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Abstract

Purpose — This paper aims to explore the enhancement of value-added characteristics in strategic
supply management by considering manufacturers’ willingness, opinions on relational governance and
the effect of relational governance on relationship value.

Design/methodology/approach — After a literature review, this study identified the antecedents of
relational governance affecting manufacturers, and explored the effect of relational governance on
relationship value, taking relationship quality and interfirm learning as the intervening constructs.
Data collected from 259 valid questionnaires completed by purchasing managers for the top 2,000
Taiwanese manufacturers were assessed using a structural equation model.

Findings — The results indicated that relational governance is directly and positively correlated with
relationship quality and interfirm learning; relational quality and interfirm learning are directly and
positively correlated with relationship value; and consumer orientation and management innovation
are directly and positively correlated with relational governance.

Research limitations/implications — The high explanatory power of the results of the deduced
model in this research helps to explain the relational governance of manufacturers toward the suppliers.
However, the factors affecting the sustainability of cooperative relationships in service contexts might
differ.

Practical implications — Relational governance complements the adaptive limits of contracts by
fostering the continuance of exchange and entrusting both parties with mutually agreeable outcomes.
Relational governance affects manufacturers’ ability to flexibly adapt and overcome uncertainty in the
supply chain relationship.

Originality/value — This study investigated the relationship among governance features that
support interorganizational relations and developed precise measures of relational governance. The
effect of relational governance on the evaluation of relationship value was examined.

Keywords Relational governance, Relationship value, Consumer orientation,
Management innovation.

Paper type Research paper

Introduction

The current business environment requires companies to create value efficiently

through supply activities and supplier networks. The influence of supply management Emerald
as a success factor has increased, and substantial improvements in performance have

been associated with the strategic characteristic of supply management (Kihkoénen and European Business Review
Lintukangas, 2012). Researchers have determined that strategic supply management Vol. 28 No. 2, 2016

pp. 137-154

correlates highly with the competitive advantage and business performance of a firm  ©Emerid Group Pubihng i
(Yeung, 2008). Supply management is used to determine the most valuable and  vor 1o1iosEsRee2015005
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appropriate suppliers, as well as to supply raw materials and products efficiently;
therefore, the influence of supply management on value creation is substantial. Strategic
and efficient supply management can generate numerous benefits and cost savings,
thereby creating more value for a firm (Lindgreen and Wynstra, 2005). The goal of
supply management is to seek potential collaborative partners, to identify opportunities
for collaboration and to collaborate with these partners to create value (Hammervoll and
Toften, 2010). Suppliers face increasing commoditization of products and attempt to
differentiate themselves through relationships. Manufacturers must decide whether to
invest in new supplier relationships, maintain and develop valued relationships and
terminate low-value relationships. Market exchanges occur because all parties involved
expect to benefit from the exchange. As the net value expected or received increases, the
motivation to engage in commerce and sustain an exchange process becomes stronger
(Ulaga and Eggert, 2006). Many scholars have observed that the governance of
interorganizational exchanges, which are typically repeated exchanges in social
relationships, involve more than formal contracts. Increasingly customized contracts
cause managers to choose relational governance to increase the probability of
continuance, and thereby further safeguard specific investments from premature and
costly termination (Poppo and Zenger, 2002). Governance emerges from the values and
agreed processes in social relationships that may minimize transaction costs compared
to formal contracts (Heide and John, 1992). These governance mechanisms affect
manufacturers’ ability to flexibly adapt to partnership uncertainty (Wathne and Heide,
2004).

