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ABSTRACT

Companies are moving abroad to look for advantagesternative sources of
supply. Primarily associated with the lack of losappliers or lower acquisition costs, these
reactions have driven business to a more proagivspective by the adoption of Strategic
Global Sourcing (GS). GS is conceptualized as th@pany’s strategic direction for the
search and monitoring of global supply markets @& efficient management through the
integration and coordination of activities relatedhe functional areas of business, as well as
the units of local purchases of a set of relatedpmanies. Companies from emerging countries
are developing their own GS, in the same manneraganies from developed countries.
Most GS literature considers emerging companies éheerging companies to be the
suppliers, not the buyers. These “late movers” hanage strategic motivation, as well as
goals, to internationalize their activities. Inghstudy, we investigated emerging Brazilian
companies in the electrical and electronic indastfrom the state of Rio Grande do Sul as
buyers in the global market. The initial step waditarature review, followed by the
development of a theoretical framework. The framdwwas applied to a case study. Six
companies from the selected industry sector wewestigated. Four were classified as
adopting GS. The main motivations that led thesepamies to adopt GS were identified as
faster access to new technologies, the establishofgoresence in global markets and the
motivation to become a global player. The cultudidflerences were identified as the main
difficulty. A set of differences between these camigs and the adoption of GS from
traditional MNCs in terms of the structure and msx were also identified with special
consideration given to the use of IPOs in earliagss of internationalization sourcing. It was

possible to confirm that the adoption of GS is mpetitive advantage for these companies.

KEY-WORDS: Global Sourcing. Internationalization. Emergingnpanies. Electrical and

electronic industries.
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1 INTRODUCTION

In the last few decades, international trade tretimas have increased all around
the world. Companies decided to go abroad to fiddaatages that could enhance their
competitive positions in their respective markétsthis race for competitiveness, companies
began adopting different strategies to move upstraad downstream in their supply chain
activities in foreign countries. The transmissioh resources, which is the essence of
international business according to Fayerweath®64), became more intense with the
expansion of procurement and supplier markets disasavith increases in traded amounts.
The strategies adopted by a considerable numbecoofpanies began to include the
fragmentation of the entire production process iffeent countries according to the
possibilities of conducting different parts of teue chain in different countries.

This fragmentation in production occurred as congmmere reorganizing their
supply chains. The vertical fordist model did nepnresent the preferred option for most
industries and fragmentation was associated wighdiévelopment of more complex supply
chains. This phenomenon had become more prominanngd the 1990s, when the
management challenge involved identifying the comyfsa core competencies and
outsourcing other activities. To establish betmmstructed supply chains, companies
revisited their activities to decide if they shole responsible for parts of their processes or
source inputs or services from a supplier. In ttostext, the purchasing area achieved a
different focus and would subsequently assume é&erdift status in the structure of
companies.

The essence of the make-or-buy decision is relatedhe development of
procurement studies. The establishment of a compaunlyits structure through time leads
managers to decide if they will hire employees udilf all their requirements, from raw
materials to delivery and post-sale services, oclpase some of these materials and services
in the market (Coase, 1937). According to the Taatisn Cost Approach (TCA), sourcing
decisions involve comparing the production costuired by producing a process/product
internally (hierarchy) with the transaction costtated to purchasing a product/process from
an external source (market) (Williamson, 1875, 39T8e cost analysis must include all the
costs associated with the production and purchdisec{ and indirect costs) (Williamson,
1975). Coase (1991) highlights that the cost adrimdlizing an activity depends on the other
activities that the company performs or intendengage in; in this context, the focus of
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investigation is not the company but its transastioWilliamson (1991) presented a third

alternative between the market and hierarchy agpes the hybrid structure, in which the

purchasing company establishes contracts and yemiures with suppliers and relationships
with suppliers become an important part of the ciogrprocess. This theory leads us to the
development of knowledge about purchasing as atwagccess markets and/or develop a
hybrid structure. Poppo and Zenger (2002) highlihlat sourcing transaction costs increase
with asset specificity because the increased cotitplef the interactions required to produce

sourcing outputs requires increased monitoring awhtrol costs to protect source

investments. The essence of whether to internahizactivity lies in the analysis of costs such
that they are minimized, and the decision to butalen when transaction costs are lower
than production costs (Shook et al, 2009).

The increase in the number of available supplievsrad the world led companies
to manage sourcing activities in a more complex.waalyzing costs and focusing on cost
reduction was no longer sufficient to ensure coitigehess. Competitiveness was now
related to the adoption of a strategic approaclsawrcing. The strength of this strategic
approach depends on the relationships that a comgevelops with its suppliers and the
strategic manner in which all sourcing activitiesilbegun to be managed.

By the end of the 1980s, the traditional term ‘fnase’ started to be replaced by
the term ‘procurement’; at the same time, some @mngs started adopting the term
‘sourcing’ and, to denote a strategic approachhis area, the word ‘strategic’ was placed
before this term. Because there is still some coafuin the use of these terminologies, a
brief explanation of these terms seems to be imparPurchase and procurement essentially
refer to the same functional activity that a compaerforms to access external resources
such as raw materials, finished goods, and servitlke term procurement became more
common as some companies developed electronic a@pes to purchasing and classified
them as e-procurement. Sourcing represents a broee of this activity because it includes
relationships with the functions of other companias well as with suppliers. Strategic
sourcing represents the combination of these #ietswvith the corporate strategy; by building
sourcing process excellence and aligning capaslivith the requirements of the company,
the procurement function can play a key role in ¢bgoorate quest for value improvement
(Anderson, 1998). Strategic sourcing can be defasethe process of designing and managing
supply networks in line with operational and orgational performance objectives
(Narasimham and Das, 1998). Strategic sourcingesgmts an expansion of procurement

activities with an approach that addresses aspec#ded both inside (other functions) and
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outside (suppliers) the functional borders. It irtes the effective management of the supply
base through the identification and selection gipdiers for long-term partnerships, involves
supplier development initiatives by effectively calating resources to enhance supplier
performance, provides benchmarks and continuouwdbexk, and involves supplier pruning
activities (Talluri and Narasimhan, 2004). A comyarsourcing strategy has become a driver
of an effective supply chain (value system) supmbrby procurement activities (Burke,
2005). Strategic sourcing is based on the statushefpurchasing function within the
company, the level of internal coordination of fhasing with other functions, the sharing of
information with key suppliers, and their developihéKocabasoglu and Suresh, 2006).
Other strategic sourcing concepts focus on tramsaatost theory (Walker, 1988), the
importance of components to establishing a competitdvantage (Venkatesan, 1992, Sislian
and Satir, 2000), cost analysis (Welch and Nayak21 Anderson and Katz, 1998), and the
management of the R&D-manufacturing-marketing lggkéKotabe, 1992).

The strategic approach to sourcing can engendeusgaisable competitive
advantage for the company in the global markets Bldivantage can be achieved by enabling
companies to foster close working relationshipsaitimited number of suppliers, promoting
open communication among supply chain partners, @exeloping long-term strategic
relationships oriented toward achieving mutual gdi@hen, Paulraj and Lado, 2004) based
on the transfer of knowledge between the purchaseéithe supplier. This does not mean that
all suppliers will be involved in close relationghiwith the sourcing company, but strong
relationships will be developed with some of theks. Tangpong and Ro (2009) highlight,
how companies manage their supplier relationshipsheosing and monitoring suppliers,
developing and dissolving relationships — is inshegly critical for their strategic success. In
addition, the approach to suppliers is recognizedeng a priority function of sourcing
strategy; Narasimhan and Carter (1998) highlight pgurchasing practices are still essential
to this activity and will vary depending on the urat of the business, the competitive
environment, product and market characteristicg] #re technological intensity of the
company’s products or services.

According to Christopher, Peck and Towill (2006)g tfirst challenge is to
identify the appropriate supply chain. The secantbimanage what are likely to be multiple
supply chains. Completing this argument, the sogrgrocess can be understood as being
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composed of two paramount strategic decisionsclfbpsing among various supply markets
and (2) choosing among various supply charin@l&esson, Jonsson and Edanius-Hallas,
2007). These decisions must be made based on #&lcamalysis of the demand/supply
characteristics of the various products/marketgeseby a company and must focus on the
goal of facilitating the marketing objectives.

Expanding the geographic scope of suppliers ineseapportunities, while also
imposing new challenges. The options availablesigupliers to consider and manage have
increased the complexity of sourcing strategiesd@kson and Katz, 1998). Samli and
Browning (2003) argue that international sourciageing used to close the gap between a
company’s strategic approach and its efforts tegrdte its process to implement this
strategy. The term ‘strategic global sourcing’ eges as the approach to adopting strategic
sourcing on a global basis. According to Kotab@0@ p. 121), global sourcing strategy
refers “to the management of (1) logistics idemtifywhich production units will serve which
particular markets and how components will be seppior production and (2) the interfaces
among R&D, operations, and marketing on a globaldiaConsidering the strategic sourcing
concepts already presented in this chapter, tesareh includes supplier management as part
of the strategic global sourcirgpncept, involving their source, selection, deveiept, and
measurement. Based on the concepts of GS develgpAdold (1989), Kotabe and Murray
(2004), Trunick (2006) and Kotabe (2009), GS iscgptualizedas the company’s strategic
direction for the search and monitoring of globalpply markets and their efficient
management through the integration and coordinatbractivities related to the functional
areas of business, as well as units of local puselaof a set of related companies

As referenced in the main literature, the termbgllosourcing’ is currently used to
represent the strategic global sourcing approabls fesearch will follow the literature from
this point and use Global Sourcing (GS) instea8tadtegic Global Sourcing (SGS).

The studies published until now and, as a conseglemost of the previous
findings related to the adoption of GS, were dewetbthrough the analysis of companies
from developed countries, such as the US, EurogeJapan. Emerging countries used to be
seen only as suppliers. Beyond that, GS studiesradéionally based on assumptions that

were developed 10 or 20 years ago, if not longeretent decades, the world has experienced

! Supply markets are understood as being the plait&s, regions, countries...) from which a compaap
supply its needs.

2 Supply channels are understood as being the eliffavays a company can access a supply markegr eith
directly or by using a subcontractor.
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a reshaping the competitiveness standards. Tradltioompanies have reconfigured their
activities in different countries and trading besaweunits of the same companies in different
countries has become a regular operation. Furthesntioe world has recently witnessed the
emergence of new communication technologies thalitéde the use of global partners in
regard to suppliers. Fleury and Fleury (2007) hgittlthat the previously developed theories
about global companies do not apply to the “latevens’, which are the countries and
companies that entered the global business envennfater, because these companies went
global in a very different global macro-environmehihe environment encountered by newly
entering companies is very different from that iniet traditional companies developed their
businesses and existing theories were developed.

Global companies from emerging countries were charaed as follows: (1)
being mature and integrated, (2) having grown inrkets that were protected from
international competition, (3) intensely using mattand human resources, and (4) operating
in extremely turbulent environments (Khanna ancepal 1999; Fleury and Fleury, 2007).
These companies were primarily perceived as exyorie global markets and their
involvement in operations abroad is recent (Fleamy Fleury, 2007). Fernandes and Seifer
Juanior (2007) argue that their global expansion I@sn motivated by the entrepreneurial
leadership of the companies’ owners, which haswaltb companies to undergo fast
internationalization processes. The growth of emerghultinational companies (MNCs) can
be seen in the Global Fortune 500. In 1996, 10 gmgrMNCs were part of the ranking,
compared to 30 in 2000. In 2010, 75 MNCs were femmerging countries, 2 of which were
from Brazil.

Examining Brazilian late movers, Rocha, Silva araar@iro (2007) find that the
transition of Brazilian companies took place latelative to companies from other Latin
American countrieBarreto and Rocha (2003) determine that the intenmalization process
occurred later in Brazil because of (1) its sizdaioch provides the country with a large
internal market; (2) the lack of governmental suppor the establishment of international
operations; (3) the protection of its domestic neauntil the beginning of the 1990s; and (4)
its cultural distance from other countries. Despit@ving been late movers, Brazilian
companies such as Petrobras and Vale, both of warehisted in the Fortune 500 ranking,
achieved success in their internationalization @sses. According to Borini et al (2007),
three factors have contributed to the success aedetltompanies: (1) a global mindset, (2)

bold decisions and (3) the realignment of the erdompany to compete on a global scale.
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1.1 Research problem

Increases in production fragmentation due to theergemce of purchasing
opportunities in several countries have led toatieption of new management practices for
sourcing in the global environment. The searchafternative sources of supplies in foreign
markets is considered to represent an opportumitygenerate a competitive advantage.
Primarily associated with the lack of local supiéof products, services and technology) or
lower acquisitions costs, these reactive motivatibave driven businesses to adopt a more
proactive perspective (Monczka and Trent, 1991;dBibz Handfield and Das, 1998; Harris,
2006; Servais, 2007; Dutton, 2008).

Just as traditional companies (especially thosa fite US, Europe and Japan) are
adopting this strategy, companies from developimgntries, which will be called ‘emerging
companies’, are also developing their own GS prasti These companies are facing more
competitive environments and faster growth procefisen they are used to, which could lead
to similar approaches to the potential adoptionG8. Some emerging companies are
competing with companies from developed countries r@eed to improve their performance
considering their different growth paths.

The incorporation of GS into a company’s strategg be regarded as a recent
phenomenon in some economies. Even for companisatk used to making international
purchases, long-term consolidation of this activity their strategic plans is becoming more
prevalent. This situation will lead companies toefaome challenges during the adoption of
GS. It is necessary to consider that relevant teednave been developed based on the
experience of companies in other countries ancerdifft environments. The economies of
countries such as Brazil, Russia, India, China %odth Africa are growing quickly at a time
when they have greater access to technologies@nchanication tools and the establishment
of complex governmental agreements can both famliand impose barriers on international
trade. Moreover, emerging companies are undergoapgd internationalization processes
characterized by bold and aggressive actions earl{Sirkin et al, 2008). At the same time,
the competitive advantages of emerging companiesismally related to price competition,
which is more difficult to sustain than technology brand-related advantages (Gammeltof,
Barnard and Madhock, 2010).

The trajectories followed by emerging companiesrofiiffer from those followed
by companies from developed countries. The surg®NCs from emerging markets is

reshaping the structure of international busin€&=sn{meltof, Barnard and Madhock, 2010);
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these types of companies accounted for approxignaigk-quarter of all MNC parent
companies globally (Tolentino, 2010). As a consegaeof emerging MNCs, the theories
developed based on traditional MNCs are beingdested, according to Gammeltof, Barnard
and Madhock (2010), this initiative could lead 19 é€xpanding the scope of current theory;
(2) extending current theory by rethinking its cepts, relationships and causalities; or (3)
developing fresh theoretical perspectives.

Brazilian companies have grown in the last yeboth in terms of number and
international operations. This rapid growth haspesed researchers, politicians, and even
businessmen and is leading academia to investiatestrategies in an effort to capture the
characteristics of these new MNCs (Fleury, Fleurgt Reis, 2010). Fleury, Fleury and Reis
(2010) find the employed management models of tloesepanies, which are based on a
combination of organizational skills and managemgractices, to be noteworthy in the
internationalization of Brazilian MNCs. Examining&ilian MNCs, the authors find that
whereas the internationalization of traditional MiNtook place through seeking new markets
and access to resources, emerging MNCs from Baagilengaging a mix of activities that
also includes searching for strategic assets ahdnemg efficiency. The motivations and
goals of these “late movers” in terms of internadilization are, therefore, more strategic.

The electrical and electronics industry in Braahcbe regarded as an import-
based industry. From 2003 to 2010, total importsaased by 47%, representing USD 24.882
million. This increase primarily results from degdence on international raw materials and
finished products that are manufactured abroadusecaf technological availability and/or
reduced costs. The importance of imports in thdustry can also be seen in the ratio of
imports to the internal market for final goods, efhreached a level of 21.6% in 2010.

The state of Rio Grande do Sul has the seconddaoester of companies in this
industry in Brazil, most of which are owned by Ibcapital. This industrial sector was chosen
because this industry is dependent on internatismapliers; their current markets as well as
those of their suppliers are global even within Brazilian territory. This situation provides
companies in this industry with the possibilityafoosing between purchasing raw materials
from representative inside Brazil or abroad. Thisgibility can make strategy definition a
complex process and lead to different sourcing @ggres. The choice of investigating
companies from Rio Grande do Sul was made becaisatustry is well-structured and the
players are organized in an Industry AssociatioefoBe investigating each company,
documents from the Industry Association had alresldgwn the importance of GS in this

industry.
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The new competiveness patterns that emerge fromchallenges bring forth the
need to investigate how theory can be applied teegtigations of these companies to
understand why companies in developing countriespadsS, how they do so, which
difficulties they face, the results they obtaindamow empirical results can be used to
contribute to the existing literature. These questi guide this research and can be
consolidated into the general research questidghisfstudy:“How is the adoption of global
sourcing strategies by Brazilian companies from Bi@nde do Sul in the electrical and

electronics industry being conducted?”

1.2 Objectives

General and specific objectives are presentedsrstttion.

1.2.1 General Objective

The general objective of this study is to analyze adoption of global sourcing
strategies by Brazilian companies from Rio GrandeSdl in the electrical and electronic

industry.

1.2.2 Specific Objectives

The specific objectives of this study include thkowing:

a) To identify the motivations behind the adoptionGf by Brazilian companies
from Rio Grande do Sul in the electrical and el@uts industry

b) To identify the difficulties faced these companieadopting GS

c) To present the key aspects of GS management fee tteampanies

d) To analyze how the adoption of GS these companisrad from that of
traditional MNCs in terms of structure and process

e) To analyze how the adoption of GS contributes te feneration of a

competitive advantage
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1.3 Justification

Studies focused on companies from developed casntrimainly the US, Europe
and Japan — represent the foundation for theobestadVINCs, most of which do not attribute
adequate importance to emerging economies (Hoskissal, 2000). Studies focused on
MNCs and GS were developed through the investigaifccompanies in developed countries
(Narasimhan and Carter, 1998, Kotabe and Murra@42@amli and Browing, 2003, Trent
and Monczka, 1991, 2003, 2003a, Nassimbeni, 200&cabBasoglu and Suresh, 2006,
Nassimbeni and Sartor, 2007, Trautmann, Bals anthtdan, 2009). Developing countries
are usually investigated as suppliers for thosepaones, not as the countries of origin of
companies (Nassimbeni and Sartor, 2007, Lahirikeutia, 2009, Towers and Song, 2010).

