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A B S T R A C T

Using an original database, integrated with information by the web, we propose an ex-post analysis on the main
factors influencing the selection process of tier 1 suppliers in the automotive industry. There is plenty of lit-
erature on how buyers should select their suppliers, but the literature on how they really do so is scarce. We
contribute analysing an original database collecting purchasing contracts information within the automotive
components market in Europe. We investigate, through different econometric approaches the influence of tra-
ditional supplier selection criteria in combination with different reputation factors. Our findings suggest that
reputation plays a crucial role more than classical criteria; in particular, suppliers, which serve a diversified
customer portfolio or with strong exposure to premium brand customers have better chances to gain additional
orders and broaden their customer base even more. The latter means that OEMs have to increase their reputation
in order to be more attractive for suppliers.

1. Introduction

Supplier selection and supply chain restructuring are two related
phenomenon (Schniederjans et al., 2015) that strongly influence the
automotive industry (Choi and Hong, 2002). In the automotive sector,
with its traditionally flat hierarchy, price was the main selection cri-
terion (Fujimoto, 2001) but, gradually, other supplier selection criteria
such as quality and technical capabilities (Birchall et al., 2001;
Calabrese, 2001) have been considered more consistently (Choi and
Hartley, 1996). Consequently, a real hierarchy among direct and in-
direct suppliers has been defined (Balcet and Consoni, 2007; Castelli
et al., 2011) with a growing involvement of specialised suppliers to
satisfy new requirements (Caputo and Zirpoli, 2001; Sturgeon and Van
Biesebroeck, 2011) and with many minor firms relegated to the role of
sub-suppliers (Rachid, 2001; Volpato and Stocchetti, 2007).

Two main consequences arise in the car components market: the
reduction in the number of suppliers to the point of scarcity (Schiele
et al., 2012), and the increasing power the so-called mega-suppliers
(Chanaron, 2013; Frigant, 2013), as compared to carmakers. These
firms are able to combine technical skills and logistical capabilities, as
well as financial strength, good reputation and managerial compe-
tences, which are essential aspects for maintaining reliable and long-
term relationship with carmakers (Cheraghi et al., 2004; Karlsson and
Weimarck, 2001).

There is plenty of normative literature on how buyers should select
their suppliers, with a general consensus on a number of factors influ-
encing the individual choice, ranging from price, perceived quality,
delivery to other more industry specific criteria, as documented by Lin
and Purchase (2006). Reputational issues receive little attention in this
body of work, as already highlighted by de Boer et al. (2001). Even in
the presence of relevant phenomenon like competition, globalisation
and the Internet boom, most recent - and not so recent – supplier
rankings (Cheraghi et al., 2004; Karsak and Dursun, 2016) continue to
be mainly based on general performance evaluation.

In fact, there is little literature on how buyers actually select their
suppliers in practice. This paper is exactly focused on this point and
analyses a database of real sourcing decisions in the automotive sector.
We contribute to the literature by providing an extensive quantitative
analysis of the supplier selection criteria based on contracts for com-
ponents for all car models assembled in European plants during the
period 2002–2014. Moreover, we investigate the effect of reputation in
the purchasing decision by including different indicators of corporate
reputation, defined as the “perceptual representation of firm's overall
appeal to all of its key stakeholders when compared with other leading
rivals” (Fombrun, 1996), within our econometric estimates.

We find two intriguing and promising results. First, suppliers that
serve a diversified customer portfolio have a better chance to gain
additional orders and further broaden their customer base, compared to
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suppliers that serve particular customers. Second, suppliers with strong
exposure to premium brand customers gain more orders also from non-
premium customers in the subsequent period. For the automotive
supply chain, these results connect to the customer attractiveness lit-
erature, and to social exchange theory. The former argues that buying
firms may want to become a preferred customer of their suppliers;
hence also buyers have to build their attractiveness and their reputation
in the supply market. The latter states that an actor starts a “business”
relationship if the partner is sufficiently attractive, then checks if the
relationship matches initial expectations, and then decides to continue
or stop a relationship depending on the availability of alternative
partners (Hüttinger et al., 2012).

The remainder of the paper is organised as follows. Section 2 re-
views the relevant literature on reputation regarding supplier selection
and develops our main research hypothesis. In Section 3 we present our
empirical strategy and we describe the database through some pre-
liminary descriptive statistics. In Section 4, we present and discuss all
results. Conclusions, purchasing implications and limitations are re-
ported in the last section.

2. Literature review, automotive peculiarities and hypotheses

As reported by Lienland et al. (2013), the recent literature on sup-
plier selection remains essentially focused on descriptive/prescriptive
research, which includes traditional performance aspects (quality,
price, technical capability and delivery) among the most relevant fac-
tors in supplier selection (Cheraghi et al., 2004; Kannan and Tan,
2002). On the contrary, other factors like supplier reputation have re-
ceived less attention (de Boer et al., 2001). Starting from the seminal
paper by Dickson (1966), which lists more than 23 factors influencing
supplier selection decisions, Weber et al. (1991) propose an overview of
said factors, whereas Ho et al. (2010) consider 78 papers and find that
they have only 14 purchasing factors in common. Traditional perfor-
mance-based factors are used in more than 80% of the cases, whereas
reputation is included in only 15 of the proposed scales. Cheraghi et al.
(2004) point out relevant changes in the ranking of different supplier
selection criteria due to stronger competition, globalisation and In-
ternet use. Yet, price, quality and delivery consistently remain the most
popular criteria in supplier rankings (Karsak and Dursun, 2016).