Effective supplier management depends on long-term cooperative relationships with
a low number of suppliers who can supply high-quality products or services (Kaynak,
2003). To achieve high levels of quality in a supply chain, it is necessary to develop
stable and lasting relationships that enable suppliers to make the investments required
for satisfying customers’ needs (Cannon ef al, 2010). A competitive approach to
manufacturing is to coordinate and effectively manage supply chain relationships with
suppliers. Relational governance is a central mechanism through which normative
behaviors are tried and tested, facilitating necessary adaptations to address unexpected
problems and conflicts. Relational governance refers to the process of maintaining
ongoing interfirm relationships, including role specification, planning, adjustment
processes, monitoring procedures and incentive systems (Heide, 1994). Interfirm
learning between manufacturers and suppliers can improve schedule planning and
product development in supply chain relationships. Consumer orientation is not only a
set of processes but also a culture that stresses the consumer as the center of strategic
planning and execution, and is crucial to creating superior value for an organization
(Steinman e al., 2000). Consumers are likely to respond to increases in consumer value
through customer orientation by purchasing more. Consumer-oriented behaviors are
particularly effective in creating consumer value when they help satisfy consumers’
primary needs (Homburg ef /., 2011). Increasing consumer orientation requires shifting
resources from consumer acquisition to consumer retention, and does not necessarily
improve performance (Reinartz et al, 2005). Management innovation, a systematic
change in the management model implemented by absorbing existing management
practices from the external firms to address rapidly changing environments and alter
internal management approaches, may be an effective method of presenting the value of
dynamic capabilities (Teece, 2007). Therefore, customer-oriented manufacturers can
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design business processes that are strongly oriented to improve suppliers’
understanding of consumers. Dynamic capabilities of manufacturers may facilitate the
progress of introducing and implementing feasible management practices. Innovation
in manufacturing management can enhance the knowledge on manufacturer—supplier
relationships. Consumer orientation and management innovation are crucial, but they
are not directly associated with relational governance.

We recognize the value of relational governance, but we believe in the importance of
addressing proximate forces and mechanisms that directly influence the formation
of relationship value between manufacturers and suppliers in the institutional contexts
of firms. Examining appropriate governance mechanisms has helped to increase
relationship quality, develop interfirm learning and create relationship value. The main
purpose of this study was to integrate the methods and concepts of relational
governance, to form an effective model for explaining the relationship quality, interfirm
learning and relationship value between manufacturers and suppliers. Specifically, this
study clarified the importance of relational governance in the contribution of
relationship quality and interfirm learning to relationship value by demonstrating its
mediating role. This study revealed that consumer orientation and management
mnovation affect relationship value through relational governance, relationship quality
and interfirm learning. The results of this study are particularly relevant to
manufacturers that transact or plan to transact with suppliers in a business-to-business
setting.

The remainder of this paper is organized as follows: the next section presents a
summary of the theory and hypotheses. The methods section details the methods and
procedures, and an analysis of the theoretical results is provided in the results section.
The paper then presents a discussion of the theoretical results and managerial
implications, and describes the limitations of this study and opportunities for future
research.

Theory and hypotheses

Theory

The roles of customers and firms are in continuous flux as technological advances and
changing managerial mindsets facilitate unorthodox and innovative method of
integrating resources for value creation (Saarijarvi ef al., 2013). Relationship value refers
to the perceived net worth of tangible benefits that can be obtained over the life of the
relationship (Hogan, 2001). Wilson and Jantrania (1995) developed a three-dimensional
categorization of relationship value, comprising economic, strategic and behavioral
value, to examine the value creation in industrial buyer—supplier relationships. Tzokas
and Saren (1999) contributed to this framework to “bring into the picture the costs and
benefits associated with the relationship itself as determinants of the overall value
perceived by the consumer”. Lapierre (2000) identified 13 drivers of relationship value
and grouped them into three benefit dimensions (product, service and relationship
benefits) and two sacrifice dimensions (price and relationship costs). Data collection in
the Lapierre study was restricted to business-to-business service, and the findings
cannot be generalized to industrial buyer—seller relationships. Walter et al (2003)
suggested four main dimensions of value creation in a buyer—seller relationship,
namely, “cost function,” “quality function,” “volume function” and “safeguard function”.
Ulaga and Eggert (2006) argued that relationship value appears to be an adequate
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condition for the intention to expand business with a supplier. Sanchez et al. (2010)
indicated that relationship value can be improved by a series of direct and indirect
functions in buyer—seller relationships.

