various
viewpoints. While previous studies (for example [1-4]) have examined the control in
buyer-supplier relationships, these studies have generally examined only buyer’s per-
spectives of control. This research expands on such previous research by comparing
both the buyer’s and supplier’s views of control. We adapted Heide and John’s [2]
approach to control. They use a term vertical control, and define it as the buyer’s
control over supplier’s decisions. On the other words, the buyer has control or can
decide over processes that would otherwise be part of supplier’s domain in basic mar-
ket transaction, Having the proportional nature of control in the dyadic relationship in
mind, we aim at answering following research question: Why is control distributed in
a certain way in the buyer-supplier relationship? In this research, we are using multi-
ple case study methodology. We have six dyadic buyer-supplier relationships, two
buyer companies and their three suppliers. We conducted totally 43 interviews.

2 Literature Review

TCA theory is most cited theory related to control and it is an integral part of both
the buyer—supplier and channel research traditions (for example [2], [7-8]). According



to TCA, one means by which a firm can safeguard specific assets in the absence of
vertical integration is to acquire vertical control over the exchange partner based on
mutual commitment [2], [9-10]. Heide and John [2] see that control is not desirable
per se, but it is subject to efficiency considerations and deliberate choice. They also
argue that the presence of specific assets only creates an incentive to establish a verti-
cal control and does not in itself endow the firm with the ability to actually structure
the relationship in the desired fashion. As decision control is a zero sum phenomenon
[11], an increase in decision control by other party necessarily comes at the other’s
expense, meaning that one party’s ability to exercise decision control derives from
other party’s decision to relinquish it. The control relinquishment can either be volun-
tary strategic choice and efficiency considerations [2], [11] or based on power. Heide
and John [6] argue that suppliers won’t transfer decision control to buyer without
some insurance that the achieved control will not be abused.

Next we will discuss shortly about power in a relationship. We rely our approach
of power to SET, more specifically to Emerson’s power-dependence theory [6]. Em-
erson’s lot quoted definition of power is: ‘The power of actor A over actor B is the
amount of resistance on the part of B which can be potentially overcome by B. [6](p.
32). Power is an attribute of a relationship, not an actor, which means that buying
organization in not ‘powerful” in general, but only with respect to a particular suppli-
er. Most treatments of power emphasize the critical role of dependence. Emerson
formulated relationship between power and dependence: ’the relative dependence
between two actors in an exchange relationship determines their relative power [6].
He also provided a general conception of dependence: ‘The dependence of actor A
upon actor B is (1) directly proportional to A’s motivational investment goals mediat-
ed by B, and (2) inversely proportional to the availability of those goals outside of the
A-B relationship. This means that dependence is determined by two factors; the need
for a resource, that other party posses and the availability of alternative sources. Pow-
er-dependency theory argues that a firm’s investment in specific assets may constrain
its ability to acquire vertical control, because the presence of specific assets represents
conditions of interfirm dependence [2]. Prior studies have explored the nature of de-
pendence and control in buyer-supplier relationships see for instance [12], [13-15].

Control has bee discussed in the context of supply chain management literature by
multiple authors (see e.g., [2], [3-5], [13-14], [16-18]). Many of the studies discuss
the different control mechanisms, e.g. [1], [16], [20]. Control mechanisms are struc-
tural arrangements deployed to regulate partners’ behavior. Two categories of control
mechanisms have been distinguished: (1) formal control, which rely primarily (but
not exclusively) on explicit contracts and (2) social control (or relational forms),
which primarily relies on informal means [16], [21-22]. Most of the previous authors
have adopted TCE as underlying paradigm, especially when discussing the anteced-
ents that lead to the adoption of formal control [16]. Formal control mechanisms en-
hance cooperation and decrease opportunistic behaviors, since explicit contracts detail
the roles and responsibilities of the partners, determine the deliverable, and specify
the processes necessary to resolve unforeseeable problems [24-25]. Some authors
suggest that formal control and social control mechanisms are substitutes [22], [26] as
others argue that formal and social control mechanisms are complementary [23], [27].



Interfirm trust is a primary foundation for the use of social control [1]. Social control
mechanisms usually take the form of joint problem solving, participatory decision
making, thorough information exchange, and fulfillment of promises [20].

