DIFFICULTIES OF THE CUSTOMER-SUPPLIER RELATIONSHIP AT
SMALL ENTERPRISES

Kinga Szilvia MORAUSZKI,PhD Studerit
!Szent Istvan University, Doctoral School of Managetrand Business Administration
E-mail: kinga.morauszki@gmail.com

Abstract: It is vital for customers to build coordinated amdoperative long-term
relationships with other companies. According tohMand Spekman (1994) a partnership is
such an intended relationship of strategic impa#ahetween two independent companies
which have shared goals, strive for mutual beneditsl there is strong interdependence
between them. Like in any relationship, there aficdlties, problems, and conflicts in the
relationship between the members of the suppliainghas the parties try to promote their
interests. In the course of this process, therdntig disagreement, difficulties and problems,
which should not be ignored, and some kind of atsm must be found. In this study, we
deal with the problems of small enterprises.
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I ntroduction

If we hear the word "relationship”, thoughts ofchufeelings cross our mind, which
two people can have for each other such as muttralcgon and respect, consideration,
dependency, etc. These are aspects which emergef adrtain conditions are fulfilled. It
refers to intermittent interaction between two arenpeople (Hinde, 1979). Poeisz and Raaij
(1993) expand on it as follows:

- Interaction must take place between at least twbesawhere the activities of one of
the parties influence those of the other and versa.

- The relationship must be characterized by a centigigree of continuity as past
interactions affect interactions in the present gnadfuture; relationships must extend
over a long term.

- The effects of interactions depend on the presesntits.



Starting the discussion of the topic in the fiefdpsychology, it differentiates primary and

secondary relationships. The first type of relalup is a long-term interpersonal

relationship, and it is based primarily on emotidnands and mutual commitment. In such a
relationship, those involved in it cannot be repthdy another party so easily (Smit et al,
2007). Secondary relationships, such as those batveecustomer and the supplier, are
relatively short-term interpersonal relationshipgthva limited degree of social interaction and
they are characterized by fairly clear rules ofjatite and well-defined social roles. The

transitional area between primary and secondaajioelships is quite large (Peelen, 2005).

In specialized literature there is agreement ¢ asacknowledged by several experts (Cannon
and Perrault, 1999; Clements et al. 2007) - thas ivital for the companies to build
coordinated and cooperative long-term relationshipih other companies. According to
Rinehart (2005) it is possible to reduce the prodost and production time if there is strong
cooperation between the parties, in addition, imeneent can be achieved in product quality,
service and delivery (Morauszki and Lajos, 201@&mpanies put more emphasis on building
relationships with their suppliers because this ¢eve a positive effect on the cost
effectiveness, efficiency, and competitivenesshaf tcompany, to mention but a few (Sheth
and Sharma, 1997). The supplier relationship igrefat value if there is more to it than
simple product delivery and it turns into an impattpartnership for both parties.

Supplier relationships

In the past one hundred years, the customer-supgli@tionship has gone through several
phases in the automotive industry. The new perfazboperation between car companies and
their suppliers started around 1980 (Figure 1lis ltlearly shown that automaker groups are
gradually leaving the production process.

As a result of present-day outsourcing strategias,companies are giving up not only a
bigger part of the production processes but thep antrust their suppliers with other

activities, which means that different tasks areaddy the suppliers in the fields of

development, logistics and system integration. &anpanies would like to reduce their

involvement in the production itself and their g@ato concentrate on their key tasks. What
manufacturers consider to be their top prioritiess l@and and image development (Weis and
Huber, 2000; Abend, 2001; Dannenberg, 2003; GaitkcR003; Ebel et al., 2004).
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Figure 1. The role of OEMs and their suppliers in the producprocess.
Source: Edited by author (2014)

Some car factories outsource some of the manufagtwf spare parts to another
company (Spin-Off)°, although the owners of these companies are thecaapanies
themselves, such as General Motors (GM) — Delpid, Bord — Visteon (Svéhlik, 2005).
Several car companies have such a spare part nctumirig factory which does not produce
“brand car units” that has any relevance to theiure production strategy. Car factories set
up companies together with their suppliers or amothossibility is that the given field is
completely taken over by their suppliers, which Imidpe the foundation of a long-term

partnership and as a result they may be able tergencontinuous profit (Svéhlik, 2005).