Nevertheless, some contributions highlight the growing role played
by corporate reputation, especially in B2B markets (Murray and White,
2005; Wiedmann and Buxel, 2005), as a factor which strongly influ-
ences the purchasing decision process (Fombrun and Pan, 2006) and
the duration of each relationship (Bennett and Gabriel, 2001). Corpo-
rate reputation is often described by the management and marketing
literature. It is sometimes confused with corporate identity or corporate
image. The so-called “Evaluative school” defines reputation similarly to
what has been done by the financial community (Chun, 2005), while
the “Impressional school” analyses how a company is viewed by the
different stakeholders separately (Deephouse, 2000; Weiss et al., 1999).
Finally, the “Relational school” links corporate reputation to how cus-
tomers actually view suppliers (Spears et al., 2006), firstly in terms of
internal viewpoint, image and brand, and secondly in relation to the
other stakeholders’ view. In this sense, evaluating corporate reputation
requires several years (Balmer, 2001) and damaged reputation may
severely affect financial performance (Gatzert, 2015). Within the rela-
tional stream, Fombrun defines corporate reputation as “a perceptual
representation of a company's past actions and future prospects that
describes the firm's overall appeal to all of its key stakeholders when
compared with other leading rivals” (Fombrun, 1996). The growing
importance of reputation, as seen in this definition, is the basis for our
first research hypothesis:

H1:. Corporate reputational factors are relevant in supplier selection
compared to the traditional criteria based on performance.

This hypothesis is also supported by the social exchange theory

(SET), and it is frequently used as theoretical background for attrac-
tiveness studies (Hüttinger et al., 2012; Mortensen and Arlbjørn, 2012),
which analyse the motivations behind social exchanges among in-
dividuals (Homans, 1958; Blau, 1964) in terms of resources and bene-
fits (Das and Teng, 2002). The buyer-supplier relationship is seen as
referring to long-term cooperation based on trust and information
sharing, so that reputation regards not only suppliers but also customers
and their attractiveness. In particular, in the automotive industry,
suppliers represent on average 80% of the added value of a vehicle
(Clepa, 2017), and the strategic role of many components/modules can
invert the burden of attractiveness (Schiele et al., 2012). In fact, car-
makers are increasingly focused on core activities like brand manage-
ment, style, engineering, assembling and manufacturing of some key
components (Calabrese, 2002; Calabrese and Erbetta, 2005). Following
the SET, many scholars stress the attractiveness theory in the buyer-
supplier relationship (Cropanzano, and Mitchell, 2005; Dwyer et al.,
1987; Halinen, 1997; Harris et al., 2003; Hald et al., 2009; Wilkinson
et al., 2005; Ellegaard et al., 2003) and mention many factors mod-
ifying the traditional selection perspective focused more on supplier
attractiveness than on customer attractiveness. Among these:

– Outsourcing increases the value added coming from suppliers, and
customers are less able to influence them; reductions in technolo-
gical spillovers induce customers to sign exclusivity agreements, so
they can profit from suppliers’ innovations (Chesbrough, 2006);

– The scarcity of innovative suppliers makes it difficult to find sub-
stitute suppliers and relationships become stabilised (Schiele, 2010);

– The adoption of key account management in suppliers obliges cus-
tomers to be more attractive (Ivens and Pardo, 2007);

– The diffusion of global sourcing reduces customer attractiveness, as
suppliers believe that distant relationships entail greater risks and
complexity than those established with local customers (Steinle and
Schiele, 2008).

These trends are summarised in the cycle of the so-called preferred
customership, which is based on three core elements (Schiele et al.,
2012; Pulles et al., 2016): customer attractiveness, supplier satisfaction
and preferred customership.

Customer attractiveness motivates suppliers and increases colla-
borative relationships along the supply chain. Moreover, a customer
that boosts its attractiveness will have an additional motivational ap-
proach to influence supplier actions (Mortensen, 2012; La Rocca et al.,
2012) and an additional tool to increase supplier satisfaction. Similarly
to customer satisfaction, supplier satisfaction relies on the confirma-
tion/disconfirmation paradigm, i.e. satisfaction is reached (confirma-
tion) if ex-post experience coincides with or exceeds ex-ante expecta-
tions (Essig and Amann, 2009). For example, if a customer acts
wrongly, an unsatisfied supplier might deliver low-quality outputs and
even discontinue the relationship (Essig and Amann, 2009). However, a
minimum level of satisfaction may be sufficient to maintain the re-
lationship, and satisfaction can gradually grow during the relationship
(Vos et al., 2016). Consequently, suppliers can change the status of a
customer from attractive to preferred and devote a greater part of their
development efforts to it (Cordòn and Vollman, 2002). On the contrary,
they assign the status of regular customer to any firm that fails to
provide adequate levels of satisfaction (Schiele et al., 2012). The ‘pre-
ferred customer’ status requires great efforts and costs on the part of
both the supplier, in assessing and comparing the performance of each
relationship, and the customer, in beating the competition (Schiele
et al., 2010). Hence, it usually granted if a significant increase in
competitive advantage and business performance is reached. This
strategy is worthwhile in very critical supply markets, as in the case of
the strategic items described by the Kraljic matrix (1983), whereas
customer attractiveness is more suitable for leverage and bottleneck
items.