Supply management concerns the flow of goods and services through an
organization to increase competitiveness (Cousins and Spekman, 2003). A firm’s
competitiveness and ability to create unique value through effective resource utilization
are connected. Changes in the interplay of various mechanisms over time result in a
dynamic perspective on the development of governance mechanisms in interfirm
relationships. Interfirm relationships are intrinsically unstable because the costs and
benefits of a relationship can change for the parties over time (Caniéls ef al., 2012).
Initially, the benefits of cooperation outweigh the costs. However, as the cooperation
continues, circumstances can cause the costs to outweigh the benefits for one of the
parties, whereas the other party might continue to gain from the relationship. This
situation can induce opportunistic behavior from one party. Several governance
mechanisms can be used to safeguard against this opportunistic behavior. Literature on
governance exchange has explored this socioeconomic interaction by applying the
concept of the transactional or relational continuum (Paulin ef @/, 1997). The continuum
is based on the combined use of two dominant theoretical approaches, namely,
transactional cost economics (TCE) (Williamson, 1985) and relational contracting norms
or the relational exchange theory (Macneil, 1980). In exchange governance terms, the
poles of the continuum can also refer to contractual and relational governance (Ferguson
et al., 2005). As such, research on biotechnology and pharmaceutical industries shows a
transactional perspective that focuses on the contractual mechanisms for coordinating
interfirm activities, and a relational perspective that focuses on the mechanisms for
information flows and mutual adjustment (Powell, 1998). Therefore, any interfirm
exchange can be classified along a continuum ranging from a highly transactional,
discrete, short-term and price-focused exchange to a multidimensional, cooperative and
long-lasting relational exchange (Macneil, 2000). Barthon and Jepsen (1997) indicated
that TCE and relational exchange theory explain the shift from market to nonmarket
governance. TCE identifies and explains governance through transactional properties,
whereas relational theory explains governance through relational properties. These
transactional and relational properties can characterize numerous governance stages,
from the beginning of nonmarket conditions to more relational-oriented TCE-based
governance, followed by increasingly relationship-based governance stages. Yu ef al.
(2006) addressed how to design governance mechanisms to encourage local suppliers to
make transaction-specific investments in foreign manufacturing firms. Supplier
transaction-specific investments can increase the efficiency of production for foreign
manufacturing firms operating in a host country. However, inducing suppliers to make
specialized investments can be difficult because of the numerous hazards associated
with such investments. Both formal governance and relational governance mechanisms
were found to affect supplier tendencies to make specialized investments. Firms have
traditionally added value by maintaining and developing internal competencies;
however, managers now add value to their companies by designing and managing
collaborative partnerships (Prahalad and Ramaswamy, 2000). Relational governance
assumes a shared set of norms and values between exchange partners (Wang ef al,
2008).
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Hypotheses

The success of a buyer—supplier relationship depends on the quality of products and
services that facilitate the operations of partner firms in satisfying end-customer needs
(Yang et al., 2009). Relationship quality refers to the degree to which buyers are satisfied
with the overall relationship as manifested in product quality, service quality and price
paid for value received, and the degree to which the relationship functions as a
partnership (Huntley, 2006). As commitment and satisfaction grow, the bonds of the
relationship increase the partners’ perceptions of value. Ryssel ef al. (2004) found that
trust and commitment are both positively related to both direct and indirect values.
These elements of relationship quality affect both short-term performance-driven value
and long-term value in innovation, access and market development actions. Palmatier
(2008) found that relationship quality is positively related to perceptions of customer
value. Ulaga and Eggert (2006) indicated that when the goal is to increase business with
existing supplier managers, the focus should be on relationship value. Based on these
analyses, this study proposed the following hypothesis:

H1. Relationship quality is positively related to relationship value.

Developing long-term, stable relationships with learning partners leads to information
sharing that benefits both partners. Such partnerships provide access to more
information sources, enable the development of mechanisms that facilitate the sharing
of information, and provide alternative perspectives on critical information that could
lead to generative learning (Slater and Narver, 1995). To ensure survival and growth,
businesses that are not able to develop a knowledge base on their own must often resort
to obtaining knowledge resources from other organizations (Oxley and Sampson, 2004).
Interfirm collaboration, which creates conditions for firms to access and share each
other’s knowledge-based resources, is considered a particularly effective means of
interfirm learning (Muthusamy and White, 2005). Interfirm learning refers to
identifying the procedures, roles and rules to assist interorganization operation (Lui,
2009). If learning occurs asymmetrically in a relationship, the firm that is out-learning its
partner may become more powerful as its partner adds less value to the relationship,
with value being based on useful knowledge (Inkpen and Beamish, 1997). Hammervoll
(2009) indicated that interfirm learning generates mutual understanding between
partner organizations, facilitating appropriate joint problem-solving arrangements. For
interfirm learning to occur, collaborating partners need to behave cooperatively toward
each other to allow knowledge to flow between organizational boundaries. Such
cooperative behavior cannot be taken for granted because knowledge flowing to and
from a collaborating partner involves not only potential advantages but also
considerable risk (Dussauge ef al., 2000); collaborating partners may “use the alliance to
learn the other’s business or technological secrets” (Muthusamy and White, 2005). On
the basis of these analyses, this study proposed the following hypothesis:

H2. Interfirm learning is positively related to relationship value.

