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The literature on supply chain management (SCM) has consistently promoted the “bright side” of col-
laborative buyer-supplier relationships (BSRs). Based on the social capital argument, SCM scholars have
investigated how a buyer can gain access to and leverage resources through its collaborative BSRs. Our
study extends this research stream by considering the “dark side” of social capital in BSRs. It evaluates
how social capital in its cognitive, relational, and structural forms contributes to or impedes value cre-
ation within BSRs. Both primary survey measures and secondary objective measures have been used in
data analysis. The results show the presence of both the bright side, confirming the existing literature,
and the dark side, extending the literature. There is an inverted curvilinear relationship between social
capital and performance: Either too little or too much social capital can hurt performance. This study
confirms that building social capital in a collaborative BSR positively affects buyer performance, but that
if taken to an extreme it can reduce the buyer’s ability to be objective and make effective decisions as
well as increase the supplier’s opportunistic behavior. Our study also examines how a buyer can delay
the emergence of the dark side. It opens up new research avenues in the collaborative BSR context and
suggests directions for future research and practice.
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1. Introduction

The literature on supply chain management (SCM) is unequiv-
ocal regarding the value of collaborative buyer-supplier relation-
ships (BSRs) (for a review, see Chen and Paulraj, 2004; Terpend et
al., 2008). SCM scholars have studied how building social capital
creates value for firms participating in collaborative BSRs! (Autry
and Griffis, 2008; Cousins et al., 2006; Cousins and Menguc, 2006;
Krause et al., 2007; Lawson et al., 2008; Min et al., 2008). These
scholars suggest that building social capital between buyers and
suppliers allows them to gain access to and leverage resources
residing in their relationships. They highlight that social capital
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reduces the likelihood of conflicts and promotes cooperative behav-
ior because of its association with shared vision, trusting relations,
and social ties. Clearly, the SCM literature has hitherto focused on
the bright side of social capital.

However, further consideration needs to be given to the risks
and potential negative consequences associated with social capital,
which we shall refer to as the dark side of social capital. Sociologists
(Granovetter, 1985; Portes and Sensenbrenner, 1993) and strategy
scholars (Adler and Kwon, 2002; Gargiulo and Benassi, 1999; Uzzi,
1997) have warned us of the presence of the dark side. Consider-
ing the dark side of social capital in BSRs has important managerial
implications, given that buying firms invest significant resources
in building social capital with their suppliers (Adler and Kwon,
2002; Autry and Griffis, 2008). Hard-earned social capital may in
fact lead to loss of objectivity (Locke, 1999), opportunistic behav-
iors (Granovetter, 1985), and poor decision making (Grover et al.,
2006; McFadyen and Cannella, 2004). Therefore, blindly calling for
building higher levels of social capital within BSRs can lead to a
waste of resources and frustrations (Portes and Landolt, 1996), and
the indiscriminate promotion of social capital may actually hurt
rather than enhance performance.

Our study aims to consider both the bright and the dark sides of
collaborative BSRs. Some leading firms may be taking on this per-
spective. For example, Toyota and Johnson Controls Inc. (JCI) have
enjoyed their collaborative relationship since 1984 when Toyota
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first arrived in Georgetown, KY, to produce the all-time best sell-
ing Camry sedans (www.johnsoncontrol.com). However, presently,
they appear to be re-evaluating their celebrated long-term, col-
laborative relationship. There have been signs of restructuring
in their relationship. Toyota and JCI are phasing out a long-
standing partnership at Trim Masters, their joint-venture company
(www.autonews.com). With this measure, Toyota seems to be look-
ing for more competition among seat suppliers while JCI seems
to be pursuing more autonomy to explore other potential cus-
tomers and ventures. Both firms seem to be acknowledging the
downside of their long-term partnership. Our study aims to inves-
tigate the underlying dynamics of such a phenomenon—how a
well-established BSR, on the one hand, generates value (the bright
side) but, on the other, causes relational inertia (the dark side) that
inhibits partners’ capacity to meet changing market demands.

We take the SCM literature beyond the bright side of collabo-
rative BSRs by considering the bright side and dark side in a single
model. We do so theoretically and empirically by using the con-
cept of social capital. Consistent with previous studies (e.g., Krause
et al.,, 2007; Lawson et al., 2008), we accept that building social
capital within BSRs has a positive impact on buyer performance,
at least initially. However, we offer additional theoretical preci-
sion to this argument. We posit that the synergies emerging from
accumulated social capital are subject to diminishing returns. That
is, the value of social capital might begin to decay and the rate
of benefits slow down as inherent risks and costs of social capital
increase. As a result, we postulate that the accumulation of social
capital improves performance up to a point where increasing risks
and costs offset the benefits and that beyond this point buyer per-
formance declines. We thus suggest that the relationship between
social capital and performance has a curvilinear rather than a lin-
ear effect. This curvilinear relationship might also explain why
some studies analyzing collaborative mechanisms in BSRs have
been unable to show the expected performance gains (Gulati and
Sytch, 2007; Petersen et al., 2005; Swink et al., 2007).

Further, previous studies have limited the analysis of social cap-
ital to its relational dimension (Cousins et al., 2006; Johnston et al.,
2004), structural dimension (Capaldo, 2007), or a combination of
the two (Autry and Griffis, 2008; Lawson et al., 2008). Very few
studies have investigated all three forms of social capital (Nahapiet
and Ghoshal, 1998) in a single model, with the notable excep-
tion of Krause et al. (2007). The current study jointly examines
three forms of social capital—cognitive (e.g., shared culture and
goals), relational (e.g., trust, friendship, respect, and reciprocity),
and structural (e.g., social ties), thereby addressing the different
ways these forms influence performance outcomes.

Also, most previous studies have framed the benefits of social
capital primarily within a narrow range of operational performance
outcomes. However, in reality, buyers attempt to advance a much
wider range of performance goals within their BSRs (Krause et al.,
2007; Sanders, 2008; Im and Rai, 2008). Our study thus considers a
set of strategic benefits (e.g., the development of new products and
markets) in addition to operational performance measures used in
previous studies. In doing so, we provide a more comprehensive
examination of a buyer’s performance gain based on the building
of social capital with its collaborative supplier.

The paper is organized as follows. We first review the literature
on social capital and performance, and then we develop hypothe-
ses based on how the three dimensions of social capital impact
performance. The unit of analysis is framed as the buyer-supplier
dyad. The research methodology section discusses how objective
and subjective data from 132 Spanish firms were collected and
analyzed. The results confirm that there is an inverted curvilinear
relationship between social capital and performance. The results
also show that it takes longer to reach the threshold when buyers
and suppliers work together to achieve strategic benefits com-

pared with when they seek operational benefits. Finally, we discuss
theoretical and managerial implications and offer future research
directions.

2. Theoretical foundation
2.1. Social capital theory

Social capital is defined as a valuable asset that stems from
access to resources made available through social relationships
(Coleman, 1990; Granovetter, 1992). Nahapiet and Ghoshal (1998)
synthesize social capital in three dimensions: cognitive, relational,
and structural. The cognitive dimension represents shared meaning
and understanding between actors; the relational dimension refers
to trust, friendship, respect, and reciprocity developed through a
history of interactions; and the structural dimension involves the
patterns of relationships between actors. In this section, we review
the literature pertaining to these three dimensions of social capital.
We then consider the performance implications based on an obser-
vation that social capital can facilitate as well as inhibit actions
required to improve performance (Nahapiet and Ghoshal, 1998;
Tsai and Ghoshal, 1998).

2.1.1. Cognitive social capital

Cognitive social capital refers to “the resources providing shared
representations, interpretations and systems of meaning among
parties” (Nahapiet and Ghoshal, 1998, p. 244). It provides a shared
vision that embodies the collective goals and aspirations (Tsai and
Ghoshal, 1998). Inkpen and Tsang (2005) highlight shared culture
and congruent goals as the main dimensions of cognitive capital.
Shared culture refers to the degree to which norms of behavior gov-
ern relationships, whereas congruent goals represent the degree to
which parties share a common understanding and approach to the
achievement of common tasks and outcomes.

Parties with similar cultures facilitate individual actions and
constrain undesirable behavior in favor of the collective interests
(Coleman, 1988). The set of institutionalized rules and norms that
govern appropriate behavior by parties facilitates common actions
within a social structure (Gulati et al., 2000). These rules and norms
provide a harmony of interests and suppress the possibility of
opportunistic behaviors, leading to lower monitoring costs and
higher commitment (Ouchi, 1980). Furthermore, the establishment
of congruent goals can guide the nature, direction, and magnitude
of the efforts of the parties (Jap and Anderson, 2003). Commit-
ted parties have a deeper understanding of why the relationship
exists and how they can contribute to the attainment of compatible
goals. In this manner, goal congruence cannot only reduce the like-
lihood of conflicts (Jap, 1999) but also improve the joint returns for
both parties because they perceive the synergistic potential of the
relationship (Tsai and Ghoshal, 1998). However, a lack of cultural
similarities and compatible goals may not only trigger conflicts
that result in frustration and have negative effects on performance
(Inkpen and Tsang, 2005; Lei and Pitts, 1997) but also detract from
developing and implementing innovative strategies because of the
time and energy spent resolving disputes (Holcomb and Hitt, 2007).