Automotive is the reference industry in this paper, similarly to other
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works investigating comparable issues, like Choi and Hartley (1996),
Schmitz and Platts (2004) and Lienland et al. (2013). However, this
industry is one of the most complicated cases for what concerns de-
veloping reliable supplier selection procedures. The outsourcing pro-
cess causes important transformations (Frigant, 2013; Manello et al.,
2016; Schmitt and Van Biesebroeck, 2017): suppliers may be asked to
follow carmakers abroad (geographical proximity selection factor);
suppliers are involved in engineering tasks (technological selection
factor); massive adoption of systems and modules occurs (product de-
velopment selection factor).

The combination of these circumstances drastically reduces the
number of direct suppliers of some car components (Doran, 2004),
shifting market competition towards a supplier scarcity situation, as
argued by Manello and Calabrese (2017). Moreover, car components
greatly differ in terms of technological level and market structure. The
number of suppliers varies across different car components and the
presence (absence) of dominant players makes the market less (more)
competitive. Similarly, wide differences can be observed in technolo-
gical content: for instance, the development and production of a
braking system or engine control system require more competences and
knowledge than those needed for a generic sheet metal or plastic
component. These considerations lead to our second hypothesis:

H2:. The relative importance of supplier selection criteria is strongly
influenced by specific market features (i.e. competition and technological
level).

This hypothesis is supported by most of the recent literature, which
stresses that individual choices are strongly influenced by the specific
context of said choices. For example, the contribution by Wetzstein
et al. (2016) proposes an extensive and systematic review of the most
recent supplier selection literature, identifying different groups of
contributions to supplier selection. Moreover, Lienland et al. (2013)
explore empirical studies analysing, among others, regional and in-
dustrial characteristics as covariates of purchasing decisions, while Lin
and Purchase (2006) also include industry-specific conditions like price,
quality and delivery. However, interactions among supplier perfor-
mance measures and the external environment become more compli-
cated as product complexity increases, and numerous factors should be
contemplated at the same time. Chan and Chan (2004) highlight that
supplier selection is truly crucial in advanced technology industries,
while Wang et al. (2004) point out that the most commonly adopted
indicators differ across supply chains. In fact, Kuo and Lin (2012) find
that the final choices of selection criteria may be very different in dif-
ferent scenarios, making it harder to come to the right decision. Among
others, the level of market concentration and the technological regime
of the specific product seem to be two promising lines of investigation,
still according to Kuo and Lin (2012).

3. Data and empirical strategy

3.1. Database and data collection issues

Our data are drawn from the database “Who supplies whom”
(WSW), provided by Global Insight, which collects physical information
on car models. We supplemented the above data with additional in-
formation from the web. The unit of observation is the specific supply
contract for each component (54 in total) and for each car model,
without any considerations regarding price or quantity of components
delivered. A component can be defined according to its type or function
(e.g. glass, security) or module and system (e.g. lighting, suspension or
steering system). A list of all components considered is included in the
next subsection (Table 1). As for the car model, the WSW database also
contains information on the launch year and assembly plant.

It was possible to identify single supply contracts for 316 new car
models assembled by 19 carmaker groups through their respective
brands in Europe from 2002 to 2014. A total of 53,100 direct supply Ta
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contracts were collected, originating from 1094 European and non-
European suppliers, with an average of 48.5 contracts for each supplier
and 168 components for each car model.

The first empirical evidence emerging from a descriptive analysis of
the database is a progressive pyramidal hierarchisation of the auto-
motive industry. In fact, the cleaning procedure pointed out that direct
supply relationships can be sporadic or, in other words, some suppliers
can be selected only once in a lifetime, without any continuity. Hence,
we decided to focus only on “significant direct suppliers”, i.e. firms able
to supply at least two different automotive groups and at least two
different models per automotive group. The result was unexpected: only
half of the suppliers included in the WSW, i.e. 495 firms, meet this
specification, but they are able to cover 51,823 supply contracts, with
an average of 128.6 contracts per supplier. The remaining actors, 599
suppliers, fall into the category of “marginal suppliers”, able to cover
only 1277 contracts.

The second step aimed to fill informative gaps in our data. Using
information from the web, the nationality of each parent company was
determined, while for non-EU component suppliers also information on
their European manufacturing plants was included. Indirectly, in-
formation from the web indicated that the original number of 495
suppliers should be reduced to 403, because 92 firms had been involved
in M&A operations. Finally, information on supplier location showed
that 96.7% of the suppliers operate through manufacturing plants lo-
cated in Europe. Such evidence confirms the thesis by Rugman and
Collinson (2004): the automotive industry can be pictured as a “re-
gional value chain” rather than as a “global value chain”, because
proximity to the final market remains a relevant factor in supplier se-
lection.