Partnerships and alliances are strategic relationships between independent firms that
share compatible goals, interests and resources and also achieve a high level of
interdependence in obtaining mutual benefits in the context of uncertain outcomes
(Arino, 2003). Gladstein (1984) indicated satisfaction, the main outcome of a working
partnership, as the underlying logic of a composite measure, which is not only a close
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proxy for concepts such as perceived effectiveness but also predictive of future actions
by partner firm managers. Poppo and Zenger (2002) indicated that relational exchange
arrangements supported by trust are commonly perceived as substitutes for complex
contracts in interorganizational exchanges. They verified that formal contracts and
relational governance function as complements. However, many argue that formal
contracts actually undermine trust and therefore encourage the opportunistic behavior
they are designed to discourage. Mysen et al. (2012) emphasized the importance of
norms, attitudes and perceptions in securing high-quality, continuing relationships. We
suggest that firms facilitate relational governance to strengthen the quality of their
relationships. On the basis of these analyses, the present study proposed the following
hypothesis:

H3. Relational governance is positively related to relationship quality.

Yu et al (2006) found that both formal governance and relational governance
mechanisms affect supplier tendencies to specialize investments. Cooperative partners
may use various governance mechanisms to protect themselves against various
exchange hazards. Rousseau et al (1998) indicated that increasing interdependence
is likely to motivate parties to move toward relational governance mechanisms,
subsequently stimulating interfirm learning activities. By motivating the manufacturer
to transfer knowledge to the supplier, the manufacturer’s collaboration facilitates
supplier learning and consequent value creation (Joshi and Campbell, 2003). Liu et al.
(2009) stated that both firms and suppliers should mutually adapt to processes,
standards and technologies to share risk and ensure payoffs. Relationships that involve
close interpartner collaboration help firms learn, absorb and internalize the tacit
knowledge and skills possessed by their partners (Lei, 1997). Interfirm learning is a
function of the form and strength of an organization’s interdependence from its learning
partners (Slater and Narver, 1995), as well as its openness, that is, its willingness to share
knowledge and to interact closely with a partner (Aadne et al, 1996). Dyer (1997)
indicated that cooperative partners unfamiliar with one another incur additional
governance set-up costs in the form of a legal contract. Both parties may monitor the
opportunistic behaviors of the other, and may not be willing to work to create value.
Knowledge accumulation based on relational exchange includes collaborative supplier
relationships and interfirm learning (Kéhkonen and Lintukangas, 2012). We propose
that manufacturers facilitate relational governance to enhance interfirm learning. On
the basis of these analyses, this study proposed the following hypothesis:

H4. Relational governance is positively related to interfirm learning.

Consumer orientation refers to the beliefs that put consumers’ interest first, while not
excluding those of other stakeholders, to develop a long-term profitable enterprise
(Deshpandé ef al., 1993). Because consumer expectations are dynamic (Shepetuk, 1991),
organizations must assess them regularly and adjust their operations accordingly
(Takeuchi and Quelch, 1983). Hence, the more attention a company pays to researching
its consumer base to identify consumer needs, the more rewarding the exchange
transaction in the supply chain will be for that company (Carson et al., 1998). Adopting
consumer-oriented behaviors requires substantial resources and complexity costs
arising from customizing products and processes to meet consumer needs (Niraj et al,
2001).Walter and Ritter (2003) suggested that, because consumer-oriented adaptations
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represent the supplier’s increased risk and interest in solving consumer problems,
consumer orientation may initiate and sustain a trusting and committed relationship
between the manufacturer and supplier. Wathne and Heide (2004) considered the ability
of a manufacturer to satisfy the continuously changing needs of retailers. The
manufacturer must consider possible constraints throughout the supply chain that may
affect its ability to meet customer needs. Based on an assessment of potential problems,
the manufacturer can deploy relational governance mechanisms. The supplier can
enable manufacturer adaptability by learning the requisite new technologies and
procedures that facilitate manufacturer responsiveness to consumer orientation.
Increasing consumer orientation is a resource-intensive endeavor (Kumar ef a/., 2008). In
particular, costs arise from the service time and added complexity for the service
organization. Therefore, to manage and coordinate the activities between the
manufacturer and supplier effectively, manufacturers must understand their
consumers, the complexities of consumer orientation and the effect of relational
governance. To serve consumers more effectively, a stronger relationship with suppliers
is necessary. On the basis of these analyses, this study proposed the following
hypothesis:

Hb5. Consumer orientation is positively related to relational governance.

