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Abstract 
Many multinational companies (MNCs) recognise that their ability to become 
world-class competitors is based on establishing high levels of trust and 
cooperation with their suppliers, particularly small and medium-sized enterprises 
(SMEs). This paper presents a fifteen criteria model which describes the purchased 
package in a partnership relationship. This model has been evaluated and the 
results have important implications for SMEs. Large companies are looking for 
suppliers who can play an important role in the value-adding network of the 
purchasing company by contributing, for example, to ongoing cost reduction 
programmes and reducing product development times. 
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1 INTRODUCTION 

MNCs are moving toward the incorporation of the purchasing function as a key 
component in manufacturing strategy whereas previously it was regarded as 
tactical/operational in nature. The purpose of this study is to investigate the extent 
to which large firms are moving in this direction and the likely implications for 
suppliers. This is an important issue since it is necessary to determine if MNCs 
are adopting new ideas so rapidly that SMEs which one would have expected to be 
suppliers cannot deliver in terms of the more collaborative and complex 
relationships of modern purchasing. Thus, it is necessary to establish those factors 
which large companies view as important when dealing with SMEs and to explore 
the changing characteristics of what large companies want to purchase from their 
suppliers. 

During the past twenty five years as the purchaser/supplier relationship has 
evolved toward partnership sourcing the nature of the purchaser's requirements, 
the "purchased package", has altered (Sako, 1992). These changes resulted in a 
purchased package being sought from suppliers which was much more 
sophisticated than that described by the four criteria under the market exchange 
model of price, quality, delivery reliability and technical competence. To become 
part of a competitive value adding chain suppliers to large manufacturers needed 
to have a wide range of competencies including design capability, well managed 
logistics, an ability to solve problems and sufficient capacity. Manufacturers no 
longer performed a relatively low cost vendor rating exercise based on a few order 
qualifying criteria. Instead the search was for partners to supply on a long term 
basis. Thus, market pressures for increased product complexity and variety based 
on a wide range of technologies and response at higher levels of quality and 
reliability but declining cost have demonstrated that few, if any, organisations can 
do it all by themselves. They need to supplement their core competencies by 
allying with other providers of complementary competencies to satisfy their 
customers. The real productivity, design and quality improvements are not 
obtainable unless the suppliers in the partnering arrangement innovate to the best 
of their abilities in conjunction with the buyer organisation. 

2 METHODOLOGY 

Much has been written about partnership sourcing and those factors which are 
deemed to be important in establishing a successful purchaser/supplier 
relationship during the past decade (Ell ram, 1991; Venkatesan, 1992; Chao et aI, 
1993; Lamming, 1993; Briggs, 1994). For example, one useful dichotomy of the 
the major characteristics of a partnership relationship is that of intangibles and 
tangibles. The intangibles which have to be right for a successful partnership are 
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regarded as top management commitment; trust; flexibility; teamwork; patience. 
The tangibles are: reduced costs; the adoption of total quality management; zero 
defects as a quality target; on time payments; joint research and development; 
electronic data interchange (EDI); faster time to market; on time deliveries with 
nT if necessary; the reduction! elimination of stock. 

Consolidating and classifying these many factors identified by the various 
authors gave rise to a set of 15 main criteria. This is proposed as a model which 
describes the total set of characteristics which a supplier will have to have to 
supply as the most sophisticated purchase which is likely to be required by an 
MNC. That is, the package of characteristics associated with a component or sub
system of strategic importance to a final product. Wing sets for an aircraft 
assembler are examples of such items. In the case of mature items for which little 
opportunity still exists for product or process design improvements and which in 
many ways can be regarded as commodities, a subset of the criteria are sufficient. 
For such items the concentration is on quality, logistics and costs. Sourcing of 
these items tends to follow areas of low labour costs as demonstrated by the 
increasing level of purchases from Eastern European countries of machined parts 
by engineering firms (Edwards, 1997). The factors constituting the model are: 

