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Abstract 

The dynamics of competition in global markets, especially between tier-one suppliers in the 

automobile industry is increasingly shifting from inter-firm rivalry to rivalry between networks 

of firms. Based on the resource dependency perspective, we examine how three distinct types of 

resource dependencies influence the performance of foreign tier-one (system) automotive 

suppliers in the context of the Brazilian automotive industry.  Our findings show the importance 

of relational dependency on component (Lower-Tier) suppliers’ performance.  However, results 

indicate that system (tier-one) suppliers performance is affected by trust dependency and 

financial dependency. 

Introduction 

The success of the Japanese automobile industry has led to a burgeoning literature on buyer-

supplier interorganizational relations (Banerji & Sambharya, 1996, 1998; Dyer, 1996, Helper, 

1991; Kotabe, Martin, and Domoto, 2003). The vast majority of this research has focused on the 

buyer or automobile assembler. A few studies have started to address the supplier firm aspects 

(Sambharya & Banerji, 2006). In turn, suppliers themselves are involved with their second-tier 

(lower-tier) suppliers in the automobile industry. For example suppliers in the Japanese automobile 

industry are hierarchically organized into three tiers based on the type of product/service they 

provide (Asanuma, 1985).  At the top of the hierarchy are the first-tier (or system) suppliers, who 

supply semi-processed, modules or finished / assembled components, such as completed seats, 

control panels, and so forth.  These suppliers deal directly with the automakers many times in a 



collaborative relationship.  Below the first-tier (system) suppliers are the second- and third- tier 

(Lower tier) suppliers, which supply various sub-components used in semi-finished products.  The 

second- and third-tier suppliers, for the most part, deal with the level of suppliers just above them 

and rarely have any commercial contacts with the automaker assembler itself. 

To the best of our knowledge the relationship between system suppliers and their 

component suppliers have been studied mostly in the US or in the Japanese automobile industry 

(Fruin, 1992; Miyashita & Russell, 1994).   Therefore, it is important to investigate supplier-

supplier relations particularly in a non-Japanese and non US context as well. In addition, and 

despite numerous calls for validating research findings in the emerging market context, yet very 

little research has been conducted on emerging economies (e.g., Hoskisson et al., 2000).  

Therefore, one of the purposes of the present study is to investigate the relationship between first-

tier or system suppliers and its lower-tier or component suppliers in the Brazilian automobile 

industry. 

Theoretical Background and Hypotheses Development 

Exchange Processes and Resource Dependence  

 Resource dependence theory (Cook, 1977; Emerson, 1962; Pfeffer and Salancik, 

1978) is useful in explaining the variability in the performance of the supplier firms. The essence 

of resource dependence theory is that in a business relationship, dependencies are created between 

the exchange partners, and such dependencies often enable the exchange partners to influence each 

other's behavior and profitability (Cook, 1977; Emerson, 1962). Resource dependency theory 

assumes that organizations exercise some degree of control or influence over the resource 

environment or the firm’s exchange partners for purposes of exercising stability. Stability is 

achieved through the exercise of power, control, or the negotiation of interdependencies towards 



reducing environmental uncertainty and a predictable flow of resources (Oliver, 1991). Based on 

the literature on keiretsu, buyer-supplier networks, and the Japanese automobile industry 

(Asanuma, 1985; Banerji and Sambharya, 1996; Odaka, et al, 1988; Richardson, 1993) we propose 

to extend the resource dependence theory to a non-Japanese automobile environment, viz. Brazil, 

am emerging automobile center in the southern hemisphere. 

Trust Dependence 

A major reason firms enter into inter-organizational relationships is to exchange and leverage 

resources for mutual benefit (Astley, 1984). McEvily, Perrone, and Zaheer (1999) state that trust 

magnifies the relational connections by strengthening the density and thickness of partners’ ties. 

Katsikeas, Skarmeas, and Bello (2008) state that when high value, irreplaceable resources are 

exchanged, performance outcomes stemming from the trust between interdependent partners is 

amplified in two ways. First, relational trust increases the value of the transaction between 

partners due to high-value interactions compared with more arms-length transactions. Second, 

higher relational trust leads to lower costs as partners feel less vulnerable to exploitation but can 

mutually gain from joint sharing of resources. Previous  

studies have in fact demonstrated the lack of trust can deter efficient knowledge  

exchanges (e.g. Galegher and Kraut, 1994; Hightower et al., 1997) and therefore affect  

the level of dependency of suppliers. Consequently, we expect that higher levels of mutual trust-

based interdependence in inter-firm collaborative relationships among suppliers will lead to 

higher levels of supplier performance. 

H1a: The degree of trust-based dependency between component suppliers and 

their lower-tier suppliers will be positively related to the level of component 

supplier performance. 

 



H1b: The degree of trust-based dependency between major system supplier and 

their lower-tier suppliers will be positively related to the level of system supplier 

performance. 

 

Financial Dependence 

Dyer & Singh (1998) state that the inter-organizational asset interconnectedness will occur in 

cumulative increments on an existing stock of assets by a firm or its partner. The resource exchange 

relationship between the first-tier supplier and a second-supplier is often cemented with stock 

ownership (Lincoln, et al, 1992).  This equity tie symbolizes and reinforces the exchange 

relationship, and provides the first-tier supplier firm with information about the internal operations 

of the affiliate firm. We argue that stock ownership in the lower-tier supplier firm provides the first-

tier supplier firm with an inside view of the activities of the firm.  This enables the first-tier firm to 

influence the actions of a lower-tier supplier firm.   

H2a: The degree of financial dependency between component suppliers and their 

lower tier-suppliers will be positively related to the component supplier 

performance. 