Management innovation can be defined as a difference in the form, quality or state of
management activities in an organization, with changes that are a novel or
unprecedented departure from the past (Hargrave and Van de Ven, 2006).
Organizational context has a direct effect (positive or negative) on the ability of internal
change agents to pursue core activities associated with management (Birkinshaw et al.,
2008). The innovating process can result in introducing new practices or programs that
ultimately change organizational goals (Selznick, 1957). Adopting a specific type of
mnnovation negatively affects organizational performance, but positive firm
performance results from the combined effects of several types (Roberts and Amit,
2003). Damanpour ef al. (2009) posited that the adoption of management innovation is
risky, and the success of management innovation is not guaranteed. As Hamel (2006)
argued, management innovation that helps to upgrade productivity, improve the
quality of customer offerings, improve the efficiency of resource use, motivate
organizations to develop steadily and healthily and establish entrepreneurial order has
become the most crucial and sustainable source of competitive advantage for
enterprises. Management innovations are indirectly related to the organization’s basic
work activity and mainly affect its management systems (Birkinshaw ef al, 2008).
Increases in the level of management innovation between a manufacturer and its major
supplier should lead to increased perceptions of relational governance in the
manufacturer—supplier exchange relationship. On the basis of these analyses, this study
proposed the following hypothesis:

H6. Management innovation is positively related to relational governance.

Methods

The measurements of latent variables

The question items for measuring latent variables are listed in Table I. The question
items used to measure the manifest variables in this research are mostly positive
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Table 1.
Research variables
and measurements

Latent variables

Measurements

Relationship value

Relationship quality

Interfirm learning

Relational governance

V1

V2

V3

V4

Vb5

V6

V7

V8
V9
V10
Vi1
V12
V13

V14

V15

V16

V17
V18

My firm receives greater benefit from the relationship with
the strategic supplier compared with the investment in the
relationship

My firm should gain from the relationship with the
strategic supplier

My firm expects the future benefits of the relationship
with the strategic supplier to substantially outweigh the
costs

My firm believes that its strategic supplier can cooperate
professionally

My firm’s cooperation with its strategic supplier yields
practical benefits

My firm’s cooperation with its strategic supplier increases
its purchasing and service efficiency

The strategic supplier supports the firm service policy and
fulfills commitments to consumers (e.g., quality, delivery
time, specifications)

My firm’s contract with its strategic supplier facilitates the
management of its cooperative relationship

My firm’s continued cooperative relationship with its
strategic supplier is compatible with its long-term interests
My firm continues to invest in an exchange system with
its strategic supplier, promoting a cooperative relationship

My firm and its strategic supplier analyze the factors
influencing environmental changes

My firm and its strategic supplier discuss cooperation
adjustments

My firm and its strategic supplier discuss appropriate
workflows

My firm describes the manner in which decisions and
functions are assigned to the strategic supplier in a
relationship

My firm and its strategic supplier specify future
contingencies and consequential rights and responsibilities
My firm and its strategic supplier alter designs to adapt
the ongoing relationship to circumstances

My firm and its strategic supplier design the measurement
of performance

My firm rewards the strategic supplier based on its level of
performance

(continued)
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Latent variables Measurements
Consumer orientation V19 My firm anticipates and responds to the evolving needs
and desires of consumers
V20 My firm emphasizes evaluating formal and informal
consumer complaints
V21 My firm follows up with consumers to procure quality and
service feedback
Management V22 My firm implements new or substantially altered strategic
innovation supply strategies
V23 My firm uses advanced management techniques
V24 My firm adjusts the strategic supply structure according
to consumer needs
V25 My firm reengineers the strategic supply process based on

changes in the market environment
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Table 1.

statements. All items were assessed using a seven-point ordinal scale with responses
ranging from 1 (fotally disagree) to 7 (totally agree).