Our approach to control relies on those of previous authors, but also differs slightly
from mainstream discussion. We adapted Heide and John’s [2] approach to control.
They use a terms vertical control, and define it as the buyer’s control over supplier’s
decisions. On the other words, the buyer has control (or can decide) over processes
that would otherwise be part of supplier’s domain in basic market transaction, like
supplier’s production process and manufacturing technology, ongoing design and
engineering changes, supplier’s level of inventory, selection of supplier’s subsuppli-
ers and supplier’s quality procedures. Our main interest doesn’t lie in the control
mechanisms as such, but more what are the antecedents and consequences of control
distribution.

3 Method

In this study, we adopted multiple case study method. We examined the issue of
interest through a dyadic study having the buyer-supplier relationship as the unit of
analysis. We explored six relationships, which include two buyer companies and six
suppliers. We chose dyadic case study, because case studies allow developing frame-
works by using data collected through direct interaction with subjects of interest. In
the research design and analysis we follow the principles of Eisenhardt [28], and Yin
[29]. We selected our cases based on two principles: theoretical sampling and access
to data. We came up with two buyer companies and their three suppliers: one compa-
ny was from the high-technology industry (OEM, a pseudonym), and another was
from the pharmaceutical industry (PharCo, a pseudonym). We had multiple sources of
data, which made the data rich; interviews, meetings with company representatives,
documents and workshops. Having multiple respondents from different companies
and utilizing multiple sources of data (interviews, company documents, and memos)
put into practice the principle of data triangulation. Interviews were our main source
of data, and we conducted totally 43 interviews, and one interview lasted from 45 min
-2 hours.

The first buyer firm — OEM- is a large high technology equipment provider. All
three suppliers selected in our study are also ranked in the top five of their respective
industries worldwide. HiTecCo supplies OEM components that are technically de-
manding and critical for the performance of the end product. ContrMan is one of
OEM’s largest suppliers and it has several plants located near OEM’s markets that
create manufacturing capacity. CoCom is an original equipment manufacturer that is
widely considered to be the technological leader in its field. PharCo is a European
R&D-based pharmaceuticals and diagnostics company focused on the development of
medicinal treatments and diagnostic tests for the global market. It is a relatively small
player globally but well positioned within European markets. PacCo is a small local
supplier of printed products and services for packages and advertisements. This firm
has a long and stable relationship with PharCo. MedDev is a globally operated suppli-



er of drug delivery, medical devices, and diagnostic disposables. MedDev became a
major supplier for PharCo only a few years ago. BulkMf is a manufacturer of bulk
actives for the pharmaceuticals industry. BulkMf is also a fairly new supplier for
PharCo and is one of PharCo’s first low-cost country suppliers.

4 Results

According to the advice of Yin [29] we conducted within-case analysis and, subse-
quently, cross-case analysis. The within and cross-case analyses show that the pattern
of control, more specifically how control is distributed and why, is different across
the six dyads. Here, we will discuss results of cross case analyses and elaborate find-
ings over the cases. We will first make observations how the control is distributed in
relationships. Next, we analyze the control distribution as follows. (1) Why it is dis-
tributed in certain way and we categorize these explanations. (2) Why the party is
relinquishing the control and, (3) what are the control mechanisms.

Table 1 shows the results of cross case analyses. Overall, in all the dyads, both the
buyer and the supplier have influence over the explored processes and none of the
processes are decided purely by the buyer or by the supplier. This finding supports the
fact that all the sample relationships are collaborative and deep in nature. Also, this
means that we can’t distinguish relationships as ‘buyer controls’ or ‘supplier con-
trols’, but it is more complicated than that. In all but one case (OEM- ContrMan), the
supplier has more control than the buyer, or the control is balanced. In all case rela-
tionships of PharCo, the control is balanced between buyer and the supplier. In multi-
ple cases, the distribution of control differ between product groups in a relationship.
For example, in OEM-BulkMf relationship, the buyer wants to secure the availability
of some product groups by deciding the suppliers buffer inventory levels, as in some
product groups the supplier may decide. Based on our interviews, the buyers were
mostly quite satisfied with how control was distributed and didn’t feel they would
need more control over suppliers’ decisions. Also this reflects the fact that relation-
ships are collaborative in nature. Generally, buyers would like to have more control
on selection of supplier’s subsuppliers. We explored, that there are incongruencies in
all dyads, how the buyer and the supplier see the control is distributed in a relation-
ship. For instance, in PharCo-PacCo relationship, PharCo and PacCo see the control
distribution to be totally different in multiple processes. In this relationship, the buyer
sets strong unilateral pressure to develop the supply chain. Over the course of the
study, PharCo simultaneously placed more competitive pressure on PacCo and devel-
oped supply chain processes more effective from its own point of view, which de-
creased the efficiency of PacCo’s operations. This unilateral pressure affects how the
supplier sees the control and might create problems to the relationship.

