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- Export developmentbenefits are genera~dby links"betweendevelopedcountry

buyers and developing country suppliers. These relationships reduce barriers to entry into
developed country markets by acting as condu.itsfor information about marketing and production
technology and by providing aocessto larger industry networks. Benefits are maximized when the

relationshipsarecollaborativeandlong term. In this paper,bicycleand footwearimportsinto the
United Sl\!.tesare used to illustrate the formation, maintenance,and effects on developing
country reputationsof buyer-sellerrelationships.Public efforts to support developingcountry
firms in fonning and maintaining long-term. collaborativerelationshipsare also discussed.

1. INTRODUCTION
Rising wage rates in newly industrialized economies (NIBs - Hong Kong, South Korea,
Taiwan, Singapore) are diminishing their long
standing competitiveness in lower end, pricesensitive product segments. Firms in developed
countries are looking for new sourcing relationshipSMth lower wage firms in less developed
countries. (LDCs). A window of opportunity is
being created for some LDCs to enter internatio-

nal markets.

.-

.

Even for the lowest cost products within a
product segment, consistently meeting that pro:.
duct's quality specifications at a competitive price
and adhering to reliable delivery standards are
minimum requirements for selling in international markets. Many LDC firms cannot meet these
minimum requirements. Skepticism about LDC
capabilities and buyer's reluctance to replace
NIB business partners with whom they have a
satisfactory. long-term and collaborative relationship also slow LDC efforts to achieve the
rapid increase in exports that would be expected
on the basis of their low labor costs.
Two analytical themes run through the paper.
First. for developing country suppliers, long-term
collaborative relationships with developed country buyers are often an essential source of
information about developed country markets
and production technology as well as product
quality and delivery standards. Such.specialized

industry infonnation for narrowly specifiedmarket segmentsis not easily acquired. For many
developingcountry firms that cannotafford other
means.to acquire this infonnation - such as
hiring internationally experiencedmanagement,
sendingmanagementabroad to study developed
country markets and production technology or
acquiringan experiencedexport firm - collaborative relationshipsmay be the only source.l
The secondthemeconcernsthe fonnation and
maintenance of these valuable relationships.
Although in some cases the primary reason
buyers invest in collaborative relationships is
strategic, the majority of buyers participate to
obtain reliable deliveries of the product they
needat a competitiveprice. Collaborative,longterm relationshipscontinueif they are of mutual
benefit to each party. Over the life of the
relationship, a systemof mutual obligation and
trust develops incrementally. Buyers in such
relationshipsare reluctant to changesatisfactori.
Iy performing suppliersbecauseof the stock of
mutual obligations, trust and learning that has
beencreatedover the length of the relationship
-For commentsand help. the authorsare grateful to
Nam;y Barry, Marc Bendick. Jr., Carl Dahlman.
Stephanie.
Gerard, Arvind Gupta, Don Keeling, Sanjays LaD,Yung Rhee,Robert Wadeand Kevin Young.
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to produce and sell products that meet the three
minimum requirements of price, quality and
delivery reliability. This reluctance to change
partners creates a barrier to entry for LDC firms
in the formation of relationships with buyers
which in turn prevent entry into valuable industry
networks.
Firms that are not a part of industry networks
risk losing sales opportunities in the short run
and access to innovative technologies and prac~
tices in the longer run (Hakansson and IMP
group, 1982). Moreover, being part of a network
benefits not only individual suppliers but also,
through recommendations, other firms in the
supplier's country. These networks, narrowly
specialized by industry and even market niche,
are considered one of the most reliable sources of
information about the performance of suppliers.
How can less developed countries attract
collaborative business relationships? How can
existing relationships with buyers be deepened to
maximize the transfer of information?
We address these questions through the experience offootwear and bicycle imports into the
United States. Each of these product groups has
more than a 20-year history of relationships
between developed country buyers and developing country suppliers.
The paper is written from the perspective of
buying firms in the United States. These firms
include manufacturers, retailers, importers,
buyers' agents, and joint venture partners. Trade
association staff, consultants, and other industry
experts (including specialists from the US International Trade Commission) were also interviewed. In these various organizations, we interviewed mid-level and senior managers responsible for international sourcing and investment
decisions. The distribution of the 28 interviewees
is given in Table 1 (two specialists interviewed
were common to the two industries).
Throughout the paper, we emphasize that the
transfer of benefits through buyer-seller relationships occurs firm to firm within narrowly defined
product groups and industry networks. Broader
Table 1. Number of US buyers in~rliiewed
Buyers

Bicycle Footwear

Retailers

I

0

Importcrs/Wholesalers
Manufacturers
Trade association representatives
Other industry representatives