Questionnaire pretest and revision

To prevent respondents from misunderstanding the questions, the questionnaire used
positive statements and simple language to avoid jargon, leading questions and
double-barreled questions. The preliminary questionnaire was discussed with relevant
personnel from the top 2,000 Taiwanese manufacturers. Suitable purchasing managers
were recommended by relevant personnel from the manufacturers to discuss the
questionnaire. Finally, the questionnaire was revised to ensure that the wordings were
simple and understandable. To determine whether manufacturers could adequately
understand the questions, the revised questionnaire was tested on manufacturers and
again revised according to the respondents’ opinions before conducting the full survey.

Results
The data collected for this study were based on the membership list of the top 2,000
Taiwanese manufacturers. To simplify questionnaire completion and return, this study
sent questionnaires to the manufacturers by mail, requesting them to assign the
purchasing manager to provide the necessary information and answers according to the
questionnaire contents. In total, 2,000 questionnaires were sent out, yielding 266
returned questionnaires from Taiwanese manufacturers including those dealing in
chemicals, textiles, electronics, machinery, motor vehicles and home appliances. The
returned questionnaires were encoded and filed. After removing incomplete responses,
the actual number of valid questionnaires was 259. The respondents represented
various major industries: computer and communication (22.3 per cent), industrial
machinery (16.5 per cent), consumer product (13.2 per cent), automotive (10.2 per cent),
electronic equipment (8.9 per cent), medical equipment (6.3 per cent), chemical (4.9 per
cent), other (15.6 per cent) and not reported (2.1 per cent).

To investigate the possibility of nonresponse bias in the data, a test for statistically
significant difference in the response of early and late phases of returned surveys was
performed (Lessler and Kalsbeek, 1992). For each phase, the last surveys received were
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Table II.
Results of reliability
analysis

considered a representative of nonrespondents. Each survey sample was split into two
groups based on early and late survey return times; t-tests were performed on the
responses of the two groups. The /-tests yielded no statistically significant differences
among the survey items tested. These results suggested that nonresponse bias did not
significantly affect the study. All constructs (latent variables) for relational governance
mechanisms in the manufacturer—supplier relationships had high reliability, with
Cronbach’s a exceeding 0.8 (Table II). The data reliability was generally acceptable.

Confirmatory factor analysis

The psychometric properties of the measures used in this research were assessed
through confirmatory factor analysis, and three complex variables were removed,
namely, Item 8, Item 21 and Item 23. The model fit used the estimates of Bentler’'s
comparative fit index (CFI), goodness-of-fit index (GFI), GFI adjusted for degrees of
freedom (AGFI), normed-fit index (NFI), non-normed-fit index (NNFI) and root mean
square residual (RMR) listed in Table III. The results in Table III indicated a good fit to
the data; the fit indices exceeded or approached 0.9, the estimated RMR was 0.0643 and
AGFTI exceeded 0.8.

The reliability of the measures was assessed using composite reliability and variance
extracted estimates. The composite reliability of each construct exceeded 0.7 in this
study, satisfying the minimally acceptable level. Fornell and Larcker (1981) suggested
that variance extracted estimates should exceed 0.5. All indices exceeded 0.5 in this
study (Table IV). Therefore, the constructs in this model performed fairly well. This
study assesses validity by using the ¢ values of the factor loadings. All indicator ¢ values
ranged from 8.009 to 19.219, indicating that all factor loadings were significant (p <
0.01). This fact supported the convergent validity of all indicators that effectively
measured the same construct (Anderson and Gerbing, 1988).

Path analysis

Based on the previous results, the theoretical model testing was conducted through path
analysis by using SEM. The results are shown in Figure 1. CFI, GFI, NFI and NNFI
exceeded or were close to 0.9, and AGFI exceeded 0.8. The research model achieved a

Latent variables Cronbach’s «

Relationship value 0.812
Relationship quality 0.837
Interfirm learning 0.902
Relational governance 0.901
Consumer orientation 0.905
Management innovation 0.873