We analyzed the antecedents for the control distribution. The table 1 shows how
the control is distributed and why. We mapped different explanations for control dis-
tribution in sample relationships, and categorized them as follows: (1) Type of pur-
chasing influences strongly control distribution, and there is often a ‘natural’ distribu



tion of control. In contract manufacturing type of purchasing, for example in the
relationship between OEM-ContrMan, the buyer generally has much control, espe-
cially over design and engineering changes.

Table 1. Results of cross-case analyses

Relationship OEM-HiTecCo |OEM-CoCom |OEM-ContrMaljPharCo-PacCdPharCo-MedD PharCo-BquN'
The company the answer|Buyer |Supp|ie Buyer |Supplie Buyer |Supplie Buyer |Supplie Buyer |Supplie Buyer |Supplie
Power balance Balanced Supplier Buyer Buyer Balanced Supplier
Specific assets Med [High [Med [Med Low  [Med High  THigh [Med —[Low Low  [Low
Perception of trust High  [High [High [High [High [High [High [High [High [High [ModerafHigh
Average power High High Medium Medium Medium Medium
Performance Good |Good [Med Med Good |Med Good |Med Med Med Med Low
Control distribution 1) 2)
A. Supplier's production
processes and 1.4 2.0 2.5 2.3 2.2 2.3 2.5 2.0 2.8 3.7 1.3 1.0
B. Ongoing design and
engineering changes 3.2 4.0 3.3 3.3 5.8 6.7 3.5 7.0 5.5 6.2 2.5 1.0
C. Supplier's level of
inventory 2.8 3.0 2.7 4.0 3.0 6.0 3.5 2.0 15 2.5 3.3 1.0
D. Selection of supplier's
sub suppliers 2.0 1.5 2.5 2.7 5.4 6.3 2.5 1.0 2.3 2.6 2.3 3.0
E. Supplier's quality control
procedures 1.7 3.0 2.8 2.7 3.8 4.0 6.5 4.0 5.5 4.2 3.0 3.0
Contracts,
standards, Contracts,
Contracts, Contracts, Contracts, monitoring, standards,
standards, standards, standards, social control, Contracts, monitoring,
monitoring, monitoring, monitoring, supplier standards, supplier
Control mechani social control social control social control development monitoring, development
Influence mechanisms: Trust Trust Power Power Trust Power
Reasons for control distribution
o : Type of Type of
/:r.oscgzzgzr;nzmductlon purchasing, Capabilities of purcha_s_ipg Capabilities of
manufacturing technology Capabilities of | Capabilities of | Capabilities of | partners Capabilities of | partners
partners partners partners the partners
Capabilities of | Type of Type of -
B. Ongoing design and Capabilites of ~ |the partners, purchasing, Capabilites of | purchasing, g:g:::lsltlt_?r&;;;
engineering changes partners, Type | Type of Capabilities of |partners Capabilities of of purchésing
of purchasing purchasing the partners partners ’
C. Supplier's level of Supply chain Supply chain Supply chain
inventory (raw material, efficiency, efficiency, efficiency, Supply chain Capabilities of | Supply chain
semi finished and finished | minimize the minimize the minimize the efficiency partners efficiency
components) effort of the effort of the effort of the
Type of Capabilities of Capabilities of
D. Selection of supplier's _Buyer wants to _Buyer wants to purchasing partners, Buyer Buyer wants to | partners, Buyer
influence to influence to wants to influence to wants to

sub suppliers Capabilities of

certain needs certain needs the partners |nflugnce to certain needs mflugnce to
certain needs certain needs
E. Supplier's quality control [Capabilities of |Capabilities of |Capabilities of Buyer wants to Euyer wants to Euyer wants to
influence to influence to influence to

procedures partners partners partners

certain needs certain needs certain needs

1) Vertical control measures the control buyer has achieved over
2) Scale (1-7): 1= Entirely decided by the supplier, 7= entirely decided by the customer