In sum, cognitive capital in the form of shared culture and con-
gruent goals provides a shared vision through which committed
parties gain a better understanding of the behavioral norms and
common goals within the relationship. Herein, the role of social
relations lies in establishing whether there is a potential for align-
ing business philosophies and achieving better terms of negotiation
thatlead to congruent goals. Parties who aim to enhance their com-
petitiveness in the short and long terms should thus commit to
developing some similarities in organizational cultures and seek to
attain congruent goals that benefit their relationship.
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2.1.2. Relational social capital

Relational social capital refers to trust, obligations, respect, and
friendship that actors have developed with each other through
a history of interactions (Granovetter, 1985; Kale et al., 2000;
Nahapiet and Ghoshal, 1998). Through repeated transactions,
the parties have proved trustworthiness and affirmed norms of
friendship and reciprocity within the relationship. In this regard,
relational capital entails the strength of the relationship built over
time, whereas cognitive capital refers to the commitment to align
cultures and goals within the relationship.

Trust is one of the key aspects of relational social capital
(Coleman, 1990; Fukuyama, 1995; Inkpen and Tsang, 2005). When
trust is built through repeated transactions, decision makers tend
to be less concerned about the opportunistic behavior of others
(Blau, 1964; Jarillo, 1988). They are more willing to engage in open
communication and show greater behavioral transparency. As trust
develops, decision makers progress gradually from engaging in less
risky to more risky business interactions (Blau, 1964). In much the
same way, friendship, respect, and reciprocity are also developed
through repeated transactions (Kale et al., 2000). Decision makers
commit to preserving their firms’ reputations for being trustworthy
partners, creating a mutual confidence that they would not exploit
the other’s vulnerability even if there were an opportunity to do so
(Sabel, 1993). They also adhere to reciprocity norms that serve to
transform decision makers from self-centered partners into mem-
bers of a relationship with shared interests and a sense of the
common good (Portes, 1998; Putman, 1993). Thus, relational capital
reduces opportunistic behavior and facilitates cooperative behav-
ior. Conversely, a lack of relational capital increases the uncertainty
within the relationship and causes partnering firms to withhold
potentially relevant resources (Dyer and Chu, 2003; Perrone et al.,
2003; Uzzi, 1997).

In sum, relational capital focuses on the kind of personal rela-
tionships decision makers of the partnering firms have developed
with each other through a history of interactions. Such relation-
ships develop trust, respect, friendship, and reciprocity over time
that reduce monitoring cost and enhance cooperation within the
relationship. Thus, social interactions between decision makers of
partnering firms can influence their behaviors beyond the contrac-
tual setting (Bendoly et al., 2010; Granovetter, 1992).

2.1.3. Structural social capital

Structural social capital refers to the pattern of connections
between parties—that is, whom you know and how you reach them
(Burt, 1992). It is related to the impersonal configuration of link-
ages within a social structure (Nahapiet and Ghoshal, 1998) and
can be analyzed from the perspective of social ties (Bolino et al.,
2002; Inkpen and Tsang, 2005). These social ties among contacts
possess the potential for gaining access to valuable information
(Coleman, 1990). In this regard, unlike cognitive capital, which is
concerned about the pursuit of shared culture and congruent goals
of the parties, and relational capital, which refers to the strength of
connections, structural capital rests on the existence of connections
and their configurations within a social structure.

In the social capital literature, much attention is given to its
structural dimension (e.g., Capaldo, 2007; Gargiulo and Benassi,
2000; Koka and Prescott, 2002). Some scholars have suggested
that partnering companies need to create a structure with dense
interactions and multiple connections in order to exchange more
reliable and diverse information (Capaldo, 2007; Koka and Prescott,
2002). In the case of dense interactions (i.e., a high frequency of
interactions among contacts), information is more readily accessi-
ble and can therefore be available early (Burt, 1992). There is also a
tendency for partners to possess similar information that enables
the validation of exchanged information, enhancing its reliability.
In the case of multiple connections (i.e., interactions among diverse

points of contact), partners can design a structure with different
contact points within and across different levels of organization.
Here, the number and, more importantly, the characteristics of the
new contacts and their relationships are important for ensuring
information diversity. The main benefit of this type of structure
is that partners can access more consistent, non-redundant, and
diverse information. An absence of structural social capital, on the
other hand, makes the acquisition of meaningful information costly
and, in some cases, impossible.

In sum, structural social capital recognizes the advantages
derived from the configuration of the network of contacts within
a given social structure. Partners that enhance the frequency and
interaction of multiple contacts at different levels (e.g., manage-
rial and technical) and various functions (e.g., operations, quality,
and marketing) allow the creation of a social structure that benefits
both parties in terms of the volume and diversity of information.

2.2. Performance

The SCM literature recognizes that the value creation process
extends beyond the boundaries of the firm and involves integrated
business processes among various supply chain members including
suppliers, manufacturers, and customers (Stevens, 1989; Tan et al.,
1998). The teamwork of these different entities is expected to lead
to superior performance. Achieving this requires individual firms
to invest in mechanisms that foster integration, collaboration, and
coordination across supply chain members (Sanders, 2008). In this
study, we focus on how the buyer builds social capital within the
BSR in order to leverage supplier capabilities.

Consider Toyota as a buyer. This company invests a large amount
of resources in social relations with its supply base, creating, for
example, consulting teams and inter-firm employee transfer pro-
grams. These social mechanisms have provided the infrastructure
that supports its “learning dynamic capability” (Dyer and Nobeoka,
2000). Toyota first analyzes whether it has compatibility in busi-
ness philosophies with chosen suppliers and, if so, the company
commits to developing supplier capabilities to achieve common
goals (Liker and Choi, 2004). Toyota has clear norms for partici-
pation in such social mechanisms and promotes a philosophy of
“co-existence and co-prosperity” that links Toyota’s success and
that of its suppliers (Dyer and Nobeoka, 2000). Relations character-
ized by trust, respect, and reciprocity emerge between Toyota and
its chosen suppliers that facilitate the exchange of know-how and
information. Toyota also encourages frequent interactions between
its personnel and those of suppliers across different hierarchical
levels to ensure information accessibility (Adler et al., 2009; Liker
and Choi, 2004). By creating and fostering social relations in which
personnel from suppliers and Toyota continuously interact and
experiment jointly, Toyota develops social capital with its suppliers
that is instrumental in attaining performance improvement.

The performance improvement in essence comes from promot-
ing both parties’ cooperative behavior that increases the efficiency
and the creativity of their actions (Nahapiet and Ghoshal, 1998).
The former highlights the achievement of operational improve-
ments in terms of costs, quality, lead time, and the like. The latter
encourages the accomplishment of more strategic outcomes such as
the development of new products and markets. Most SCM studies
have analyzed the impact of social capital on buyer performance
as a single construct that includes a narrow range of operational
performance outcomes such as cost, quality, lead time, flexibility,
and delivery (e.g., Cousins et al., 2006; Lawson et al., 2008). More
recently, however, some studies have suggested that buyers pursue
not only traditional operational improvements but also strategic
benefits such as product innovation, market creation, technologi-
cal development, and the like from their BSRs (Im and Rai, 2008;
Sanders, 2008; Terpend et al., 2008). Therefore, more complete
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measures should be considered in order to obtain a comprehensive
evaluation of performance (Sanders, 2008; Krause et al., 2007). In
this study, we include both types of benefits (i.e., operational and
strategic) that buyers aim to achieve from their collaborative BSRs.

3. Hypothesis development

Although social capital can create value for partnering buyers
and suppliers, a few sociologists and strategy scholars have warned
us aboutits potential dark side (Adler and Kwon, 2002; Granovetter,
1985; Inkpen and Tsang, 2005; Portes and Sensenbrenner, 1993).
Gargiulo and Benassi (1999) note that the enthusiasm with the
bright side of social capital neglects the fact that social bonds
may at times have harmful effects and produce social liability.
For instance, a buyer might lose flexibility in its decision mak-
ing (Gargiulo and Benassi, 1999) or discriminate against new,
potentially better suppliers (Kern, 1998) due to obligations and
reciprocity with established suppliers. This may restrict the buyer
from effectively responding or adapting to environmental changes
and thus ultimately jeopardize its performance. The rigidity inher-
entinaccumulated social capital might explain why some empirical
studies analyzing the positive impact of collaborative mechanisms
on performance did not find a significant relationship (e.g., Gulati
and Sytch, 2007; Petersen et al., 2005; Swink et al., 2007).

Building upon previous research (Granovetter, 1985; Gargiulo
and Benassi, 1999; Uzzi, 1997), we postulate that social capital
has both bright and dark sides. The bright side comes from foster-
ing teamwork and reducing undesirable behavior, both of which
can positively influence buyer performance. However, synergies
created due to accumulated social capital are subject to diminish-
ing returns. As social capital increases, the rate of benefits slows
down as associated rigidities set in. There should be a threshold
at which these rigidities offset the benefits of social capital, and
beyond which buyer performance declines. We thus suggest that
the social capital-performance relationship is unlikely to be as sim-
ple as the previously proposed linear model. Rather, we posit that
the three forms of social capital follow an inverted curvilinear rela-
tionship with performance, which explains how social capital in
fact becomes a social liability within BSRs.