Table III.
Summary of
measurement
statistics

ba df x*df GFI AGFI RMR NFI NNFI CFI

520.646 194 2.684 0.841 0.792 0.064 0.884 0.909 0.923
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Standardized Variance
factor Composite extracted
Latent variable and manifest variable loadings t-value reliability estimates
Relationship value 0.821* 0.614
Vi 0.884 17.359* 0.781°
V2 0.876 17.116* 0.767
V3 0.543 9.032* 0.295
Relationship quality 0.893 0.589
V4 0.490 8.009%* 0.240
V5 0.692 12.248* 0.479
V6 0.873 17.152* 0.762
V7 0.843 16.241* 0.711
V8 - - -
V9 0.795 15.028* 0.632
V10 0.842 16.418* 0.709
Interfirm learning 0.828 0.618
Vi1 0.835 16.189* 0.697
V12 0.664 11.721* 0.441
V13 0.846 16.539* 0.716
Relational governance 0.922 0.704
V14 0.887 17.801* 0.787
V15 0.857 16.832* 0.734
V16 0.853 16.720* 0.728
V17 0.730 13.286* 0.533
V18 0.860 16.971* 0.740
Consumer orientation 0.875 0.779
V19 0.928 19.219* 0.861
V20 0.834 16.169* 0.696
V21 - - -
Management innovation 0.834 0.628
V22 0.796 14.729* 0.634
V23 - - -
V24 0.880 17.039* 0.774
V25 0.689 12.069* 0.475

Notes: *Denotes a significant value (p < 0.01); *indicates the composite reliability; indicates the
square of factor loadings
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Table IV.

Results of reliability
analysis and factor
loading analysis

good fit. All path coefficients in the current model were statistically significant and as
hypothesized.

Discussion

The research results showed that relationship quality has a direct influence on
relationship value (H1 is supported). To achieve a high level of value, the partners must
engage in clear alignment and focus that derive from a high level of relationship
development and relationship quality. Relationship quality enhances both cooperative
and adaptive behaviors because a trusted partner in an exchange with strong
reciprocity norms accepts risk by providing benefits, making investments or changing
the terms of interaction without an immediate concession or formal guarantee of
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Figure 1.
Results

Relationship

Consumer Quality

Orientation

0.2107***

Value
0.395V
8198%** 0.6095%%%
Management \
Innovation Learning

Notes: Path coefficients are statistically significant; *** denotes a
significant value p < 0.01

0.8626%**
0.5176%**

Relational
Governance

repayment in the future; this is similar to the finding by Mysen ef al. (2012). Interfirm
learning has a direct influence on relationship value (H2 is supported). We found that a
high level of manufacturer interfirm learning with a major supplier enhances
relationship value. The expected outcome is consistent with the finding by Andersen
et al. (2009), suggesting that interfirm learning between manufacturers and suppliers
may lead to the development of norms, heuristics and values that reflect industry
equality, which may be even more enhanced compared with national business systems.

The research results also showed that relational governance directly and positively
influence relationship quality and interfirm learning (H3 and H4 are supported). This
shows that increased relational governance enhances relationship quality, interfirm
learning and relationship value. The result showed that to strengthen the relationship
quality, interfirm learning and relationship value between manufacturers and the major
supplier, relational governance must be increased. Working with a small group of
suppliers facilitates trust, shared norms, common behavioral patterns and behavioral
interdependence (Tang and Rai, 2012). The impact of relational governance on
relationship quality in industrial markets characterizes what typically emerges in
industrial relationships. Mutuality, solidarity, long-term orientation, role integrity and
flexibility directly influence the dimensions of relationship quality, which are trust,
economic satisfaction, social satisfaction and commitment. The value creation of
interfirm learning requires relational governance, which enables the sharing and
interpreting of knowledge, and the integrating of that knowledge into
relationship-specific structures; this is consistent with the findings by Kdhkonen ef al.
(2013).

Consumer orientation and management innovation directly and positively influence
relational governance (5 and H6 supported). This result showed that to increase
relational governance, strengthening customer orientation and management innovation
1s necessary. Consumer orientation was more strongly associated with relational
governance development compared to management innovation. Modern organizational
tendencies focus on the role of customers, emphasizing their integration into new service
development processes. Implementing consumer orientation requires substantial time,
and this applies to the identification of consumer requirements because gaining insights
into consumer preferences is a lengthy process (Franke et al., 2009). Such integration
behaviors increase the efficiency of new service designs and enable greater commercial
success. Management innovation development in manufacturing firms involves a
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network trigger, an opportunity to change the productive opportunity, the revelation of
resources and a reconfiguration of the network, leading to an expanded productive
opportunity and hence a platform for marketing new service capabilities. In this sense,
a network is considered as an interconnected set of productive opportunities. It also
draws attention to the importance of manufacturers’ relational governance, and this is
similar to the finding by Spring and Araujo (2013).