The final database was divided into two periods to study whether
suppliers were selected for new supply contracts in the last three years
of the whole period. The 2011 threshold takes into account both the
time to market to develop a model—which has generally been reduced
to about three years, according to Calabrese (2011) — and a preceding
reasonable period to develop corporate reputation (Balmer, 2001). The
initial period includes 250 models launched between 2002 and 2011,
while the second period includes 66 models. Concerning the 403 tier 1
suppliers, 226 companies won a supply contract in both periods,
whereas 177 suppliers were not involved in the models launched in
2012–2014, but they continued to supply the models still in production.
All variables used were computed for the first time period (2002–2011),
then related to the outcome “being or not being selected as supplier” for
car models launched in the second three-year period.

3.2. Empirical strategy

Our main empirical analysis was based on a logistic regression on
the firm-level capacity to gain new supply contracts during the second
observation period. The dichotomic information on the outcome (i.e.
supply or not) was translated into a dummy variable taking a value of
one if the supplier was selected in the 2012–2014 period, which mo-
tivated our methodological choice of using a logit regression model.

To test our H1, we identified eight explanatory variables as proxies
for the factors influencing the selection of tier 1 automotive suppliers.
Four proxy variables related to reputational factors and estimated
(Fombrun et al., 2000) the popularity of companies (number of re-
lationships with carmakers) and the reasons for their being popular
(involvement in best-selling models; involvement in premium brands;
merger and acquisition processes). Four proxy variables were linked to
performance aspects of supplier selection, and precisely: level of com-
petitiveness, technology level, physical proximity and product diversi-
fication. All the independent variables were computed based on the
empirical evidence for the first period covered by the database.

Formally, the econometric model can be represented as follows:

= ∧ + ′ + ′SupplierSe lection X X β X β X βPr( | , ) ( )1 2 0 1 1 2 2

Where Λ() is the logistic cumulative distribution function, and vector X1
collects information on reputational factors (i.e. proxy variables in-
dicating different aspects of corporate reputation) computed at the firm
level. Vector X2 collects other variables more strictly linked to tradi-
tional selection criteria, computed either at the firm level or with re-
ference to each component submarket. Additional details on each
variable are reported in the next section. The parameters collected in β1
are the main point of interest given our research hypothesis, since they
provide information on the sign and statistical significance of reputa-
tional factors regarding the probability of being selected as suppliers.
The information contained in β2 allows us to test whether our empirical
results are in line with the more traditional selection factors and to shed
light on the influence of market characteristics. All parameters βi(i = 0,
1, 2) were estimated using maximum likelihood, β0 is a scalar.

To test our H2, we extracted three partial samples from the final
database, according to levels of competitiveness and levels of tech-
nology. The structure of the empirical analysis remained based on lo-
gistic regressions and all the control variables were re-calculated in
relation to each subsample. In this case, 6 different logit models were
estimated to increase the reliability and robustness of our results. A
comparison of coefficients across different subsamples allowed for a
deeper investigation of our second hypothesis.

3.3. Four proxy variables for corporate reputation

We created four variables capturing different aspects of corporate
reputation.

Customer diversification was computed at the firm level as the
number of relationships with carmakers,1 identified on the basis of
OEM groups. In particular, we regarded customer base broadness as a
proxy for the level of popularity of each supplier among potential
customers. The idea is that the reputation of firms increases with the
number of customers that they are able to attract. Moreover, the in-
dustrial trend towards modules and systems grants a strong competitive
advantage to diversified firms, as transaction costs due to searching for
new partners are reduced (Chanaron, 2004; Jürgens, 2004). Suppliers
entertaining multiple relationships with carmakers should display a
higher likelihood of acquiring new supply contracts.

As in the above case regarding the number of relationships with
carmakers, the selection of a supplier might also be influenced by its
reputation if it was previously selected to supply high-volume models
and/or premium brands. The database made it possible to identify both
best-selling models and premium brands by using information on vo-
lume and brands from Automotive News.2 For the 2002–2011 period,
high-volume models are defined as models with over 500,000 cars sold
since launch; 75 models fall into this category. On average, high-vo-
lume models are 30.7% of the total models in the database and cover
around 38.0% of the supply contracts, whereas premium models cover
45.3% of the supply contracts. For each supplier, the percentage of
contracts for top models or premium models was calculated over the
total of own supply contracts. We expected companies more focused on
supplying best-selling models or premium brands to show a higher
likelihood of acquiring new supply contracts. From a supplier's per-
spective, not all customers are equal: the reputation of the premium
brand customers that they serve does indeed matter.

The process of mergers and acquisitions (M&A) of firms with com-
plementary assets and geographies is evident in our database. Looking

1We identified carmakers on the basis of groups and platform sharing. For instance, in
the case of the PSA group, if a firm supplies both Peugeot and Citroën, this was regarded
as only one customer in the firm's portfolio.