Emerging countries are usually characterized byenamtive participation from
the government in the economy and less sophisticatenomic institutional environments.
Their MNCs have a tendency to operate in more reatgustries rather than in technological
industries and exhibit variations in local institmal contexts, such as the fact that emerging
companies are often state-owned, affiliated or faowned and are often part of
conglomerates (Gammeltof, Barnard and Madhock, P@Emerging MNCs face competition
from established MNCs from developed economiestand to use each other as points of
reference in their internationalization decisiobisajnd Yao, 2010).

Few studies have investigated the realization oéifm direct investment by
emerging companies (Zhao, Liu and Zhao, 2010, Twlen2010, Kalotay and Sulstarova,
2010, Li and Yao, 2010). These studies reveal aagdan the way emerging companies
develop relationships in their internationalizatiprocesses. Considering the supply side,
efforts to view this activity from the emerging cpamies’ points of view are rare. The role of
emerging company subsidiaries was studied by Bdri2010), who highlights that the
availability of a better supplier base in the hostintries rather than in the home country has
led emerging company subsidiaries to develop céipebithat are useful beyond their
immediate locations. This study reveals the imparteof developing a GS approach from the
emerging buyer’s perspective as a way to fairlysliae benefits from the supply base of the
subsidiaries across the entire company.

Traditional relationships developed by companiesnfrdeveloped countries to
cultivate suppliers abroad were based primarily supplier dependence on purchasing

companies. Developing country companies have tpertynity to achieve higher production
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levels through their purchasers’ markets; purchasenpanies used to be larger than their
suppliers as well as more technologically advaraed with more developed management
processes. Many suppliers were highly dependeriuyers, not only as a market for their
products but also as a means to access the knavéeafjtechnology necessary for their own
development.

Emerging companies can face the same situatiosthgir suppliers, especially
when they work with small suppliers from their hoomntries or other developing countries,
but different types of relationships can also beettlgped by these companies. In some cases,
they can establish relationships with supplierg treve their same size and characteristics,
i.e., other emerging companies. In these casegjependency relation may not exist (when
other suppliers and buyers are available) or cenldt for both companies at the same time.
A third possible type of relationship occurs wheneeging companies have suppliers with
greater bargaining power (usually companies frorelbgped countries or stronger companies
from their home or host countries); in this case&ependence relationship with the supply
source will persist. The choice between these rdiffe types of relationships will vary
according to the structure of the company and itngdusd the three different paths must be
considered as new challenges in the developmesdwting strategies.

Trent and Monczka (2003) highlight the need foufatresearch on robust GS
processes because they found appreciable divensitierms of the development and
implementation of this strategy in the companiesytinvestigated. Samli, Browning and
Busbia (1998) reveal the need for studies thatstigate the adoption of GS, including
business involvement in this process and the irmratn of this activity into corporate
strategic planning. By investigating emerging issue supply, Sheth and Sharma (1997)
determined that GS activities should be exploreth&r because of the opportunity to obtain
a competitive advantage through this strategy.h&t same time, the authors highlight that
cultural and legal differences among countriescaitécal factors that are directly related to
GS.

Another fundamental argument is related to the erurrelevance of the GS
theme. The frequency of international economic daations has been growing quickly in
recent decades. Despite the recent internationahoggic and financial crises and the
imposition of protectionist tariff barriers to peat national markets and industries, the
business environment contains opportunities #aathot limited only to local contexts because
companies had been increasingly accepting thatmiéwket, including suppliers, customers

and competitors, covers the entire word. Compamey try to limit their international
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suppliers’ offers but cannot ignore what existsdrelytheir boundaries. Despite the increase
in trading volumeworldwide, Brazilian companies still engage in ayvemall amount of
international trade, representing approximately aPdhe total according to the Brazilian
Ministry of Development, Industry, and Foreign Teadsiven this situation, understanding
the ways of engaging in international trade tummisto be a current theme.

Figure 1 presents the growth in international op@na (exports and imports) for
Brazil, Russia, India and China (the BRIC counjriesd the US, over the last years. Growth
in the international operations of these countcas be identified by looking at these data.
Brazilian exports grew by 46.52% from 2006 to 20ERport growth was 80.58% for India,
62.83% for China, and 31.82% for the Russian Féderdn contrast, exports in the US grew
by only 24.59%. Brazilian imports grew by 99.81%ieh is the highest growth rate among
all the examined countries. Indian imports grew &8:41%, Chinese imports grew by
76.27%, and Russian imports grew by 51.41%. Importhe US grew by only 2.67%. This
comparison is important in highlighting that recgndwth in international trade flows can be

attributed to emerging countries.

Country Flow Indicator Partner] 2006 2007 2008 2009 | 2010

Brazil Exports | Total World 137.808 160.649 197.943 152.99% 201.915
merchandise

Brazil Imports | Total World 95.838 126.645 182.377 133.678 191.491
merchandise

China Exports | Total World 968.978 1,220.456 1,430.693 1,201.612 1,547|8
merchandise

China Imports | Total World 791.461 956.116 1,132.567 1,005.923 1,395/099
merchandise

India Exports | Total World 121.808 150.159 194.827 164.907 219.959
merchandise

India Imports | Total World 178.410 229.370 321.032 257.201 327.230
merchandise

Russian Exports | Total World 303.551 354.403 471.606) 303.388 400.132

federation merchandise

Russian Imports | Total World 164.281 223.486 291.861 191.803 248.738

federation merchandise

United Exports | Total World 1,025.967| 1,148.199 1,287.442 1,056.043 1268

States merchandise

United Imports | Total World 1,918.077| 2,020.408 2,169.487 1,605.296 11980

States merchandise

Figure 1 —Total merchandise traded in US million. Source: Wadirade Organization (2011)

Prior knowledge on GS considered developing coesitto be purchasers and the

previously presented numbers support the arguniett ibternational trade, especially in

terms of imports, is increasing more in developoauntries. This growth supports the
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importance of understanding how companies from gimgrcountries are conducting their
sourcing strategies.

In this global environment of opportunities andetits, with high competition
among companies, investigating how a company categically perform one of its activities
represents an opportunity to contribute to the owpment of the company’s organizational
and management processes. The GS theme has bdwwolgdct of academic study over the
last 20 years (Kotabe and Murray, 2004). Part efdimphasis on this subject is derived from
the need to understand how GS has become a stratgsion that is influenced by the skills
that are required to achieve competitiveness irctmext of the current market. By adopting
this sourcing strategy, companies can generate ettmp advantages in isolation and in
conjunction with their suppliers as well as expldhee comparative advantages of the
suppliers’ location.

It must also be considered that a number of congsamie making international
purchases, many of which still belong to corporaiavith plans to expand in Brazil and
abroad; their sourcing decisions can be managestiteg thus increasing the complexity of
this process while revealing new opportunities fmmpanies to develop competitive
advantages.

There are still very few Brazilian MNCs, especialtyterms of forwardtooking
private companies. Investigating these types ofpzones allows us to better understand the
trajectory of the sourcing process and how comgaactually adopt GS. These facts lead us
to consider that, even though most of the studisted to GS are based on MNCs from
developed countries, investigations of GS in enmgrgiountries, especially Brazil, must be
conducted by focusing on companies that are intiemelized, i.e., those that already engage
in export and import processes or other types wriational activities such as alliances or
FDI.

The innovativeness of this research is related1jotlfe establishment of an
approach to comprehensively investigating GS thétased on understanding the dimensions
of this research objective when examining the lassnenvironment from the purchaser
company’s point of view and (2) the fact that, unelech dimension, the previous findings on
GS are consolidated to guide empirical researctererging companies. Although these
dimensions can be viewed in isolation, it can bguad that the importance of the study
relates to the investigation of this entire knowjedset in a new environment. The
investigation of the previous studies related to B%eals the there is no theory that is

specifically related to this subject. Most studies based on economic theories such as TCA
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and are related the development of hypotheseshmidnheasurement through the analysis of

variables.

1.4 Research Scope

When a company decides to adopt GS, it must beapedpto obtain the most
value from the transactions that it will make. Tdebate between product and geographical
expansion, although more related to exports, rggktdi the importance of the company
structure in global environments. The growth of M8Nftom an internal point of view was
first investigated by Stopford and Wells (1966).ddrstanding the purchasing company when
adopting a GS approach has been analyzed congjdienconfiguration of the companies
and the relationships between units of the corpmrads well as the configuration of
relationships with suppliers (Arnold, 1999, Schmémrd Knorringa, 2001, Harris, 2006,
Quintens, Pauwels and Matthyssens, 2006, Akessmmgsdn and Edanius-Hallas, 2007,
Servais, 2007, Hartmann, Trautmann and Jahns, 20@&ni, 2008).

The search for opportunities to purchase globatuires a different approach by
the purchasing companies. The ability to visualiee entire world as a potential supplier of
raw materials, components, finished goods and ses\tan be viewed as a prerequisite to GS
(Monczka and Trent, 1991). At the same time, nkm@vledge of purchasing is required and
more risks will be associated with the activiti&tabe and Murray, 2004). As Butter and
Linse (2008) emphasize, companies have begun to \adde through the optimal
orchestration of their foreign suppliers. Howeveognducting the orchestra requires
companies to employ a strategic approach and psirgpareas in enterprises have recently
achieved strategic status (Quintens, Pauwel andhitstens, 2006). Companies still worry
more about costs than other variables when anajyzitential purchases and, in most cases,
global sourcing activities have emerged opportigay rather than being conceptualized as
a strategic way to make purchases (Samli, Browrand Busbia, 1998). Despite these
findings, the purchase paradigm has undergone ageharocess influenced by global
competitiveness, the quest for total quality, titeoduction of new enabling technologies and
the restructuring experienced by companies in tedecades (Shet and Sharma, 1997).

The first GS concept was presented by Arnold (198&%) it has been used
continuously as a reference in the development ®fr€earch because it contributes to the
conceptual understanding from which new approachase established. Research involving

the identification of the motivations behind intational purchases (Dornier et al, 2000; Trent
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and Monczka, 2003; Harris, 2006; Rodrigues, 200@rnBtein, 2007), risks related to
international purchases (Wilding and Braithwait€0?2), characteristics of international
purchases (Trent and Monczka, 2003; Kotabe and ayiu&004; Harris, 2006; Salmi, 2006;

Trunick, 2006; Rodrigues, 2007; Wilding and Braititg, 2007; Mudambi, 2008; Kotabe,

2009), characteristics of international purchaserpnises (Liang and Parkhe, 1997; Arnold,
1999; Schmitz and Knorringa, 2001), internal cowmfégions of international purchase
(Arnold, 1989; Quintens; Pauwels and Matthysser@)62 Knudsen and Servais, 2007;
Hartmann; Trautmann and Jahns, 2009), organizadticagzabilities (Hult, 2002; Trent and

Monczka, 2003a; Wilding and Braithwaite, 2007; &hil 2008), aspects of centralization
and decentralization (Quintens, Pauwels and Madtns 2006; Gelderman and Semeijn,
2006; Hartmann, Trautmann and Jahns, 2009), masaiaction (Smith, 1999; Gelderman
and Semeijn, 2006), costs (Steinle and Schiele8;2@utter and Linse, 2008), supply
relationships (Trent and Monczka, 1998; Rogers,52@almi, 2006; Knudsen and Servais,
2007; Ghauri; Tarnovskaya and Elg, 2008), influeatéhe acquisition and origin countries
(Li, Murray and Scott, 2000) and performance measent (Trent and Monczka, 1998;
Mulani, 2008) are examples of GS-related activitied have been investigated.

The investigation of GS as a research subject septe an opportunity to assign a
strategic role to global purchasing. Every purchagegesents engagement between at least
two companies in terms of selling and buying. Otmnpanies may also be involved in this
process through representatives or contractordh@rptovision of financial and logistical
services. In defining the scope of this researbk, ¢hoice was made to investigate only
purchaser companies. This approach would allowaforin-depth investigation of the GS
process. Moreover, even if a purchaser assignomegplities to its suppliers, it is usually
still the most interested in the process. It was aecided that the research would analyze the
purchase management process to understand theeodty@nd the relationships among the
involved activities, thereby revealing opportursti®o increase earnings from this activity.
Complexity is defined as the application of theatggic sourcing concept with a global
perspective that will create a need for differenbrdination and configuration decisions
across the company. The space scope does not eoribel foreign market but, rather,
considers the global market as a whole. GS shoatdbe regarded not as international
purchasing but, rather, as the search for thedggsartunities, wherever they may be. A final
delimitation is related to time; the research maestdeveloped during the global purchasing

strategy management process to reveal the complaxine process, the factors that need to
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be managed for success to be achieved, and thksrésat can be obtained by using GS
(Figure 2).

What GS Object | To assign a strategic role for dlpobechase.

Who Companies that buy globally Subject  To investigthe process of GS from the buyer

company perspective.

How By analyzing the structure, theMethod | To understand the complexity of activities
process and the results of the involved and their relationships, revealing
management process opportunities to increase earnings from this

activity

Where | Global marketing Space Global market

When | During the process fTime To reveal the complexity of the process; what
management  strategy f% need to be managed for successful activity; and
global purchase which results can be obtain with GS.

Figure 2 — Analysis of GS Investigation

It is important to highlight that this descriptianfocused on investigating the GS
phenomenon rather than the company as a wholeid€héties of the investigated companies

are not revealed to protect their strategies.

1.5 Structure of the Thesis

In this first chapter, an introduction was madehe subject of this thesis. The
justification, research question, objectives, dreldelimitation of the theme were presented.

The literature review is presented in Chapter 2lregking issues related to GS
and presenting the development of the theoretiaahéwork.

Chapter 3 is characterized by the presentatiorn@fmethod. First the research
method will be explained, including the technicabqedures employed in the research, the
data collection plan, the definition of the anadysunit, the development of the data
collection’s instrument, and the plan to data’slgsia. This chapter also presents the detailed
work plan followed to conduct this thesis. Althoutite work plan is less rigid than the
research method, knowing how the researcher coadutte work is important for
understanding the results.

Chapter 4 presents the description of the casesstigated on this research. It
starts with a description of the industrial sectbthe companies. The five selected companies
are briefly description in order to identify if hh@dopt GS or not. Only those companies that
adopt GS are considered in the cross-case analysis.

Chapter 5 presents the phenomenon investigaticeda@s the cross-case analysis.

The analysis’ process followed the theoretical ®amrk. The investigation allowed the
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identification of the differences and similariti@s each dimension in emerging countries’
companies. The identification of the key-successtofs is each dimensions was also

conducted on this chapter.
Chapter 6 presents the final considerations, incudhe study limitations and

research directions. It is follow by the referenand the appendixes.
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2 LITERATURE REVIEW

This Chapter presents the literature review dewlom order to conduct the
research presented in this thesis. This literatewveew is a compilation of previously findings

investigated together in order to present a bodgnofvledge that supports this study.

2.1 Global Sourcing

The strategic vision of international supplies wviltle incorporation of the concept
of GS appears in the literature in the late 198@sArnold (1989), the strategic orientation of
companies to seek global suppliers and markets, thadefficient management of these
activities, is called GS. At a first moment, itassystematic extension of the activities of
suppliers in foreign markets. Subsequently, itsctdl a strengthening in the establishment of
a dedicated infrastructure for this type of markeith dedicated resources like sourcing
offices, logistical support, and information syssgerAs a strategy, GS is characterized by (1)
carrying out operations in international marketd é2) a general orientation of the company
to develop new supply opportunities in heterogeseenvironments, and identify and
overcome the difficulties encountered to enableg¢hmpportunities (Arnold, 1989).

Although this concept reveals the strategic natdiréS, Arnold (1989) does not
include the dimensions of the sourcing activityt timay represent the strategic involvement as
an approach to operational focus. This separatiirbesadded in the GS model proposed by
Monczka and Trent (1991). Nevertheless, its inngeatharacter is evidenced by the amount
of works referring to this concept by the Arnoldgaral publishing of 1989 an the article of
1999, like Smith (1999), Li, Murray and Scott (200Trent and Monczka (2003, 2003a),
Overby and Servais (2005), Gelderman and Semeiff06)2 Quintens, Pauwels and
Matthyssens (2006), Knudsen and Servais (2007)tméan, Trautmann and Jahns (2008),
Steinle and Schiele (2008), and Trautamann, BalHartmann (2009).

In an effort to differentiate international purchasand global sourcing, it is
possible to affirm that international purchasesesent the simple purchase of goods from
suppliers located overseas, being basically a imactiue to the company’s global
competitiveness, not involving the coordination agudousiness units internationally. GS
requires the integration of the supplies’ actiwtiewith the identification of common

purchases, processes, technology and supplierbetsttategically coordination. Thus, it
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implies the establishment of GS teams supported bgmprehensive information system for
all units (Bozarth, Handfield and Das, 1998).

Strategies of GS refer to (1) the identificationwafich units will be met by
suppliers of certain locations and how the relaeas will be available by the company, and
(2) the establishment of interfaces between R&[®rapons and marketing on a global basis
(Kotabe and Murray, 2004). The establishment o$ehiaterfaces provides access to design
resources and develops suppliers by the buying aognpt the same time it enables a better
understanding of the implications of cost and duadf their relationships along the supply
chain.

Sharing the same view, for Kotabe (2009), the stnabf GS refers to the choices
made by companies for inputs and services througét af activities developed within the
company, as well as others, anywhere in the waithdis, it refers to the management of the
process of global opportunities’ identificationdbgh the interaction between logistics and
production units that meet specific markets and hbes components will be provided.
Although this concept does not have the same threzfdthe essence of GS (Arnold, 1989),
becomes significant because it incorporate the esgion strategy, stressing the need to
establish intra-company and inter-companies inteda

One of the attributions of GS, according to Trun{2k06), is the monitoring of
the supplier environment by the buying company.héligh the author's focus is on
controlling the activities of the supplier, the ebsant eye should be extended to the whole
environment, including variables external to thp@ier company, as these issues affect the
feasibility of an international purchase.