Managerial implications

This research considered Taiwanese manufacturers as the research object, and we
mvestigated how the customer orientation and management innovation capabilities of
manufacturers affect their relational governance to achieve superior relationship quality,
mterfirm learning and relationship value. This research presented evidence of the
relationships among relational governance, interfirm learning, relationship quality and
relationship value. The findings can help manufacturers to understand that relational
governance mechanisms can directly affect the relationship quality and interfirm learning
with suppliers, and relational governance mechanisms can indirectly affect the relationship
value with suppliers. Therefore, using proper relational governance mechanisms can help
realize the objectives of maximizing the relationship quality, interfirm learning and
relationship value with suppliers. This study also examined the effects of consumer
orientation and management innovation on relational governance on the basis of the
characteristics of Taiwanese manufacturers and the theories from a literature review. There
are several managerial implications from the study findings.

Manufacturers’ cooperative and adaptive behaviors create value for suppliers because
these manufacturers are more willing to adapt to the supplier’s product changes, test new
products and invest in reducing the supplier’s costs, with the expectation that the supplier
will reciprocate in the future. Moreover, partners involved in high-quality, committed
relationships are more willing to disclose proprietary information, which enables suppliers
to cross-sell additional products more effectively and properly price products, which, in turn,
mcreases sales and profits for manufacturers.

Relational governance mechanisms that match the learning intentions of both partners
involved must be designed to maximize the possible benefits of learning while minimizing
the risks. Various methods, such as supplier associations, consulting groups and learning
teams, can help to realize the development potential of suppliers. The findings of this study
contribute specifically to management and organizational learning theory because, in the
unique context of partnership, the ability to manage relationships by applying various
mechanisms simultaneously results in increased learning. Thus, interfirm learning should
be facilitated by using various governance mechanisms simultaneously. This is one of the
first studies to demonstrate this finding by using empirical data in the context of
partnership. Parties should be aware that the design and execution of an optimal mix
governance type are essential for achieving common goals. Parties must be willing to
evaluate, discuss and possibly revise the mix of mechanisms jointly and on a regular basis to
adapt to changing circumstances during the course of a project.

Tomanage and coordinate the activities between actors in a supply chain effectively,
manufacturers must understand their customers, the complexities introduced by
uncertainty and the effect of relational governance mechanisms in various circumstances.
In considering the importance of the relevance of the supplier’s current knowledge in
fostering relational governance, suppliers should ensure that they have the capability to
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apply the new technologies and work practices that may be required by the manufacturer.
Management innovation includes implementing new or substantially altered corporate
strategies, using management techniques that are more advanced, changing the
organizational structure and implementing business process reengineering. The
management innovation that a firm applies strongly depends on the environments it faces,
as well as its targeted strategies. Accordingly, the dynamic transformation of management
innovation becomes an essential theme for firms when choosing and determining the
appropriate relational governance in response to the environment and situation. Firms must
then define the strategic objectives of increasingly competitive products, services and
business models, and implement optimal designs of strategy-driven management
mnovation to accomplish these objectives.

Limitations
Although this study has several limitations, we wish to draw attention to a point that we
believe is of fundamental concern to the advancement of research on this topic.

This research surveyed the effects of the strategic characteristics of manufacturer—
supplier relationships on the sustainability of relational governance. The sample of this
empirical research comes from manufacturers in Taiwan. Although the characteristics of
industry relationships are common, the relationship among relational governance,
relationship quality, interfirm learning and relationship value may vary in service industry
contexts.

The questionnaire of this research examined current relational governance and did
not examine the development stage of the manufacturer—supplier partnership.
However, alliance itself is a dynamic interactive process. At different times and stages,
the degree to which the factors are significant might be vastly different. The suppliers
might need different forms of management.

The sample of purchasing managers of manufacturing companies selected from the
directory of an association of purchasing managers is not representative of the
population of manufacturing companies.

Opportunities for future research

Future empirical research might explore whether manufacturers adapt different
mechanisms of relational governance at different stages, and whether the benefits produced
by different mechanisms differ. Future research should investigate the impact of specific
combinations of governance mechanisms, preferably in a dynamic context. Future research
can focus on service industries and compare differences in results. Future research can use a
randomized sample from other sources such as large industry databases. Replication of this
study in other countries would also validate our results. Finally, conducting similar studies
in other cultural contexts and economies at various levels of sophistication to determine if
these relationships are similar in different settings might yield compelling results from either
a cultural or an economic perspective.
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