2 The premium brands, as defined by Automotive News, are: Alfa Romeo, Aston Martin,
Audi, Bentley, BMW, Bugatti, Cadillac, Ferrari, Jaguar, Jeep, Lamborghini, Land Rover,
Maserati, Maybach, McLaren, Mercedes-Benz, Mini, Porsche, Rolls-Royce, Saab, and
Volvo.
(www.nxtbook.com/nxtbooks/crain/ane_1665498825FVBCR/index.php.).
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at the restructuring process of tier 1 automotive suppliers in Europe, we
found that 38 companies already present in the database and 26 com-
panies not appearing in the database carried out one or more acquisi-
tions. Buyers involved in mergers and acquisitions, coded 1, should be
characterised by increased popularity and, consequently, higher prob-
ability of winning new supply contracts.

3.4. Four proxy variables for traditional selection criteria

We created four variables that can be included among the tradi-
tional supplier selection criteria. Two of them were computed at the
firm (i.e. supplier) level, while the other two were computed at the
submarket (i.e. component) level.

Close proximity to the carmakers’ production plants has already been
shown to facilitate sourcing in the automotive industry (Asanuma,
1989; Schmitt and Van Biesebroeck, 2013) and it is supposed to in-
crease the probability of gaining new supply contracts. Moreover,
combining information on the suppliers’ nationality (based on their
headquarters) and the carmakers’ nationality (based on the location of
the main production plant) allowed us to verify national reliance in the
supply chain, i.e. whether carmakers favour suppliers of their same
nationality or at least the ones with headquarters located in close
proximity to their production plant. For each supplier, the percentage
of contracts supplied to close carmakers was calculated over total own
supply contracts. On average, contracts with close carmakers re-
presented 40.8% of total supply contracts.

Automotive suppliers operate in numerous component segments
(product diversification), more or less strictly related to their core busi-
ness, in order to reduce risks, favouring scale or scope economies and
achieving higher growth rates. For carmakers, diversified suppliers imply
reductions in supplier numbers and transaction costs of procurement
(Shin et al., 2000), at the same time improving integration and in-
formation sharing (De Treville et al., 2004). Therefore, the probability
of being awarded new supply contracts should be higher for diversified
suppliers (Stern and Henderson, 2004).

Before presenting the remaining variables, two premises on the
nature of the database are necessary. The WSW database collects in-
formation on 54 components which are different in their underlining
technical content and market characteristics, which led us to control for
those submarket peculiarities in two ways.

Firstly, market structure differs for each component, with poten-
tially strong effects on carmakers’ purchasing choices. We computed the
Herfindahl-Hirschman (HH) index for each component using share over
total number of supply contracts instead of turnover to define market
shares. Following the standard thresholds (Whinston, 2007), HH index
values below 1000 indicate low market concentration (and thus, high
competition), subsectors falling between 1000 and 1800 are char-
acterised by a medium level of competition, whereas an HH index
above 1800 means that market concentration is high and competitive
pressure is limited. Low competition could be seen as a proxy for sup-
plier scarcity as well.

Secondly, each component is characterised by a different intrinsic
level of technological complexity. Each component was evaluated ac-
cording to a Likert scale, through a questionnaire submitted to three
large carmakers and six large automotive suppliers. The average score
was used as proxy for the technological complexity of each component.
Values smaller than 3 are labelled as “Low technology”, while values
larger than 4 correspond to “High technology”.

Table 1 shows the allocation of each automotive component ac-
cording to both classifications. Independency between the two dis-
tributions was tested using the Chi-squared test (chi-squared value
2.6768, p=0.613).

This framework was used in models (2–7) to create subsamples for
which the logit model was estimated separately, in order to examine
differences in the reputation effect according to the main features of the
component markets.

The influence of market concentration and technology was in-
vestigated also in the baseline model (1), estimated using the full
sample. Regarding market structure, Bain (1956) and Tirole (1988)
argue that, in sectors characterised by low concentration, price is one of
the most important factors evaluated during the purchasing decision
process, although its importance is lower than in the past (Cheraghi
et al., 2004). Moreover, we expected suppliers more involved in highly
concentrated component markets to show a higher probability of
gaining new supply contracts due to their greater market power. Con-
cerning technology, the fast introduction and development of new
technologies has contributed to making the evaluation of suppliers’
technical capabilities increasingly important. Antonelli and Calderini
(2008) show that quantification of knowledge exerts strong and posi-
tive effects on the competitive advantage of firms in terms of product
market share.

Table 2 shows standard descriptive statistics for all the variables
considered in the analysis, including the dependent variable, i.e.
probability of being selected in the second period, while Table 3 reports
the correlation matrix for the same variables. Additional descriptive
statistics and other details on the demography of firms in terms of
components, country and market structure can be found in Manello and
Calabrese (2015).

4. Empirical results

Our empirical evidence is based on the estimation of different logit
models for the full sample and for different environments, with a
comparison of the obtained coefficients. Our baseline model (1) in-
cludes all the variables presented in the previous section and uses the
whole database, mainly for testing H1. The other six models provide
additional robustness in relation to the sign and magnitude of the ef-
fects, while also allowing us to test the second hypothesis. These models
were estimated on different subsamples, related to different levels of
competitiveness and technology content for each specific component. In
such cases, the variables Market concentration and Technology were
removed. Tables 4, 5 report the actual number of observations and

Table 2
Descriptive statistics on the main variables.