2
4
4
6

4
2
4
3

17

13

Total

public measures,however, can support developing country firms in forming and maintaining
collaborative, long-term relationships. We discuss some promising public measures in the
concluding section of the paper.
2. US BUYERS
In 1988,retail salesof footwear in the United
Statesamountedto about US$27billion for 1.1.
billion pairs of shoes.2Imports representedabout
80% of the amount (m million pairs). Taiwan
(38% of the quantity), South Korea (21%) and
Brazil (13%) accounted for almost 75% of
nonrubber footwear imports into the United
States in 1988 (U.S. Industrial Outlook 1989).
Beginning in the late 19708,the US bicycle
market began to rely heavily on imports as socalled baby-boomersembarked on fitness reo
gimesand US producerswere unableto meet the
increaseddemand.Imports of bicyclesfor adults
rosefrom 20% ofthe bicyclessold in 1978to 54%
of the 12.6 million sold in 1987. Taiwan bas
dominated bicycle imports into the United
States; its share of imports in 1987 was 76%.
Higher value bicyclesare imported from Italy,
France and Japan. In the low- and mediumquality segments,Taiwan's emergingcompetitor
is South Korea, which has been a late entrant in
this industry. Among low-wagecountries, China
appearsa serious contender.
(a) Threetypesof buyers
Three typesof buyersaccountfor the majority
of US purchasesof manufactured goods from
developing nations (Kotler. 1988):
(i) Retailers. Many 'lar2e US retailers buy
finished productsdirectly from foreign maRufac.
turers. Large retailersoften maintainnetworksof
in'ternationa1representativesto both seek out
potential suppliersand maintain overseasbuying
offices. It is estimated that about 20% of
developingcountries' manufacturesare exported
through buying offices of large retailers. For
some products, such as garments and textiles,
buying offices account for more than 50%
(Kirchbach, 1988). Retailers have contributed
greatly to the developmentof many LDC firms
by allowing them to make export saleswithout
having to do market research,product development, and design. Retailers may also provide
financing, quality control, and distribution systems.Large retailers are important US importers
of low- and intermediate-price bicycles and
footwear (Table 2).
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Smaller US retailers are less likely than large
ones to engage in direct importing or to invest
resources in deveioping new sources of supply.
Instead, they more typically participate in buying
groups or rely on importers/wholesalers.
(ii) Importers/wholesalers. US importers and
wholesalers buy from foreign manufacturers for
resale either to US retailers or to other intermediaries. They specialize in importing. market
identification, and development of new sources
of supply. Some importers also develop design
specifications for products.
Large importers generally have greater reo
sources than small importers for investing in the
development of new sources of supply - a
process that can often take 6--18 months before
an exportable product is ready. Large importers
are also more likely to employ designers, en.
gineers. and marketing experts who can provide
technical assistance to suppliers.
(iii) Manufacturers/Producers. Many
US
manufacturers also buy from foreign manufacturers, either finished goods (which they resell to
retailers or other intermediaries) or components
(which they incorporate into their own products
before resale). Goods imported directly by
manufacturers may well exceed the amount
accounted for by retailers' buying offices
(Kirchbach, 1988). They often bring substantial
technical expertise to these purchasing relationships that other US buyers do not offer, especially in production technology.
Importing functions once performed and controlled by many independent importers are shifting to manufacturers or retailers, who hire agents
to take over smaller independent importing
firms. In shoes, for example, volume retailers
and domestic producers account for 15% of
imports. Of the two, domestic producers seem to
have become the largest direct importers.
(b) NIE firms aspartners and intermediaries: A
new trend
Relationships between LDC finns and those in
NIB economies are becoming another route by
which products enter the US market. Ai, Hong
Kong, Taiwan, Singapore. and South Korea face
rising production costs, they risk losing buyers to
less expensive (low wage, low production costs)
sources of supply in Thailand, Indonesia, and
Malaysia.
In response to these circumstances, two types
of intermediation are developing. The most
direct occurs when a long-term NIE supplier to a
US firm goes to an LDC for goods it once
sourced for its US partner in the NIB. For

example, a Taiwanese finn might begin to source
inexpensive footwear in Thailand instead of in
Taiwan. In spite of the change in tbe source of
supply, the NIE supplier's relationship with the
US partner remains basically the same.
A second type of intermediation occurs when
the US buying finn seeks an equity partnership
or assistancefrom its NIE supplier in locating,
selecting, managing, or training a manufacturing
partner in an LDC. One US importer inter.
viewed for this study and its Taiwanese partner
located a promising but new-to-export manufacturer in a low-cost LDC. In exchange for export
orders, the NIB finn provided on-site training,
supervision, and assistanceto the LDC manufacturer while the US firm supplied loans and
assured orders from major retailers and producers.
In one formal joint venture agreement,
Schwinn Bicycle Company entered an ongoing
joint venture, China Bicycles Co., betWeen a
wen-known NIB bicycle producer. Hong Kong
Link Bicycles Ltd., and an LDC partner, SheD'
wen Light Industry Co. in China. (Hong Kong
Link Bicycles, which had been producing and
exporting bicycles since 1969, moved operations
to China to avoid the rising land and labor costs
of Hong Kong.) As one of the largest importers
and distributors of bicycles in the middle to upper
end of the US market, Schwinn offers accessto
the US market through its established channels,
provides technical assistance for its US orders,
and brings capital to the partnership. Another
example of a formal joint venture is among some
Chinese, German and Hong Kong firms. They
created the firm Xiamen Euro-Bike to produce
frames and bicycles for export (Cycle Press.
1989).
(c) The inseparabletriad.. Price, quality and
delivery
For US firms, purchasing decisions - includ.
jng whether to import from a developing country
- are typically major, multilevel corporate
d~isions. The average industrial firm in the
United States spends about 60% of its sales
revenues on purchasesof services, materials, and
capital equipment (Reck and Long, 1988). Purchasing also interacts with other major corporate
decisions, including product development. marketing, and financing. As a result. such decisions
are an important part of a firm's overall competitive strategy.
Regardless of a firm's place in the distribution
channel or its market niche, virtually all US
buying firms have minimum product criteria for~
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suppliers: an inseparable triad of price, quality,
and delivery. If these criteria are not met, the
buyer loses revenue on the particular'transaction;
moreover, the buyer's reputation with the eventual customer is damaged.
(i) Price. Most US buyers are not nai:ve about
the implication of a low initial price quotation.
Buying firms typically express their objective as a
"competitive" price, Thus, a developing country
supplier offering a very low price should expect
close investigation of how that low oost will be
a.chieved without sacrificing product quality or
timely delivery. One US buyer, for example,