3.1. Cognitive social capital

Building cognitive social capital within the BSR initially has a
positive impact on performance. Cognitive social capital facilitates
resource exchange because the buyer and supplier see the poten-
tial value of their resource integration and combination (Nahapiet
and Ghoshal, 1998; Tsai and Ghoshal, 1998). It provides a referent
frame of behavioral norms and common understanding of collec-
tive goals that increases commitment to exploiting synergisms and
reduces the likelihood of conflicts (Gulati et al., 2000; Inkpen and
Tsang, 2005; Jap and Anderson, 2003; Rossetti and Choi, 2005). This
enhances both the buyer’s and the supplier’s willingness to jointly
improve operational and strategic performance. Operational bene-
fits manifest in cycle time (Hult et al., 2004), cost, quality, delivery,
and flexibility (Krause et al., 2007). Strategic benefits come from
exploring new opportunities to create value (e.g., the development
of new products) and taking on additional investment and risk
that can potentially increase long-term competitiveness. Cognitive
social capital thus provides the buyer and supplier with a shared
vision that increases their commitment to fully taking advantage
of synergies while inhibiting undesirable behaviors within the BSR.

However, as the level of cognitive social capital increases, per-
formance begins to suffer because phenomena like “groupthink”
(Janis, 1982) and “isomorphism” (Uzzi, 1997) set in. The risk is
that the buyer and supplier may become too homogeneous in

their thinking, which can reduce their capacity to formulate chal-
lenging questions and explore creative solutions and, ultimately,
cause them to make suboptimal decisions (Bendoly et al., 2010;
Janis, 1982). In other words, routines and mental models emerging
from accumulated cognitive capital create rigidities that discour-
age independent thinking and creativity within the BSR (Autry and
Griffis, 2008; Das et al., 2006) and, consequently, produce forms of
“collective blindness.” The buyer and supplier begin to think alike
and, hence, tend to be less likely to countenance alternative views
and critically evaluate the existing relationship. Additionally, as the
relationship reaches maturity, the buyer and supplier would fail to
concentrate primarily on daily activities and ongoing operations.
In such a situation, fostering continuous learning within the BSR
loses its salience and is taken for granted (Jap and Anderson, 2003).
Thus the buyer and supplier would suffer from a lack of creativity
and continuous learning that have detrimental performance conse-
quences, as well as make costly investments to building high levels
of cognitive social capital.

Therefore, as cognitive social capital increases, performance
improves initially. As it rises to high levels, however, the risks of
groupthink and isomorphism become stronger, and costly invest-
ments to build such a level of cognitive capital may end up being
detrimental for buyer performance. What this means is that the
rate of buyer performance improvements would slow down and
then eventually bottom out. There should be a threshold at which
buyer performance actually starts to decline as negative outcomes
of excessive cognitive capital offset its benefits.

Hypothesis 1. There is an inverted curvilinear relationship
between cognitive social capital and buyer performance (strategic
and operational).

3.2. Relational social capital

Relational social capital helps improve performance within
BSRs. Trust, friendship, respect, and reciprocity are essential
requirements for supply chain collaboration (Johnston et al., 2004;
Kale et al., 2000; Zaheer et al., 1998). They contribute to reducing
monitoring costs and increasing willingness to cooperate beyond
contractual provisions. Relational capital, for example, permits
privileged access to key resources (Kale et al., 2000; Uzzi, 1997),
provides incentives to engage in value-added initiatives (Dyer and
Singh, 1998; Zaheer et al., 1998; Johnston et al., 2004; Lawson et
al., 2008), and increases the willingness to explore new opportu-
nities (Ring and Van de Ven, 1992). Empirical studies have shown
the benefits of relational capital in terms of improved cost, flexibil-
ity, productivity, quality (Cousins et al., 2006; Dyer and Chu, 2003;
Gulati and Sytch, 2007; Lawson et al., 2008; Zaheer et al., 1998),
and innovation (Capaldo, 2007). Thus, relational capital increases
the buyer’s and supplier’s willingness to take additional risks and
assume higher investments in achieving improved operational and
strategic benefits.

However, as relational capital increases, it can create occasions
for opportunistic behavior (Granovetter, 1985). Excessive levels
of trust may lead the buyer to reduce its efforts of monitoring,
vigilance, and safeguards to a point where it can be subject to
malfeasance by the supplier. Such reduction in control mechanisms
puts the supplier in a better position to take greater advantage
of the buyer if it wishes to (Gargiulo and Ertug, 2006; Wuyts and
Geyskens, 2005). For instance, the supplier may be able to achieve
performance goals without a full effort, becoming complacent in its
role given the relation-specific knowledge it has gained over time.
Also, the supplier may be less motivated to provide high levels of
performance if it feels that its business interests are secured. The
supplier can even carefully devise a way to systematically cheat
the buyer under the veil of close social relations (Anderson and
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Jap, 2005). At the same time, the buyer may be less likely to objec-
tively acknowledge performance deterioration and detect cheating
given its reduced level of monitoring. This delays the timing of
the buyer’s corrective actions, forcing it to endure more perfor-
mance losses (Gargiulo and Ertug, 2006). Further, strengthened
reciprocity norms might develop “unnecessary” obligations that
commit resources and constrain choices beyond what would be
optimal (Bendoly and Swink, 2007; Gargiulo and Benassi, 1999;
Gargiulo and Ertug, 2006; Malhotra, 2004; Uzzi, 1997). Excessive
reciprocity norms might force a buyer to assist its supplier or attend
to its demands even when the buyer expects few benefits from
future exchanges. Fears of disrupting the relationship with the sup-
plier stem from an emotional attachment created by the buyer
(Mayer et al., 1995) or from its concern that it may generate a
negative reputation as a reliable partner for future relations with
suppliers in its supply base (Gulati, 1995). A supplier can exces-
sively take advantage of such reciprocity norms and hence hinder
buyer performance. Thus, to further invest in building relational
capital beyond an optimal point might be counterproductive.

There are additional factors that make the buyer vulnerable.
First, in high levels of relational capital, buyers become more
reluctant to switch suppliers due to a strong attachment toward
the continuity of existing relationships (Kim et al., 2006; Li et
al., 2006), preference in working with proven suppliers (Gargiulo
and Benassi, 1999), and fear of potential loss of relationship-
specific assets (Anderson and Jap, 2005; Poppo et al., 2008). All
of these conditions may lead the buyer to become trapped in
an unhealthy BSR and struggle to meet performance goals. Sec-
ond, timely and accurate feedback might be lost in high levels of
relational capital. It becomes difficult for the buyer to generate
optimal solutions to problems because its supply chain manager
would tend to avoid the unpleasant situations caused by conflicts
in order to maintain the friendship developed with its counter-
part (Jeffries and Reed, 2000; Selnes and Sallis, 2003). This leads
to limited inter-firm learning and hence jeopardizes buyer perfor-
mance. Finally, the buyer invests heavily in relationship-specific
socialization mechanisms that are costly and time consuming
(Cousins et al.,, 2006). As it channels much of its efforts into
increasing relational capital with established suppliers, how-
ever, the buyer may inadvertently lose opportunities for finding
new, more capable suppliers (Kern, 1998; Bendoly et al., 2010).
Thus, while we expect to see an initially positive relationship
between relational capital and performance, we anticipate that
increasing relational capital would eventually lead to declining
performance.

Hypothesis 2. There is an inverted curvilinear relationship
between relational social capital and buyer performance (strategic
and operational).

3.3. Structural social capital

Building structural social capital is important for achieving ben-
efits in the BSR (Krause et al., 2007; Lawson et al., 2008). The
promotion of frequent interactions among multiple contact points
between the buyer and its supplier provides them with a diver-
sity of reliable information (Koka and Prescott, 2002). A buyer that
encourages frequent interactions between its operations personnel
and those of its supplier promotes the sharing of information con-
ducive to faster problem resolution and synchronized inter-firm
processes (Dyer and Nobeoka, 2000; Heide and Miner, 1992; Uzzi,
1997). At the top management level, likewise, the promotion of fre-
quent interactions creates close ties that incentivize the exchange
of sensitive information and the formulation of common strategies
that lead to strategic benefits (e.g., the creation of new markets).
Thus, when a buyer builds social capital with its supplier based

on frequent interactions and across different hierarchical levels, it
often discovers unique opportunities that assist in meeting diverse
competitive priorities (Lawson et al., 2008).

As interactions within a BSR increase, a point may be reached
at which the incremental value of additional information starts
to decrease. Information exchanged may become redundant
(Coleman, 1990; Koka and Prescott, 2002), and, if there is too much
information, it may make timely decision making progressively
more difficult. The excessive interactions with the same suppli-
ers limits the buyer’s search for other, more capable suppliers
due to information-processing limitations and misplaced confi-
dence that it has captured all relevant information in the existing
BSRs (Koka and Prescott, 2002). Too much interaction may even
reduce the buyer’s ability to engage in activities that are also crit-
ical to improving its own performance (McFadyen and Cannella,
2004). Furthermore, information sharing beyond the processing
capacity of the buyer’s managers might cause stress and confusion
between what is and what is not critical for the relationship, thus
lowering effective decision making (O’Reilly, 1980; Grover et al.,
2006). Grover et al. (2006) suggest that too much information cre-
ates a cognitive burden in decision makers who characteristically
have a limited capacity to process information (March and Simon,
1958). Thus, the buyer should acknowledge the fact that promoting
interactions within BSRs does not necessarily mean the additional
information gathered would be considered relevant during deci-
sion making. There should be a threshold at which the benefits of
building high levels of structural capital are offset by the redun-
dancy, complexity, and investments from dealing with such high
levels of information.