Variables Description Mean Median Min Max

Customer diversification Number of relationships with carmakers (OEMs) 5.17 4 0 19
High-volume models Percentage of contracts supplied to top models 0.44 0.39 0 1
Premium brands Percentage of contracts supplied to premium models 0.43 0.42 0 1
Market concentration Average Herfindahl-Hirschman index 1183 945 259 5293
Technology Average Likert scale 1–5 3.48 3.50 2.33 4.71
Close proximity Percentage of contracts supplied to close carmakers 0.45 0.44 0 1
Product diversification Number of components produced 3.70 2 1 48
Dummies
M&As Buyers involved in M&A processes are coded 1 17%
Supplier's probability of being selected in the second period 51%
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suppliers selected in the second period.
The baseline model (1) in Table 4 provides some interesting evi-

dence concerning two reputational factors that seem to affect the se-
lection of suppliers deeply, together with two more traditional perfor-
mance measures. First, as for reputation, customer portfolio
diversification, a sign of supplier attractiveness on the market, plays a
clearly positive role in boosting the probability of being selected in the
second period. This popularity effect seems to confirm that carmakers
pay increasing attention to how their peers judge them and, in the case
of suppliers, being able to interact with many carmakers is positively
related to reputation. In fact, the producers supplying a large number of
carmakers are those that display the highest probability of winning new
contracts. The positive and significant coefficient in Table 4, robust to
all the different specifications, highlights the relevance of this phe-
nomenon, while marginal effects, reported in Table 5, show the mag-
nitude of such influence. Each additional carmaker supplied increases
the probability of gaining new contracts in the last three-year period by
more than 3.9%.

The second aspect of reputation, i.e. the capacity of supplying
components for premium models as well as for high-volume models,
yields mixed results. The variable Premium brands is always significant
except in Model 6 (Medium technology level). If being a supplier for
premium brands plays a positive and significant role across all speci-
fications, producing components for high-volume models seem less

important for potential future supplies. In fact, firms that supplied
components for best-selling cars in the 2002–2011 period do not show
(in general, baseline model 1) a higher probability of being awarded
new contracts in the second period. Therefore, being able to supply
best-selling cars does not seem to be a valuable reputational factor per
se, even though its effect may be positive, like in the case of low/high
technology content. The last reputational variable, linked to corporate
aspects, is the dummy indicating whether the firm was involved in an M
&A process; it shows a negative, but poorly significant, influence on the
probability of being selected as suppliers. This evidence suggests that
changes in ownership structure do not represent an advantage in terms
of selection probability. The reason for this might be that an M&A
modifies the reputation of the supplier depending on the characteristics
of the buyer, such as nationality (more than 40% are non-European and
some come from India and China), typology (a few are financial com-
panies) or new entries into the European automotive supply chain
(40%). Reputation needs time to be established (Balmer, 2001) and the
negative sign of the M&A variable might unexpectedly imply a positive
result. Therefore, concerning our first research hypothesis, our findings
support the idea that reputational aspects have gained increasing im-
portance compared to standard selection criteria.

As for the other aspects linked to performance, the average tech-
nology level of the supplied components is positively related to a higher
probability of gaining new contracts, suggesting that working on high

Table 3
Correlation matrix.

Customer divers. High volume Premium brands M&A Market concent. Techn. Close proximity Product divers.

Customer divers. 1
High volume −0.1852* 1
Premium brands 0.0195 −0.2991* 1
M&A 0.1895* −0.0369 −0.0048 1 –
Market concent. 0.0217 0.0094 0.0173 0.0031 1
Technology 0.012 −0.0205 0.0642* −0.0053 0.1342* 1
Close proximity −0.1798* 0.0915* −0.0284 −0.0824* −0.012 −0.0217 1
Product divers. 0.1532* −0.0536 −0.0287 0.1668* −0.0853* −0.0539 −0.009 1

Table 4
Logit models estimates.

Whole database High competition Medium competition Low competition Low technology Medium technology High technology
Variables Model (1) Model (2) Model (3) Model (4) Model (5) Model (6) Model (7)

Customer diversification 0.101*** 0.0881*** 0.151*** 0.185*** 0.0879*** 0.106*** 0.213***

(0.0209) (0.0229) (0.0258) (0.0310) (0.0257) (0.0226) (0.0283)
High-volume models 0.245 0.260 0.450* 0.131 0.431* 0.169 0.919***

(0.298) (0.261) (0.266) (0.317) (0.267) (0.265) (0.266)
Premium brands 0.658** 0.794*** 0.498* 0.457* 0.889*** 0.350 0.934***

(0.259) (0.236) (0.264) (0.283) (0.251) (0.238) (0.239)
M&A −0.289 −0.134 −0.0724 −0.165 0.132 −0.268 −0.0878

(0.193) (0.199) (0.198) (0.267) (0.213) (0.204) (0.221)
Market concentration 0.000203 −0.00496 0.00508 −0.000152