r~alJed that to savea few centsper bicycle,their
overseas.supplier used poor packing material,
resulting in costly damageto 100 bicycles.
(ii) QUQ/ity.Quality is the secondkey demand
of US buyers. Quality reqwrements exist for
everyproduct niche whether or not it is a highpricedproduct. If the quality of the product does
not meet the defined standardsthe product is
usuallynot marketable,regardlessof price or ontime delivery. In addition, for aU product segments,"quality not only makesmoney, it saves
money." The cost of inadequatequality includes
product returns,price concessions,servicecosts,
excessive inspections, inventory waste, and
manufacturingslowdowns.3
The definition of product quality, however,
variesaccordingto product nicheor price range.
This variationin definition is well exemplifiedby
footwear. Inexpensiveleather, vinyl or plastic
shoes(retailing for US $15 or lessper pair) are
not expectedto be the latest style, nor of top
grain leather, nor are they expected to last
through replacementheels or soles. They are
generallynot required to be stockedin half sizes
or in widths other than medium or wide. In
contrast, shoesat the higher end of the retail
market must embodyfashion elementsthat vary
by season,year and function. A man's leather
dressshoethat retails for over USSIOOmust be
perfectin termsof fit and finish, must wear well,
and be availablein a variety of sizesand widths.
For bicycles, quality is defined in terms of
performanceand appearance.Thesefeaturesare
reflectedin the componentsand materialsin the
product and the care with which the product is
made.In the low-endrange(lessthan US$250)of
adult lightweightsand children'sbicycles,"good
quality" is achievedif the bicycle runs properly,
is made of carbon steel, uses nonbrand name
components,and has a reasonableappearance
(the finish is perfect, but welding may be visible
alongjoints). For bicyclesin the premiumrange,
however,standardsare higher on all counts.For
example, one US manufacturer guaranteesits
framesfor life, requiringthe frame to be madeof
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aluminum, chromally, titanium, or carbon fiber.
The joints are finished with perfect smoothness,
the paint finish is alsoperfect, the paint itself is of
the highest quality so that it does not bubble
whenexpo8edto the sun, decalsandgraphicsare
applied flawlessly, and componentsare of the
highest quality.
(Hi) Delivery. Goods must be deliveredwhen
agreedupon, and an order must be complete
every time.4The importanceof on-time delivery
stems from the need to meet manufacturing
productionschedulesand from fashioncyclesand
seasonalsalespeaks.For example,the stock of
bicyclesfor sale during the US summer season
must be in tbe warehouses of importers!
wholesalersby April. Delay, even by a month,
cancausethe peak seasonto be nUssed,resulting
in extra costsof carrying inventory to the next
seasonor substantiallymarking down price. For
fashion-dependentproducts, such as certain
typesof shoesandgarments,delaysof evena few
days are critical.
3. THE IDEAL RELA TlONSHIP; THE
BUYER VIEWPOINT

Empirical researchconfirms that buying firms
in developed countries often are willing to
engage in long-term relationships (Table 3).
Indeed.they frequentlyprefer them (Hakansson,
1987;Yoon, 1986).
Most US buyers interviewed for this study
preferred long-term, stable and direct relationshipswith both developedand developingcountry suppliers.Footwear importers spokeof relationshipsin Taiwan and South Korea that have
lasted 10-20 years. Severalsmall bicycle importers reported buying from the samefactoriesfor
more than 10 years.
.
(a) Buyer motivation in long-term relationships

Buyers prefer long-term, stable, and direct
relationshipsbecausethey "make good business
sense," according to buyers interviewed. The
costsof finding and evaluatingnew suppliersare
avoided. Moreover, through repeated transactions with a supplier, buyerscan reducevarious
businessuncertainties (and resulting costs) as
they learneachother's demandsand capabilities.
Furthermore,relationshipstend to becomemore
efficient as buyers and sellers work together
through several buying cycles and confront
various problems. In exchangefor larger, more
regularordersfrom buyers,supplierscollaborate
with buyers' product designersand may playa
critical role in developing manufacturing tech-
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France
Germany
Italy
Sweden
United Kinadom
Weighted average

21
7
7
"6
6
7

U1:.V1:.LVrIVU:"H

10
15
12
12
15
12

10
20
20
24
14
16

3
6
7
12
30
7

8
11
12
10
12
11

Source:Adapted from HakanssoD(1987), basedon SOOfirm-la-fIrm, buyer-sellerrelationships.

intervieweescommonly felt that new machines

nologies. Collaboration in design and manufaccould easily be installed so long as workers
turing at the early stagesof product development alreadyhad the ability to usethem efficiently and
cuts costs and improves quality.' Such mutual
absorbtraining readily. For many buyers, manteaming is cumulative, and buyers are therefore
agementwasthe most important factor in definreluctant to lose this advantage and start over
ing an ideal supplier. It wasalsothe main reason
with new partners.
to visit a factory beforeforming a relationship:to
Even when buyers work through trading comobserve managementin action. As one buyer
panies to identify a source of supply and to
phrasedit, "I do not investin plant X but in Mr.
finance the trade, they often deal directly with
Y.
It all dependson the people."
the supplier to correct defects and bandle probAnother essentialelement of successfullonglems with specification or quality control. Bicycle
term relationshipsis closecommunicationamong
importen, for example, send designs and specifi- partners. Reliable communicationservicesand
cations to the foreign factory and work with the
equipment(fax. telephones.and telex) are one
factory to solve problems with shipments. For
prerequisite.Frequentcontact and opennessare
these reasons, buyers often want relationships
also important. Smaller importers, particularly
that are 8S direct as possible.
thosewithout representativesoverseas,alsoindi(b) The ideal supplier

US buyersspeakof "ideal" suppliersas those
with the right "businessattitude." Suchsuppliers
do everythingto get products out on time and
meetquality expectations.They correct mistakes
quickly and assumethe cost, understand that
retailersface severeprice competition and time
constraints,and understand US consumerdemandsfor variety and quality.6 It is also seenas
importantthat suppliers"do what they say they
will do." Somesuppliers,especiallythosetrying
to penetratea new market, promise quantities.
delivery dates, or prices which they cannot
achieve,and tben are surprised at the buyer's
angry
Deng.reaction
1988). (Vernon.Wortzel, Wortze1and
.
In describing ideal partners, US firms also
emphasize
the Importanceof strongmanagement
within prospectivesupplierfirms. Buyerslooking
for either new sourcesof supplyor joint venture
partnerssearchfor supplierswho managetheir
factoriesefficiently, often regardlessof the level
of technologythose factories currently employ;

cated that it was helpful if a supplier or joint
venture partner spoke technical English.
(c) Not all relationshipsarelong-term;Not all
long-termrelationshipsareclose
Although US buyers generally prefer stable,
long.termrelationshipswith suppliers,the wayin
which this preferenceis expressedin practiceis
often subtle and comple"x.Relationshipstend to
grow incrementally, with their duration and
depth more. evident ex post than ex ante. A
relationship often begins with a short-term agree-