From this conceptual investigation one can redime need to investigate from
which point the purchasing activities represent ddeption of GS. To address this point,

several researchers were conducted, as will belssdew.

2.1.1 The Strategic Approach of International Purclasing

According to Sheth and Sharma (1997), the paradigpurchase has undergone a
process of change influenced by global competiggsn the quest for total quality, the
introduction of new enabling technologies, andréstructuring experienced by companies in
the recent decades. This restructuring procesadasl decisions related to making or buying
that directly impacts the activity of supply anthted areas like information management and

human resources. These changes have caused muamhficaon the buying companies’
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behavior in two dimensions. The first is relatedmarket orientation, as the search in the
domestic market was replaced by the search in kblgagmarket. At the same time, the

orientation of sourcing activities has ceased tasater only transactions to include aspects
related to the relationship between buyer and sep@ne of the motivations for this change
was the identification of the possibility of obtaig value through the supply activity, through

access technologies, markets and/or informationijclwhhus generates a competitive

advantage.

To Samli, Browning and Busbia (1998), the actiafyGS has emerged as a more
opportunistic than strategic activity, while it wpsrceived the increase of the possibility of
expanding earnings through purchases from the smfopf this strategic approach. These
findings come from a literature review that was dueted by the authors and result in the

identification of five orientations of the GS stadi(Figure 3).
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Topical Orientation Authors Major Thrust of Finding s
Evolution  of  the| McGarry (1950) . Procurement role i$
purchasing function | Ammer (1974) inherent in marketing.
Jain and Laric (1979) . Companies compete in
Deming (1982) buying as well as selling.
. Organization buying
function is important for the
company.
Strategic versus| Hahn, Kim and Jong (1986) . Opportunistic reactive
Reactive sourcing Watts, Kim and Hahn (1992) sourcing both international ar
Birou and Fawcett (1993) domestic,
Frear, Metcalf and Alguire (1992) . Decisions are made at the
Kotabe and Omura (1989) middle or lower managements.
Kotabe and Murray (1990) . Emphasis is on cost arld
Samli, Busbia, Davidson and Brownir ®pportunities.
(1993) . Little if any attention is|
Ellram and Carr (1994) paid to corporate goals and
strategies.
From purchasing to Birou and Fawcett (1993) . Reaching outside of natural
GS Cayer (1988 a, b) boundaries and making purchasipng
Curtin (1987) a broader and managerially function
Fagan (1991) activity is critical.
Franceschini (1987) . Problems in  creating
Levy (1995) broad-based sourcing function and
Monczka and Trent (1991) the key barriers are considered.
Presuitti (1992)
Carter e Narasimhan (1990)
GS strategy Kotabe (1992) . There must be a strategy to
Kotabe and Okoroafo (1990) GS.
Min and Galle (1993) . Such a strategy is bound to
Monczka and Guinipero (1984) benefit the company in general. |It
Swamidass and Kotabe (1993) will enhance the company’s
DeRosa (1991) competences.
Swamidass (1993)
GS as a key strategicKotabe and Swan (1994) . GS must be a majar
tool Murray, Kotabe and Wildt (1995) strategic tool. As such, it must be
Freeman and Cavinato (1990) placed in the upper organizational
Carter and Narasimhan (1996) level where strategic planning takes
Samli, Busbia, Davidson and Browninglace.
(1993)

Figure 3 —A review of GS Research. Source: Samli, Brownind Busbia (1998)

The efforts to differentiate international purchased GS, through its strategic
character, can be seen in the work of Arnold (198%e author has combined regional
extension of supplier market with the purchaseowigistrategic vs. operational) in a matrix
through with four segments of sourcing are presknfé) traditional procurement, (2)
purchasing policy “going international”, (3) strgieally-oriented procurement (as supply
management), and (4) GS (Figure 4).
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Operative
(Reactingto demandsonly)
Traditional Purchasing policiy
National International

Strategically-oriented
procurement (as supply
management)

Global sourcing

Strategic
(Contributingto the securement
of future potentials)

Figure 4— GS as a strategic purchasing program. Sourcalé1989)

The model proposed by Arnold (1989, 1999), everughoit represents the
different choices that the company can make relaidtieir international supply strategy, is
restricted to the analysis of two dimensions, whichnot reflect all the magnitude of the
variables that a company needs to consider tonatenalize their supply activities. It does
not even consider the strategic level that mustdpied to this decision.

The understanding of the GS strategy, to SamliwBimng and Busbia (1998),
depends on the identification of the strategic andpportunistic degree attributed to the
function. To the authors, this character derivesnf(1) the level at which decisions are taken
in GS, (2) the role that is given to any companstetegic planning, (3) the extent of
materials requirement planning, and (4) the extstesf long-term agreements with suppliers.
Samli, Browning and Busbia (1998) identify that guanies that adopt GS take this decision
in a higher hierarchical level as well as relevamkegiven to strategic planning in the
company. These companies also include the demamiafrial in the strategic plan although
the length of relationship with suppliers over timsestill not privileged. While companies
increase the participation of international sournoetheir purchases, the more they realize the
need to treat their purchases in a strategic way.

By adopting GS, companies can reduce their prodloicost, but at the same time
they can lose agility, in terms of speed and fléixyh to meet the changing in the customers
demand (Jin, 2004). An alternative find out to faleis challenge is to combine local with
global supply. To Jin (2004), the greater the utadety regarding the demand, the greater the
required percentage of household items in the toted of company’'s supply as the

uncertainty rises with the internationalizationsofurcing. The local supply, according to Jin
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(2004), should also be prioritized when there idamge contribution of manufacturing

technologies and from manufacturing in the produrctphase. A third reason for the
prioritization of local supply is the existenceatdisters of local suppliers. Finally, there islstil

the existence of long-term relationships with pxeséng suppliers. These aspects only
represent reasons for the establishment of a balaetween domestic and international
sourcing with a bigger volume of local sourcingt featuring, in any way, the exclusive
focus on this option. These are aspects to be deres in the decision making within the

company regarding the implementation of GS.

2.1.2 From Local Purchases to GS

According to Monczka and Trent (1991), there wéach of studies showing how
companies could adopt GS. Although the conceptrobi (1989) had identified a strategic
nuance to the activity of GS, it was still requgiresearch to identify the difference between a
non-strategic international purchase and GS styateg

Given this lack of studies, Monczka and Trent ()9%dveloped, through a survey
conducted in two phases, a continuum to explaimiags that international purchasing could
be taken. The first phase involved a study withlS6., Japanese and European companies.
The second phase was characterized by the investige 85 U.S. manufacturing companies
from 28 different industries.

The original model proposed by Monczka and Trer@O() had four phases.
Phase 1 represents the companies that performdamhestic purchases. In Phase 2, there
were those companies who buy abroad only by ndgessithese two phases, the companies
frame a reactive posture in relation to GS; whiléhe next phases it will be seen a proactive
stance. Phase 3 is characterized by companiesakaincorporated international purchasing
in theirs sourcing strategy. Phase 4 representsdimpanies that made the integration of the

overall sourcing (Figure 5).
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Phase 1 Phase 2 | Phase 3 Phase 4
Domestic Foreign buying Foreign buying Integration of
purchasingonly  basedonneed | as part of global
procurement procurement
strategy strategy
Reactive Proactive

Figure 5— Internationalization of the Procurement Proc8ssirce: Monczka and Trent (1991)

Based on data collected annually since 1994 witltthasing executives from
different industries and regions, Trent and MonciA&08) found that the 1990s was marked
by a shift from the approach in the purchasing areaganizations. Among the causes of this
change was the need to control unit and total ctsésgrowing influence of the supplier on
the ability of a buying company to meet their dg&rdemands, the reduction of the supplier
base, and the responsibility attributed to supplierthe process of product development. This
identification of the strategic potential of theusang area, with emphasis on the
internationalization of this process, led to sigraiht changes in the internal management of
companies. Activities such as the management efnational supply chain, the involvement
into new product development and the strategic mien of sourcing, for example, have
become more important in the sourcing area. Medewbiiher activities had lost space within
this area as production control, inventory manageme&hipping and handling (Trent and
Monczka, 1998). In addition to the identificatioh the strategic potential of the area, the
perception of potential gains of internationaliaathas been identified as another change by
Monczka and Trent (1998).

The first proposed model, even though it fulfillachumber of limitations of the
previous studies, still did not address in dethitree complexities of international sourcing.
Monczka and Trent (2003) reformulated this struetwith a survey of 162 respondents and
the study of 10 cases, proposing as a result a fir@alevel model (Figure 6). Level 1
represents the company that uses only domestidisigppd-evels 2 and 3 comprise what the
authors called international purchasing, which ommercial relationship between a buyer
and a supplier located in different countries. Thmplexity of this type of relationship is the
need to deal with different laws, currency fluctoas, language and time zone. In Level I
there are those companies that do not have domesppliers or who need to use
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international suppliers as their competitors doste and get advantage from it. In this way,
the international sourcing is a necessity. At tleedl I, this type of sourcing becomes part
of the company’s strategy, although it does not ly@te a coordination of international

purchasing. It is possible to illustrate this lewdien the different units of the same company

source globally separately.

Level 1 Level 2 Level 3 Level 4 Level 5

Engagein
International

International Integration and
Purchasingas  Coordination of

Integration and
Coordination of

Engagein
Domestic

PurchasingOnly  Purchasingas  Part of Sourcing GlobalSoucing

GlobalSourcing

Needed Strategy Strategies Strategies with
across Other
Worldwide Functional
Buying Groups

Locations

\ J \ J
| [

International Purchasing

Global Sourcing

Figure 6 — The process of sourcing internationalization.rSeuTrent and Monczka (2003)

By becoming part of the corporate strategy, intéonal sourcing activities can
alter the relationship of the purchasing company i suppliers. As identified by Schmitz
and Knorringa (2001), in some situations, there tmaw change in the structure of the supply
chain. The definitions for the product to be pusgthcan be so specific that the supplier only
produces “tailored” to a global customer.

The next two levels comprise what the authors dadiigobal sourcing”. It differs
from the previous levels by the increased compyeast they involve the proactive integration
and coordination, similarity of materials, processgesign, engineering and site operations.
On these levels, the companies no longer need jagbdrading partners to become active
members who operate with a supply chain. Leveldpresents the effective integration and
strategic coordination between a company’s suppliysun different units. To achieve this
level, it is necessary to have international infation systems, human resources with specific
knowledge and skills, communication mechanisms extdnsive coordination, as well as a
framework to allow the coordination of this actywithrough an executive leadership that
encourages the pursuit of global suppliers. Levakpresents the integration of other local
units in a global process of sourcing, for examplejeveloping a new product and provide

after-sales services. In some cases, the desigmyfacure, and supply’s responsibility for
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the whole group is assigned to the unit more gedlifEven if the company adopts the Level
V strategy, with the coordination of their purche$eing made by a unit of the group, it is
noteworthy that the benefits from this strategy may be achieved if the company does not
have an appropriated structure to assist the eelaasl receipt of materials in different

countries.

The incorporation of the concept of GS and the opss in the companies’
analysis in those companies that adopt this styatethe main change observed between the
two models. Monczka and Trent (1991) state thatthe 1980s, the motivations to
international sourcing had an operational naturd #mat there were opportunities for
companies to increase their global competitivermsscorporating the strategic vision for
the area of international sourcing. The model preskin 2003 by the authors reveals that
this opportunity, viewed by the authors in 1991t mmly materialized, as led to the
development of this strategic approach and the fareal detailed analysis of the same, which
became possible with the division of Phase 4 ireedls IV and V.

The investment for the company to adopt a proactaace fully oriented to GS
can be realized by adopting some strategies (M@aid Trent, 1991). The first is to
transform buyers traditionally oriented to a donwestarket to international purchasers. By
doing this, companies face barriers such as thertsulack of knowledge of the practices of
international trade, language and cultural diffeemnassociated with resistance to change.
These adversities were overcome through trainlmgehcouragement of attitudes by the top-
management, the use of help from outside the coymat the use of local representatives of
overseas suppliers.

Another suggested strategy is the use of intemalianits to assist overall
purchasing process. That way, companies can olmteire knowledge about suppliers,
establish geographically closer relationships betwecompanies, and eliminate
communication difficulties due to language. Howeuie success depends largely on the
encouragement given to the subsidiaries to pasteip this process.

The last suggested strategy is the integration Gomtdination of international
strategies for GS. The needs of all units arotnedworld are worked together to obtain best
opportunities through the maximizations of scalesa@lobal basis. One challenge is to align
the interests of the local units in order to makem understand the role of the global unity
and thus, obtain the results of collaborative éffoThe main gains are related to price,

delivery, security of supply, and access to teabgppkuppliers.
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Monczka and Trent (2003a) point out that the corgsarhave a desire to
internationalize their activities of growing sumdi in order to achieve the level of GS.
However, these same companies often fail becagsedb not understand, or overlook, the
commitment, the scope of operations, resourcesséitid that the activity of GS requires.
This difference between international sourcing &f8 was also researched by Trent and
Monczka (2003) through the investigation of 162 pames randomly chosen within a set of
1,800 companies around the world. Companies thepta@S differ from those that carry
international sourcing, in the following ways:

a) Companies that engage in GS are larger and are tia@ly to have
competitors that are multi-regional or global comgowith companies that
engage in international purchasing.

b) Companies that engage in GS perceive their strategiementation progress
to be further along compared with companies thajaga in international
purchasing.

c) Companies that engage in GS perceive that perfarenamprovement and cost
reduction opportunities are more widely availabienf their sourcing efforts
compared with companies that engage in interndtjpumahasing.

d) Companies that engage in GS indicate that the derednt of global strategies
is more important to their executive managementpaoed with companies
that engage in international purchasing.

e) Companies that engage in GS indicate they face napid changes to product
and process technology compared with companiesetigdge in international
purchasing.

f) Companies that engage in GS realize greater anddvaenefits compared
with companies that engage in international puriciogas

g) Companies that engage in GS rely on a wider arf@pmmunication tools to
support their efforts compared with companies #agage in international
purchasing.

h) Companies that engage in GS have in place moreniaagenal features to
support their sourcing efforts compared with com@anthat engage in
international purchasing.

i) Companies that engage in GS rate key aspects of dbercing process as
more similar across geographic locations and buyings compared with

companies that engage in international purchasing.
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j) Companies that engage in GS rate certain factorm@® critical to their
sourcing efforts compared with companies that eeagag international

purchasing.

Trent and Monczka (2003) identified that the difece between the activities of
international sourcing and GS is perceived by tleenimers of the companies as they engage
in global projects. This fact indicates that themptexity of the activity is partially
disregarded until the activity is already beingyfueveloped. The professional should view
GS as a process rather than separate activit@ssforming it in a part of the supply plan.
One reason is the complexity of GS compared witerimational sourcing as it becomes
necessary to create an executive vision, leadessidpcommitment of time and resources to

make effective the developed planning.

2.1.3 Motivations and Barriers to GS

Companies purchase abroad in order to improve tgualiecrease costs of
production, purchase and transport, obtain econofmgcale in purchase and production,
establish alternative supply sources, anticipagertbeds of materials (to new products and
changes in demand), offer global support to localdpcts, get support to their own
international operations, increase reliability @wots and suppliers), introduce competition
on the supplier base, establish a presence in ltitalgmarket, increase the number of
available suppliers, react to competitor's pragjcmeet supply constraints imposed by
governments, access new technologies and markelisce the product’s development cycle,
get better negotiations condition, get advantaga® fsupply location and core competence,
get the opportunity to sell to specific marketcountries, price goods at a lower cost in local
currency to better position itself in the marked,veell as improve quality control, delivery
and customer service (Monczka and Trent, 1991; BlozBlandfield and Das, 1998. Dornier
et al., 2000; Cho and Kang, 2001; Christopher, 2002 2004; Agndal, 2006; Harris, 2006;
Knudsen and Servais, 2007; Dutton, 2008).

Trent and Monczka (2003a) identify that, as a tesofl the purchase
internationalization through GS, companies presantaverage reduction of 15% in product
prices and 11% in the total cost. The supplierslitys improves 6%. The delivery time
reduces 5%, and the deadline’s greeting increa®esT8e detailed analysis reveals that the

initial benefits are directly related to price, ahd benefits not related to this variable are only
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perceived in companies that have integrated th&ragtivities, such as improvements in
management inventories, increase responsivenessipifliers and the consistency of the
supply process, developed better relationships suttpliers, and established of information
sharing flows between units.

Within the current competitive environment, thehates related to the sourcing
area represent opportunities for cost reductionwaale generation. To obtain these benefits,
companies are struggling to organize theirs glahgiply network. In an interview with
Bernstein (2007), John Mascaritolo, Director of lstigs of NCR Corp., says that after 2000
there was a change in the delivery model, which eeagered in a country, and became a
combination of regional manufacturing supplies wilkal and global supply. In this new
landscape of business, activities such as expaiti@port procedures are automatically
incorporated into the company’s supply chain. Cquosetly, the management process is
supposed to involve more complex analysis of caststime, as well as the impact of cultural
differences in relationships with suppliers.

In fact, despite the benefits of the activity of,Gi¥ere are some risks. Steinle and
Schiele (2008) point out that the main risk is gussibility of increasing the total cost of
purchase. Among the reasons for it, they highlitte difficulty of measuring the real
transactions costs and the differences betweepl#mned and the realized total cost, due to
estimating errors and variations inherent in thengany’'s decisions. This risk was also
highlighted by Wilding and Braithwaite (2007), aodimg to whom it is important to consider
that the larger number of intermediaries in thecpss and the long distances can lead to risks
related to quality and operability. In this conterformation sharing is a prerequisite for the
success of such purchases, requiring companiesiricefforts to achieve competitiveness.
Depending on the form of the supply chain managénteamsparency in the analysis of total
costs and forecasting may be compromised.

While in a process with a local supplier, the bgyoompany and the supplier may
exchange the product directly or negotiate theaisenly one transport supplier. In a global
transaction, the number of intermediaries is expdrahd the possibilities for reducing them
are limited (Harris, 2006). This means that by @asing the number of transactions, the
company may raises the total cost and uncertainty.