(0.000130) (0.000136) (0.000117) (0.000166)
Technology 0.322** 0.402*** 0.0158 −0.0319

(0.164) (0.149) (0.178) (0.235)
Close proximity −0.101 0.00596 −0.316 0.106 0.0522 −0.186 0.0106

(0.204) (0.197) (0.207) (0.265) (0.208) (0.203) (0.217)
Product diversification 0.0237* 0.0543** −0.00977 −0.0469 0.0628 0.0492* −0.0645

(0.0128) (0.0275) (0.0393) (0.0690) (0.0457) (0.0295) (0.0507)
Constant −2.239*** −2.463*** −1.028 −0.996 −1.228*** −0.713** −1.488***

(0.611) (0.553) (0.702) (0.850) (0.293) (0.278) (0.317)
Number of observations 403 365 286 190 303 322 274
-Supplier selected 2012–14 226 186 136 84 145 176 130
Pseudo_R2 0.137 0.134 0.147 0.206 0.100 0.123 0.216
Chi-square 76.40 66.25 58.49 48.74 39.45 55.65 81.98
Log Lik −238.4 −218.9 −168.7 −103.6 −188.7 −194.6 −148.5

Robust SE in parentheses.
*** p < 0.01.
** p < 0.05.
* p < 0.1.
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technological components increases the probability of new supplies,
with mounting pressure to boost the average technological content of
products. Similarly, diversified suppliers display a higher likelihood of
being awarded new contracts compared to more specialised firms.
Therefore, although a certain level of excellence in core competences is
often appreciated, the capacity of supplying complete lines of compo-
nents represents a clear competitive advantage for securing future
contracts. The economic motivation behind this might be found in
transaction costs savings: carmakers tend to reduce the number of tier 1
suppliers to simplify the management of the outsourcing process and
generalist suppliers tend to be preferred.

The remaining variables included in our econometric analysis have
limited influence on the probability of supplying components in the last
period. Being of the same nationality as the carmakers or being located
near their production plants does not seem to play a crucial role as a
selection factor. Tables 4, 5 show that the effect of close proximity is
negligible, regardless of its negative sign, which could be explained by
the positive sign and statistical significance of customer diversification.
This means that carmakers have abandoned close and somewhat na-
tionally exclusive buyer-supplier relationships and proximity is more
relevant at the regional level (Europe). Similarly, the level of compe-
tition, computed as the Herfindahl-Hirschman index, does not seem to
influence the probability of winning new contracts in the baseline
model. This result could be ascribed to the peculiar procurement
practices of the automotive industry, which do not rely heavily on
tendering based on price and competition among suppliers but are
likely to reflect relationships that go back much further.

The other models (2–7) show greater coherence in signs and sig-
nificance for what concerns reputational factors, thus confirming the
evidence previously gathered, while some limitations are identified for
other variables. In particular, product diversification and technology
are significant only in high competitive markets, and both their coef-
ficients are inversely related to competitiveness and technological level.
This appears to be a managerially relevant result. When they make
purchasing decisions, carmakers regard the suppliers’ technology and
product diversification as relevant factors mainly in contexts where

competition is severe. On the contrary, if there is low competitive
pressure and some players are dominant, purchasing managers attach
less importance to such aspects, whereas reputational factors are still
significant. Incidentally, in the case of high technology components,
which in the Kraljic matrix can be considered strategic items, all the
reputational factors are positive and significant. Such evidence con-
firms that technology and market characteristics may influence car-
makers’ purchasing decisions and support our second research hy-
pothesis.

5. Conclusions, consequences and limitations

Despite a vast managerial and descriptive literature on the issue of
supplier selection mechanism, mainly focused on the drivers and con-
sequences of individual choices, empirical analyses using real ex-post
data are scarce. Furthermore, this is true for studies that include also
reputation as one of the most important issue considered. Our con-
tribution adds new empirical evidence by investigating the influence of
corporate reputational factors among the most relevant supplier selec-
tion criteria.

In doing so, we use an original database merging information from
the web with information on actual supplying contracts among car-
makers and producer of components for each new car model assembled
in Europe during the period 2002–2014. We consider all purchasing
decision taken after 2011, and we analyse how they were influenced by
the first available period.

Some limitations arise in our empirical strategy, for both industry
specificity and for the nature of the data used, where relational cap-
abilities, investment, trust and other important aspects cannot be con-
sidered. Nothing can be said about monetary value or real physical
quantities involved, i.e. in term of the number of components for each
contract, and these are important limitations of this study.

Our findings highlight that classical criteria seem to play a less
important role than reputational factors, at least in the sector we ana-
lyse. In fact, we have found two new thought-provoking results, which
are stable and always significant in all the econometric models we run.

Table 5
Marginal effects from the logit models, computed at the mean.