- perhapsa one-yearproductioncontract
-ment
far the most common arrangement in both
and continues with annual renewals; tl:Jisis by

bicyclesand footwear. Thus, a close, long-term
relationship may arise with no more formal
structure than a continuing series of renewed
short-term contracts.
While performanceis the glue of buyer-sener
relationships.the trust that is built as partners
gain experiencewith each other is the lubricant.
Trust implies a moral contract and long-term

m
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commitment which "reflects a condition of
mutual dependencywhere both client and subcontractorare in a position to influencethe other
by their behavior"(Lorenz, 1988,p. 206).Buyers
fiod trust important becauseit facilitates infor~
mationexchange.It also encouragesincremental
investmentson each side for which there is no
guaranteedimmediatereturn. It allows partners
to adapt to unexpectedcontingencies.In these
roles, some buyers consider trust an essential
adjunct to formal legal agreements,and some
evenusetrust as a substitute.For example,one
experiencedbuyer stated that the only feasible
courseis to choosepartnerswith great care and
then proceed "based on a handshake,"
If buyer and supplier work for each other's
benefit, over time a systemof mutual obligation
and trust develops.A relationship often begins
with each side committed to a limited range of
responsibilities,but gradually the relationship
deepensas each party goes slightly beyond its
contractualcommitments.Thus, the collaboration deepensin smallincrements.Eachsidehelps
the other in many ways. For example, if exchangerates fluctuate outside a certain range,
the buyer and seller may share the cost. If a
competing supplier offers a lower price, the
buyergoesto the long-termsupplierfirst to seeif
the latter can match the offer. The buyer maintainsa certainlevel of product ordersto keep the
suppliergoing regardlessof the buyer's immediate demand.One large importer of low-priced
shoesspokeof the necessityof "keeping his good
suppiiershappy."
It is not unusual,however,evenin close,long~
term relationships to have each side seek to
reduceits risks. Severalsituations in particuiar
often causebuyersto feel vulnerable and motivate them to develop protective arrangements,
Prominentamongtheseis one in which the buyer
hasonly one sourceof supply.To both preserve
credibility in negotiating prices and to protect
againstnonperformance,a buyer may maintain
relationshipswith two or more alternative suppliers. Relatedly,somebuyerslimit the percentageof a supplier'stotal production that they are
willing to buy. An exampleinvolved a firm that
was willing to support a good supplier with
regular orders but would never buy more than
10% of any supplier's production. Buyers also
insert clausesin letters of credit which protect
them against late or defective orders.
Buycrsvalue the flexibility to changesuppliers
without losinginvestedcapitaland so are often in
favor of maintaining relationships through a
series of short-term contracts. On the other
hand,under thesearrangements,the buyer does
not fully control the producer'sfactory, produc-

tion priorities. or internal management. The
buyer's ability to control the producer firm is
limited to negotiating future orders. price, and
accessto marketsandinformation. Suchcontrol,
in practice. is often sufficient. Willingness to
commit to and to invest in formal joint ventures
often ariseswhen a buyer firm is seekingaccess
to complementaryassetsor is trying to capturea
goodsourceof supplyin a country with few good
suppliers.
In short, the commitmentof each side to the
depth of the relationship often is implidt rather
than explicit, revealedin practice rather than in
statedpolicy. The corollary is that the legalforms
of buying arrangementsare not necessarilyaccurate indicators of the depth or duration of a
buyer-sellerlinkage. Many arrangementsbased
on annually renewed contracts will last longer,
grow larger, transfer more infonnation, and
involvegreatercommitmentby eachpartnerthan
many formal joint ventures.
4. GAINS TO THE SUPPLIER
(a) MarkeJinginformation
For suppliers,buyersprovide a crucial link into
the maze of product varieties and market
channels.
A marketing channel is a chain of firms or
other actors that handle the physical and legal
transfer of products as well as the flow of
information regarding products, markets, and
technology.As illustrated throughout this paper
and in Table 2, channelstructurestend to evolve
in responseto industrywide changesand vary
considerablyamont!industries.OnlY bv focusin2
on a specificmarketsegmentwithin an Industryis
a supplier able to identify market accessand
related competitive strategies(see Rosson and
Reid, 1987).
Bicyclesand footwear readily illustrate industry variations. In Table 2 market segmentsare
delineatedby price range. The discount bicycle
market segment (less than $250) accountsfor
about 70% of all bicycles sold in the United
States, of which over 50% are imported. The
main retai[ outlets are massmerchandisersand
discount chains such as Sears, K-Mart and
Walmart. The other 30% of bicycles.of which
73% are imported, are sold through over 6,000
independentbicycle dealers that comprise the
premium market segment.Within eachsegment,
there are several subsegmentsdefined by size,
adult/child, and end-use(e.g., leisure, racing).
The footwearindustrymay alsobe divided into
market segments based on retail price. For
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example.about 25% of the total pairs of shoes
sold in the United States are sold through
mscount retail outlets. Of these shoes, it is
estimatedthat about 95% are imported. Within
eachprice segment,the footwear market can be
further divided accordingto male/female.adult!
child, use, physicalcomponents(leather, vinyl,
canvas.plastic), and style.
Mappingthe channelstructureof an industryis
not
an easy
task because
is notplace.
often
regularly
collected
or information
found in one