Therefore, one would expect that buyer performance initially
improves as structural social capital increases. Structural capital
assists in providing valid, diverse information to achieve coor-
dinated activities, speed up problem resolution, and formulate
common strategies. However, as structural capital reaches high
levels, the marginal benefits of more information might become
negligible and, in the extreme, lead to negative outcomes for the
buyer, given the lack of learning derived from the overloading
of information, the greater difficulty in decision making, and the
expenditure of resources to maintain frequent, diverse interac-
tions.

Hypothesis 3. There is an inverted curvilinear relationship
between structural social capital and buyer performance (strategic
and operational).

3.4. Social capital and performance

There has been increasing interest among SCM scholars in
investigating how the contribution of suppliers can lead to
improvements in the buying firm (Modi and Mabert, 2007; Krause
et al., 2007). The social capital accrued within a BSR would impact
operational and strategic performance gains, as discussed before.
Operational gains pertain to the small-scale, incremental benefits,
while strategic gains occur at the large, radical scale (Henderson
and Clark, 1990; Dewar and Dutton, 1986; Sanders, 2008). We
now examine how the curvilinear relationship discussed hereto-
fore might behave differently with respect to these two types of
performance outcomes.

Operational benefits encompass the capacity for improving the
buyer’s existing products and processes. This benefit type is usually
realized by promoting exploitative activities such as refinement,
efficiency, productivity, and process control within the BSR. It typ-
ically entails short-term, tactical issues with minimal risk-taking
and is associated with short-term results. In contrast, strategic
benefits address the capacity for developing new products and
markets that seek to improve the buyer’s long-term competive-
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ness. This benefit type usually requires explorative activities such
as search, discovery, experimentation, and innovation that involve
risk-taking with implications for long-term results within the BSR
(March, 1991; Sanders, 2008).

We posit, therefore, that the inverted curvilinear relation-
ship between social capital and performance would attenuate
more slowly when the buyer aims to achieve strategic benefits
as opposed to when it seeks operational benefits. First, pursuing
strategic benefits, as compared with operative benefits, implies
more risks for the buyer and supplier and, hence, would require
more social capital within the relationship. In other words, explo-
rative activities based on developing new products and markets
involve more risk compared with exploitative activities designed
to improve existing products and processes (Liefer et al., 2000;
Utterback and Abernathy, 1975). For example, explorative activ-
ities require a higher level of commitment to share values and
goals given that these activities require more risky investments.
Likewise, a higher degree of trust, respect, and reciprocity is
needed given the greater difficulty of monitoring explorative
activities (Mayer et al., 1995; Das and Teng, 1998). A higher
frequency of social interactions is also necessary to carry out
explorative activities in order to ensure the effective identifi-
cation of market opportunities and their effective deployment
(Lawson et al., 2008). Given that strategic benefits are achieved
through the promotion of more risky activities, as compared with
operational benefits, additional social capital is necessary. What
this means is that the rate of attenuation for strategic bene-
fits could take place more slowly as social capital develops, and
consequently it would take longer for them to reach the dark
side.

Second, pursuing strategic benefits would involve a longer time
horizon compared to when trying to attain operational benefits.
That means strategic benefits would expend a higher level of
social capital within the BSR. For instance, explorative activities
require experimentation with new alternatives and establishment
of new ways to create value, whereas exploitative activities involve
the refinement and extension of existing capabilities, competen-
cies, technologies, and paradigms (Im and Rai, 2008; March, 1991;
Sanders, 2008). In other words, achieving strategic benefits through
explorative activities involves actions that establish new patterns
in the technology, organization, or markets with benefits occur-
ring over a longer time horizon, while realizing operational benefits
through exploitative activities involve actions that refine existing
and proven patterns with benefits occurring in a more immediate
time span (March, 1991; Sanders, 2008). This means that pursu-
ing strategic benefits through promotion of explorative activities
requires longer-term periods to realize the synergistic potential.
Therefore, a higher level of social capital becomes imperative. Nat-
urally, it would then take longer for strategic benefits to reach the
dark side.

Finally, the results of explorative activities (e.g., the develop-
ment of new products that serve existing markets or open a new
market) would depend more on market dynamism compared with
those of exploitative activities (e.g., productivity improvements).
Consequently, explorative activities would need to deal more with
what competitors are doing, the type of emerging technologies, or
the institutional forces acting on the market. There are multiple
external forces that play a critical role in the success of explorative
activities (Thompson, 1967; Pfeffer and Salancik, 1978). To rapidly
attend to external forces’ demands and customers’ changing needs,
the buyer would require a high level of flexibility from its suppliers
(Fisher et al., 1994). The buyer would hence need to build a higher
level of social capital when it seeks strategic benefits as compared
with operational benefits. What this means is that it would take
longer for the buyer to reach the threshold when pursuing strategic
benefits.

Hypothesis 4. As social capital increases, the curvilinear rela-
tionship between performance and social capital attenuates more
slowly for strategic benefits than for operational benefits.

4. Research methodology
4.1. Unit of analysis

The focus of this study is on social capital between the buyer
and its partnering supplier and how it can impact performance. We
also recognize that the origin of social capital is in social relations
between individuals representing their respective firms (Cousins et
al., 2006; Ketchen and Hult, 2007). At the collective level, however,
the buyer and supplier as companies are responsible for establish-
ing the tone and creating the means to foster and manage such
social relations. This study thus uses the BSR at the firm-to-firm
level as the unit of analysis and evaluates the value created or
diminished based on the buyer’s actions to develop social capital
with its collaborative supplier.

4.2. Sample and data collection

The target population is composed of Spanish firms. The list of
these companies was obtained from the Sistemas de Anadlisis de
Balances Ibéricos (SABI) database.2 We selected firms from this
database using the following criteria: the extent to which SCM is
an important activity of their operations, the diversity of industrial
sectors, and the size of organizations (medium- and large-sized).
Small firms were excluded because in general they tend to rely on
individual managers’ social capital to gain access to new resources
and because they tend to lack resources to invest in building social
capital with supply chain partners. Service organizations (e.g., con-
sultants and auditors) were excluded from our target population
because they operate based on intangible resources (Chase et al.,
2006). The list gave us 1014 firms. Of these, 284 firms could not
be contacted due to incorrect contact information, so our final list
included 730 firms.

We used a combination of primary survey data and secondary
archival data to test the hypotheses. In the first case, a pilot survey
was designed and developed from a thorough literature review.
The pilot survey was validated through a pre-test with four aca-
demics and five practicing supply chain managers. They reviewed
and critiqued the pilot survey and offered suggestions for improv-
ing its wording, design, and administration. With this feedback, the
final survey was obtained. We sent the survey to the sample firms
in October 2009, along with a cover letter explaining the study’s
purpose, the criteria for choosing a collaborative supplier, and the
person who should complete the survey. We offered the assurance
of anonymity for respondents. The data collection effort yielded
responses from 132 firms, with aresponse rate of 18.12% (132/730).
While this response rate is not ideal, we consider it acceptable
given that this rate compares favorably with those observed by past
social capital studies in the BSR context (Cousins and Menguc, 2006;
Lawson et al., 2008) and other studies in SCM (Johnston et al., 2004;
Modi and Mabert, 2007). This rate is also similar to other recent
studies conducted in Spain (Cruz et al., 2010; Molina-Morales and
Martinez-Fernandez, 2009; Villena et al., 2009). Table 1 shows the
profile of the sample, which reflects the diversity that exists among
the participating firms based on the number of employees, annual
sales, and industry sectors.

The targeted respondents of our survey consisted of supply
chain managers at decision-making levels and in strategically

2 The SABI database is similar to the COMPUSTAT database in the United States,
except that it includes firms that are not publicly traded.
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Table 1
Profile of the sample.
Frequency %
Number of employees
10-50 4 3.03%
51-100 22 16.67%
101-200 43 32.58%
201-500 41 31.06%
501-1000 18 13.64%
>1000 4 3.03%
Total 132 100%
Total annual sales (Euros Million)
0-19.99 35 26.52%
20-39.99 36 27.27%
40-99.99 39 29.55%
100-499.99 16 12.12%
>500 6 4.55%
Total 132 100%
Industry sector
Food & beverage 34 25.76%
Chemical & pharmaceutical 32 24.24%
Automotive 24 18.18%
Textile 19 14.39%
Paper 8 6.06%
Electronic 7 5.30%
Metal 3 2.27%
Other 5 3.79%
Total 132 100%

oriented positions. This is because the investment and decision-
making activities of building social capital with suppliers are
strategic initiatives designed by these professionals. Respondents
were asked to provide information about their firm’s relationship
with one supplier that they consider relevant for their operations
and with which they have had a long-term relationship. To ensure
the validity of our data, we evaluated the respondents’ competency
and knowledge of the subject under investigation. We measured
the respondent’s years of working with his or her firm and with
the chosen supplier. Buyer respondents averaged 13.5 years of
experience in their companies (median=12 years) and 8 years of
experience working with the chosen supplier (median=5 years).
Collectively, there is assurance that the selected respondents were
competent to complete the survey. Table 2 shows the distribution
of titles of the respondents.

In the second case, the secondary data came from the SABI
database, which compiles information from the annual reports filed
by Spanish firms in the 2005-2008 period. This database includes
firm size, industry sector, financial information, operational rates,
and other pertinent data for each company. We used this database
to validate the survey-based measures, following previous research
(Hitt et al., 1996). The results show survey-based demographic
information of all participating firms to be significantly correlated
with SABI-based information in terms of number of employees
(r=0.51,p<0.001), years in business (r=0.52, p<0.001) and indus-
try sector (r=0.94, p<0.001). Furthermore, SABI was used to check
for non-response bias and to calculate many of the control variables
used in the analysis.