The tasks which are taken over by the supplierslug/the production of different spare
parts, complete units and modules. The cooperatiNiagness of the suppliers usually means
that they are ready to provide the buyer with esiteninformation about their company and
their products, which is an important prerequistk expressing their communicative
willingness. To build cooperation based on truberé is a need for mutual exchange of

information (Sarkis and Talluri, 2002). There isr@ased cooperation between the customer —

® Spin-Off — Several car companies have such a spare padfacturing factory which does not produce “brand
car units” that has any relevance to their futinadpction strategy. Car factories set up compamigsther with
their suppliers or another possibility is that gireen field is completely taken over by their suegd, which

might be the foundation of a long-term partnersing as a result they may be able to generate coutEnprofit
(Svéhlik, 2005).



purveyor — industry — supplier. The cooperationMeein the purchaser and the supplier can
be described by the word austerely in several casdso say that the cooperation is often
limited to some cooperation measures and some -sdrant pilot projects. However,
cooperation is of greater and greater importanpeaally in trade, which is proved by the
following tendency, as well:

- The procedures are more complex.

- The cooperation agreement reaches beyond the bwesmdéthe company.

- Itis always costly to develop innovations.

- The prospects for success are diminishing in tlee ixreasing competition.

- The suppliers turn into competitors among themselve

- The special functions are often given by the s@pplto their own suppliers, or they

are outsourced to a third party (Disselkamp anditiaty 2004).

The cooperation between the customer and the supgliof crucial importance and what
contributes to it is how a supplier tackles a peall what problem-solving skills they
demonstrate when they deal with questions of gji@tenportance. We can observe a
tendency in industrial companies in the past fewryehat they have been reducing the
“production depth” vertically, which means that yheave been purchasing more and more
added value by involving external companies (Hanm&006). However, this means that the
companies are highly dependent on suppliers. i thant to reduce the risk, they must not
ignore the supplier management including the reiedavelopment measures (Hartmann and
Reutner, 2009). Whenever they launch a new supperelopment project, a detailed
analysis must be carried out about the currenustathere it is not the parameters of the
usual price and shipping loyalty that are given.rdbwer, they need to provide credible data
about the innovation and growth potential, the labéé technical Know-How, the condition
of the manufacturer equipment and last but nottleasut the financial situation of the
supplier. An ideal way to collect these data i®arsite audit. The development goals must be
defined along with the supplier and decisions nigsimade as to the appropriate measures
(Hartmann, 2006). It is of vital importance whaesponsible for these measures. Depending
on the nature of the problem, there are severakuneacatalogues to choose from. In some
companies, it is enough to make some referencbemptimization options (in production
and logistics processes) to bring some kind of owpment, development.



Partnership management will define the quality afitact with the suppliers. This is one of
the biggest challenges in the field of purchasesé¢hdays, an important element of the
procurement strategy. The following methods ardiegp

- the orders are given to several different suppliguessible

- the enhancement of the entrance of alternativecesur

- the promotion of standardization

- the sustenance of vertical integration opportusitie

- the minimization of the costs of changing suppliers

Strategic partnership is a mutually beneficial,gdarm cooperation in the course of which
the activity integration of the different parties achieved to a certain degree based on the
knowledge, tools and resources available to thanak. It is important that there should be
coordinated cooperation between the two partiescasplex purchases must be made
together. They can launch a joint product develagnmogram, which enables them to
reduce the time needed to develop a new produ&y €an share confidential information
with each other, for example, information aboutrtifi@ancial situation, cost structure, and
production plan. The partnership between the mesntiea supply chain that is the customer-
supplier partnership has two important elements:
- the relative importance of the purchaser to thekeip

- the relative importance of the supplier to the paser

The dependency (Figure 2) griBdwer Matriy clearly shows the nature of the partnership
between the customer and the supplier. In distartherships, the two parties try to maintain
their independence from the other, while theraierdependence between the parties in close

cooperation (Balazs, 2014).
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Figure 2. The purchaser — supplier dependency grid (Poweri¥jat
Source Forras: SZEGEDI and PREZENSZKI (2003)
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Several factors may influence how close a partmernsh these factors include the length of
the supply chain, the duration of the cooperatang the longevity of the partnership. The
nature and quality of the partnership with the diepp in other words relationship

management is of greater and greater importantegestic and marketing objectives and the
expectations change. According to Szegedi and Rseke(2003), the following three types
of supplier partnerships are the most typical msidel