Whole
database

Low concentration high
competition

Medium concentration
medium competition

High concentration Low
competition

Low technology Medium
technology

High
technology

Variables Model (1) Model (2) Model (3) Model (4) Model (5) Model (6) Model (7)

Customer
diversification

0.0395*** 0.0351*** 0.0602*** 0.0735*** 0.0350*** 0.0416*** 0.0848***

(0.00819) (0.00911) (0.0103) (0.0124) (0.0102) (0.00888) (0.0113)
High-volume models 0.0958 0.103 0.180* 0.0521 0.172 0.0666 0.366***

(0.117) (0.104) (0.106) (0.126) (0.106) (0.104) (0.106)
Premium brands 0.257** 0.316*** 0.198* 0.181 0.354*** 0.138 0.372***

(0.101) (0.0939) (0.105) (0.112) (0.100) (0.0937) (0.0949)
M&A −0.114 −0.0536 −0.0288 −0.0649 0.0526 −0.106 −0.0349

(0.0764) (0.0793) (0.0788) (0.104) (0.0850) (0.0810) (0.0877)
Market concentration 7.94e-05 −0.00198 0.00200 −0.00607

(5.06e-05) (0.000541) (0.000459) (0. 000659)
Technology 0.126** 0.160*** 0.00631 −0.0127

(0.0642) (0.0593) (0.0708) (0.0931)
Close proximity −0.0394 0.00238 −0.126 0.0420 0.0208 −0.0733 0.00422

(0.0799) (0.0787) (0.0824) (0.105) (0.0830) (0.0799) (0.0863)
Product diversification 0.00926* 0.0217** −0.00389 −0.0186 0.0250 0.0193* −0.0257

(0.00500) (0.0110) (0.0157) (0.0274) (0.0182) (0.0116) (0.0202)
Number of observations 403 365 286 190 303 322 274
-Supplier selected

2012–14
226 186 136 84 145 176 130

Pseudo_R2 0.137 0.134 0.147 0.206 0.100 0.123 0.216
Chi-square 76.40 66.25 58.49 48.74 39.45 55.65 81.98
Log Lik −238.4 −218.9 −168.7 −103.6 −188.7 −194.6 −148.5

Robust SE in parentheses.
*** p < 0.01.
** p < 0.05.
* p < 0.1.
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First, suppliers, which serve a diversified customer portfolio have a
better chance of gaining additional orders and further broadening their
customer base, than suppliers which serve just a few carmakers. This
contradicts the idea of stable, close and somewhat exclusive buyer-
supplier relationships. On the supplier side, it means that they would
profit from broadening their customer base.

Second, suppliers with strong exposure to premium brand customers
gain more orders also from non-premium customers in the subsequent
period. Hence, from a supplier perspective not all customers are equal:
the reputation of the customer they serve matters. From a carmaker
perspective, this finding is also very interesting: buyers may want to
increase their reputation in order to be more attractive for suppliers. As
preferred customers with premium brands, they can ask for price re-
ductions, as their suppliers profit from serving them, or better early
access to innovations. This strengthens the case for the competitive
repositioning of some carmakers from mass production brands towards
premium brands. As in the case of FCA with Maserati and Alfa Romeo,
Tata with Jaguar and Land Rover and most carmakers with the electric
vehicle to emulate Tesla success. A supplier able to produce superior
components may also be able to help less sophisticated customers to
develop premium models for them, too.

These two intriguing results open new important stems for man-
agerial implications. Our findings suggest that both suppliers and pur-
chasers may want, in general, to increase the attractiveness of their firm
by purposefully working on reputation. On the one hand, the main
implication for purchaser is for premium brand firms that may request
economic benefits (i.e. cost reductions) because of being a more at-
tractive customer in comparison to standard brands. On the other hand,
suppliers would profit from broaden their customer portfolio reaching
higher technical and professional standards. This directly counters ar-
guments for exclusive customer-supplier relationships. Moreover, sup-
pliers should actively show to their customers that they are able to serve
premium brands and then, again, indirectly promoting their technical
or professional capabilities.

Several other managerial implications arise from the other aspects
we analyse, some of them expected, others unexpected. Firms able to
produce a large number of components as well as firms showing higher
technological capabilities maintained a competitive advantage in the
last period analysed, but the sign and the significant of the coefficients
are not always confirmed in the logit models. On the contrary, we ob-
tain unexpected inconsistent results concerning the role of physical
proximity between carmakers and suppliers. The signs are negative, but
always not significant.

More robust results arise in the case of our second hypothesis.
Market conditions, such as competitiveness and technological specifi-
cities referred to each component submarket, affect supplier selection
confirming that the external environment influences purchasing
choices. For instance, in the case of low concentrated and of high
technology markets, reputational factors play the most significant role
in supplier selection.

This evidence raises a fundamental question. Should reputational
factors have a similar status as traditional supplier selection criteria
such as price and quality? In line with customer attractiveness literature
and social exchange theory, the actual purchasing practices in the au-
tomotive sector analysed here suggest it should. Nevertheless, in certain
contexts the importance of traditional criteria rises again; for instance,
in the situation of high competition and absence of dominant suppliers,
product diversification and technology become highly significant once
again. For this reason, the stratification of supply chains, as we did here
for automotive (Table 4), into more homogenous subsamples is
worthwhile. This approach could also be used in investigating supplier
selection in other sectors, to understand the relative importance of
specific selection factor in different contexts.
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