Table 2

Profile of survey respondents.
Titles of respondents Frequency %
CEO/General Director 6 4.55%
Supply Chain Director 43 32.58%
Logistic/Purchasing Manager 34 25.76%
Logistic/Purchasing Coordinator 23 17.42%
Operations Manager 12 9.09%
Senior Buyer 7 5.30%
Other 7 5.30%
Total 132 100%

4.3. Measurement development and assessment

The measures were first adapted from previous studies. They
were then refined through in-depth interviews during the pilot
testing. A small number of items were revised to enhance
clarity. Five-point Likert scales were used (1=strongly dis-
agree; 5=strongly agree). The measurement items, the results of
exploratory and confirmatory factor analyses, and the values of
Cronbach’s alpha, composite reliability (CR), and average variance
extracted (AVE) are reported in Appendix 1.

4.3.1. Independent variables

Cognitive social capital is measured by four items adapted from
the works of Jap (1999), Kale et al. (2000), and Sarkar et al. (2001).
These items are mainly concerned with congruence in organiza-
tional culture, business philosophies, goals, and a shared vision
between parties. Relational social capital is measured by five items
adapted from Kale et al. (2000) that examine close interpersonal
interactions, trust, friendship, respect, and reciprocity. Structural
social capital is measured by three items adapted from Inkpen and
Tsang (2005), Levin and Cross (2004), and Tsai and Ghoshal (1998).
These items measured the frequency of interaction and the mul-
tiple connections across diverse hierarchical levels and functions
between the buyer and supplier.

4.3.2. Dependent variables

We used a complete set of performance outcomes to pro-
vide a comprehensive understanding of performance as suggested
by previous research (He and Wong, 2004; Im and Rai, 2008;
Sanders, 2008). Operational performance is measured by five
items that indicate the extent to which the buyer’s operations
have improved due to teamwork with its supplier in terms of
cost, quality, flexibility, lead time, and processes. Strategic per-
formance is measured by five items that evaluate the extent to
which the buyer’s operations have improved due to teamwork
with its supplier in terms of development of new products, open-
ing of new markets, entrance into new technology fields, and
learning about customers and markets. These two types of per-
formance measures capture performance gains achieved by the
buyer due to the teamwork with its collaborating supplier in the
last 3-5 years. These perceptual measures are consistent with
performance measures used in previous social capital studies in
BSRs (e.g., Cousins et al., 2006; Krause et al., 2007; Lawson et al.,
2008).

4.3.3. Control variables

To ensure the robustness of results, this study included several
control variables. The first set of control variables concerns firm
characteristics, namely size and prior performance. All of these
variables may co-vary with the nature of BSRs and performance
outcomes. Information on these variables was gathered from the
SABI database. Firm size was measured as the value of net sales for
the year 2008. Previous research shows that large organizations
may be more likely to enjoy improved performance because of their
extensive resource bases (Tsai, 2001) and their power differential
in BSRs (Benton and Maloni, 2005; Subramani and Venkatraman,
2003). Prior firm performance was measured using the average rate
of productivity for the 2005-2007 period. Previous research has
suggested that more productive firms can afford to devote more
resources to improving their own innovative and operational capa-
bilities (Hill and Rothaermel, 2003) and that they see less gain
from collaborative efforts within the supply chain (Villena et al.,
2009). This control variable was included to better capture the per-
formance gains and losses based on teamwork with the chosen
supplier.
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Table 3

Assessment of discriminant validity.
Test # Description ML estimate Phi (¢) t-Value x? constrained (df) x? unconstrained (df) Difference
1 Cognitive capital with structural capital 0.33 3.06" 146.73 (14) 27.16 (13) 119.57 (1)
2 Cognitive capital with relational capital 0.18 3.44" 164.56 (27) 61.17 (26) 103.39 (1)™
3 Relational capital with structural capital 0.14 2.62° 181.53 (20) 36.18 (19) 14535 (1)
4 Strategic performance with operational performance 0.47 46" 131 (20) 30.66 (19) 10034 (1)

' p<0.05,"p<0.01,""p<0.001.

The second set of control variables refers to industry member-
ship. Previous research suggests that firms in some industries (e.g.,
the automobile and pharmaceutical sectors) might be more likely
to engage in building social capital with supply chain members
because the acquisition of new knowledge is more critical in these
sectors (Yli-Renko et al.,2001). Social capital research also indicates
that the social capital-performance relationship is contingent on
the industry context because some sectors require higher invest-
ments in exploration activities, while others benefit more from
exploitation activities (Rowley et al.,2000). We used industry mem-
bership reported by each firm in SABI. As the samples in some
sectors were small, we had to group the 62 registered categories
in SABI into six clusters: food and beverage (25.76%), chemical and
pharmaceutical (24.24%), automotive (18.18%), textile (14.39%),
paper (6.06%), and others (11.36%). Because each sector was treated
as a dummy variable, it was necessary to omit one cluster from the
analysis. We omitted the “others” sector.

The third set of control variables entails relationship charac-
teristics such as commitment and criticality that might influence
our hypotheses. Commitment was measured by a three-item scale
adapted from Jap and Anderson (2003) and Heide and Miner (1992).
Consistent with previous research (Krause et al., 2007), perfor-
mance improvements sought by a buyer are often only possible
when it commits to a long-term relationship with its collabora-
tive suppliers. This long-term perspective increases the buyer’s
willingness to make investments in building social capital. Relation-
ship criticality was measured by asking the percent range of buyer
requirement satisfied by the supplier (Modi and Mabert, 2007). If a
buyer procures a larger percent of its requirement from a supplier,
it is more likely to invest in social capital with the supplier. This
research controls for these two effects since they would influence
the level of social capital built in BSRs.

The fourth set of control variables pertains to environmen-
tal uncertainty. This variable was measured by a four-item scale
adapted from Klein et al. (1990) and Jansen et al. (2006). Dynamic
environments characterized by changes in sales volume, competi-
tion, and customer needs would influence the buyer’s behavior in
terms of promoting more explorative than exploitative activities
given that these markets require the development of new products
and services (Jansen et al., 2006). In this type of markets, the buyer
might also be more willing to build higher levels of social capital
with its supplier in order to gain more flexibility. Therefore, since
environmental uncertainty can influence this study’s hypothesized
relationships, we control for this effect.

4.3.4. Measurement assessment

We assessed the construct validity of our measures following
the guidelines outlined by Anderson and Gerbing (1988). First, our
exploratory factor analysis for all the items of multi-item scales
resulted in theoretically expected factor solutions. We then com-
puted the reliability coefficients (Cronbach’s alpha), which ranged
between 0.70 and 0.84, well exceeding the minimum limit of
0.6 (Nunnally, 1978). We also computed the values of compos-
ite reliability (CR), which were in the range of 0.70-0.87, and
of average variance explained (AVE), which were in the range
of 43.3-68.8. Third, we conducted confirmatory factor analyses

(CFA) to assess the convergent and discriminant validity. The CFA
results suggested that the model provided an acceptable fit for
the data: x2(278)=373.51, p=0.01, CFI=0.91, RMSEA=0.05, and
SRMR =0.06 (Hu and Bentler, 1999). All individual items’ standard-
ized coefficients from measurement model were highly significant
(p<0.001), indicating that the constructs exhibited convergent
validity. None of the confidence intervals of the correlations for
the constructs (i.e., phi values) contained a value of one (Anderson
and Gerbing, 1988), showing support for discriminant validity.
Additionally, we assessed discriminant validity by comparing the
unconstrained model with the constrained model in which the cor-
relation between the two constructs was set to one. If the fit of
the unconstrained model is significantly better than that of the
constrained model, the discriminant validity test is deemed sat-
isfied (Venkatraman, 1989). We repeated this test for each pair of
constructs of social capital dimensions and for two constructs of
performance. As can be seen in Table 3, the test results for chi-
square difference between the constrained and the unconstrained
solutions were significant. Collectively, these results provided
strong evidence of convergent and discriminant validity.

4.3.5. Tests for non-response bias and common method variance

Non-response bias was tested in two ways (Lambert and
Harrington, 1990). First, we compared the pertinent character-
istics of respondents (n=132) and non-respondents (n=598).
Based on SABI 2008 data, we assessed non-response bias using
a t-test of demographic variables, which showed no significant
difference for number of employees (t=-0.03, p=0.97), sales
(t=0.97, p=0.33), return on assets (t=0.80, p=0.42), return on
equity (t=-0.47,p=0.26), productivity (t=1.10, p=0.26), and stock
turnover (t=0.72, p=0.63). Second, the responses of early and late
waves of returned surveys were compared. The sample of 132 firms
was split into three equal parts. The first and the last 44 responses
were used to perform a t-test on the responses of all measurement
items used in our study. The t-test did not yield any significant dif-
ferences for the majority of the items—only one of the 37 survey
items used was significant at the 0.05 level. These results collec-
tively suggest that a non-response bias is not an issue and that
participating firms represent the population from which they were
drawn.