Transaction-oriented model (the traditional one)

The top priorities are prices and procurement aetsn, its objective is to achieve the lowest
price and to ensure continuous supply. This pastngris not based on business confidence,
but it is one where the customer takes advantages giosition of power. The supplier is
treated as an opponent. Such partnerships can drdyeone winner. It is a short-term,

occasional partnership. It was preferred in thé/gdrase of procurement development.

Relationship-oriented model

This is the most common type of partnership. Irs ttase, the selection of the supplier is
preceded by negotiations and tender. The supidreated as a business partner by the
customer and the partnership is based on trust.pfblelems are solved together and the
information flow is good between the parties. Timigdel is typical when there are only a few
or only one supplier and as a result the goal isréate a win-win situation. The individual

suppliers also serve as a source of informaticratd other.

Strategic partnership

The role and number of strategic partnerships henszeased due to the changing
technological standards, the shorter product Mees, the changes of the production depth
and the growing market competition. This is a milyuaeneficial, long-term cooperation in
the course of which the activity integration of theties is achieved to a certain degree. The
coordinated cooperation of the two parties is ot@ importance as complex purchases are
to be made together. There is a need for frequeninwnication since the parties are
interdependent. A smaller circle of suppliers (ond¢wo suppliers) are easier to control; the
time which needs to be devoted to finding new sepplis reduced (Majoros, 1999). Table 1

shows a summary of the characterization of thesthmedels mentioned above.



Table 1.

A summary of supplier relationships

Transaction- Relationship- Strategic
oriented oriented Partnership

Objective Lowest price A win-win Mutually
and ensuring situation beneficial
continuous cooperation
supply

Basis Not based on Based on Based on
business business business
confidence confidence confidence

Length of the

relationship Short-term Long-term Long-term
Applied in the

Application early phase of | Frequent Frequent
the procurement
development

Relationship The customer | The supplieris | There is

between the tries to take treated as a interdependence

parties advantage of its| business partner between the
position of parties
power

Source Edited by author (2018)

Difficulties encountered during the customer-supplier relationship

According to Mohr and Spekman (1994), partnershipuch an intended relationship of

strategic importance between two independent corapawhich have shared goals, strive for
mutual benefits and there is strong interdependéeteeen them. As any relationship, the
relationship between the members of a supply claolve difficulties, problems and
conflicts, as the parties try to promote their iests. In the course of this process, there might
be disagreement, difficulties and problems, whitloudd not be ignored, some kind of
solution must be found. This chapter focuses omiytree two most important “characters”,
that is on the problems arising between the custoamel the supplier. As suppliers
manufacture a wide range of products and theylfdififerent functions in the life of
companies, each supplier needs to be controlledratgty. As long as the identification,
assessment and further development of a supplietisuccessful, the following risks may be
incurred.

- high failure rate (on the side of the supplier)

- high purchase costs



- quality and performance risk

These risks create major headaches not only forebigrprises but for small and
medium-sized businesses, as well. The root cautiesois that small businesses do not have
sufficient “savings” to avoid supply shortage oredy increased procurement costs in the
long term. For this reason, these companies negdtamatically-built supplier management,
which enables them to choose the right parthemaake improvements if necessary. Talking
about the development of a customer-supplier celatiip, we can encounter problems and
risks not only on the side of the supplier, bubai® the side of the customer, which means
several types or risks should be expected. Ondefntost dangerous risk factors is if the
company becomes insolvent. In this case, the fosstionly the value of the goods or service
which has been ordered because additional costsimeay, such as the cost of temporary
storage, redirection, etc. This is calledmmercial riskin specialized literature, which the
customer may have to face but it may be an impbféentor in a partnership. If there is a long
space of time between signing the contract andlliidf it, there is a risk that the costs and
prices changepfice-risk. This may have a significant effect on the susa#ghe prospective
business partnershipolitical risk can be mentioned as a contributory factor conogrtie
supplier as well as the customer as we must nairggthe fact that there might be such
changes in a country’s internal politics or econopolicy which can have a negative effect
on the success of the partnership. The most contgpanof risk is theproduct risk though,
as the product may suffer damage during delived/starage (Csont, 2007). To prevent this,
it is advisable to provide appropriate packagind &ngive detailed instructions as to how the
products should be handled, stored and moved. Taerecompanies which give clear
descriptions of the means of transportation to $eduand in some cases even the shipping
route is also given. These terms and conditions@anmemarized in the contract.