Training in discreteproduction operationssuch as teaching a production worker how to
accomplisha particular task or how to operatea
specifictype of machinery- is not sufficient to
maximizethe benefitsof the relationshipin the
long run, from both the producers'and buyers'
perspectives.US buyers report that if suppliers
understandwhat is required in developedcountry markets,discreteproduction lessonstake on .
more meaning,andsuppliersare ableto extrapolate from these lessonswhen faced with other

Channelstructuresare typically piecedtogether
by talkingto industryanalysts,channelmembers,
and consultantsspecializingin a particular m~!.
ket segment.Buyers may assist sellers in this
processby providingmarketinginfonnation asto
what productsare selling in a particular season
and product specifications.Buyers also reduce
suppliers'needsfor such information by themselvestaking most of the risks of selling the
product.

production decisions. For example, one bicycle
buyer said it was difficult for his developing
country supplier who was unfamiliar with the US
market to believe that white was an appropriate
color for a bicycle, that US bicycle buyers would
return a bicycle if it needed even a little tinkering
after they bought it, or that the US Consumer
Product Safety Commission would reject an
entire shipment of bicycles becauseof one bicycle
with a loose wire. Until suppliers understand the
market for which they are producing, quality
control might not consistently meet US stan.
dards.

~

(b) Production information
Buyers also render long-term benefits to suppliers in the fooo of infoooation on production
technology. This occurs principally through
various fooos of in-plant training. The buyer may
send international experts to train local workers
and supervisors. During development of the
Taiwanese shoe industry, for example, a US
importing firm brought in Italian shoemakers and
designersto train Taiwanese technicians, some of
whom have since become plant technical supervisors.
Buyers may also arrange short-term worker
training in a developed country plant. To emphasize differences in expectations about production
quality, one importer had his supplier visit a US
plant to observe production. At the end of the
week, the supplier conceded that only one in 10
of his components would be acceptable for the
buyer's needs. Such appreciation is crucial in
motivating quality improvement in LDC factories.
Learning transferred to a supplier firm typicaUy includes specific lessonson product details,
such as correct paint finish, cutting stray wires off
bicycle seats, and using appropriate packing
materials - lessons learned in the course of
fulfilling many orders. For instance, on-line
lessons about how far to tighten a bolt are
important because excessive tightening might
strip threads and prevent the bicycle from being
"knocked down" for shipment. When a bicycle
frame maker stacks too many finished frames on
a dolly, the bottom frames become bent.

(c) Buyers willing to transfer what it take$to get
the product out

Interviews suggestthat buyers are willing to
transferto suppliersonly the minimum information required to get the product out. Buyersare
not particularly motivated to transfer information that might help their suppliersbypassthem
in the distribution channel or even enter the
market ascompetitors.US producersand importers typically feel that it is their exclusive
responsibilityto interpret the US market, forecast trends, and maintain control of relationshipswith the customers(suchas retailers) next

in line in the channel..

Accordingly, it is generallythe responsibility
of the developingcountry supplier to go beyond
producingunderspecificationsto take full advantage of the linkagesdevelopedthrough buyers.
Creativeand aggressivesuppliersuse their contacts to learn more than their buyersmay offer
directly. For example, one LDC footwear firm
was very successfulat deepeningrelationships
with buyersbecauseit complementedthe informationreceivedfrom them by upgradingits plant
and providing its staff with job training in Italy.
Another developing country firm's management was interestedin selling its product in the
United Statesunder its own brand nameonceits
product became technologically competitive.
While acting as a supplier to a large US firm.
company managementtraveled to the United
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Statesoften, went to trade shows,accompanied
its buyer's salespeople on calls to US dealers,
andsentits staff to the United Statesto learn the
market and the distribution system firsthand.
This exposedthe supplier and his staff to the
demandsof the US market and to its distribution
channels.Eventuallytbis supplier enteredinternational markets under his own brand name.
S. FORMATIONOFBUYER-SELLER
RELATIONSHIPS
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carrying costsand reduce the amount of goods
sold as "remainders" at discount. These same
technologicaldevelopments,however, tend to
restrict supplier opportunities to firms already
tied into these data processingsystems.
As thesetrends continue, developingcountry
firms may find it more difficult to enter relationshipsand thereby break into industry networks.
Without the ability to competeon the basisof
technology,quality, and delivery - as well as
price- developingcountry firms may find they
are increasinglyunable to get their first orders.

(a) Qarriersto entryfor newsuppliers
(b) Sourcesof informtltion about suppliers
As indicated above, US buyers prefer to stay
with suppliers they know. Collaboration over an
extended period generates a cumulative. stock of
information not only for the supplier but for the
buyer as well. This stock includes both production details learned over the course of many
orders and information about the supplier's
resources and behavior. Buyers commonly report
taking on new suppliers only when they foresee
increased sales beyond current suppliers' capa.
city or when existing suppl~ers cannot meet
changing quality or price requirements. While
buyers are always looking for information about
good suppliers in case a need arises, the number
of
"windows
opportunity"
for new supplier
firms
maybeoflimited.
.
This circumstance is exacerbated by a general
trend in US manufacturing to reduce the overall
number of suppliers. As US manufacturers come
to rely more on external vendors. to provide
technology and design, as manufacturing processes increasingly are based on just-in-time inventory management, and as standards of produc.
tion quality are enhanced, many US firms are
reducing their number of sl1Ppliers in favor of
closer partnerships with a few of their best
suppliers. Under these closer arrangements,
buyers visit plants frequenily, engineers spend
time at each other's facilities, and buyer's management invests time in building relationships
with supplier's management. In consequence, the
number of firms on supplier lists becomes fewer,
and the barriers to entry for new suppliers
become higher.
Advances in. data processing technology have
promoted the development of these closer rela.
tionships between suppliers and buyers. Some
firms now closely manage worldwide supplier
networks through real-time communication links
and sophisticated logistical programming. Com.
puterization allows customer orders to be sent
directly to suppliers, and frequent deliveries in
response to actual. sales save on inventory