1. Quality 6. Lead times 11. Packaging 

2. Costs 7. Investment 12. Capacity 

3. Management skills 8. Communications 13. Culture 

4. Logistics 9. Problem solving 14. Health and safety 

5. Design capability 10. Workforce skills 15. Environment 

The model was validated as part of a series of structured interviews concerning a 
wide range of research issues with the senior purchasing managers of ten MNCs 
(Humphreys, et aI, 1996). All confirmed that their companies had adopted some 
form of total quality with world class goals as the modus operandi of company 
management. They found the proposed model to be a very sound representation of 
the direction in which they were moving in terms of the package of benefits they 
would be demanding increasingly of their suppliers. 

3 RESULTS 

A questionnaire was designed around the criteria of the model, with the fifteen 
factors being broken down into a total of seventy questions. A postal survey of 170 
MNCs in the UK and Ireland was undertaken and 62 completed usable returns 
were received and analysed. The results are presented in Tables I and 2 where all 
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the figures quoted are cumulative percentages over time of positive responses to 
the questions posed under each of the 15 criteria. 

Table 1 shows the overall results for the 62 returns and indicates that a process 
of change is underway. The rate of this change is shown very clearly when one 
considers the overall average scores. Out of the 62 replies to the 70 questions 
20.3% positive responses were recorded as being demanded more than 5 years, 
38.7% more than 2 years, 58.6% now, 73.3% will be demanded within 5 years. 
As MNCs have adopted TQM their expectations with regard to the capabilities of 
suppliers are changing quickly. During the 1990s major manufacturing companies 
have been demanding that increased attention be paid to all 15 criteria by 
suppliers. While much attention has for a long time been paid to logistics 
(27.7%), investment (27.4%), problem solving ability (34.6%), capacity (33.1%) 
and health and safety (28.2%), the dynamic nature of the situation is shown by the 
increase in all criteria by 1997. This appears to reflect the increasing influence of 
Japanese management practices within MNCs. Furthermore, in the next 5 years 
the pressure for change will continue with most of the 70 factors of the model 
being required by the end of that period. 

Table 2 shows the variation in the results by region of the parent company and 
across industrial sectors. These indicate that North American companies seem to 
be adopting world class goals and asking their suppliers to conform to the 
resultant requirements much faster than companies from other regions. Voss and 
Blackmon (1996) in their study of world class manufacturing practices and 
performances at plants in the UK and Germany found Japanese owned plants to 
be outstanding with North American owned performing better than those from the 
home country. This study had no Japanese respondents but the superiority of the 
North American owned plants in terms of supplier requirements concurs with the 
Voss and Blackmon findings. With regard to the UK owned plants they appear to 
be adopting new management practices more slowly than the others. 

In terms of industrial sector there is a great deal of variation in the detail. 
However, it appears that the electronics sector has been embracing total quality 
management with world class goals more comprehensively than any of the other 
sectors. Electronics is probably the most modern and technologically advanced of 
the sectors considered, while textiles (acknowledging that there are only 4 
respondents) is a traditional industry and likely to be more resistant to change. 
Comparing the original starting points for the sectors, that is factors demanded for 
more than five years, indicates how retarded the textiles sector had become 
(1.9%). However, the sector now shows a high rate of adoption of the 
manufacturing management practices of the 1990s with an overall average of 
39.5% across the fifteeen criteria. 
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Table 1 MNCs response for the 15 criteria - all respondents (n = 62) 