Summarizing these risks, it is clear what thosemames are involved in, which compete
for a potential status in a supplier selection pssc The entrepreneurs who have failed will
have to face not only the financial consequenceth®ffailure but the public response will
also be quite strong (Vaillant and Lafuente, 20@&fterprises are given the opportunity to
restart the business in a relatively short timthaaUnited States thus they can consider failure
or bankruptcy to be a part of the learning curvecdntrast, those companies which have

failed are regarded to be “losers” in Europe.



According to Little and Marandi (2005), internatsdnmarkets are open to domestic
suppliers due to the continuous technological imeneent. The advantage of this is that
Hungarian suppliers can enter the internationalketaf they comply with the requirements
imposed by the market but at the same time theg teeeontend with the rival competitors in

their home country.

Case study

The present research deals with the difficultieshef customer-supplier relationships
that is what kind of problems customers need te faben they work with companies which
have already gained the status of a supplier. \Wkeld at small companies, small enterprises

(N<50 people). We summarized the results of 21 @mgs in the sample available.

Our investigation was divided into two parts sot twa can make a distinction between the
existing and the new suppliers. By existing supplie mean supplier companies which are
already members of the given supplier database thag are already in a contractual
relationship with the purchasing customer. In casttr by new supplier we mean those
supplier partners who would like to be part of @egi supply chain in other words their goal is
to build a contractual relationship. The analyseswarried out only among existing suppliers

as no such information is available in case ofria suppliers.

The issues examined were selected based on thepth-thterviews. A six-point Likert scale
(1-very rarely; 6- always) was used during the aed® which enabled the companies to
assess which problems they encounter in their @astiip with the given supplier group and

what needs to be corrected and improved in a leng-partnership.

The sub-sample results of small companies and sreatlerprises

It is important to emphasize before the assessofahe test results of this type of companies
that we talk about companies where the number gfl@rees is under 50. The companies
involved in our research employ 13-30 people. Tupler base of these companies are of a
similar size. It is quite common that the partngrstontract is made based on an already
existing friendship between the partners and thdtaw they enter into a partnership with
each other. This leads us to suppose that the mayapanies mentioned above will give a

more biased characterization and assessment o€ thogplier partners with whom the



partnership was established this way. The reseguelstion was the following: Please rate
how much you agree or disagree with the followitagesnents about your suppliers on a scale
between 1 (I totally disagree) and 6 (I totallyesc

The first criterion in the research was the follogiiThe suppliers are flexible if there is a

change in the product specificati¢hable 2.).

Table 2.
Cumulative test results for small companies (N=21)
o Average | | totally agree | | Disagree
Criteria rating (%) (%)

_The suppliers are ﬂemble if there is a change 418 238
in product specification 0
The PPAP produpts and the documentation 531 66.6 0
made by the suppliers are good
Communication with the supplier is positive 5,63 010 0
The communication with the supplier hag a
positive outcome in difficult situations or [n 4,18 28,6 0
times of crisis
The way suppliers handle complaints is proper 2,72 0 42,8
The s;hor'g-term and Ipng-term action plan of 2 44 28.6 0
suppliers is adequate in case of complaints
The _accgssmlllty_ of the existing strategic 518 857 0
suppliers is effectively ensured
The qual!ty of the' supplies offered by the 481 76.2 0
suppliers is appropriate

Source Edited by author (2018)