When evaluating potential suppliers, virtually
all buyers first seek information within their own
network.. This network is a tight system of
product-specific buyers and suppliers of both
finished goods and components. The first source
of information is the personal judgment of other
buyers.7
Important information also.comes from watch.
ing and imitating veteran buyers noted for
finding good sources of supply. 8 Buyers also note
where component manufacturers locate new
plants. For example. Shimano, a Japanese supplier of components for premium bicycles,
opened a plant in Indonesia. (This move was
considered a point in favor of Indonesian suppliers in case Indonesian firms later decide to
export complete bicycles to the US market.)
"Following the leader" can be a relatively inexpensive method of identifying suppliers, if done
effectively. It saves on direct search costs. The
main cost is the timelag involved in tracking
market developments. Watching too long is not a
good strategy since the later a buyer enters a
market, the greater is the probability that the
best suppliers have already formed long-term
relationships.
Buyers also use trade fairs and conferences as
sources of information. Since buyers inspect
products at trade shows and product exhibitions,
the burden is on potential suppliers to make good
presentations. Lack of capability in making
effective presentations limits the usefulness of
trade shows. A more direct method of identifying
suppliers is to visit their factories to assesstheir
logistical and human resource capabilities.
Buyers also rely on intermediaries such as trading
companies or manufacturing representatives to
locate suppliers for them.
These approaches - relying on personal judgment by other buyers, watching leading firms,
and visiting factories to evaluate supplier capabil-

ity - makegoodsensefor buyersfor several
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reasons. First. developed country buyers cannot
rely on brand names in developing countries to
give accurate signals about the marketability of
these
theseproducts
products in
in developed
dev~lopedcountries.
countries. Second,
S~n<!, aa

consumersis a country's general national reputation, shared by almost any product produced in
that nation. In ~eys
~f ~ro~
export

ter stated "One learns who to trust in terms of
information."

Such skepticism about LDC capabilities manifests itself in two ways. A single unfavorable

After consultingothersin the network, buyers
typicallyuseseveralapproachc:s
to makinga final
choiceon suppliers.One is to rely on affiliate
offices and/or the firm's own employeesin the
supplier country to make the final selection.
Smallimportersandretailerswithout representatives on site may developa short tist of several
likely candidatesuppliers, order samplesfor
evaluation,and even visit their plants.
No matter how careful the selectionprocess,
the realtestof a buyer'sdecisioncomeswhenthe
buyerandsupplierare workingtogether.For this
reason,buyerstend to remaincautiousafter the
final selection.For example,buyersoften begin
with smallorders.perhapsfor a simpleproduct,
and let the relationshipbuild gradually.Because
partners in the buyer-seller relationshipsare
concernedwith reducing uncertainty through
learningand mutual assistance,initial poor experiencesor lingeringdoubtson the part of one
or the other will cripple their relationship.

buyingexperiencemay have a major impact by
confirming an importer's already cautiousattitude and this exacerbatesa perhaps negative
view of a particular country's manufacturing
ability. For example,one US bicycle importer
testeda supplier from a co\llltry not noted for
supplying quality bicycles. The first shipment
from the LDC wasof suchpoor quality that the
buyer decidednot to order again. Word of that
buyer's experiencespreadamongother buyers
and independentbicycle dealers. This "public
good" effect of individualexperienceswastaken
into accountby the Taiwanesegovernmentwhen
Taiwanesefirms beganexporting bicycles.The
governmentwas reported to have paid for the
return shipmentof 300,000defectivebicyclesto
Taiwanratherthan let thembe soldin the United
States
of Taiwanese
fi~~~ and damage
~ the reputation
.
finns.
A secondway in which
whichbuyer
buyer skepticismis
demonstrated
demonstrated is in the buyer's
buyer's estimate
estimate of how
.--,.,-- &_1_:_.1~- _.~..I..~
long 'it might
take L_"'__before -a particular
product
reaches a level of quality that would allow the
product to be marketed abroad. Buyers interviewed were especiallyskeptical of finding the

perfonnance,positive natiOnalreputations are
developingcountry firm's perception of what found to benefit a broad range of industrial
constitutesa goodsuppliermaydiffer from a US sectors, even industrial sectors that did not
buyer'sperception.ExperiencedUS buyersare warrant outstanding reputations (Turnbull,
able to evaluatesuppliersfrom a comparable 1987). In Germany, for example, the genera}
. point of view. Third, informationfrom develop- reputationof its workforcefor excellenttechnical
iog countries'tradepressis not easilyavailableto skills has helped manufacturersmake inroads
foreign buyers,due to barriersof languageand into product lines where they had no prior
distance.Further, it is typically lesstechnically' experience.
sophisticatedthan trade press in developed
It is common for buyers from developed
countries. Similarly, lists and directories from countriesto assumea product quality hierarchy
trade promotion organizations,recommenda- proportionalto the economiclevel of the counlions from the supplyingcountries' embassies' try. Products from developing countries are
and other advertisementsfrom suppliersoften perceivedaslesstechnologicallyadvancedandof
havelittle credibility (Deng, 1987,pp, 204-205). poorerquality than thoseproducedin developed
US buyersdo not necessarilyapproachonly countries (Chiang and Masson, 1988; Yoon,
other US buyers for information. One small 1986; Deng, 1987). According to many US
independentbicycle importer preferred asking buyers,in comparisonwith NIEs, LDCs do not
Japanese
buyersaboutsuppliersbecauseof their haveproduction prerequisitessuch as accessto
productknowledgeand influenceamongAsian the right components,raw materials,and skilled
suppliers.Although buyerstypically do not teU labor, nor do they work in politically stable
other buyersthe detailsof particulardeaJswith environmentsor have a good tran~ort infrasuppliers,they often will discussthe suppliers' structure. Such general skepticism causesa
qualifications,demands,and past performance. buyer to be morecautiousin expectationsabout
Willingnessto supply accuratesupplier refer- specificproducts,especiallyif the productsreencesis a part of the mutual obligationswithin quire high-quality production or sophisticated
the industrynetwork.Over the years,oneimpor- technology(e.g., premium market bicycles).