The internationalization of aspects of the GS &gtiwithin the structure of the
companies, helps to reduce risks from opportunighavior that often characterize
international sourcing (Trent and Monczka, 2003&e same result can be achieved through

the supplier development and the management dfaehips in a global context.
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GS can decrease the company’s agility and flexybilbut today’s competitive
environment requests agility, and a key componéagdity is flexibility (Christopher, Peck
and Towill, 2006). One solution for this dilemma ike balance between local and
international sourcing (Jin, 2004). By sourcinghgllly, companies may not be agile enough
to meet their consumers’ needs on a time basisordlaty to Jin (2004), to minimize the
cost/agility trade-off, many companies are usingerimational and domestic sourcing
simultaneously. According to the author, there faner conditions under which a larger
portion of domestic sourcing can be formulated:atge level of demand uncertainty,
information and manufacturing technology, local cariractor cluster, and long-term
relationship with a subcontractor. The greater mhér these items, the more domestic
sourcing will be applied.

Besides all the benefits considered as reasongptaysglobally, companies need
to be aware of the complexity of this strategy. Elbtthe material can or should be supplied
abroad or request a strategic approach. Accordaingotabe and Mol (2009), the financial
performance of a company will be influenced by degree of outsourcing activities. To the
same authors, it exist a degree of outsourcing &bkeme activities will be outsourced and
others integrated. Some difficulties around gainihg benefits of GS are the increase of
distance, cost and intermediaries in the supplyncflzevy, 1995, Zeng and Rosseti, 2003,
Butter and Linse, 2008). In order to decrease tis¢ af supply, some companies may be able
to increase the total cost of their purchasesif&t@nd Schiele, 2008). Managing the cost is a
part of a more complex process and understandiisgaiprevious knowledge that companies
need to obtain success in their strategies, edjyectmsidering MNCs that need to configure
and coordinate their units all around the worldcdwing to Bozarth, Handfield and Das
(1998), despite the recognition of the importandepmactively selecting international
suppliers, there are few efforts to identify stgide relationship management with
international suppliers. The focus of the compatays on cost analysis and the supplier
selection process is very often conducted in otdemeet immediate needs as well as the
purchase of those products that have no local guppis way, managers seem to be wasting
the potential gain from GS, as well as becomingemsaisceptible to loss in this strategy.
Competitive advantage can only be obtained thraa§hf managers can skillfully execute it
(Kotabe and Omura, 1989).

% The author uses the term “global”, but considetirgdefinition of GS used in this research, thedwsas
changed to “international”.



41

International environments differ from local enviroents by institutional and
cultural aspects, which can create barriers tardmesfer of competitive advantages between
countries. In addition, transportation costs anch&w resources will also affect the decision
between global supply sources (Frear, Alguire aretcslf, 1995). Investigating 135 U.S.
companies that source abroad, Frear, Alguire anttdfg1995), identified four dimensions
that group the barriers faced by these companieseanternational suppliers. As described
below:

a) Competitive barriers, such as the company’s owerinatl barriers that limit the
search for international suppliers such as low petidn volume, continuous
change in design, and the realization that sumploam’t meet international
quality requirements.

b) Competitive advantages, such as the company'syahiliobtain raw material
with high standards of quality and technologicalele and to obtain inputs
more suited to their needs of international supgplie

c) Comparative barriers that make it difficult for atyS. company to use
international suppliers such as government controtgort quotas, and
standardization.

d) Comparative advantage, referring to the firm’s igbilto capture cost

advantages through the use of international sugplie

The challenges of adopting GS also refer to langulaagrriers, differences in
customs and business practices, currency fluctugtigpolitical stability, delays in
transportation, inventory management, nationalguality maintenance, customs procedures,
taxes, quotas, and documents required by specé#i&ets (Cho and Kang, 2001).

Comparing international sourcing companies thabdalo not adopt a strategic
approach to sourcing, Bozarth, Handfield and D&98) found that, possibly, companies
would be making international sourcing based on ediae efforts to reduce cost, and
improve quality and technology. In this contextyhwould be neglecting the potential for
developing partnerships with these suppliers. Tguike, Frear and Metcalf (1994), the
adoption of GS should be guided by technology amality needs, rather than by simply cost
reduction.

Cho and Kang (2001) surveyed 148 U.S. retailersdentify benefits and
challenges of conducting GS. They found that aminvegbenefits of the adoption GS, the
obtaining of competitive advantages, the increasguality, and the services offered to



42

customers are the most important. Among the chgdienthey found that logistical issues,
regulations, cultural differences and the uncetyaiof the countries fall into the most
representative for the sample.

Reaching benefits to GS depends on the size otdhgany, characteristics of
their products, import volume, percentage of impaampared to the company’s purchases,
the company’s experience in GS, and the region fvamch they are acquired (Cho and
Kang, 2001). Cho and Kang (2001) found that conmgsamvith higher volumes of imports
obtain greater benefits with respect to serviceh @s improved delivery and availability of
products than companies with smaller volumes. Conggawith the lowest percentage of
imports within the total company’'s purchases haweelr logistical problems such as
inventory management, customs procedures and defaysansportation, compared to
companies with medium or high percentage. Thisdestip perceives that regulations such as
quotas, taxes and documents are more challengir@Sahan the other two groups. In
addition, companies with little experience in GS$exence more cultural differences like
language and business practices relative to corepamith average or much experience in
international sourcing area.

Compared with the sourcing of local representatipeschases from foreign units
require greater knowledge of the company over thuecsng process. It is the responsibility of
the coordination of GS activities that make theessary adaptations to the different cultural,
legal and political issues (Kotabe and Murray, 2004

Alguire, Frear and Metcalf (1994) found that in th&ernational strategic supply
environment, the barriers faced by companies cbaldivided into internal — imposed by the
company as the risk of loss control and autonomyth®y company to use supplier, and
external — imposed by the external environmenth® ¢company as tariff and non-tariff
barriers. Analyzing the perceptions of 115 suppbnagers of U.S. located companies, the
researchers found that the internal barriers rethe@ropensity of companies to conduct GS,
mainly characterized by low-volume, continuous denn design and impossibility of
allocating resources to the use of internationppBars. With regard to external barriers, the
more difficult barriers to the achievement of imi@ional sourcing are the governmental

control and import quotas.



43

2.1.4 International Buying Companies

The competitiveness in the global marketplace stgora the establishment of
global supply strategies to obtain raw materialatemal, finished products and other inputs.
Thus, it is possible to exploit international opporties through the creation of global chains,
with the breaking of the barriers encountered ia transformation. Bertaglia (2003) argues
that the organizations need to create infrastrecthiat can withstand the conditions in
international relations.

The development of a portfolio of global suppliaaBows the company to
leverage the flexibility of obtaining materials warious ways (Dornier et al, 2000).
Companies can change their supplier’s overall esiphan sourcing from countries whose
currencies are devalued in real terms. At the damme organizations can establish a balanced
mix of local and global supply markets in whichyttsge operating.

As a result of a research conducted through fose cudies, Arnold (1999)
identified three ideals of international sourcirrganizations, namely as follows:

a) Model of centralized purchasing, recommended fayanizations with low
level of supply process’ internationalization. Téieategic objective may be
focused on economies of scale in purchases byga [aurchasing department.
While centralization is not necessary for all pss®s, there remains a core
system of management and contracting suppliers.

b) Model of coordination, which stems from the ideacoioperation between
different business’ areas. Thus, it combines theaathges of regional
independence, with the benefits of centralizatiamd maintaining, for
example, the gains from economies of scale, wieMeraging the knowledge
of the supplier market. The consequence of this ehal the commitment
established between the units.

c) Model of outsourcing, which is established in eanmment with high level of
decentralization, with local units autonomy to nmgaaheir global supply

activities.

These models, despite having been developed frenalalysis of corporations
with plants in different countries, also have aspethat can be considered for the
management of corporations in GS with domesticsumitly. Furthermore, it is important to

note that even a single organization can adopt BSesit is a strategic approach to
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international sourcing activity. In this case, sovagiables in managing this activity, such as
the discussion of centralization and decentrabratvouldn’t be necessary.

With respect to a tendency toward centralizatiochr§itz and Knorring (2001)
consider that while the increased supply altereatithere was a concentration of buyers, its
mean, the union of buyers from different compan@snake purchases together. Rabelotti
(2003) investigated the cluster footwear’s prodscer the region of Brenta in Italy, and
realized that there was a concentration of buyetke purchases for the German market and
its surroundings. In 2000, 74% of the footwear’lesdrom this region were made to buying
groups.

By investigating four producing countries — Chirladia, Brazil and Italy,
Schmitz and Knorringa (2001) identify that factoas quality, price, response time,
punctuality, flexibility for larger or smaller ordg and design innovation were the key aspects
of the supplier analysis. There was a performanfference with respect to these criteria,
which leads companies to make their choices acegrtth the needs of each purchase.
Looking at the factors that limit the use of aremftional supplier, Schmitz and Knorring
(2001) point out the establishment of import quospecially related with Chinese footwear,
what lead the companies to the development ofreltite supply sources.

To Schmitz and Knorring (2001), a feature of a glglurchasing is precisely the
possibility of buying from direct or indirect sujpgns. Buying direct main advantages are the
greater control and cost reduction through the ialtion of the agent’'s commission.
However, this reduction may not be representativéhe total cost, as this situation may
require the presence of a representative of thangugompany in the supply market.
Investigating the behavior of importers, Liang dharkhe (1997), attributed to this profile
importer the name of “Producers” as they import jossatisfy their own necessity. A second
group was identified and named “Import Agent”, “Bwess Brokers” or “Merchant”. They
are characterized by the sale of their importssTidirect sourcing seen to be appropriated
for purchases of small amount at irregular integvat well as more distant countries, not only

geographical, of the client (Schmitz and Knorring@)1).

2.1.4.1 The Configuration of the Company for Interrational Sourcing

Arnold (1989) points out some requirement for innpdmtation of GS. The first is
the size of the company. At the same time thatelacgmpanies tend to have greater

availability of resources, small organizations ¢ake advantage of their greater flexibility
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and a predisposition to differential performanceaagualifier for their international buyer.
Knudsen and Servais (2007) argue that the intenmalization of activities requires resources
and time for its development. Noting the environtn&rsmall and medium companies, these
authors argue that the size of an organizatiortdithie extent of its internationalization, since
the availability of funds tends to be lower in swcimpanie$ At the same time, experience in
international sourcing can facilitate this process.

A second aspect to Arnold (1989) refers to an iafeposition given to the
sourcing area in the organizations, which may litsitability to explore opportunities due to
internal negligence. The need for qualified persbfor this activity is another requirement.

The decision related with international sourcingd amow the company is
structured to perform these activities involve #ilgnment of all activities of the supply,
including aspects related to product and servicaguality and specifications (Quintens,
Pauwells and Matthyssens, 2006). The company’segrioes, specially the sourcing area,
should be adjusted to the work within the intemai environment. Trent and Monczka
(1998) identified that the structure of the sougcarea has changed with the increase in the
number of individually negotiated purchases, foegson the final item, instead of the
traditional viewing of supplies such as commodities

Investigating 151 Belgian companies that carry oiernational purchases,
Quintens, Matthyssens and Pauwels (2006) develtpedonstruct of Global Procurement
Strategy, through the association of ideas of eéiméitions, coordination/integration and
standardization, a perspective that integratestsire, process and organization. The focus of
this approach lies in the internal organizationtld® company to perform activities of
international sourcing. To these authors, the divesaurcing strategy results from the
interaction of relevant resources and skills inyaainic environment context. Within an
approach of Resource Based View, the Global Pravemé Strategy is presented as a way for
the company to gain a competitive advantage agamebmpetitors. This integrated view, as
noted by the authors, generates benefits for thee@oof materials, reduce delivery times and
increase responsiveness internally. The achieveofahese outcomes requires the conduct
and monitor of international sourcing team, thgratient of company strategy, and the study
of the trade-offs between product and service dsas and configuration of resources to
this activity. One can highlight the importance ai efficient flow of information and

* The authors do not present the criteria used atyaes the size of companies to achieve this result
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knowledge management as a ways to simplify andlittei the standardization and
centralization of the sourcing process.

This concern with the organizational structuredarrying out activities of GS is
one of the largely unexplored aspects in GS (Hartm@rautmann and Jahn, 2008), although
it is fundamental to build a GS strategy. To vettiis Hartmann, Trautmann and Jahn (2008)
conducted a study with eight MNCs to investigate strategies adopted by these companies
in three areas, each one with its variables, dswol

a) International strategy

a. Global competition
b. Economy of scale
C. Local responsiveness

b) Organizational configuration

a. Matrix with dominant structure
b. Network structure
(o} Excellence centers

c) Interdependence
a. Headquarter interdependence
b. Subsidiaries interdependence

Looking at the strategic orientation of internaibrsourcing through these
dimensions, the authors identified that although @mpanies adopt a transnational
orientation and realize the importance of baland¢he activities between centralization and
decentralization of control, they present two digtiished functional configurations. The first
configuration, named global structure, is charamter by the centralization in the array with
the participation of affiliated in the process dfagegic development to meet regional
peculiarities. The second configuration, named sinational structure, is characterized by
being an integrated purchase network, leaving ahly headquarter to coordinate the
teamwork of the group. In the first group there e companies that generally have a large
dependence of the headquarter, while companies evsabsidiaries are generally more
independent are positioned in the second group. dii@ce among these structures is
influenced by the corporate organizational struetand distribution of knowledge on
sourcing between the branches (Hartmann, Trautrmaaddahn, 2008).

When dealing with companies with different branclzesl different units of

sourcing, Hartmann, Trautmann and Jahn (2008) folat] with respect to the formalization,
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the focus must be on the definitions of governaand standards, and process control.
Governance and standards are understood as th@igsteent of manuals, conduct’s codes
and the definition of competences. Control meaasettablishment of indicators and methods
to monitor and compare the efficiency of the units.

According to Hartmann, Trautmann and Jahns (2008 degree of
centralization/decentralization of responsibilitigs sourcing in MNCs will reflect the
corporate organizational structure and the distidouof responsibilities between the sourcing
units in the subsidiaries will reflect the distritmn of knowledge/experience about this
activity.

To integrate the purchasing activities in differeatintries, both global companies
and transnational companies make use of a mediwel & formalization, information
systems, performance indicators and a degree ofisguactivities’ centralization. Moreover,
global companies strive for interaction betweenhbadquarter and the subsidiaries as well as
using higher levels of centralization than transmetl. Transnational companies have a more
active involvement of its subsidiaries in the gt planning process, and strive for the

emphasis between subsidiaries (Hartmann, Trautmaddahn, 2008).

2.1.4.2 The Presence of the Buyer Company in the @ulier Country

Investigating Swedish companies in the clothingt@edkesson, Jonsson and
Edanius-Hallas (2007) found that direct purchasenfmanufactures in global markets is the
most frequent strategy adopted by companies, sincepresents a way to achieve both
flexibility and control in the manufacturing capgcand allows an approach to manufacturing
operations. The presence of agents as intermesliaki@s found more frequently in
geographically distant markets of supply, such rasAsia. The companies identified as
manufactures of direct purchasers from Asian sepplform a group of larger companies,
compared with those that adopt other strategiesmpganies are investing in the
internationalization of their activities with th@ening of the production and marketing units
abroad, alone or with partners.

The activity of supply internationalization with ethpresence of the buying
company in the territory of the supplier can happendifferent ways that represent a
continuum of involvement of the buyer (Harris, 2R0Bhe first approach is the use of trading
companies, which are companies hired to brokernibgotiations and activities between

buying and supplying companies. Considering thay @re subcontractors, it does not imply
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investment of the buying company. Moreover, asrmégliaries, they usually conduct all or

part of the operational activities of internatiosalrcing. The second way is the use of local
representatives of the buying company in suppliearkets. One of these forms of

representation is the opening of sourcing officesad — International Purchasing Offices
(IPO). Its responsibilities are primarily related the search for supplier, negotiate of
contracts, request of quotes, eliminate of noisethé communication between the company
and its suppliers, monitor of shipments, samplelectbn, management of technical

problems, confirm of products’ quality and visit lee suppliers units (Trent and Monczka,
2003, Mulani, 2008).

According to Mulani (2008), the IPO represents Hiternative preferred by
businesses to incorporate new suppliers into teapply chains. The governance has
highlighted the importance for effective performarmt these units, including activities as the
identification of corporate guidelines for diredithe activities of the IPO, the identification
of coordinators for the units, the focus on sugpgrtop-down, setting aggressive but realistic
targets, maximization of transparency through comgation with operations, and an
emphasis on continuous training in order to reicdéazorporate goals (Mulani, 2008).

The choice of a business unit abroad and assigntbe same responsibility on
the development of a product, regional or globslanother strategy observed by Harris
(2006). This way, the company can capture the bppbrtunities available in a particular
place related to technology and production. Thiesrisf this strategy stem from the degree of
coordination required to make the information afed by the unit and its actions be in
harmony with the entire company.

There is not an established relationship betweerdiffierent ways to position the
supplier buyer in the supplier's market and therdegf involvement in this activity. In the
last two stages of Trent and Monczka’s continuunsg, highlighted that companies should use
their international units to assist the overallrsmg process, like integrate the activities of
the various business units. However, it is not d@wmed to the entry of the buyer in the
supplier's market. In Arnold’s proposition (1999¥ chot appear orientations regarding to this
positioning.

Although it is not clear what the relationship bétapproaches to these aspects,
because it is a more recent research subject, oseaansider that the entry of the buyer into
the suppliers’ market is an alternative that magtgbute to the success of the GS activity,

not being a basic condition for their realization.
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2.1.5 Key-Success Factors in International Sourcing

The success of organizations in making internatics@urcing depends on
organizational skills. Trent and Monczka (1998) ger@ some of these skills that allow
companies to compete in the global supply base$easpeed of product support and service,
high quality perception of products, the work parfance according to the conditions
negotiated, low price as a result of low cost poiden, an ability to establish a presence in
international markets and to introduce producttefakan the average industry.