23,8% of the companies totally agree with the aggiom that the given supplier base
will respond with flexibility if some kind of chamgis introduced in the product range. The
first criterion was given relatively high points the respondents (Likert scale 4,18). The next
criterion can be linked to this one, which clainmaitt “The PPAP products made by the
suppliers and the documentation are gdothe respondents rated this very highly (Likert
5,31). Only three of the companies taking partha tesearch said that they had no such
expectations towards their suppliers. Around twiodghof the companies involved claimed
that they totally agree with the statement, whiokans that the documentation meets their
requirements. If there is product change, thengikien supplier company has to make the
PPAP documentation prior to the quantity productiGompanies can create some kind of
trust with the supplier partners by using PPAP doentation. In addition, the product-related
risk can also be reduced before they start the tdquaproduction. It is the supplier’s

responsibility to create the given documentatiorceithey need to prove that the product



manufactured by them fulfills the requirements. Th@nufacturing of the products can start

only after the approval of the customer.

Another question we tried to find the answer toiryiiour research was what kind of
communication is between the supplier partnerstheadtustomers, in other words how much
the parties understand each other. We would likgoiat out as a curiosity that this was the
only statement in the researdofnmunication with the supplier is posijiweith which the
respondents unanimously agreed with (100%). Theageerating was also very high (Likert
5,63). A possible explanation for this rating iattinformation is power and it is impossible to
create, foster and improve a stable long-term pestnp without communication — no matter

how good the supplier base of a given company is.

This statement is linked to the next o@ommunication with the supplier has a
positive outcome in difficult situations or in timmef crisis.We are convinced that this is
closely related to the statement we looked at lefsince if the parties can discuss all the
issues with each other, then this can only be aarddge in difficult situations. It is also an
interest of the customer that everything shouldragesmoothly at their supplier partner and
unexpected obstacles should not crop up duringuatazh. Almost one third of those asked
said (Likert scale 4,18) that they totally agrea&t tommunication with the supplier is positive
in times of crisis. The analysis of accessibilitytlee suppliers was also included in this group
of questions. 87,5% of the respondents said thhe “accessibility of the existing strategic
suppliers is effectively ensuredrhis statement was rated 5,18 on the Likert es¢al the

average rating.

Statements related to handling customer complaete given low ratings compared
to the positive response to questions about contation. We can ask the question what the
reasons might be for this phenomenon. In our vikandling customer complaints is a
complex procedure as it involves much more thattiooous communication with the
customer. It also involves making decisions abaytrovements, corrective and preventive
actions in several cases. Even though the custasneontinuously informed about the
complaint process by the supplier, the companiesat able to handle complaints error free.
Nearly half of those asked (42,8%) said that thieynidbt agree with the statement thahe

way suppliers handle complaints is prop@rikert scale 2,72).

There are difficulties concerning the short-ternd &ang-term measures taken to deal

with complaints (Likert scale 2,44). However, arduone third of the respondents do not



detect any problems related to the measures tékaly.two companies said that they totally
disagree with the statement tlfdhe short-term and long-term action plan of suppd is
adequate in case of complaintgind four other respondents said that they do malyae the

measures taken by the suppliers or the effectigeokethese measures.

We could have started the presentation of the tesuth the last statement that is
“The quality of the supplies offered by the supglisrappropriaté 76,2% of those involved
in our research totally agree with this statemiris. not only the quality of the product which
accounts for this kind of response, but serviceas lagistical criteria must have been taken
into consideration as well since the performancéefsuppliers was given an overall rating
(Likert scale 4,81).

Conclusion

Cooperation between the customer and the supglief crucial importance and one of the
contributing factors in this process is how a sigrpdeals with a given problem, what their
problems solving skills are like when it comes ti@tegic issues. We concluded based on the
research findings that there are problems andcdiffes in the supplier partnership even in
small companies regardless of the number of employB<50 people) and these problems
need to be resolved. Another finding of this reskeas that continuous communication with
the suppliers is less of a problem but there isréar further improvement in measures taken
to handle complaints, where technical expertise tayequired. The relationship with the
supplier is of real value if it is not simply abdbe delivery of products but it turns into such
a positive partnership which is good for both matiWe believe that the partners share the
following goals: they would like to encounter asvfebstacles and difficulties as possible
during the production process since there are naoufaaturing or assembly supplier

companies, which can control the manufacturing @sses 100% error-free.
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