(c) The role of country reputation in supplier

choice

.

Another infonnation source for buyers and quality and skilled labor to produce upper mar-
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ket goods in Asian LDCs in the near future. One
importer said it would be 5-10 years,before Asian
LOCs could produce upmarket leather shoes, for
example. Another was doubtful that Asian LDCs
would ever be able to produce a quality bicycle
comparable to what could be obtained currently
from Taiwan. One buyer had no confidence at all
in Asian suppliers' ability to interpret fashion or
designs that would sell in the US market.
The reluctance to move to an LDC from Asian
NIBs may also be a function of the buyer's
experience in his or her current supplier markets
and unwillingness to invest in learning a new
market. As one importer said, he had spent 20
years in Asia and felt that he knew that market
best. Even though other importers had suggested
going to Mexico because of low labor costs, he
was dissuadedfrom doing so by the commitment
in resourcesit would take to learn a new market.
Our interviews and other surveys, however,
clearly indicate that although buyers are generally skeptical about the potential of LDCs, they are
often willing to work with specific firms. They.
frequently scan low-cost countries for specific
opportunities despite general reputations for low
product quality and delivery. Most buyers indicate in surveysthat country reputation is, in fact,
too broad a category to be useful in evaluating
specific products for particular market niches
(Yoon, 1986). Direct evaluation of an individual
product remains an extremely important source
of information to a buyer. Asked what it would
take for an experienced buyer to try a supplier in
a specific LDC, one importer replied: a plane
ticket to the country to visit the factory, meet the
management,and discusssamples. If the product
and managementof the firm were good, he might
put in a sman initial order. Excellent production
of other goods in an LDC, however, even
manufactured items that require similar production skills as bicycles (e.g., tricycles) would not
be enough to entice buyers into placing orders. In
short, evaluating industry capability through
proxies is not generally deemed valuable.
Further, professional buyers are often less
concerned about the country of origin than are
final consumers. They are able to "hide" components sourced from a developing country (e.g.,
leather uppers stitched in Costa Rica) byemphasizing the country in which the components were
assembled (the United States). Finished goods
sourced from developing countries thus can be
shielded through US brand names that convey
positive signals about quality, performance or
fasbion levels. Goods also can be sold through
retailers who have strong reputations for good
return policies, after sales service, and for
honoring warranties.
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It is clearly difficult for developing country
suppliers to establish their own retail brand
names. For example, even a Taiwanese finD with
long experience in marketing bicycles under
foreign brand names faces an uphill battle in
convincing retailers to stock identical bicycles
under its brand. An intermediate strategy employed by some NIE firms is to buy well-known
international brand names. Toy producers in
Hong Kong, for example, have bought brand
names from established British companies, as a
means of taking advantage of the links between
those companies and their buyers. Brand names,
however, do not playa role in improving LDC
country reputations in most cases, particularly
outside the relatively limited caseswhere the goal
is direct retail sales. Improving reputations instead requires greater emphasis on worker training, management practices, and international
standards of quality and de1ivery - elements
important to professional buyers.

6. IMPLICA nONS FOR PUBLIC SUPPORT
OF BUYER-SELLER LINKS
Throughout this paper we have emphasized
that developing country exports need specialized
industry information on product market requirements and production techniques. For many
developing country firms, such information is not
easily or costtessly acquired. One means of
overcQming this informational barrier is (ongterm collaborative relationships with developed
country buyers. Developing country firms,
however, face barriers to entry in the formation
of these sought-after relationships. For entry and
maintenance of buyer-seller relationships, US
firms require a combination 'of price, product
quality and reliable delivery. In addition, turnover in existing buyer-seller relationships tends
to be slow because partnprs are reluctant to
throwaway their stocks of learning and mutual
ob1igations.
Much of the burden of overconUng these
barriers necessarily falls on supplier firms. They
must be ready to do whatever is required to meet
buyers' demands and must maintain the "right
business attitude:' Once involved in a buyerseller relationship, a supplier is more likely to
maximize benefits if he or she proactively takes
advantage of opportunities presented indirectly
through the relationship and is willing to invest
resources in his or her own operation.
Public efforts at export promotion will be most
effective when they supplement and support
development of these linkages within the context
of well-defined, narrow markets. Historically,
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many public efforts at export promotion have
been highly ,general, seeldng to serve a range of
differing industries or emphasizing general ty\>es
of support. It is not surprising, therefore, that
public sector institutions have a disappointing
reputation for expanding their countries' exp'orts
and encouraging successful new exporters. to
How can public efforts be recast to support the
development of buyer-seller linkages? How can
public institutions becomethe ally of supplier firms
in identifying marketing channels, increasing suppliers' attractiveness to buyers, and helping suppliers maintain relationships that allow transfers of

marketand productioninformationto occur? .
Some. public approaches operate directly to
encourage long-term relationships with developed country buyers. Rhee and Belot (1989)
have suggestedthat the demonstration (or catalytic) effect of a single, high-visibility relationship
is very strong. The spillovers from this relationship occur through movement at trained workers
orders
from country.
that relationship
to role
otherinfirms
.and
in the
supplier's
The public
such

situations can be quite limited.. For example.
investment incentives may encourageforeign
investment.but empirical evidenceon how pub.
lie effortscanidentify, attract, andencouragethe
Ucatalyticagents"describedby Rhee and Belot
remainsquite limited. Wheeler;Cole and Iriani.
wati (1989) hold a contrary view. They have
suggestedthat a policy of "benign neglect"
worked in the developmentof garmentexports
from Bali: Italian and other buyers there had
great freedomto link up with supplierswithout
facing restrictive investmentand labor laws.
A more activistpublic approachinvitesexperts
to work with developingcountry firms for extended periods of time to "fill in the gaps" in
their current capabilities (Keesing and Lan,
1988).Lack of information aboutproductdesign
maybe an importantentry barrier for a particular
product; for another,manufacturingtechnology
may be the crucial missing input; for a third
product, poor delivery reliability may be a
constraint..Thesegaps can be self-reinforcing:
lack of informationresultsin low export activity,
whichin turn perpetuatespoor informationflow.
These "gap.filling" experts may include cur.
rent or retired staff of large internationalbuyers,
industry consultants, faculty from design institutes, manufacturing specialist and information
technology specialists.They might provide workshop clinics for a selected number of firms where
they provide lessons on how to meet international market specification and quality standards.
An example of this approach is the Product