This last skill is a result of a transformation tine pattern of international
competition. According to Trent and Monczka (199B8% market competition is characterized
not only among big and small companies, but betwashand slow companies. To become
competitive in this market it required to reducaddime orders and production, and increase
responsiveness in the supply chain.

In the investigation of aspects of entrepreneutrshipovation and organizational
learning in companies that carry out GS, Hult (20faind that building an organizational
culture that represents these values contributésetsuccess of this activity. Consequently, it
was perceived an improvement in business perform#rough value creation in the form of
products and services for customers.

Trent and Monczka (2003a) investigated the deteanis of success for the
activity of GS. The factors that represent the bgland lowest ratio can be seen in Figure 7,

in a decreasing order of importance in the two rwis.
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Highest rated sourcing critical success factors eégiwated sourcing critical success factors

. Personnel with required knowledge, skills External support (such as consultants)
and abilities . Decentralized procurement structure

. Availability of required information . An executive steering committee to guide
. Awareness of potential global suppliers| the process

. Time for personnel to develop globat Marketing support of the GS process
strategies . International purchasing office support

. Availability of suppliers with global » Language similarity with global supplier
capabilities . Compatible information systems with
. Ability to identify common requirementssuppliers

across buying . Cultural compatibility —with  globa

. Units supplier

. Suppliers who are interested in global Common part coding system acrgss
contracts buying units

. Operations/manufacturing support of the

GS

. Process

. Internal customer buy-in to GS contracts

Direct site visits to suppliers

Figure 7 — Highest and lowest rated worldwide sourcing eaitsuccess factors. Source: Trent and Monczka
(2003a)

Faced the findings presented in the Figure 7, aare lighlight a few points.
Regarding the need for professionals with a swetgbbfile for global activity, Trent and
Monczka (2003a) claim that these professionals nedsk able to make presentations and
communicate effectively, have the ability to thin@&listically through a company or region,
and the ability to work in an environment of cu#tudiversity. In order to ensure reliable and
available information at the right time, some comipa are investing in information systems
that ensure this flow. Other relevant informatisrthat the supplier that has the best skills for
global supply may not be ready for this, which admpanies to accept suppliers that meet
the competitive needs of materials. Finally, relate the greater impact factors, the
researchers noted that despite the fact the amstssiting international suppliers are high, the
cost of a bungled selection of a supplier are eyreater, especially when dealing long terms
contracts.

The success of GS depends on a high level of tamespy that is possible
through the cooperation of proactive members in shpply chain to identify what is
happening and manage situations that are inconsisféh the initial planning (Wilding and
Braithwaite, 2007). In turn, information, as thelipto request information and data, and the
ability to identify common requests is one of thesess’ factors for international supply
activity (Trent and Monczka, 2003).

In addition, Wilding and Braithwaite (2007) argumat the successful adoption of
this type of strategy requires six capabilities:
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a) Managing the total cost acquisition, enabling tdentification of the costs
involved in the process, clearly and precisely.

b) Unique information flow in order to avoid confling of information and
reduce communication breakdowns.

c) Clear identification of products in order to enstinat the products will be
delivered correctly, from a precise request anthout delay.

d) Visibility of the entire chain to monitor and angiate possible deviations that
leads to the need for corrections.

e) Connection between the cycles of actual demand sales development,
through the sales performance information.

f) Consistent and updated information platform, whithnages the entire chain

visibility.

The success of GS also depends of the organizatmmmitment to this strategy.
Mulani (2008) highlights that some behaviors of thenpanies can contribute to this process.
The first is its focus on people through trainiaducation opportunities, the offer of attractive
packages of benefits, and the provision of intéonal opportunities of work aiming mainly
at keeping people on the team. The involvement tberopartners is another required
behavior, as this is a way to absorb the knowleafgihese companies, leverage expertise,
maximize contracts and continually reduce coste Teasurement of performance using
appropriate indicators is the third behavior. Theralso the establishment of governance
structures, for example, to make the connectiowéeh the activities of the IPO and the
company’s strategy. As a last behavior, Mulani (E)Opresents the development of an
adequate operational model which leads the compaagftivity. This model refers to the

discussion of centralization and decentralizatiat will be presented in the sequence.

2.1.6 Centralization and Decentralization on Intermtional Sourcing

An internationalization strategy of an organizatibas two key dimensions
(Porter, 1986a). The first refers to the locatidreach value chain activity of the company
worldwide. The second refers to how these actwitenducted in different locations would
be coordinated. The definitions related with thege dimensions determine the needs of
international logistics, including the sourcing ieities, that faces a dilemma between

centralization and decentralization.



52

When tackling GS, it must be considered that thes@&egy can be developed
either by a single company that operates in théajlonarketplace, or a set of companies
belonging to a corporation with units in a singtuctry or in different locations. When the
object of study is this second group of firms, saspects are added to the management of
this activity.

Whereas a global company, success in adopting ast@ffegy implies the
delegation of a sufficient degree of autonomy & #ubsidiaries. Although the entire
corporation must follow a homogeneous orientatiiwis flexibility will allow for greater
speed of action in the market. The consequendeein¢ed for a better coordination between
units of the same corporation (Arnold, 1989).

Extending this discussion of the degree of cema#ibn needed in managing GS,
Matthyssens and Faes (apud Arnold, 1999) presguatrants for and against the autonomy of
the units. In favor of the decentralization, thépw that the local managers responsible for
managing the total cost may get frustrated if tbay't control these costs. This strategy also
facilitates cooperation among buyers and the coesumarket, since the local units use to
know better their customers. These same buyerk@some more motivated and seeking
local suppliers tend to be more fast, the delitenes reduced, relations are established with
the community, as better buying conditions are iabthunder certain conditions. At the same
time, the authors argue that centralization cawigeogreater bargaining power to the buyer,
with a buying uniformity that can generate econ@nié¢ scale. Finally, it allows to the
efficient use of the sourcing skills, and the reduc of administrative activities and
operational costs. To Quintens, Pauwels and Mattdns (2006), a high degree of
centralization and coordination ensures betterlt®esu the generation of value through the
activities of international sourcing, as well as thternal organizational of the company for
the development of GS may provide greater oppdrasio achieve competitive advantages.

Considering that the company will perform sourcaagjvities on a local or global
base, the need arises to coordinate the actiwfiegke company. The need is evidenced by
Gelderman and Semeijn (2006) in a case study deselm a chemistry company with thirty
subsidiaries around the world, stressing the neethe existence of a focus on both internal
and external interfaces. According to these authtbies management of suppliers in various
markets increases the complexity of organizatiomahagement.

The current standard of competitiveness require<ClIkd modify their ways of
positioning as it is not possible to manage anyntloeé units as a set of independent national

subsidiaries. Companies that have operations irertttan one country must integrate their
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activities across geographic locations (Trautm@als and Hartmann, 2009). One challenge
for managers is to identify which areas should heegrated and which should act
independently. To identify these areas, Trautm@als and Hartmann (2009) developed a
single case study of a company that was startingrganize its GS structure. The authors
focused their efforts on the study of functionaivates and on how to manage them in order
to get the better results for the sourcing areautlin the synergy of this activity. The synergy
of GS is divided into three classes: economy olieseaeduction of the unit cost by increasing
the volume of purchase, economy of information #&w®tning — sharing information and
knowledge through various units, and economy ofcgse — benefits from processes
supported by the creation of the best practicesutiitout the organization.

One of the bases for the study of Trautmann, BadsHartmann (2009) was the
matrix of Kraljic (1983), whereby the sourcing stégy of a company depends on two factors:
(1) the impact on the result, and (2) the riskugddy. The placement of items with respect to
these dimensions generates four distinct classifics of materials: leverage, strategic, non-
critic, and critic. The other main reference was thodel of Olsen and Ellram (1997), which
used two factors: the economic and the competiivem these two studies, Trautmann, Bals
and Hartmann (2009) developed a portfolio for GBicW relates the strategic importance and
the potential synergy. According to this portfolishen there is a high potential of synergy
and it is something strategic, the purchase shbeldentralized, its mean, must be made by
the corporation and not in an isolated unit. In ditieer situations, the sourcing process must
be conducted by the units separately.

To define the degree of strategic importance, thikas suggested the analysis in
two dimensions with their own attribute:

a) Competitive factors

a. Extension of the purchase as part of the core ctanpe

b. Conditions of the purchase to add technical or Kadge advantage

b) Economic factors

a. Total volume of purchase

b. Impact of purchase on the final product (high adeede)

c. Extent of the purchase item as part of a produttt high profitability

The coordination of organizational activities te {8S refers to the essence of the
decision to centralize and/or decentralize the tional activity, accomplishing this activity

throughout all units of the same company worldwiti@utmann, Bals and Hartmann (2009)
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point out that this conflict exist because whilelgllization pressures for standardization and
efficiency of process favor centralization, the chém customization and responsiveness leads
to more decentralization and dispersal of actigitredifferent countries.

Besides the organization of the company, anothgralspect related to GS is the

identification of which products will be managedrfr a strategic vision.

2.1.7 Choice of Materials for GS

One of the difficulties faced by companies is tledirdtion of which materials
should be purchase locally or globally, when the alternatives are feasible. In an attempt to
answer this question, Smith (1999) developed aixntdrdefine where the materials should
be researched and sourced. As a result, the contparey four alternatives: source locally,
source from further but by locally (distributiosgurce and buy from further (nationally/trade
block), or source internationally.

This decision is given from the analysis of six dimions for each product. The
first involves the product specifications, whichabssis the needs and the degree of
customization in the specification made by the lbuybe second dimension refers to product
technology, including de analysis of the level ethnology and the degree of technology
change. The quality and process technology ishing matrix of analysis, that verify the risk
of failure and the capacity of repair and tolerangs a fourth dimension of analysis, the
logistic and the availability of the item is pretah involving the product availability and the
volatility of the demand. The criticality of theerh and its volatility make up the fifth matrix.
The last aspect to be analyzed is the cost, wimcludes the intrinsic cost, that's mean, the
additional costs to the purchase price of the iewhthe cost of delivery.

After place the item in each of these six matrick® positions should be
superimposed on the original array. According toitBr(il999), if there is an overlap, and
different classification were indicated, it is segted to do a cluster analysis of the situation
in order to obtain the best match.

Gelderman and Semeijn (2002) claim that the GSegfies should be developed
based on arrays of classification of materials,ciwhielate the number of suppliers and the
value of purchases. These strategies are direzdlyed to how companies convey knowledge
to the different units of sourcing worldwide. Toope it, they investigated a Belgian MNC
whose headquarter shares knowledge through a [ortto the development of different

strategies of sourcing.
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Using the Kraljic’'s matrix as base, the study ofildeeman and Semeijn (2002)
considers a MNC and its international purchase86(&9 the total), which are positioned
within the Kraljic’'s matrix, and whose strategie® fsourcing for the 30 subsidiaries are
analyzed. The focus of the study was the identiboaof the relationship between material
positioning, strategy, purchasing, and knowledgedfer between units: the identification of
which products, due to strategic direction, led@sunits to share more information and how

the company should guide all its sourcing unitgFe 8).

High Leverage Strategic
-Exploit power positionthrough -Acceptthe terms of (dominante)
-Maximizingadded value (cost suppliers
savings) -Exceptionally, strategic
-Monitoringand managing partnerships
supplier performance
Value of
purchases Non-critical Bottleneck
-Minimalize order cost through -Acceptforced single sourcing
-Standardization of procedures -Assuarnce of supply through
-Combiningorder and invoices -Consignement systems
-E-procurement -Safety stocks
Low -Searcg for alternatives
Large ) Small

Number of suppliers

Figure 8 — Purchasing strategies in the quadrants. SoureleleBnan and Semeijn (2006).

To these authors, the portfolio leads to the degraknt of directed work teams
that driven the coordination of internal businesgsuwithin the entire corporation. However,
the study has some limitations such as the fatlue®nsider the location of the supplier in the
analysis of the risk. Another limitation is the tregion of the requirements for the
management of critical and strategic issues.

One of the fundamental dimensions of this processhé relationship of the
purchasing company and its suppliers. Within a vavsupply chain, suppliers assume an

increasingly strategic role in the opportunity é@ins through purchases.

2.1.8 Supplier's Relationship and GS

To Trent and Monczka (1998), the tendency to coimat:n the company’s

business in international sources generates amsixpaof the need for supplier development.
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The traditional supply development models usuatigsider the involvement of the supplier
in the buyer company activity, but don’t use torpheence to the fact that if they work with
local or global suppliers (Grieco, 1995, Cebi ara/aktar, 2003, Kamath and Liker, 1999,
Simchi-Levi, Kaminsky and Simchi-Levy, 2003).

The need to establish relationships with suppliersreate value within supply
chains leads to the conclusion that a company cngenerate value if the conditions are
provided by the suppliers. The buying companiesl ten establish relationships in which
information is shared through the development afsttrrelationship, as well as the
establishment of forma relationships through cat$raThus, companies can obtain an
environment of cooperation, collaboration and muteanmitment (Rogers, 2005).

Investigating the relationship of Finnish compaméth Chinese suppliers, Salmi
(2006) founds that these relationships are bugigally, and the time of development is
important to strengthening this relationship. Ma& the involvement of the companies,
such as for solve problems, is a key part in thig@ss.

According to Knudsen and Servais (2007), global ganes and the buyer
companies have greater concern about the monitofiitg suppliers to avoid raising the total
cost of acquisition and/or reduction of productldyaThey also realize that the biggest risks
are related to the reduction of final product agyadind supply conditions for the company. In
addition, these businesses have a closer relatprghcooperation and trust as a way to
reduce these risks.

Another import aspect in the context of GS is thsteamer-supplier relationship.
Knudsen and Servais (2007) emphasize that buildahgtionships is more important in
international sourcing that national sourcing. @e&son is the high level of dependence that
the buyer can achieve with the buyer. Thus, congsafticused on imports need to aim at the
establishment of strong relations, based in tresiveen the parties. Often the relationship is
best developed in contracts for innovative supgliavhich favor the flexibility of GS
(Dornier et al, 2000).

Though the deep investigation of the relationsHifoar suppliers with the buyer
company, Ghauri, Tarnovskaya and Elg (2008) idewtithe importance attached to the
development of interpersonal relationships with sharing of a clear vision of the business
between the buying form and its international sigppl They also highlighted the
technological and financial support as other wayddvelop better relationships. According
to the authors, the continuous change of peopleeitompanies leads to the loss in efficiency

of international supplier.
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According to Bozart, Handifield and Das (1998), gites the recognition of the
importance of proactively selection of internatibsappliers — the effective implementation
of GS, there are a few efforts identified to thenagement of the relationship with
international suppliers with a strategic approddiese authors have adopted four dimensions
for the evaluation of international suppliers, eaolk with their own variables, as follow:

a) Exchange of information: daily interaction, availd of financial information
by suppliers, availability of production informatidy producers, and feedback
on the performance of companies.

b) Multiple sources of supply: switching suppliers éd®n lower prices, request
of lots of quotes before placing the order, andu$e of protection contracts.

c) Formalization of the relationships: the use of caxcts, legal detailed contracts,
and the signing of specifications.

d) Informal relationships: adequate remunerations opp8ers, information
sharing, and the work with suppliers to increasaigu

2.1.9 Costs in GS

The increase of globalization has generated a f@estrategic management of
sourcing activities. Thus, GS has become the liakwben sourcing decision and strategic
decisions. While decisions regarding the choicéawe international suppliers are made by
high corporate level, the decisions related witlorti where” tend to be taken by professional
in lower corporate levels. From a literature revieButter and Linse (2008) found that
decisions related to supply in global organizatians not restricted analyzed to transaction
costs and customs expenses, they also include icasised because of cultural differences
and institutional policies.

Except for the lack of local suppliers, the sea@hcost reduction is the most
obvious reason or the conduct of international ciagr In a global context, the cost analysis
must include, besides the price of the productctists of transport, taxes, storage, handling,
and insurance also must be considered. This apptbat justifies the source as a choice for
total cost reduction is questioned by Steinle acliede (2008), for whom in order to achieve
lower sourcing prices, companies may end up inorgathe total value of the transaction.
The authors’ reasoning for this assertion lies he fragility of studies investigating the

comparative costs between local and GS, which didmake clear whether the analysis was
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made for sources within specific projects or roaittources. Another point highlighted is that
the current analysis does not count of the co&®kfforts that failure.
One of the studies that contribute to the advaridberesearches related to the
types of costs to be considered in an analysis ®was made by Butter and Linse (2008).
These authors segmented the costs involved withn@Stwo types. The first refers to the
costs traditionally studied and most easily medsardahat the authors named “heavy costs”.
In the second group they assembled the “soft coste€h as the development and verification
of contracts, information costs, communication peots resulting from the need of
knowledge of legal procedures, the development roéttrelationships, and the costs
associated with the operation’s risk.
These two groups were further subdivided into thibee are controlled by the
company or not as shown below:
a) Heavy costs
a. Decisions controlled by the company
I. Research cost to identify suppliers
. Direct transaction costs

iii. Transport costs

2 Quality control

V. Installation and maintenance costs
Vi. Intellectual property costs
Vil. Training

b. Decisions not controlled by the companies
I Commercial law
ii. Exchange
iii. Licenses for import and export
2 Government regulations
b) Light costs
a. Decisions controlled by the company
I Effects of supply’s decisions in the company’s eatrjobs
il. Effects on company reputation and value of theandr
iii. Corporate culture, like the company’s ability to mage
suppliers

V. Sustainability of transaction costs within the camyp
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V. Risk aversion related to the company’s ability ope with the
risks associated with new suppliers
b.  Decisions not controlled by the company
I. Sustainability arising from the relationships betwdocal and
global environments
. Cultural differences’ interactions
iii. Political differences

\Y2 Environment (Butter and Linse, 2008)

Once you know these costs, the challenge is tonogei them in order to achieve
maximum value with the lowest total cost. The &pilo source products and services at the
lowest price is less critical than the developmehteffective ways of overcoming tariff
barriers. What happens is that in a globalized renment, these light costs become more
important, leading to the sourcing area a stratdigieension (Butter and Linse, 2008).