 

H2b: The degree of financial dependency between system supplier and their 

lower tier-supplier will be positively related to the system supplier performance. 

 

Relational Dependence 

When two organizations have products that are vertically related in the production chain they are 

said to be symbiotic interdependent (Pfeffer and Novak, 1976). Dyer and Singh (1998) state that 

firms can gain competitive advantage by incorporating the relational view of the firm. Relational 

dependence refers to direct participation by first-tier suppliers cooperating with their lower-tier 

suppliers in the knowledge acquisition process. Teaching involves hands-on instructing and 

consulting by sending employees to partner firms to help implement production routines, 

redesign work stations, reorganize process flow, modify equipment, and establish problem 

groups (Macduffie & Helper, 1997). Joint knowledge acquisition lead to higher rate of learning 



that firms outside the dyad is unable to match. When component (second-tier) suppliers make 

tailor specific investments in their production process geared to the requirements of the system 

(first-tier) suppliers it leads to greater integration, geographical proximity, greater information 

and product exchange, greater product integrity, and quality (Clark & Fujimoto, 1991; 

Nishiguchi, 1994, Kotabe, Parente and Murray, 2007). The flip side of this is that these things 

make the component (second-tier) supplier more vulnerable due to the high degree of relational 

dependence on its system (first-tier) suppliers. 

H3a: The degree of relational / resource dependency between component 

suppliers and their lower-tier suppliers will be positively related to the component 

supplier performance. 

 

H3a: The degree of relational / resource dependency between system component 

suppliers and their lower-tier suppliers will be positively related to the system 

supplier performance. 

 

Research methodology 

Our research used the survey method to collect primary data on a population of 

manufacturers in the Brazilian automotive industry.  We mailed the survey to senior managers 

at the plant/divisional level. After the initial mailing, a total of 37 questionnaires were returned 

because of incorrect addresses, which reduced the sample size to 456 business units.  After two 

follow-ups, we received 136 usable questionnaires for a response rate of 27 percent. Both 

automakers and suppliers, and firms of a variety of ages, sizes, and geographical scope, were 

represented in the final sample. We retained the sub-sample containing 113 manufacturing 

suppliers that are linked downstream and upstream in their supply chains in order to capture 

firms with bi-directional supplier integration (as opposed to firms with terminal links in the 

supply chain). Of these 113 suppliers, 111 had complete data. Thus, our final sample size was 

111. 



Results and Discussion 

The results of regressing component supplier performance is shown in Table 2a. Model 1 

shows the effects of the control variable: size, market, age of subsidiary, and ENV.  This 

regression was not significant. Then the main effects of the three types of resource dependencies: 

trust, financial, and relational dependency was added in model 2 with significant r-square of 

0.223. The results of the regression analysis relating to component suppliers (H1a – H3a) are 

reported in Table 2a.  H1a was not supported because the result shows that trust base dependency 

was not related to supplier performance.  H2a, which predicts that financial dependency is 

positively related to supplier performance, is also not supported.  Only relational dependency 

was  positive related to supplier performance ( = .46, p < .001), therefore supporting this 

hypotheses 3a. 

Table 2b reports the results of regressing system suppliers performance. Model 1 that 

contains only the control variables was significant and accounted for 12.3% of the variance in 

system supplier performance. When the three types of resource dependencies were added the 

variance increased to 31% of the system supplier performance.  Trust dependency was positively 

and significantly related to system supplier performance thus supporting hypothesis 1b. Financial 

dependency was also positively and significantly related to system supplier performance indicating 

strong support for hypothesis 2b. However, relational dependency was not significantly related to 

system supplier performance.  Hypothesis 3b was not supported. 

Our results show that there are different levels of resource dependency relationships 

between component and system suppliers. Component suppliers are more influenced by 

relational dependencies whereas system suppliers are clearly affected much more by trust and 

financial dependencies. We find that in the context of the Brazilian network of suppliers, 



resource dependencies are beneficial in terms of supplier performance but vary by type of 

suppliers. These two types of dependency reflect the effective levels of collaboration in the 

production and design processes that has been implemented within the “modular consortiums” 

and “supplier condominiums” in the Brazilian supplier industry. As explained earlier, modularity 

has enabled companies to handle increasingly complex technology by breaking up a product into 

subsystems (or modules). Therefore, the Brazilian auto supplier industry is mainly composed of 

system (or module) suppliers and their lower-level component (or parts) suppliers, where more 

responsibility for design and manufacturing processes are transferred from the OEM to the 

system (or module) supplier. In turn, component suppliers are the traditional supplier of parts 

with none or little direct involvement in the production process of the final product.  

 

Table 2a: Results of regressing Component supplier performance 

 

Variables Model 1 Model 2 

Beta VIF Beta VIF 

constant    

Size .13 1.29 -.01 1.39 

Age of SBU ,19 1.04 .14 1.13 

Market -.06 1.3 .16 1.6 

ENV .18 1.01 .1 1.16 

Trust Dependence   .13 1.22 

Financial Dependence   .04 1.31 

Relational Dependence   .46*** 1.29 

   

Adjusted R2 .083 .22 

F 1.31 5.9 

Significance ,28 .001 

n 61 57 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Table 2b: Results of regressing System supplier performance 

 

Variables Model 1 Model 2 

Beta VIF Beta VIF 

constant    

Size -.38** 1.08 -.35*** 1.11 

Age of SBU .09 1.13 .096 1.16 

Market .32** 1.14 .32** 1.23 

ENV -.03 1.06 -.33** 1.7 

Trust Dependence   .30** 1.54 

Financial Dependence   .33** 1.71 

Relational Dependence   .3 1.24 

   

Adjusted R2 .123 .31 

F 2.69 4.97 

Significance .043 .005 

n 47 43 

 