Common method variance (CMV) was also examined in two
ways. First, the Harmon'’s single-factor approach was used to test
this potential problem. If CMV exists, a single factor will emerge
from a factor analysis of all survey items (Podsakoff and Organ,
1986), or one general factor will account for most of the com-
mon variance in the data (Doty and Glick, 1998). An un-rotated
factor analysis using the eigen-value-greater-than-one criterion
revealed six distinct factors that accounted for 66.35% of the vari-
ance, which suggested absence of the CMV problem. The first factor
captured only 27.14% of the variance. Second, a common-method
model following the guidelines of Podsakoff et al. (2003) was esti-
mated. This model includes a common-method factor along with
the constructs estimated in the hypothesized model. This common-
method factor was created assuming that all scale items load in the
same factor. The fit indices for the common-method model were:
x%(257)=352.01,p=0.01,CFI=0.92, RMSEA = 0.05 and SRMR = 0.07.
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Table 4
Means, standard deviations and correlations.

Variable Mean SD 1 2 3 4 5 6 7 8 9 10 11 12 13 14

1 Firm size? 3.46 1.13

2 Firm past performance® 5.56 4.12 0.12

3 Food & beverage 0.26 0.44 0.05 0.05

4 Chemical & pharmaceutical  0.24  0.43 0.11 022" -0.33"

5 Automobile 0.18 0.39 0.00 0.05 -0.27" -0.26"

6 Textile 0.14 035 -0.13 -021" -024 -023 -0.19

7 Paper 0.06 0.24 0.09 -006 -0.15 -0.14 -0.12 -0.10

8 Commitment 4.01 069 -0.03 -0.01 0.07 -0.08 -0.16 0.01 0.06

9 Criticality® 3.58 139 -0.16 0.10 0.05 -0.05 -0.03 -0.02 -0.06 0.25"

10 Environmental uncertainty 3.06 098 —0.13 0.07 -0.18" -0.12 0.15 0.18" —0.06 0.01 021

11 Cognitive capital 3.19 0.92 0.00 0.11 0.02 -0.12 0.11 0.04 -0.04 0.08 0.15 0.28"

12 Relational capital 4.05 061 -0.04 -0.08 021" -0.12 0.02 -0.10 -0.08 0.22" -0.01 -0.06 039"

13 Structural capital 3.36 0.97 027"  0.11 010 -0.01 -0.01 -0.17" -0.05 0.05 0.06 0.09 033" 025"

14 Strategic performance 3.07 1.03 003 -0.13 0.12 -0.13 0.03 0.07 -0.10 -0.06 0.04 0.13 042" 034" 031"

15 Operational performance 3.79 084 -0.04 -0.11 0.09 -0.03 -0.04 0.04 0.08 -009 -0.17° 0.09 030" 031" 008 043"

a Size was recoded: (1) 0-19 million, (2) 20-39 million, (3) 40-99 million, (4) 100-500 million, (5) >500 million.

b Ppast performance is the average of productivity rates for the 2005-2007 period.

¢ What percentage of your company’s total annual needs for this product is obtained from this supplier? 1 (0-5%), 2 (6-15%), 3 (16-30%), 4 (31-50%) and 5 (>50%).

" p<0.05, "p<0.01.

Although the result from this analysis indicated that the method
factor marginally improved model fit (CFI by 0.01), it accounted
for only 17% of the total variance, which is significantly less than
the amount of method variance (25%) suggested by Williams et al.
(1989). Based on the results of these analyses, we concluded that
the results would not be inflated due to the existence of common-
method variance in the data.

4.4. Analysis

We tested the hypotheses using ordinary least squares (OLS)
regression. First, the data were examined for violations of assump-
tions of normality and multi-collinearity. All variables’ residuals
approximated normal distribution with the exception of firm sales.
This variable was transformed by taking its logarithm. Examining
pairwise correlations showed that, with the exception of the square
terms, the correlations were fairly low. Second, we centered all
independent variables to zero prior to creating the squared size
term in order to minimize potential multi-collinearity in the square
terms (Aiken and West, 1991). Variance inflated factor (VIF) scores
were calculated for the variables in each regression model. All VIF
scores were below 4, and most were below 2, suggesting that multi-
collinearity was not a serious problem in the analysis. Third, we
examined the presence of outliers in order to reduce the possibility
that a small number of extreme values will overly influence results
(Cohen et al., 2003). Cook distance values were calculated for all
cases, and these were below 0.6, suggesting that our analysis would
not be influenced by extreme values. Table 4 provides means, stan-
dard deviations, and correlations. All statistics are based on raw
data prior to centering.

5. Results

Tables 5 and 6 present the regression results. These tables report
the increments to adjusted R? at each step and the significance of
each regression equation. First, we regressed performance on the
three dimensions of social capital (see Model 1 in Tables 5 and 6)
after controlling for all control variables. In this model, we intro-
duced cognitive, relational, and structural capital to assess their
possible linear effects on each measure of performance. We
found significant main effects for cognitive (8=0.20, p<0.05) and
relational (8=0.32, p<0.01) capital in the case of operational per-
formance, and a significant main effect for cognitive (8=0.30,
p<0.01), relational (8=0.22, p<0.01), and structural (8=0.25,
p<0.01) capital in the case of strategic performance. These results

are consistent with previous research findings (e.g., Krause et al.,
2007; Lawson et al., 2008; Cousins et al., 2006), suggesting that
buyers that build social capital within their collaborative suppliers
benefit from leveraging resources available in their BSRs.

Second, we regressed performance on the main and quadratic
terms of the three social capital dimensions (see Model 2 in
Tables 5 and 6). In the case of operational performance, results
demonstrated that the main (8=0.24, p<0.05) and quadratic
(B=-0.28,p<0.01)effects of relational capital were significant. The
quadratic (8=-0.21, p<0.05) effect of structural capital was also
significant. In the case of strategic performance, results showed
that the main (8=0.15, p<0.10) and quadratic (8=-0.19, p<0.05)
effects of relational capital were significant. Overall, these results
provide support only for Hypotheses 2 and 3. Figs. 1a, b, and 2
provide graphs of the quadratic associations. For operational per-

Table 5
Effects of social capital on operational performance.

Operational performance?

Variables Base model Model 1 Model 2
Firm control variables

Firm size 0.02 0.04 0.03

Firm past performance —0.12 -0.10 -0.15
Industry control variables

Food & beverage 037 0.25 0.251

Chemical & pharmaceutical 0.22 0.22 0.30

Automobile 0.21 0.13 0.15

Textile 0.12 0.14 0.12

Paper 0.23 021 021
Relationship control variables

Commitment —0.060 —-0.19¢ -0.171

Criticality —0.191 -0.16 -0.11
Market control variable

Environmental uncertainty 0.100 0.02 0.03
Predictor variables

Cognitive capital 0.20 0.18f

Cognitive capital square —-0.06

Relational capital 0.32" 0.24°

Relational capital square -0.28"

Structural capital 0.00 -0.11

Structural capital square -0.21
R? (adjusted) 3.40% 18.70% 30.80%
R? (adjusted) change 15.30% 12.10%
R? 13.00% 29.00% 41.90%
F 1.35 6.63™" 6.09

2 Standardized betas are reported.
f<0.1.
 p<0.05, "p<0.01, "p<0.001.
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Table 6
Effects of social capital on strategic performance.

Variables Strategic performance?
Base model Model 1 Model 2
Firm control variables
Firm size 0.09 0.04 0.03
Firm past performance -0.14 -0.14 -0.18
Industry control variables
Food & beverage 0.27 0.12 0.17
Chemical & pharmaceutical -0.03 -0.03 0.01
Automobile 0.22 0.13 0.16
Textile 0.10 0.14 0.17
Paper 0.15 0.14 0.14
Relationship control variables
Commitment —-0.08 -0.22" -0.22"
Criticality 0.09 0.13 0.16'
Market control variable
Environmental uncertainty 0.07 —0.06 —0.08
Predictor variables
Cognitive capital 0.30" 0.33"
Cognitive capital square 0.14
Relational capital 0.22" 0.15¢
Relational capital square -0.19
Structural capital 0.25" 0.21
Structural capital square -0.12
R? (adjusted) 3.90% 34.70% 37.80%
R? (adjusted) change 30.80% 3.10%
R? 13.50% 43.20% 47.30%
F 0.14 15.15™ 2.541
@ Standardized betas are reported.
f <0.1.
* p<0.05, "p<0.01, ""p<0.001.
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Fig. 1. (a) Operational performance and relational capital. (b) Operational perfor-
mance and structural capital.
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Fig. 2. Strategic performance and relational capital.

formance, we note that the threshold occurs approximately with
a 0.46 standard deviation from the mean value of relational cap-
ital (see Fig. 1a) and with a 0 standard deviation from the mean
value of structural capital (see Fig. 1b). For strategic performance,
we observe that the threshold occurs approximately with a 1.1
standard deviation from the value mean of relational capital (see
Fig. 2).

Third, we assessed whether the social capital-performance rela-
tionship differs when the buyers seek strategic benefits as opposed
to when they work to achieve operational benefits from their col-
laborative BSRs (Hypothesis 4). We test this hypothesis following
the guidelines of Cudeck and Du Toit (2002). Since relational cap-
ital is the only dimension of social capital that shows significant
linear and quadratic effects across both types of performance (see
Tables 5 and 6), we apply this procedure only to the relational cap-
ital. We first re-parameterized our regression equations so that all
parameters of our quadratic model became interpretable. On the
threshold, the estimated value of relational social capital for oper-
ative benefits was 0.46, but for strategic benefits it was 1.1. Given
that the increment of relational capital in the threshold of these
two types of benefits (Jx = 1.1 — 0.46 = 0.64) was higher than its
standard error, se (yx) = 0.12, we can conclude that it takes longer
for strategic benefits to reach the threshold than for operational
benefits (Cudeck and Du Toit, 2002). Fig. 3 shows a plot of perfor-
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Fig. 3. Performance types and relational capital.
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mance types and relational social capital in which the thresholds
are shown. Thus, H4 is supported in the case of relational social
capital.