In order to reduce the impact of GS costs in thalfproduct, Bozarth, Handfield
and Das (1998) found that many companies are wgrkith the expansion of the GS volume
to achieve economies of scale. This behavior wastified with the investigation of 55 U.S.
manufacturing companies. The increased volume ofces is one of the factors that lead
buyers to become preferred by their suppliers &teand Schiele, 2008). In fact, when
suppliers are perceived as valuable resources, tteay their customers better. However,
Steinle and Schiele (2008) also found that geogcadlstance is a major factor for this
behavior.

Within this context, a simple analysis of manufaicty cost is not enough,
variable such as costs of resources, exchangdluataations, availability of infrastructure
(transport, communication and energy), industigalfural and political environment, must
also be included. This need to extent the anatgsise development of a sourcing strategy is
necessary because the main problems associated immational sourcing related to
logistics, inventory management, distance, natismgland differences in working practices.
However, despite these problems, the origin of gagr according to Murray and Kotabe
(2004), is less important than how this activitydsne. Thus, GS enables the aggravate of
international supply to be properly management #ar impacts minimized, or at least
controlled.

Another approach to cost analysis was made by ZeagRossetti (2003). The
authors developed a framework of five steps fotuatang the logistics costs involved in GS.
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This framework begins by the identification of sategories of logistics costs involved in this
process, as follow:
a) Transportation
a. Shipping
b. Consolidation
c. Transfer rate
d. Collection and delivery
b) Inventory
a. Stock market
b. Safety stock
c) Management
a. Order processing
b.  Communication
c. Overhead (payment made to international logistrosijg)
d) Taxes and fess
a. Expenditure on clearance
b. Expenses cargo agents
c. Expenditure documentation
e) Risk and damage
a. Damage, losses and delays
b. Insurance
f) Moving and packing
a. Change in the terminal
b.  Material handling
c. Input/output of goods
d. Collection of empty container for stuffing

e. Packaging and storage

After identifying these costs, Zeng and RossefiD@ present a five steps model
for the costs analysis:
a) ldentification of the goal through the verificatioof the logistics costs
associated with GS.
b) Establishment of possible combinations of transputels and configuration

of the activities



61

c) Development of a minimum number of parameters antbegsix categories
listed above.

d) Reclassifying the costs into three groups relabeitistcauses: weight, amount,
and frequency of shipments.

e) Calculate the total logistics costs by establistangatrix of each cost for each
alternative in a way to see the costs of eachraltee. The values obtained
can be analyzed with technological resources ierotal help the company to

minimize the total cost.

Hong and Holweg (2005) identified three levels afsts that need to be
considered when analyzing the cost efficiency of B&sed on these findings, they proposed

a framework for financial assessment of GS (Fig@)re

Static Cost Dynamic Cost Hidden Cost
1 Purchase price ex1 Increased pipeline and safety stack Currency fluctuations, in particular
factory gate due to demand volatility for artificially pegged currencies
2 Transportation cost per2 Inventory obsolescence due to long Remaining overhead at the
unit, assuming ng logistics lead-time, e.g. in case pHeadquarters (purchasing, technical
unexpected delays fqrquality problems assistance, R&D, product
quality problems development)
3 Customs and duty tp3 Engineering time needed to address The loss of intellectual property to
clear one unit for export | quality and warranty issues contract manufactures
4 Expedited shipments, e.g. aid Legal risks in terms of ownership pf
freight, to ensure uninterruptedfacilities and market access
supply
5 Cost of lost sales and stock-outs,|& The strategic risk of political
the supply chain is unresponsive instability and change

Figure 9— A Framework for Financial Assessment of GS. Seurong and Holweg (2005)

These three studies that investigated cost in G®ialopresent an established
relation between them. It is possible to identtattthere is a distinction of costs that are
easier to identify and manage, called ‘decisionstroied by the company’ by Butter and
Linse (2008) and ‘static costs’ by Hong and Holw@§05) and those ones that are more
difficult to manage, called ‘decisions not contedll by the company’ by Butter and Linse
(2008) and ‘dinamic and hidden costs’ by Hong amdweg (2005). This situation lead the
companies to the need to manage the GS processcarafelly in order to avoid the risk to
lose one of the most important benefits of GS:tttal cost reduction. The management of

GS activities will be investigated in the sequence.
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2.1.10 Management of GS Activities

The model proposed by Trent and Monczka (1991, PBA8 been presented as a
framework not only to analyze, but also to manageply activities. Whilst being a process
that can be adopted by companies to linearly moom fa local to a global approach of
sourcing, the model has an extremely high focutherdiscussion between centralization and
decentralization, being part of their discussionky ¢o corporations that have more than one
business unit. Although it is considered a widelycepted management model, other
alternative models must be sought. In this sedretas found the proposal of Zeng (2000,
2003) that extent the discussion on the manageprenesses of GS, although this is a non-
tested model.

The proposal of Zeng (2000) analysis GS through &émensions: (1) Types of
companies that make GS, (2) Types of item sourdebally, (3) Reasons for the global
search, and (4) Countries identified for GS. Focheaf these dimensions, the authors
identified variables to indicate how the model ¢ applied and what must be analyzed.
These variables are shown in Figure 10. It is notdw that this is a perspective focused on

the analysis of US companies.

Type of companies that source internationally:
-Wholesale trade, durable goods

-Fabricated metal products

-Industrial machinery and equipment
-Wholesale trade, non-durable goods

-Electric and electronic equipment

-Chemicals and allied products

-Furniture and fixtures

-Rubber and miscelaneous plastic products
-Stone, clay and glass products

-Instruments and related products

-Business services

-Engineering, accounting, research and management
Source: Frear et al (1992)

Reasons for global sourcing:
-Improves competitive position
-Global attitude

-Lower prices

-Enhance company image
-Countertrade obligations

-Better avaiability

-Better quality

-Local content requirement

-High level of technology

-Better terms of delivery
-Unavailability of items in the US
-More advanced technology abroad
-Negotiability

-Association with foreign subsidiary
-Geographical location
-Government assistance

Source: Frear et al (1992)

Types of items purchased from international sources:
-Finished goods

-Electrical components
-Mechanical components

-Capital equipment for in-house use
-Subassemblies

-Raw materials excluding fuel
-Chemical components

-Services

-Textiles

-Technology

Source: Min and Galle (1991)

Principle country of overseas sources:

-North America: Canada, Mexico

-Europe: UK, France, Germany, Italy, Ireland, Poland, Hungary,
Romania, Turkey, Yugoslavia

-South America: Brazil, Venezuela

-Asia: Japan, Singapore, Taiwan, South Korea, Hong Kong, China,

India, Malasya
-Caribbean Basin: Puerto Rico
Source: Frear et al (1992)

Figure 10— Issues in GS. Source: Zeng (2000)
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According to Zeng (2003), the GS process can beedein five stages. The first

stage comprises the investigation before the adomf the strategy, as can be seen in the

Figure 11.
1 2 3 4 5
| o Suppli Performance
nvestigation . upplier .| Measurement
and Evaluation Selection & | Implementation & Continuous
Tendering Development Improvement
r-Core activities
Analysis of I-Selection
f-company, criteria
customer L -
& competitor Pre-screening Negotiation
i Technical | Team, strategy
Sourcing Estimate - hedul
¥ cirategy | economic & assessment & schedule
operating | Savings Agreementon | Monitor supplier's
 benefits identification [~ supply & performance

X Logistic terms
| Implementation

v Schedule

Measurement
r of actual
performance

 Progress report
v

Relationship
analysis

| Continuous Improvement
opportunities

Maintain dynamic
L & flexible
procurement
process
v

Figure 11— A generalized five stage model to manage GS.cgodeng (2003)

Another way to manage GS is dividing the operatiassessment of GS in

different strategic levels, as Hong and Holweg &0froposed, and can be visualized in the

Figure 12.
Time Key issues Variables
Operational | « Labor cost . Delivery lead time against customer order
(day to day| . Production and logistics leads Transportation needs (how often do you
management) | times need airfreight)
. Product quality . Search and coordination cost
. Customization of products | ¢ Transportation cost
. Other indirect cost (travel, set-up-
extraneous payments such as bribes etc.)
. Purchase/unit costs
Tactical (1-2] » Flexible configuration and ¢ Tax regime
years’ local presence to gauge customer Duties and tariffs
horizon) needs . Degree of product customization to logal
. Need to provide appropriateor customer needs
product variety and innovation . Cultural, language, skill differences
Strategic (5] Location of manufacturing ¢ Political risks
years’ operation . Market growth
horizon) . Sourcing decisions . Labor cost
. Outsourcing of operationse Product life cycle
and services . Transaction costs

Figure 12— A Conceptual Frameworks for the Operational Assent of GS. Source: Hong and Holweg (2005)
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The theoretical investigation revealed the abseican approach to understand
GS with a process perspective including the segadeaspects that had already been studied
by the researchers. In order to fill this gap,hie sequence it will develop a discussion related
about the different theoretical perspectives alyeptesented in this chapter in order to
propose a theoretical framework that can integtadindings.

2.2 Analyzing GS and the theoretical framework devepment

This section presents an analysis of the concemtstaeories previously studied
in the literature review in order to explicit thew&lopment of the theoretical framework.

Through a literature review, the goal was to prepasheoretical framework that
could be consider a kind of theory development.ohding to Baumeister and Leary (1997),
this is the most ambitious goal of literature rexidn this case, research proposes a novel
conceptualization or theory regarding some phenomeproviding a database from which
the author draws conclusions about the merits istieg conceptualizations.

The proposed framework presents a set of interatedeactivities that, together,
represent the adoption of GS by companies. On eteeldpment, there was an issue to
highlight the relation of GS with the company anithwihe suppliers. In an effort to simplify
the analysis of the framework, five dimensions widentified in the theoretical framework:
(1) antecedents of GS, including strategic oriémmatand organizational structure, (2)
opportunities, (3) process of GS, including supfdienanagement and purchase process, (4)
difficulties and risks, and (5) results. In the sece of this section, each dimension will be

investigated.

2.2.1 Antecedents of GS

Understanding the concept of GS is a preliminaiptpbut what leads companies
to adopt it? Companies purchase abroad in ordeedace costs and also to access other
advantages from the supplier country or the suppbenpany. Considering TCA, the essence
to purchase is the complex cost analysis and tbhkigon of the research related to sourcing
are showing that even cost is the essence, othefiteeare being achieving through this

activity.
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Investigating the advantages from GS, Alguire, Fread Metcalf (1994)
identified that companies can obtain comparativé eompetitive advantages through this
strategy. The comparative advantage is relatetha@cability of a company to capture local
cost advantages through the utilization of foresyippliers. The competitive advantage is
related to the company’s ability to offset competit disadvantages other than costs,
including access do superior quality or higher tedbgy inputs, and the ability to obtain its
requirements from offshore supplier more readidytHe possibility of advantages that lead
companies to source globally, and is the posgjtiititincrease these advantages that will lead
them to adopt GS. This evidence leads us to thestigation of the strategic orientation of the
companies to adopt GS.

2.5.1.1 Strategic orientation

The motivations to GS can be related with the camisaproducts or input’s
features, like when a product required a specdiw material that cannot be made by the
company, or can be related with the supplier, Wteen one can obtain a product just in a
specific country, or can get it with a less totastc The investigation of motivations must be
related with these two types of advantages and \w#irbe presented which motivations are
related with each construct. The motivations relateéth comparative advantage are those
that leads the company to capture local cost adgast though the utilization of foreign
suppliers. As it was not intend to make an invesitogn of cost’s types, the total acquisition
cost reduction was used as a way to include aliscedated with a sourcing decision. The
possibility of reduced cost through the exchangasesr must also be considered here. The
competitive advantages are related to the compampgity to offset competitive
disadvantages other than costs. In order to idetiidse motivations, a list of all advantages
not directly related with costs that are presemtethe literature were made. In an intuitive
way the motivations were grouped in 4 categoridadditate as can be view in the Figure 13.
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Motivations to GS

Constructs Motivations
Motivations related with Total acquisition cost reduction
comparative advantages . Incoming goods at a lower cost in local currencick@nge rates)

Motivations related with
competitive advantages

Product related

. Access new technologies

. Deliver improvement

. Flexibility to change the input’s features
. Product reliability improvement

. Quality improvement

. Quality control improvement

Supplier related

. Establishment of alternative supply sources
. Increase in the number of available supplier
. Supplier reliability improvement

Process related

. Access advantages from supply’s market

. Access advantages from supply’s core competence

. Anticipate material needs to new products in dgwalent
. Anticipate materials needs in case of demand clgange
. Better negotiations conditions

. Introduce of competition on the supplier base

. Reduction of product development cycle

Company’s marketing related

. Customer service improvement

. Establishment of presence in global market

. Get the opportunity to sale to a specific marketauntry
. Meet supply constraints imposed by government

. Offer global support to local products

. React to competitor’s practices

. Support to the company own international operations

Figure 13— Motivations to GS. Reference: Author based on é2&a and Trent, 1991; Bozarth, Handfield and
Das, 1998. Dornier et al., 2000; Cho and Kang, 2@btistopher, 2002; Jin, 2004; Agndal, 2006; Har2006;
Knudsen and Servais, 2007; and Dutton, 2008.

Quintens, Pauwells and Matthyssens (2006) propdsedrs and facilitators to

GS (Figure 14). Under their analysis, drivers mustunderstood as elements that favor or

speed up the global purchasing decision, and faidhs are the conditions that do not

necessarily lead to more GS but ease its implertienta
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Proposed antecedents of GS
Drivers Facilitators
Product . Cost advantages (materials ane Product cycle
components)
. Better delivery performance . Supplier certifications
. Higher-quality products
. Unique or differential products | ® Top management support
. Obtain better technology . Nationality of parent company
Company/ . Assure organizational flexibility | ¢ Knowledge on foreign business,
management exchange rates and global opportunitie’s
. Planning for global purchasing
. Global attitude, orientation and
experience . Operational  philosophy  (lot
. Centralization of decision making sized, number of suppliers, etc.)
. Development of
. Integration of worldwide communications skills
activities
Network . Take advantage of existinge Long-term relationship
logistics systems prospects
. Diversification of supplier base
. Buying alliances
Industry/ . Competitive positioning . Type of industry
competition . Protect proprietary technology | ¢ Technological orientation of
. Gain a foothold in new markets | industry
. Market size
Environment . Cost advantages (labor) . Development of trade zones
. Satisfy countertrade requirements» Better foreign transport and
communication
. Guard against currengye Capable intermediaries
fluctuations . Cultural similarities
. Stimulating foreign government
policies
. Advantageous legal and economic
environment nI\

Figure 14— Proposed antecedents of GS. Source: Quintens/dila and Matthyssens (2006).

These motivations and potential results were piignadentified through the
study of companies that used to go abroad lookangduntries traditionally seen as supplier
markets. The companies from these countries degdldipemselves over time and are also
looking for better supplier opportunities. As theame from countries traditionally with lower
costs, will they be lead by the same motivatiorssijdally costs, or other aspects will conduct
the adoption of GS like complementary capabilitesl access to new technologies? Will
their motivations be more related to competitivecomparative advantages? The findings
supports that comparative advantages are linked math the first stages of international
purchase, and competitive advantages linked motie @5, but that will be realize that in
emerging companies? These questions lead us toebe to understand the reasons that
conduct the adoption of GS by companies insteauisif purchase abroad looking for cost

reduction.
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The sentence below presents a synthesis of thediads:

The adoption of GS is motivated by comparative @mpetitive advantages.

The literature reveals that a consistent group ofivations leads companies to
GS, and the benefits can be achieved through tbptiat of this strategy. While cost and
reactive reasons are related to the internationalhase, more can be obtained through GS.
Understanding how companies adopted it requires itkestigation of the companies’

structure and process, and the next section wilstigate the company’s structure for GS.

2.2.1.2 Organization Structure

The structuring of a company’s resources, procadgssapplier management are
some of the aspects that must be included in then&&gement process. The analysis of the
structure will enable us to know if the companyischasing globally with a strategy view
and the process enables us to know how the conmipaloyng the sourcing (Lima, 2004).

In GS studies, one must consider that an actiwaty lbe developed either by a
single company that operates in the global markegbr by a set of companies belonging to
a corporation with units in a single country orfeiiént locations. When the object of study is
the second group of companies, some dimensionsadded to the management of this
activity.

Much of the discussion about GS is around cenatdin versusdecentralization
of international purchasing (Arnold, 1989, Monczkad Trent, 1991; Trent and Monczka,
1998, 2003, 2003a; Arnold, 1999; Trautmann, Bald Alartmann, 2009). According to
Porter (1986a), an internationalization strateggspnts two key-dimensions: configuration
and coordination. Considering global companies, ghecess in adopting GS implies the
delegation of a sufficient degree of autonomy efgtibsidiaries. Although the corporation
must follow a homogeneous orientation, this fleiypiwill allow greater speed of action in
the market. The consequence is the need for battedination between units of the same
corporation (Arnold, 1989).

Extending this discussion about the degree of abnéition needed in managing
GS, Matthyssens and Faes (apud Arnold, 1999) premeyuments for and against the
autonomy of the units. In favor of decentralizatidhey show that the local managers

responsible for total cost control feel frustratédhey cannot control these costs. This
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strategy also facilitates cooperation amongst uyethe consumer market, since they tend
to know their customers better. These same buysosbecome more motivated, they seek to
local supplier became faster, the delivery timesraduced, relations are established with the
community, and better purchase conditions may heiméd. At the same time, the authors
argue that centralization can provide greater hamgg power and generate economies of
scale with the uniformity of demands. A global viefvsupply may lead to better acquisitions,
resulting from better knowledge of the market. Hinat allows efficient use of the skills of
procurement with the reduction of administrativéwiites and operational costs. To Quintes,
Pauwells and Matthysens (2006), a high degree wofraleation and coordination ensures
better results in the generation of value throdghdctivities of international supplies, as well
as the internal organization of the company fordbeelopment of GS may provide greater
opportunities to achieve advantage. The necessitpardinate these activities emerges when
considering that a company will perform purchasaegvities on a local and global basis like
presented by Gelderman and Semeijn (2006) to whenmianagement of suppliers in various
markets increases the complexity of organizationahagement and there is a need for
attention in the management of internal and extenterfaces.