Specialists
Programmanagedby the Department
of Trade and Industry in the Philippines.The

program is focused on export priority sectors and
features seminars and firm-level cC)nsultancy
services. These clinics convey design and manufacturing information to Philippine suppliers as
well as market information support such as
surveys of market trends and help with planning,
design and implementation of specific marketing
events.. In addition to specific training, the
experts provide some linkages into the international network for that industry.
Public support of technical certification institutions to upgrade local production standards is
sometimes suggested as a way to improve the
quality or technology reputation of firms in a
developing country. India. for example. has
established an Export Inspection Agency under
the Export Inspection Control Order. This agency has been plagued by problems of inefficency
and delays. Its capability to provide diagnostic
assistance is limited. Even if such systems are
basically sound, US buyers interviewed in this
study either knew little about such institutions or
were skeptical of their value. One joint-venture
partner was aware of a standards institution
within the developing nation in which he had a
plant but still sent local components back to the
US parent plant for testing. Certification strategies are therefore better pursued by forming 1inks
with standards and certification institutions in
developed nations. since they provide greater
credibility.
Informational gap~filling activities may also
include training for both managers and production workers. The Indian Export Marketing Fund
(administered by the Export-Import Bank of

India) servesa simHarfunctionto that of the
Philippine's Product Specialists Program, only
this fund sends Indian exporters abroad rather

than bringing specialiststo them. The fund also
supportsmarket surveysand product development and adaptation.The fund hassucceeded
in
developingnew exporters,but it is too early to
judge its impact on entry of Indian firms into
internationalnetworksor in developinginternal
networks of information.
A related information gap is a lack of credit
managementinstitutions. Suppliers,particularly
smallerones,needto assurethemselvesthat their
buyers have good credit histories. Similarly.
buyersusethe credit rating of potential suppliers
to determinewhetherlong-termrelationshipscan
be sustained.Credit rating facilities are rarely
available in developing countries. The use of
international agencies,possibly in partnership
with domesticfirms, may be an efficient method
for providingcredit rating services.Thesemight
have further benefits in lowering the costs of
transactions.
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A less direct, but possibly crucial method of
public support for firm-level exporting is through
provision of public infrastructure to permit efficient channel operations. Basic communication
systems(e.g., fax, telephone, telexes) and transportation facilities (allowing reliable, low-cost

movement of goods to port, and storage and
transfer facilities at dockside) are highly relevant.
A final area for possible public support concerns a country's reputation. Since buyers tend to
assumethat the level of technological capability
and product quality in LDCs matches their level
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of economic development, public efforts especially if narrowly targeted at selected market
segments - might be important in overcoming
buyers' initial negaUve expectations. Improve.
ments in quality and technology could. be adver.tised by inviting international buyers to tour model
factories. Additional actions in support of this
objective might include compensating buyers for
defective products sold by their suppliers and,
at the same time, creating penalties for poor

quality
.

NOTES

.

1. The experienceof East Asian exportersclearly
demonstrates
the developmentrole playedby business
linkagesin overcomingshortagesof technical,marketing and managerialinformation that hampersdeveloping country suppliers. See Morawetz (1981); Rhee,
Ross-Larsonand Pursell (1984); Keesing and Lan
(1988); and Rhee and Belot (1989).
2. U.S. IndustrialOutlookfigurerefersto nonrubber
footwear,SIC 314,which includesall footwearexcept
rubber, rubber-soled,and fabric footwear.

6. One developing country representativein the
United States complained to the authors that his
country's consumerproductswere not selling well in
the United Statesbecausethe US consumerwas "too
picky." This wasexactlythe attitude that would convey
to buyers that the supplier would not cooperate in
meeting customer demands.

7. Deng (1987),who examinedthe information
sourcepreferenceof US buyersof shirts, watches,and
chinawarefrom Asian NIEs. reachedthe sameconclusion.

3. See "Designing in Quality" (i989) and Mody,
8. This circumstance,in turn, often requires these
Susi.Sandersand Van Zoest (1990)for a discussionon
how quality control at everystageof the manufacturing "(ead" firms to make arrangementsto protect their
accessto sourcesof supply they pioneered - for
processsavesmoney.
example, through a joint venture in which they are
4. Vernon-Wortzel,Wortzel and Deng (1988)found guaranteeda percentageof production.
that suppliersin the People'sRepublic of Cbina were
9. YOOR(1986)found that US purchasingmanagers'
surprisedby US buyers'angerover incompletedeliveries on ordersthat "would be filled eventually." Based demographiccharacteristics(age. sex, purchasingexon experiencein their homemarket,Chinesesuppliers perience) or firms characteristics(size, volume of
misinterpretedsupply and delivery as specifiedin the foreign sourcing,size and degreeof centralizationof
contractwith the US firms asan indicationrather than the buying center) did not have an effect on the
a literal statement of what US buyers expected to formation of country stereotypes.
receive.
10. For descriptionof more enterprise-based
export
5. SeealsoCasson(1987)for a link betweenproduct promotion programs,seeKeesingand Lall (1988),and
Seringhausand Rosson(1991).
quality and ownership structures.
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