Demanded Demanded Demanded Demanded 
Criteria more than more than now(%) within 

5 (%2 2 5 

Quality 18.9 347 47.1 65.3 

Costs 12.6 26.3 47.4 67.1 

Management 16.3 36.9 61.6 74.2 

Logistics 27.7 44.5 69.0 77.7 

Design 20.2 34.3 53.1 64.7 

Lead Times 18.9 43.5 68.9 81.2 

Investment 27.4 43.7 55.8 67.2 

Communications 22.4 47.0 67.8 79.3 

Problem Solving 34.6 61.3 78.6 83.9 

Workforce Skitts 11.4 27.7 44.8 65.1 

Packaging 8.9 21.1 51.2 75.6 

Capacity 33.1 62.9 79.0 86.3 

Company Culture 17.0 35.9 56.4 72.7 

Health and Safety 28.2 44.3 60.4 74.9 

Environment 6.6 16.5 38.4 64.6 

Overall Average 20.3 38.7 58.6 73.3 
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Table 2 Summary of MNCs overall average responses 

Region Demanded Demanded Demanded Demanded 
and more than more than now(%) within 
Sector 5 years (%) 2 years (%) 5 years (%) 

Total (62) 20.3 38.7 58.6 73.3 

UK (13) 13.8 28.3 49.6 68.3 

North Amer.(24) 25.9 46.5 66.5 78.1 

European (17) 20.8 39.1 56.5 71.4 

Asian (8) 13.3 32.1 55.3 72.8 

Electronics (13) 23.1 51.8 75.5 88.2 

Engineering (14) 15.7 37.6 58.5 80.6 

Chemicals (8) 23.1 32.1 51.7 56.4 

Food (8) 27.5 46.0 60.7 76.4 

Print & Pack.(7) 17.8 36.5 58.4 71.5 

Textiles (4) 1.9 15.7 39.5 59.5 

Other (8) 24.9 32.1 46.6 61.0 

4 DISCUSSION AND CONCLUSIONS 

This study set out to explore the changing characteristics of the overall purchased 
package which MNCs demand from their suppliers. A fIfteen criteria model 
consisting of 70 factors was developed as a representation of the requirements 
MNCs expect to obtain in a partnership relationship. All fIfteen criteria are 
needed when considering strategically important items and complex subsystems 
while it is likely that reducing subsets will be adequate as items become more and 
more commodity-like in nature. 

The results of the survey of MNCs confIrm that the fIfteen criteria model is a 
sound representation of the purchased package now sought from suppliers. The 
results also indicate how the demands have changed in the recent past and will 
continue to change in the near future as MNCs go on pursuing world class 
standards. While all MNCs are becoming more demanding of their suppliers 
distinct differences exist depending upon the region of origin of the parent 
company and the industrial sector. Thus North American owned fIrms appear to 
be much further down the road to world class standards as reflected by their 
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demands of suppliers than UK companies. Likewise the electronics sector appears 
to be at the forefront of the movement towards world class goals while textiles 
lags behind. 

There are clear implications from these findings for indigenous suppliers. It is 
highly unlikely that they will be able to compete with the low wage economies of, 
for example, Eastern Europe for non-critical items. To supply MNCs it appears 
that they must concentrate on forming strategic partnerships to supply strategic 
items. The results of this study show that all suppliers wishing to do business with 
MNCs must quickly adopt the total quality philosophy and aim to achieve world 
class goals. This could help to anchor MNCs making them less likely to transfer 
production elsewhere. Another possible anchor might be created out of the 
emphasis by MNCs on supplier contribution to design. Indeed, it is not unusual 
for car manufacturers to seek suppliers perhaps three years before a new model 
enters production so that the design and development expertise of the suppliers 
can be integrated into the new product development process via concurrent 
engineering. This could be taken up by development agencies encouraging MNCs 
to locate some design/development capability alongside regional plants and 
helping potential suppliers complement this capability. To quote the materials 
manager of the Irish subsidiary of a Canadian telecommunications manufacturer, 
"The ability to co-locate design and manufacture is giving us big advantages, both 
in reducing the time-to-market for new products, and in the swift resolution of on
going issues" (Tulip, 1997). Hence, suppliers need to view themselves as playing 
an important role in the larger value-adding network of the purchasing company 
with the potential impact and value that the supply network can add in the 
delivery of products/services to the final customer being recognised. 
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