The concern with the organizational structure famrying out activities of GS is
still a modestly explored topic, although it is diamental to building a strategy. To verify
this, Hartmann, Trautmann and Jahns (2008) conduetestudy with eight MNCs,
investigating the strategies adopted by these compan three areas, each one with its
variables: International Strategy (global competiti scale economy, and local
responsiveness), Organizational Configuration (matts dominant structure, network
structure, and excellence centers), and Interdeyeryd(Headquarter interdependency, and
subsidiaries interdependency). Analyzing the sfiatélirection of international companies
through these dimensions, it was identified thalthll adopt a transnational orientation and
realize the importance of balancing the activitéscentralization and decentralization of
control. They can present two different functiocahfigurations. The first, named global
structure, is characterized by the centralizatiothe array with the participation of affiliates
in the process of strategic development to meeiomed peculiarities. The second
configuration, named transnational structure, sratterized by being an integrated purchase
network, leaving only the Headquarter to coordirthte teamwork of the group. In the first
group are companies that generally have a largemdemcy on the Headquarter, while
companies whose subsidiaries are generally morepamtient are positioned in the second

group. The choice among these structures is infle@nby the corporate organizational
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structure and distribution of knowledge on purchastveen the units (Hartmann, Trautmann
and Jahn, 2008).

Aspects of formalization became important to thenaggment of GS when
dealing with companies with different subsidiareesd different purchase units. Hartmann,
Trautmann and Jahn (2008) found that, with resjeettte formalization, the focus must be on
the definitions about governance and standardscepso and control. Governance and
standards mean the establishment of manuals, cofleonduct and the definition of
competences. Process is understood as the resjtitasibf each company (headquarter and
subsidiaries). Control has been considered asdfableshment of indicators and methods to
monitor and compare the efficiency of the units.

To Hartmann, Trautmann and Jahn (2008), the degfeeentralization’s
responsibilities for procurement in MNCs will reftethe corporate organizational structure.
The distribution of responsibilities between thergmase subsidiaries will reflect the
distribution of knowledge and experience about #wsivity. To integrate the purchasing
activities in different countries, both global atrdnsnational companies, make use of a
medium level of formalization, information systemgerformance indicators, and the
centralization of strategic purchasing activiti®oreover, global companies strive for the
interaction between headquarter and subsidiarresuae higher levels of centralization than
transnational companies. They use the more activeliement of its subsidiaries in the
strategic planning process, while committed theerattion between headquarter and
subsidiaries, and with more emphasis between sahbsgisl (Hartmann, Trautmann and Jahn,
2008).

The current standard of competitiveness requiraspamies to modify their
position; they must integrate their activities asr@eographic locations (Trautmann, Balls
and Hartmann, 2009). One challenge is to identifyctv areas need to be integrated and
which should be independent. To identify these saré@e authors developed a single case
study with a company that was starting to organigeglobal procurement structure. The
researchers focused their efforts on the studymétional activities and how to manage them
in order to get the best result for the purchasireg, meaning the synergy of this activity. The
synergy of global purchase is divided into thresssés: economy of scales — reducing the unit
cost by increasing the volume of purchase; econofmnformation and learning — sharing
information and knowledge through various unitsgl @sonomy of process — benefits from

processes supported by the creation of best peadiitoughout the organization.
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One of the bases for this study was the Kraljicatnm (Kraljic, 1983), whereby
the sourcing strategy of a company depends on @etoifs: the impact on results and the risk
of supply. The other main reference was the motil€@lsen and Ellram (1997), which lists
two factors: economy and competition. From thesdiss, Trautmann, Balls and Hartmann
(2009) developed a portfolio for GS which relatesthe strategic importance and to the
synergy potential. The strategic importance ishkatted to the consideration of competitive
and economic factors and to the synergy which demsieconomies of scale, economies of
information and knowledge, and economy of procAssording to this portfolio, when there
is high potential of synergy and it is a strategput, the purchase should be centralized. In
the other situations, each unit should make their purchases.

Based on four case studies, Arnold (1999) idestiffeee typical alternatives for
the GS organization that can serve as general mawdérring to different degrees of
centralization: central purchasing model, the co@tibn model, and the outsourcing model.
Schmitz and Knorring (2001) identify that the cafization tendency — that can be viewed
through Trent and Monczka model — is a consequaricéhe increase in the supplier
alternatives. This tendency can extrapolate th@diof the company and results in groups of
companies developed for purchases globally. Anatythe shoes production cluster located
in Brenta — Italy, Rabelloti (2003) reveals thimncentration of purchaser in describing the
group that makes purchases from the region to then@ny market and it surrounding. In
2000, 74% of the sales to retail customers werarozgd into purchasing groups.

This centralization vs. decentralization conflictappens because while
globalization and its pressures for standardizatand efficiency of processes favor
centralization, the need for customization and sasfveness leads to more decentralization
and dispersal of activities in different countr{efartmann, Trautmann and Jahns, 2009). The
balance is required and, according to Trent and ddka (2003), companies that adopt GS
will realize that a centralized procurement struetis more important than companies that
make international purchases.

The sentence below presents a synthesis of thediads:

The centralization of GS activities is related witle potential synergy between units, and

their supply needs.

Looking at the company configuration to implemer®,@& is possible to affirm

that there are some requirements to implemenbitAfhold (1989), the first is the company’s
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size. At the same time that big companies seenmate Imore resources available, the small
usually are more predisposed to flexibility. Acdagl to Trent and Monczka (2003),
companies that engage in GS are larger and maeky lik have competitors that are multi-
regional or global than comparing to companies thake international purchases. Knudsen
and Servais (2007) say that the internationalimatb purchase activities require resources
and time to be developed. Observing the internati@mvironment for small and medium
enterprises, the authors argue that the size lithés internationalization expansion but the
experience in international purchases can faalithis process.

A second aspect is the inferior position givenhe purchase area in organization
that can limit the ability to take advantage of ofipnities due to internal neglect. This aspect
is supported by Arnold (1989) and Quintens, Pauaats Matthyssens (2006), to whom the
top management supports is a facilitator to GSs Wil not necessarily lead to (more) global
purchasing, but ease its implementation. Besidat the internal articulation between areas
requires balance between the areas to which thabcoative process can be accomplished.
Trent and Monczka (2003) identified that the depetent of strategies by companies
engaged in GS is more important to their executivenagement than compared with
companies that engage in international purchasihgse arguments show that the required
commitment of top management will be better viedi as companies adopt GS, and to
efficiently adopt GS the commitment is required.

The identification if GS reflects a strategic amwmio to procurement in the
company implies in the research of the corporatel$éethat are involved with the purchase
decision process within the company’s structure.r@fiires that these decisions be taken by
top-managers and in the case of corporations, dh@ocate direction and not isolated units.
This level of decision making seems to be cruciander to give the necessary importance to
purchase function within the organization whilegalhg strategic planning and the planning
of the purchase function.

The sentence below presents a synthesis of thediads:

The adoption of GS implies that the availabilityre$ources for establishing and managing
the activity is relative to the organization’s siaed, the importance attributed to GS,
including the top management support, and the itngdsatures.

A last aspect related to company’s structure igotlesence of the purchaser at the

supplier country. The internationalization of sypplith the presence of the purchaser
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company in supplier's country can happen in diffiér@ays that represent a continuum of
involvement (Harris, 2006). The first approachhe tise of trading companies to broker the
negotiations and activities between purchaser(d) supplier(s). Considering that they are
subcontractors, it does not imply investments @& flurchasing company. Moreover, as
intermediaries, they usually conduct all or parthef operational activities. The second way is
the use of local representatives of the purchasamgpany in supplier markets. One form of
representation entails the opening of Internati¢hachase Offices — IPO. Its responsibilities
relate primarily to search for suppliers, requasitgs, eliminate noise in the communication
process, negotiate contracts, monitor shipmentspkacollection, management of technical
problems, confirmation of the quality of productmd visit supplying units (Trent and
Monczka, 2003; Mulani, 2008).

Aside from the benefits that IPOs can bring to cames, it is important to
previously define how the units will interact. Acdong to Mulani (2008), the IPOs represent
an alternative preferred by businesses to incotparew suppliers in the global supply chain.
The governance has highlighted the importance tdcefe performance of these units,
including activities as the identification of corpte guidelines for directing the activities of
IPOs, identification of coordinators for the unifscus on top-down support, realistic goal
setting (instead of aggressive goal setting), madtion of transparency through
communication with the operation, and emphasisantiguous training in order to reinforce
corporate goals.

The choice of a business unit abroad and assigsahee responsibility on the
development of a product, regional or global, isthar strategy observed by Harris (2006).
This way the company can capture the best oppoanavailable in a particular place,
related technology and production. The risks of thirategy stem from the degree of
coordination required to make the information afedi by the unit and its actions be in
harmony with the entire company.

Investigating Swedish companies in the clothingt@edkesson, Jonsson and
Edanius-Hallas (2007) identify that direct purch&sen manufacturers in a global market is
the most frequent strategy. It represents a wawabfieving both flexibility and control
capacity of manufacturing and allows an approaamaoufacturing operations. The presence
of agents as intermediaries was found more frequentdistant supplier markets from
purchaser's country, such as Asia. The companiestifted as manufactures’ direct
purchasers used to be larger, comparing them witset that adopt another strategy. As

companies are investing in the internationalizatbnheir activities with the opening of the
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product and marketing units abroad, this view isoiporated into the inclusion of
international purchasing units, both from themseglag partnerships.

There is a relationship between the different wafygositioning the supplier and
buyer in the market level of involvement in thigiaty. In the last two stages of Monczka
and Trent’'s continuum, it is highlighted that camgdoons use international units of the
corporation to assist the overall acquisition pss¢@nd integrate the activities of the various
business units. However, the entry is not condétbon the purchaser’s entry into supplier
market. In the propositions of Arnold (1999) origtiins about this subject are not presented.
Although it is not clear the relationship of thepapaches to this aspect, one must consider
that the entry of the purchaser on supplier’'s ntakan alternative that may contribute to the
success of GS, not being a basic condition for tieailization.

The sentence below presents a synthesis of thediads:

The presence of the purchase company in the sapplytry is motivated by the adoption of
GS.

The next section will investigate the opportunitesssS.

2.2.2 Opportunities

In the global environment, the number of opporiesisupposed to increase and
variables related with different external enviromtsecan affect the benefits of using global
suppliers. In the management of a GS process, sdtieal success factors emerge and need
to be more careful conduce. Matthyssens, Quintes Faes (2003) identified as critical
success factors the top management’s commitmentaimgness to support and follow-up
on efforts, matching between GS and global comarategy, training and empowerment of
employees involved, successful cases to get mativgoing and constant learning, cultural
empathy, open communication on all aspects involed increased coordination between
affiliates, and optimal use of supply partners/raekw Trent and Monczka (2003a) did a more
complex study and presented the factors that havre wr less relation with the GS success
in descending scale. The availability of time towelep global strategies and the availability
to identify common requests by purchasing unitsrel&ed with the capacity of the company

to identify opportunities and get the better restriom them.



75

The investigation and the design of a GS procese widied by Zeng (2003).
According to him, the GS process can be separatedfive steps. The first comprises the
investigation before the adoption of GS, includihg identification of a company’s core
competencies, requirements of consumers and thaatkastics of markets and competitors
in order to determine market potential suppliere Tilan of GS must be prepared with the
company’s top management and top management witlegthe next steps. Matthyssens,
Quintens and Faes (2003) argue that a GS programe Bame key features for its
development as market and supplier research (imguetinformation) and audit programs,
knowledge availability and experience exchangegelbpment of specific supply structures
(pilot projects, coordination efforts and matrikdicategory buying structures), determination
of the right transaction solutions with more corogted logistics (including transaction links),
development of detailed partnership blueprints, @oditioning as a reliable partner for
value/technology. The second step is the evaluatiem which starts with the definition and
application of some criteria for analysis of potahsuppliers. The result is a list with few
suppliers that will have requirements and costdyaed in order to reveal operational and
economics benefits. The selection of suppliers et development are the third step. In
addition to signing contracts with suppliers, therkvschedules to the procurement activity is
developed. Step four corresponds to the deployniért beginning of the supply depends on
the efforts of the staff assigned to conduct thiscess which will be proceed with
arrangements developed for sharing resources aoghtmts in the logistics process. The
expected results should be documented to evallseptocess. The measurement of
performance and development of ongoing improvemam@sncluded in the fifth step that will
be focused on the supply process excellence, andntig and flexible adapt to market
changes. To Agndal (2006), the extent to whichnliegr from past activities positively
impacts future activities; they can therefore besgwned by many managers that apparently
do not perceive inward international expansionrasgegral part of company growth in the
way they believe outward expansion to be. The aulihgues that this may happen because
the concern with accumulating knowledge and expederegarding GS is termed need-
driven, opportunity driven, or even external pressiriven, when companies are more or less
forced into new markets by powerful stakeholdershsas customers and owners. This leads
to a situation where little is known about the G8cpss, and the necessity of documentation
and evaluating became stronger.

To obtain higher gains from GS, it is prior to getolved in the identification of

opportunities with global suppliers. The identifica of the real potential of a supplier
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requires a joint analysis of purchases with othecfional areas such as product development
(Quintens, Pauwels and Matthyssens, 2006). Besiigesthe logistics become important to
analyze the operational feasibility of the acqiositprocess. The relationship with these and
other areas it is evident, therefore, as a dimansidoe investigated in GS. With this research,
one must analyze the mechanisms of integration; us®d this integration occurs and how
activities are coordinated among functional areb$usiness to ensure transparency and
speed in these interactions.

To be able to identify opportunities in the glokadrld, companies must dedicate
resources to the sourcing area with the focus @n ahalysis of internal and external
opportunities. GS requires the monitoring of actaatl potential suppliers’ environments,
including the investigation of macro and micro-emanc variables in order to identify the
sourcing opportunity. Part of this work is relatedh the establishment of the alignment of
internal functions and activities, and the invesign of join sourcing opportunities inside the
company’s structure. The proximity of purchase avéh others inside the company results
in the identification of potential supply demandacilitating the pro-active approach of
sourcing area to search potential supplier maikedscompanies.

The sentence below presents a synthesis of thediads:

The supply opportunity analysis process includesitivestigation of the supplier company,

the inputs, and the supply and sourcing environs)eat well as customer requirements.

The process of GS will be investigated in the rsedtion.

2.2.3 Process of GS

The GS process must be view as possible more carppbeess to the purchasing
area to promote the entrance of inputs in the naddesourcing flow, and it must be
considered that this area is not responsible arsthie supply of materials, as services are also
related. The investigation of a sourcing proces®lires the study of (1) the selection and
development suppliers and (2) the analysis of @ugigpation of the purchase areas in the
supply materials flow (Lima, 2004). The discussimitl start with the investigation of the

supplier's management in GS process.
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2.2.3.1 Supplier's Management

GS assigns responsibility to the company regardhmy search for potential
suppliers and the development of relationships wh#m. This search includes everything
from identifying potential market suppliers to tlselection of specific supplier for a
component (Trunick, 2006). For the development lof tactivity, it iS necessary to
approximate the purchase area with the new prodistslopment, making this search result
in the development of new opportunities for the pany, not just the acquisition of what is
already pre-defined. After the identification oftgotial suppliers, their development become
essential and will require the involvement of otheras of the company. The involvement of
other business functions reflects the support giteerthe strategic purchase function and
alignment of this activity with the company’s sagic planning. Beyond that, one can
effectively analyze potential supplier. It is natsgible to ignore the ones that are being used
at the present as it is the comparison with thbatednables the identification of opportunities
for replacement suppliers. This way, the supply ag@ment comes as a central activity
within the GS.

To Trent and Monczka (1998), the tendency to coimae:n the company’s
purchases generates an expansion of the needdpliesudevelopment. Traditional supplier
management models highlight the involvement of 8appin the business, however, they do
not make the distinction between local and glokaidco, 1995, Cebi and Bayraktar, 2003,
Kamath and Liker, 1994, Simchi-Levi, Kaminsky arich&hi-Levi, 2003).

Looking at the GS approach, the involvement of #app into new product
development is an unexplored aspect. Consideriag@&Ss leads to a close relation between
purchasers and suppliers, and with the areas irbEl&eompany, and that the motivations
include the source for new technologies and actessipply capabilities, it is reasonable to
guestion how is the engagement with global supplieith respect to new product
development. Will the intra-departmental approadguired by GS support a Dbetter
relationship with suppliers on this process? Atdhme time, global suppliers can represent a
more difficult relationship comparing with local ppliers because of cultural differences,
distance and other factors.

The sentence below presents a synthesis of thediads:
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The adoption of GS contributes to the involvemésuppliers into new product development
as the units of the company and units areas areem@ated, but at the same time, work with

global suppliers can be more difficult comparinghwibcal suppliers.

Investigating the relationship of Finnish companeth Chinese supplier, Salmi
(2006) found that these relationships are builtdgadly. Time and commitment of the
companies are important factors for the establistiroka relationship. According to Knudsen
and Servais (2007), companies involved in inteamati transactions have greater concern
about the suppliers’ monitoring to avoid the inseaf total costs and the decrease of
product’'s quality. They also realize that the bgjgesk is related to the reduction of final
product quality and supply conditions. In additidghese businesses have a closer relation
characterized by cooperation and trust as a wayethuce risks. These authors also
emphasizes that building relationships is more irgm in international purchases than
national ones. One reason is the high level of dégece that the purchaser can achieve with
the suppliers. Sometimes, the relationship candtetdeveloped in contracts with innovate
suppliers, which are more favorable to flexibili®ornier et al, 2000). Investigating the
relationship of four suppliers with a purchaser pamy, Ghauri, Tarnovskayaand and Elg
(2008) identified the importance attached to deviely interpersonal relationships with
transparency. Besides that, they also highlightted technological and financial support are
ways to develop the relationship; that people tuendeads to loss of efficiency in the
process.

According to Bozarth, Handfield and Das (1998),pitesthe recognition of the
importance of pro-active international suppliersere are few efforts that identify the
management of international suppliers through atesic view. They suggested four
dimensions for evaluation of these suppliers: arge of information, multiple sources of
supply, formalization of relationships, and infotmelationships.