We note that, for operational performance, both relational
and structural dimensions show significant linear and quadratic
effects (see Table 5). In a post hoc analysis, we proceed to
investigate which dimension has the larger marginal effect on
operational performance following the guidelines of McFadyen
and Cannella (2004). We took the first-order derivative of mean
operational performance with respect to relational and struc-
tural capital. We then computed a point estimate (z) for the
linear combination of the coefficients to examine whether or not
the coefficients for the relational and structural capital differed
significantly from each other, thus testing the null hypothesis
(Bstructuralcapital — Brelationalcapital = 0)- If z was greater than zero, the
marginal effect of structural capital would be greater than that of
relational capital. If zwas not significantly different from zero, then
the two would have approximately the same marginal effect. The
test yielded a z of —2.82 (p<0.01), indicating that relational capital
had a higher marginal effect on operational performance than did
structural capital.

Turning our attention to industry control variables (see
Tables 5 and 6), it is interesting to note that the sectors of food &
beverage (8=0.37, p<0.05) and paper (8=0.23, p<0.05) were pos-
itively related to operational performance, indicating that buyer
firms in these sectors might show higher levels of performance
gains than firms in sectors such as metal and machinery—those
represented in the omitted dummy variable. In the case of strategic
performance, there were no significant differences in performance
gains across industries. Furthermore, we compared other relation-
ship variables across industries. Buyers in the electronic sector
reported the highest mean value for criticality and commitment,
most likely suggesting that these firms are perceived as critical
customers for the supplier due to the volume of business and the
dedication in developing social capital. In contrast, buyers in the
paper, metal, and machinery industries reported the lowest mean
values in these two aspects, indicating that these firms are per-
ceived as less critical customers and less interested in promoting
social capital. Additionally, the highest mean value of relationship
duration was registered for buyers in the paper industry, while the
lowest was for buyers in the electronics industry. This suggests
that electronics firms might be willing to renew their BSRs faster
than paper-making firms, which is most likely due to higher mar-
ket uncertainty and technology disruption that would force them
to constantly seek new knowledge and scan the market for new
suppliers with better innovative capabilities.

6. Discussion

Our study reveals the paradox surrounding social capital. It can
improve performance, but it can also hurt performance. Buying
companies can build social capital to leverage resources in their
BSRs and achieve operational and strategic benefits, but, if overly
excessive, social capital can take away those benefits. Our study
lends support to previous research that examined the bright side
of social capital in the BSRs (e.g., Cousins et al., 2006; Krause et
al.,, 2007; Lawson et al., 2008), but it also extends this research
stream by offering evidence for the dark side. By doing so, we refine
the existing SCM literature by suggesting a duality involving social
capital—collaboration between supply chain members can become
a key mechanism to reduce conflicts and foster teamwork, but, if
taken to extreme, it can also inhibit the partnering companies’ capa-
bilities to effectively adapt to changing market needs (Gargiulo and
Benassi, 1999).

We theoretically and empirically examine the three dimensions
of social capital and their relationships with performance. We find

that the three forms of social capital have a positive linear rela-
tionship to strategic and operational performance improvement
(see Model 1 in Tables 5 and 6). Our results also show that the
structural capital and relational capital lead to an inverted curvi-
linear relationship with buyer performance, providing support for
H2 and H3 (see Model 2 in Tables 5 and 6). This curvilinear rela-
tionship suggests the presence of the dark side wherein social
capital can become a liability for the buyer. Initially, the promo-
tion of frequent, close social interactions allows the buyer to gain
access to valuable resources and exploit synergies created in its BSR.
Yet, as additional social capital is accumulated, the risks of oppor-
tunism, loss of objectivity, ineffective decision making, and costly
investments may begin to outweigh the benefits and, ultimately,
jeopardize buyer performance. Our results offer one explanation of
why some empirical studies did not find a positive linear relation-
ship between collaboration and performance (Cousins et al., 2006;
Gulati and Sytch, 2007; Petersen et al., 2005; Swink et al., 2007). It
also expands on some studies that suspected the potentially nega-
tive outcomes from a high level of collaboration in BSRs (Anderson
and Jap, 2005; Das et al., 2006).

Interestingly, our Hypothesis 1, addressing a curvilinear rela-
tionship between cognitive capital and performance, is not
supported (see Model 2 in Tables 5 and 6). When compared with
relational capital and structural capital (i.e., all three linear and
quadratic terms were included in the same equation), its quadratic
term is shown to be insignificant. In other words, the negative
impact of the risk of being too much alike, as argued under the cog-
nitive social capital hypothesis, is not as pronounced in terms of its
negative impact when compared with the other two dimensions of
social capital. We note that the results instead support a linear rela-
tionship as previous research suggests (Krause et al., 2007; Lechner
et al., 2010). One explanation for this result is that, compared with
the other two dimensions, cognitive social capital associated with
shared vision is much more enduring and sustained. Alternatively,
this particular result could be something peculiar to our sample
in that participating firms are not characterized by high levels of
cognitive social capital with their suppliers. Taking into account
descriptive statistics, the mean value of cognitive capital (X = 3.19)
is lower than those for relational capital (X = 4.05) and structural
capital (X = 3.36). This might indicate that our participating firms
have not have achieved high levels of cognitive social capital and,
therefore, might not have reached the threshold point. Clearly, this
aspect of cognitive social capital warrants further investigation in
future studies.

Under Hypothesis 4, our study considers an important contin-
gency factor (i.e., type of performance) that might influence the
curvilinear relationship. In order to examine this hypothesis, the
curvilinear relationship of each social capital dimension needs to
be significant across the two types of performance. Among the three
dimensions of social capital, only the relational dimension fits this
requirement (see Fig. 3). For the other two dimensions, the curvi-
linear relationship was significant for operational performance but
not for strategic performance. We then wondered why the curvi-
linear relationship was significant for strategic performance only in
the case of relational social capital. A potential explanation is that
relational social capital is more critical as compared with cogni-
tive or structural social capital when the buyer and supplier pursue
strategic benefits. That is, a high level of relational social capital is
indispensable when both firms engage in more strategic goals for
the relationship. As relational capital is built over time, it allows
firms more flexibility to adapt to changes strategically; however,
that also means it can make its potential negative effects more pro-
nounced. In the case of relational social capital, then, the results
clearly show that it takes longer for strategic benefits to reach the
threshold than for operational benefits, as we proposed. Strate-
gic performance, compared with operational performance, requires
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additional social capital with suppliers to see the expected level of
performance benefits because these outcomes involve longer-term
issues, additional risk taking, and higher dependence on external
forces. This additional social capital makes the rate of attenua-
tion for strategic benefits slower than that for operational benefits.
Therefore, the buyers that pursue various goals from their BSRs
should be cautioned that they might reach the dark side faster when
pursuing operational benefits through relational social capital.

We also conducted a post hoc analysis to rule out other possi-
ble alternate explanations for why some buyers might linger in the
dark side of collaboration. We found that 86% of participating firms
have at least one satisfactory supplier and that 50% of these firms
have more than three satisfactory suppliers. More than the 90% of
the sample firms do not have any equity in the capital of the cho-
sen suppliers. We also found that 35.5% of supplied products were
made-to-order, 37.5% were standard products, and 27% a combina-
tion of the two. All these results help reject alternate explanations
of why buying firms remain in the dark side of collaborative BSRs
due to the aforementioned rigidities in this study rather than the
lack of alternative suppliers (Gulati and Sytch, 2008; Poppo et al.,
2008), the presence and impact of equity sharing in the relationship
(Kale etal., 2000), or the complexity of supplied products (Modi and
Mabert, 2007).

6.1. Theoretical implications

Our study contributes to the SCM literature in several ways.
First, it is one of the few studies that examine both the bright
and the dark sides of collaborative BSRs. We bring to the fore the
theoretical importance of considering the existence of diminishing
returns when investing in social capital in the BSR context. Second,
we analyze the three dimensions of social capital in a single model,
which has rarely been done in previous studies. All three dimen-
sions of social capital in one model improve our understanding of
how each dimension uniquely influences performance outcomes.
Our results suggest that the strength of social relations (relational
capital) has a higher marginal effect on performance than the
frequency and diversity of contacts (structural capital) and that a
shared vision (cognitive capital) has a positive linear relationship
with performance. Third, we use a complete set of performance
measures that allows us to develop a more complete view of how
social capital facilitates or impedes value creation. Our results
suggest that buyers should expect that when they are working
with a collaborative supplier to achieve operational benefits they
will reach the point of diminishing return faster than when they
are pursuing strategic benefits.

This study also contributes to social capital theory by analyz-
ing the dark side of social capital at the inter-organizational level.
Scholars in this area have made repeated calls for such a research
(Inkpen and Tsang, 2005; Tsai and Ghoshal, 1998; Van Deth and
Zmerli, 2010; Zaheer et al., 2010), but very few empirical efforts
have responded to this call. Using the BSR context, our study theo-
rizes the paradox of social capital and provides empirical evidence
of a curvilinear relationship between social capital and perfor-
mance at the inter-organizational level. Its results are consistent
with some recent studies analyzing the curvilinear effect of social
capital and performance at the individual (McFadyen and Cannella,
2004), group (Lechner et al., 2010), and network (Molina-Morales
and Martinez-Fernandez, 2009) levels.