(2) Capabilities of partners: the partner with best capabilities decides / conducts
the process. For instance, in OEM-HitecCo case, supplier mainly decides the produc-
tion processes, but the buyer makes suggestions if it would like to have new technol-
ogy. OEM sees that HitecCo has best capabilities in deciding the production process.
(3) Buyer wants to influence to specific needs that are important to the buyer. For
instance, for OEM, issues related to environment and ethics are important and OEM



controls that supplier takes these issues into consideration. Authority requirements
belong to this category. For example, authorities require that PharCo must have con-
trol over suppliers’ quality procedures. (4) Buyer wants to minimize the work and
gives the control to the supplier, as in the case of consignment stock. As decision
control is a zero sum phenomenon [11], an increase in control by other party neces-
sarily comes at the other’s expense, meaning that one party’s ability to exercise deci-
sion control derives from other party’s decision to relinquish it. Heide and John [2]
argue that suppliers won’t transfer decision control to buyer without some insurance
that the achieved control will not be abused. We analyzed why supplier (or buyer)
relinquished the control to the other party and identified following ‘enablers’ (see also
table 2): (1) Trust, control relinquishment is a strategic choice. Partner relinquishes
the control often due to efficiency considerations. When a trust is high in a relation-
ship, one can trust the other party doesn’t behave opportunistically. (2) Power, more
powerful party can force the other party to relinquish the control. Many of the control
mechanism used in our sample relationships are formal ones, written explicitly in
contracts. Some mechanisms are related to relational norms, and are close to supplier
development, as the buyer helps the supplier to develop processes. For example,
PharCo has helped its suppliers to develop production processes. Also, buyer controls
the supplier by having requirements for (ISO) standards and via auditing, also suppli-
er’s subsuppliers. Buyer might also specify the product that there is only one supplier,
although it doesn’t specify the ‘name’ of the supplier. Also, multiple control mecha-
nisms can affect to one process. Many of the previous authors discuss about contracts
as control mechanism (see for example, [1], [32], [36], [39]), but other explored
mechanisms (helping the supplier to develop, standards) are mentioned more rarely.

5 Discussion and Conclusion

For the most part, previous studies have only examined the perspective of the buy-
er, and this study is one of the first to take a dyadic view. Traditionally, TCE has been
adopted as a primary theoretical lens to explore the antecedents of control mecha-
nisms in buyer-supplier cooperation, for example [2], [4], [13-14]. Our study provides
empirical evidence that the approach of TCE, in which, control is used to safeguard
specific assets, doesn’t explain the control distribution in buyer-supplier relationships.
Also, some previous authors, for example [23], have criticized TCEs approach to
control and argue that transaction cost economics overstates the desirability of either
integration or explicit contractual safeguards in exchange settings commonly labeled
as hazardous. We found out that control is a complex concept. In most relationships,
both buyer and supplier have control over processes, and the distribution of control
may vary between product groups. It is not easy to determine, who controls the supply
chain. We argue that control in the buyer-supplier relationship might look different
from buyer’s and suppliers’ perspectives. One relevant explanation for these incon-
gruencies in perceptions is the unilateral nature of the relationship, in where the buyer
bases its action to the power. We categorized the explanations for control distribution
and discussed the impact of power, trust and attractiveness. We argue that in bilateral



relationships, trust enables the efficiency considerations of control distribution, and
the partner who has best capabilities has the control over processes.

For business managers this paper gives new insights for managing the control in
the supply chain. We note that business managers must consider how the other party
sees the control, as there might be mismatches in perceptions. Managers also need to
rethink the control in supply chains and analyze the explanations why the control is
distributed in the way it is and if it is optimal for the supply chain. Also, we found out
that a company can persuade the other party to relinquish the control by three ways
unilateral power, award power by being more attractive business partner and/ or trust.
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