6.2. Managerial implications

According to researchers (Sytch and Gulati, 2008) and practi-
tioners (Accenture survey, 2010), today’s supply chain managers
should have a good understanding of how partnering with suppli-
ers helps their firms create value and overcome global challenges.

As such recognition for the importance of close BSR increases,
we argue that the recognition for its downside should also
increase. Managers should be aware of associated risks and costly
investments in the building of this type of relationships. As the
relationships deepen and pass a threshold point, a buying firm’s
manager needs to be cognizant of the loss of objectivity and ineffec-
tive decision making, supplier’s potential opportunistic behavior,
and the excessive cost of building high levels of social capital. We
suggest that managers need to do more than merely promote social
capital within BSRs; they should monitor the relationships with
their partnering suppliers to identify whether there might be any
signs of counterproductive outcomes, especially when their firm
faces competitive markets.

Such counterproductive outcomes reside in the dark side of
social capital. The question is how a buying firm can best prepare
for the dark side. Supply chain managers should know that blindly
building a deep supplier relationship is not recommended. That is,
they are likely to make a mistake if they ignore or underestimate
harmful effects of excessive levels of social capital. As our results
suggest, managers should carefully establish the optimal level of
relational capital so that it would not move past the threshold point.
They also need to find ways to reduce the level of relational capital
when they discover they are moving into the dark side. For instance,
as discussed earlier in this paper, we believe Toyota has taken steps
to do exactly this—as the buying firm, it seems to have re-evaluated
its relationship with the supplier JCI and begun restructuring its
relationship by bringing in additional players and by taking away
JCI's involvement in Trim Master (www.autonews.som).

Another important managerial implication pertains to how the
buying company may interface the supplier. For instance, consider
replacing individual negotiators with a team of negotiators and
consider rotating different teams in and out. This type of practice
is designed to alleviate the strong attachment and familiarity cre-
ated by these individuals within the BSR. This practice may also
help guard against the power acquired by these negotiators as their
firms’ business activities become more dependent on the relation-
ship (Anderson and Jap, 2005; Kim et al.,2006)—thus ensuring more
objectivity. Furthermore, the creation of a team that is responsible
for managing a firm’s key BSRs might be desirable (Kale and Singh,
2009). This team could constantly monitor market trends and tech-
nologies that help identify new competent suppliers and ensure
impartiality when working with the existing suppliers.

Finally, it is important to note the cultural differences in manag-
ing social relations in a business context (Luk et al., 2008; Hofstede,
2001; Putman, 1993). Business practices in Spain revolve around
inter-personal and inter-firm ties that value friendly and close
relationships (Harland, 1996). This type of business culture makes
relationship building between buyers and suppliers more complex
yet significant. However, we could not expect the same to happenin
countries where relationships may be more distant, non-friendly,
and characterized by more systematized information exchange
(Hofstede, 2001). The type of collaborative BSR in Spain might be
comparable with practice of guanxi in China (Cai et al., 2010; Luo,
2000; Park and Luo, 2001) or of keiretsu in Japan (Gerlach, 1987;
Dyer and Nobeoka, 2003). The benefits and pitfalls of these styles
of managing BSRs have been amply studied in the SCM literature
(Lincoln et al., 1998; Nishiguchi, 1994, Womack et al., 1991). With
the presence of cultural differences in the interpretation of social
relations in business, managers should carefully examine the spe-
cific mechanisms that may translate a social structure into social
capital or social liability (Leenders and Gabbay, 1999).

6.3. Future research directions

As the body of SCM literature continues to grow, it will be impor-
tant to balance many emerging studies focusing on the benefits of
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collaborative BSRs with other studies that consider the risks of such
BSRs. Our study takes the first step in this direction. We believe
it offers an exciting new research avenue for analyzing both the
bright and the dark sides. Future studies might develop specific
measurement scales that capture the dark side of BSRs. Beyond the
variables that have been amply studied such as joint problem solv-
ing and information sharing, other interesting variables that may
be considered in future studies are the loss of objectivity, the inef-
fectiveness of decision making, and the emergence of opportunism
in collaborative BSRs.

While focusing on analyzing the complexities in the relation-
ship between the buyer and the supplier, our study overlooks the
fact that both firms are embedded within a larger context of social
networks (Choi and Kim, 2008). In this sense, the buyer and sup-
plier that belong to a dense network might be less likely to invest
in excessive levels of social capital, given that they can take advan-
tage of the social capital of firms involved in the extended network
(Rowley et al., 2000). This type of network would make the partners
in a dyad less likely to fall prey to the dark side of collaboration.
Likewise, the buyer’s and supplier’s positions in their immediate
network can provide advantages or constraints that may affect
the value of social capital (Koka and Prescott, 2008; Burt, 2010).
It will certainly be interesting to reconsider the logic used to build

our hypotheses given the embedded nature of the buyer-supplier
dyads.

Our study investigates the direct effects of social capital on
performance without paying great attention to the intervening
mechanisms of how social capital can impact performance. Future
research should consider examining the mediating variables in the
social capital-performance relationship. Also, this study analyzes
the three forms of social capital and their unique contributions to
various performance outcomes. Subsequent research efforts might
analyze their inter-relationships and interactions.

Given that social relations are dependent upon cultural context
(Putman, 1993; Leenders and Gabbay, 1999), our study’s results
may not be generalizable beyond the Spanish sample. It will be
very interesting to see replications in other countries that can be
compared with our results to see whether they would strengthen
the validity of the dark side or refute it. Finally, the life cycle of
social relations within BSRs could be a fertile area for longitudinal
research. One could potentially investigate how a new BSR is born
and subsequently develops into a mature relationship that may or
may not reach the dark side.

Appendix 1. Survey items

Factor and scale items

Principal component factor loading?

Measurement model

Standard coefficient Standard error t-Value
Criticality; please indicate what percentage of your - - -
company’s total annual needs for this product is
obtained from this supplier?®
Commitment: CR=0.74, AVE=48.2, a=0.73, eigen value = 1.40; please indicate the extent to which
e your company expect that the relationship with this 0.72 0.68 0.07 7.46
supplier will last far into the future
e your company expect to continue working with this 0.83 0.71 0.08 7.78
supplier on a long-term basis
e it is assumed that renewal of agreements with this 0.82 0.69 0.01 7.47
supplier will generally occur
Environmental uncertainty: CR=0.70, AVE=43.4, a=0.70, eigen value = 1.21; please indicate the extent to which
o your firm’s market share is volatile 0.85 0.90 0.18 5.77
e overall industry sales volume is volatile 0.79 0.65 0.15 5.22
« the nature of competition in your market is intense®
o changes in end-user needs and preferences is rapid 0.52 0.41 0.12 3.28
Cognitive capital: CR=0.80, AVE=50.2, a=0.80, eigen value = 1.49; please indicate the extent to which your company and this supplier share
e similar corporate culture/values and management style 0.53 0.65 0.09 7.47
o similar philosophies/approaches to business dealings 0.81 0.55 0.10 6.05
o compatible goals and objectives 0.82 0.64 0.09 7.32
« the same vision of business in the relationship 0.57 0.76 0.11 8.99
Relational capital CR=0.81, AVE=46.2, a=0.80, eigen value = 3.12; please indicate the extent to which the relationship between your company and this supplier is
characterized by
e a close personal interaction between the parties 0.66 0.63 0.07 7.55
e mutual respect between the parties 0.77 0.58 0.05 6.87
e mutual trust between the parties 0.80 0.64 0.05 7.74
o personal friendship between the parties 0.63 0.68 0.08 8.29
e reciprocity between the parties 0.73 0.82 0.06 10.56
Structural capital: CR=0.87, AVE=68.8, a=0.83, eigen value =2.02; please indicate the extent to which your company and this supplier promote
« a frequent and intensive interaction between the 0.79 0.70 0.09 8.75
personnel
e an interaction between the personnel across different 0.86 0.92 0.09 12.15
levels (e.g., managers and engineers)
e an interaction between the personnel across different 0.81 0.77 0.09 9.80

functions (e.g., logistics and marketing)

Strategic performance: CR=0.82, AVE=54.8, a=0.84, eigen value = 6.69; please indicate the extent to which your firm is receiving the following benefits as a result of

its relationship with this supplier in the last 3-5 years:

e introduce new generation of products 0.72
« extend product range 0.77
e open up new markets 0.76
« enter new technology fields 0.73

o learn about customers and markets for our products®

0.75 0.10 9.60
0.78 0.09 10.09
0.70 0.10 8.77
0.73 0.10 9.18
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Factor and scale items

Principal component factor loading?

Measurement model

Standard coefficient Standard error t-Value

Operational performance: CR=0.85, AVE=59.5, a=0.83, eigen value =2.37; please indicate the extent to which your firm is receiving the following benefits as a result

of its relationship with this supplier in the last 3-5 years:
o reduce total costs

e improve existing product quality 0.77
« improve flexibility of processes 0.84
o reduce lead time 0.64
e improve current processes 0.82

0.68 0.07 8.37
0.80 0.08 10.53
0.64 0.08 7.82
0.84 0.07 11.25

2 Extraction method: Principal component analysis. Rotation method: Varimax with Kaiser normalization. Explained variance: 67.66%.
b 1(0-5%), 2 (6-15%), 3 (16-30%), 4 (31-50%), and 5 (>50%). It is a single item scale CR: Composite Reliability; AVE: Average Variance Extracted.

¢ Items dropped after EFA and CFA.
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