Developing countries are traditionally host of digrpwith low cost and even
quality, as they source worldwide companies. Alsmsidering the fact that GS is an
approach to identify better opportunities wheretery are localized, will the companies face
differences with foreign suppliers at their courand abroad? Many of the MNCs have units
worldwide that can source locally even though tdeynot have production in that country.
This may represent benefits since the logisticlehges are smaller when sourcing locally,
but will the benefits be the same, especially irmte of costs and other competitive

advantages? Otherwise, the local presence of disuppn increase the benefits related to
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support and customer services and cultural distacmédd be reduced facilitating the
negotiation process.

The sentence below presents a synthesis of thediads:

The choice to use foreign suppliers based on thehager country will be related with
support, customer service, and cultural aspectategl to the supplier management process.

The purchase process will be analyzed in next@ecti

2.2.3.2 Purchase process

The relationship between different areas insidé eanpany and different units
of the company requires a standardization of meltgrmaybe through codification, in order
to facilitate the communication flows. Besides thatis prior that the importance of each
material also be considered in GS and to do souskeof materials or purchasing portfolios
represents an opportunity to a better managemenegs. Different studies have revealed the
benefits of its use and different variables werspnted in the portfolios.

Gelderman and Semeijn (2006) suggest that the usise urchasing portfolio
tool is a good example of the management of intemerfaces within business units. Using
the Kraljic’'s model, the authors identify that tpeoducts groups that cause problems and
risks of dependence are the bottleneck and théegicaones. Even they required more
integration, it was identified that the portfoliolls forces cross-functional teamwork, which
improves the internal coordination within businasgs, but not across them. Gelderman and
Semeijn (2006) highlights that the Kraljic’'s matmresents a weakness when related to
purchases worldwide as it does not consider tHerdiit countries of supply. This point was
developed by Smith (1999) and Trautmann, Ballstdadmann (2009).

The matrix developed by Smith (1999) consists af separate matrices, that
analyze (1) product specifications — necessityust@mization or standardization vs. rate of
change of specification (low or high), (2) prodtethnology — level of product technology
(low or high) vs. rate of change of technology (lmw high), (3) quality and process
technology — risk of failure (low or high) vs. easiecorrection/tolerance (low or high), (4)
logistics and availability — product availabilityecific locations only or widely available) vs.
criticality (low or high), (5) criticality and votdity — criticality (low or high) vs. volatility

(low or high), and (6) costs — intrinsic producst(low or high) vs. cost of delivery (low or
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high). After placing the item in each of these snatrices, the position should be

superimposed on the original one that takes intsiceration that items can be: (1) sourced
locally, (2) sourced and bought from further (na#lhy/trade blocks), (3) sourced from

further but bought locally (distribution), and (ddurced internationally. The concern about
the degree of changes in the supply process isdordance with Alguire, Frear and Metcalf

(1994), to whom GS may not be effective for comparwhose product experience frequent
design changes and whose production volumes are low

The sentence below presents a synthesis of thediads:

The GS activity is oriented to inputs consider tetgec for the company, and the other inputs

should be included in the context of this strategy.

There is a need for qualified personnel workinghw@S activities. Trent and
Monczka (2003a) identify that those professionaith wnowledge and skills are the most
important success factor for GS. These professsomaist be able to make presentations and
communicate effectively, to think holistically thugh a company or region, and to work in an
environment of cultural diversity. Mulani (2008) cognizes that the focus on people
contributes to success in GS. This focus can beepexd through the training programs,
educational opportunities, the offer of attractivenefits packages, and the forecasting of
international work opportunities, mainly focusing the maintenance of people on the team.

The sentence below presents a synthesis of thediads:

The GS approach requires qualified personnel anttinaously training of them in order to

identify better opportunities and conduct efficisatircing process.

The availability of communication tools is anottactor to be considered in a
company’s structure. The success of GS dependshaghdevel of transparency that leads to
the pro-active cooperation between the membersi@fsupply chain, the identification of
what is happening and the management of situatioats are inconsistent with the initial
planning (Wilding and Braithwaite, 2007). Wildingiéh Braithwaite (2007) highlight that a
company needs certain capabilities related to connration and information flow in order to
implement GS. These capabilities are: total cogiusEhase management analysis — enabling
the identification of the costs involved in the gees clearly and precisely; unique flow of

information — to avoid conflicting information ameduce communications breakdowns; clear
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identification of products — in order to ensuretttiee products will be delivered correctly,

from a correct request and without delay; visipibf the entire supply chain — to monitor and
anticipate possible deviations that lead to thednafecorrections, connection between the
cycles of actual demand and sales development ghrdbe sales performance, and a
consistent and updated information platform whichnages the entire chain visibility.

Information, considered as the ability to requesbrimation and data, and as the ability to
identify common requests, is one of the factorsthar international supply activity; this is

perceived at companies that adopt GS as they rely wider array of communications tools
(Trent and Monczka, 2003).

The sentence below presents a synthesis of thediads:

The existence of communication tools and platforms important to global supply

management, including actual and potential suppliand actual and potential demands.

The difficulties and risks will be investigatedthne next section.

2.2.4 Difficulties and risks

Since now an investigation about the motivation&® and how companies can
prepare themselves and execute it were presentethisnchapter; but how about the
difficulties and risks? The adoption of GS my leamnpanies to some loses in the sourcing
process. This potential negative effect was sepdrdiere in two groups. The first
comprehends the risks associated with the adoptfiddS — as risks this research considers
the negative aspects of GS that can reflect inkthging company. The second group
comprehends the barriers to GS — as barriersebearch considers the aspects that make the
adoption of GS more difficulty to the buying comgan

Through the literature review, one can identifytthae risks from GS to the
buying company include the possibility of a deceeisthe company’s agility and flexibility,
the increase of distance, cost and the number tefnrediaries in the supply chain, the
maintenance of the analysis’ focus in specific seuoperation instead of the complete
process what reduce the ability to analyze theaBdn, the possibility of a increase in the
total costs, the failure of logistics support, difities to deal with cultural differences,

regulations and country uncertainty (Levy, 1995z&th, Handfield and Das, 1998, Cho and
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Kang, 2001, Zeng and Rosseti, 2003, Christopheak Bad Towill, 2006, Butter and Linse,
2008, Steinle and Schiele, 2008).

Cho and Kang (2001) consider that the risks relatedsS including logistic
support, cultural differences, regulations, and ntou uncertainty, can be considered
challenges to overcome language barriers, diffeceistoms, different business practices,
foreign exchange fluctuations, political stabilitytransportation delays, inventory
management, nationalism, quality assurance, bamdssing procedures, tariffs, quotas, and
trade restriction bills. Investigating these aspethe authors realize that companies with
large import volumes achieved significantly moreoiotaining service enhancement (better
delivery, customer service and product availaBilityan did companies with small import
volumes. The companies with a low percentage ofomspperceived fewer problems in
logistics (inventory management, border-crossimgcedures and transportation delays) than
did companies with a medium or large percentagenpbrts. Companies with low level of
experience in GS perceived cultural differencesigleage barrier, different customs and
different business practices) as more challendiag tdid companies with high or medium
levels of experience. Companies importing from Assia found to have perceived regulations
(quotas, tariffs and trade restriction bills) to b®re challenging than did companies
importing from South/North America or Europe. Inddad China provided significantly
higher benefits in competitive advantage (acces$mger priced goods, obtaining better
value for money and enhancing competitive posititmgn did Taiwan or Korea, and
companies importing from India or China perceivedrenproblems in logistics (inventory
management, border-crossing procedures and traasipar delays) than did companies
importing from Taiwan or Korea.

Some of these risks had been well investigatedugjirothe investigation of
developed countries MNCs and these results do eeimsto present huge different in
emerging MNCs. However, the differences of cultutaad governmental aspects seem to be
the most peculiar aspect of GS by emerging MNCshas country of origin of these
companies may have a growing process very diffédrent developed countries and this may
impact in the way they let their companies do theiness.

The sentence below presents a synthesis of thediads:

GS includes the management of risks, considerittgraliand governmental diversities and

its special characteristics.
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Barriers can be seen as factors that make it miffreutt or even impossible to
pursue or intensify GS. Using this definition, Qe Pauwels and Matthyssens (2006)
present a set of barriers divided in five categor{@) Product — limited production volume,
different product standard, regular design changesyfficient product modification, and
delivery delays, (2) Company/management — paraiéele, lack of resources need for GS
(staff, time, money, etc.), costs of travel and oamication, accurate demand forecasting,
nationalistic purchasing behavior, and increaseepemrk, (3) Network — Just-In-Time
sourcing requirement, finding qualified supplieasid foreign supplier image, (4) Industry
/competition — diverse business practices, limitetlstry information, agents/broken fees,
and intensity of foreign competitive, and (5) Eoviment — import quotas, country of origin
image, adverse political environment, adverse exwdni@nvironment, customs regulations,
different time zones, lack of government assistaand language/cultural differences.

Another approach to understand the barriers to @S developed by Alguire,
Frear and Metcalf (1994), dividing them into int@rand external. The internal barriers are
directly associated with the risk that the compaealizes choosing to source abroad and
include low production volume, continuous desigrarges, and inability to commit the
resources necessary to support the utilizationffishore suppliers. The external barriers are
related with the governmental environment includyogernment controls, import quotas, and
military standards.

The sentence below presents a synthesis of thediads:

The analysis of external barriers is important cgrithe process of purchase opportunity

analysis to avoid risks and ensure benefits.

The results obtain through GS will be investigatethe next section.

2.2.5 Results

Comparing with companies that make internationakclpases, companies
adopting GS can better understand that there ang imasiness opportunities beyond what is
being purchased. These companies realize bettiarpamce and costs reduction. To them,
performance improvement and cost reduction oppii#snare more widely available from
their sourcing efforts. They can make changeserstipply items more quickly and, lead and

coordinate strategic reviews more regularly in orte promote consistency by creating a
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common language and approach of searching for mupt the organizational level (Trent
and Monczka, 2003). They are also able to perdéieie strategy implementation progress to
be further along, face more rapid changes to prtodnod process technology, and rate key
aspects of their sourcing process as more sintlaisa geographic locations and buying units
(Trent and Monczka, 2003). As Mulani (2008) empsasipplier involvement is a possibility
to absorb knowledge, leverage capabilities, maxenaantracts, and continually reduce total
costs.

Analyzing data from 148 apparel retail industriébp and Kang (2001) identified
three benefits factors to GS. The first is relatgith competitive advantage, including access
to lower priced goods, enhancements in competgogtion, and increased value for money.
The second is quality assurance, involving accedsgher quality goods and better quality
control. The third is service enhancement, comgjsbif better availability, better delivery, and
better customer service.

Trent and Monczka (2003a) discovered, as a restltth®e purchase
internationalization through GS, that companiess@né an average reduction of 15% in
products prices and 11% in the total cost, the kg quality improve 6%, the delivery time
reduce 5%, and the deadline’s greeting increase T3%.detailed analysis reveals that the
initial benefits are directly related to price, ahd benefits not related to this variable are only
perceive in companies that have integrated theiraGiities, realizing improvements in
management inventories, increasing responsivenessppliers and the consistency of the
supply process, developing better relationship$ wiippliers, and establishing information
sharing flows between units.

Quintens, Pauwells and Matthyssens (2006) idedtifleat as a result of GS,
companies get benefits related to (1) product -h-gugglity, better delivery performance,
access to world-wide technology, reduced total obstwnership, cycle time management,
and functional performance, (2) company — improfneancial performance in terms of return
on sales and investments, and improved strategforpegance in terms of market-share and
sales growth rate, and (3) network/supply chainorensatisfying buyer-supplier relationship,
and worldwide supply chain integration.

The sentence below presents a synthesis of thediads:

The adoption of GS leads to competitive advantageparing with companies that purchase

internationally.
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These dimensions will constitute the theoreticahfework that will be explained
in the next chapter.

2.3 Theoretical framework

Through a literature review a theoretical framewarith five dimensions was
developed. These dimensions form the propose theamréramework that presents a set of
interconnected activities that, together, represéme¢ adoption of GS by companies, and it
will be tested in the case study that will be pneése the sequence. Even though this research
is focusing on emerging companies from Brazil #ra& not MNC, the developed framework
was developed in a boarder context in order to eehend the whole process in more
complex environment of MNCs. On its developmengeréghwas an issue to highlight the
relation of GS with the company and with the suggli In an effort to simplify the analysis of
the framework, five dimensions were identified e theoretical framework: (1) antecedents
of GS, including strategic orientation and orgatiataal structure, (2) opportunities,(3)
process of GS, including supplier's management @undhase process, (4) difficulties and

risks, and (5) results (Figure 15).

Antecedents to the GS Process of GS
Organizational i ‘ Purchase Process ‘ T Results
Structure
] Supplier’s
Strategic Management
Orientation

Difficulties
and

Opportunities Challenges

Figure 15— Theoretical Framework

The understood of the process as a whole, leadnther aspects: how to
investigate it in a company? In order to be ablenke an investigation of a company that
adopts GS, one need to previously understand tine-¢gompany and the inter-companies
interfaces. To clarify the understood about thejextibit is present here a reflection about
how to visualize the phenomenon under study. Tisé dispect to consider is related with the

purchaser company. GS must be adopted as an aatjanel strategy and the structure and
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procedures of the sourcing department will represbis strategy approach through the
company’s features. The input’s features also riedae investigated. A second perspective
must be taken to the supplier’s side, includingntzket’s features and the supplier’s features.
As a result one will have the identification of ty@portunity to source.

As companies will make business in different magk#te supplier market should
not be seen as a specific country or industry,dsutn global environment in which a few
suppliers will be selected. As the focus remaingha buyer side of the relationship, all the
investigations efforts will be made to investigtte sourcing side of the relation, and the way
the supplier market and companies will be investidavill be under the buyer point of view.

Looking at Figure 15, the lines presented linking timensions were designed to
present the sequence of the analysis investigafioay do not represent the analyzing focus
of this research. The straight lines representdihect flow of activities. The dotted lines
represent the feedback process that happens assaquence of the direct flow as example
when a difficulty faced by a company generates difiwation in the company’s process of
GS.

The next Chapter presents the method developedier to conduct this research.
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3 METHOD

Considering science as a systematization of knayaed set of logically related
propositions about the behavior of certain phenaréat one wishes to study (Marconi and
Lakatos, 2005), an ongoing search for knowledgeexpdanation of the phenomenon under
study (Vergara, 2000), and having the existencdoaf types of knowledge — popular,
scientific, philosophical and theological, it caa $iated that this study seeks to investigate the
scientific knowledge of its subject with the go&koientific advancement.

For this advancement, it is necessary to use sentethods. The method is
understood as the systematic and rational set w¥itees that, with greater safety and
economy, will lead to the achievement of the pregogoal — knowledge — by tracing the path
to be followed, detecting errors, and aiding theiglens of the scientist (Marconi and
Lakatos, 2005).

The first research method presented here is indricficcording to Marconi and
Lakatos (2005), induction is a mental process thinowhich, from private data sufficiently
observed, one can infer a general or universdi that is not contained in the parts examined.
Thus, in an inductive method, the researcher bedighat, if all assumptions are true, the
conclusion most likely will also be true. This camton will most likely contain new
information that was not even contained implicitijthe premises.

The positivist paradigm, represented by the hygathledeductive method, is the
second research method. According to Popper (19%®otheses are formed to solve the
problems identified as research subjects. Thesethgpes should be tested for distortion,
through observation or experiment that will confiron refute them, and this result is
provisional until there are new tests tailored e hypotheses under study. The research
developed within this thesis can be classifiedextudtive research, with the development of a
deductive case-based study.

Following this brief discussion of the scientificethod and the classification of
the study, an approach to research methodologipo@aate to the organizational studies
from the various taxonomies and existing clasdifoces will be presented. Scientific research
can be classified in terms of its nature, the feonapproach the problem, the perspective of
its objectives, and its technical procedures.

Within the terms of its nature, research can bestig@d as basic or applied. The

aim of basic research is to generate new knowledgeis useful to the advancement of
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science but without a practical application enveshgApplied research aims to generate
knowledge to solve specific problems; the goalxdfaeting information for the advancement
of science is the solution of problems (Silva anehiglzes, 2001).

With respect to how to approach the problem, reteaan be quantitative or
gualitative. Quantitative research seeks to tramsteews and information into numbers for
further classification and analysis using statedttechniques. Qualitative research believes in
the existence of an inability to translate the infation into numbers due to the existence of
an indissoluble link between the objective worldd ghe subjectivity of the subject, with
analyzed data collected in an intuitive way (Siaad Menezes, 2001). A qualitative case
study can be defined as empirical research thatgoily uses contextually rich data from
bounded real-world settings to investigate a fodygeenomenon (Barrat, Choi and Li, 2011).

Gil (2006) classifies scientific research accordimgfs goals, such as exploratory,
descriptive, or explanatory research. Exploratesearch aims at collecting information for a
greater familiarity with the research problem, tarify it or to build hypotheses. Usually
exploratory research takes the form of bibliograpt@search and case studies. Descriptive
research, in turn, seeks to establish relationshigisveen variables or to describe the
characteristics of a given population or phenomefa@ndevelop this type of research, it is
customary to employ field research and surveys.ldfgbory research is associated with
forms of experimental research amck post factoresearch that aims to identify the
determinants for the occurrence of phenomena andde a deeper understanding of reality.

Therefore, this research is classified as:

a) Applied, as it aims to investigate the adoptionG8 by Brazilian companies
from the electrical and electronic industry in RBvande do Sul State and
through this analysis, propose insights to the mameent of this strategy by
other companies.

b) Qualitative, as it has an unpretentious goal ofntjiang the opinions and
information collected. The data collected were yred in an intuitive way, as
will be explained later in this chapter.

c) Descriptive-Exploratory, as it seeks information ttwe greater familiarity of
GS as a strategy developed by Brazilian compamm®s the electrical and
electronic industry in Rio Grande do Sul Stateutalerstand this strategy as
well as to guide research on the development cd @aalysis and theory

building.
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The technical procedures will be presented in secgle

3.1 Technical Procedures Employed in the Research

To achieve the objectives proposed for this re$eamd after observing the
classifications already made in this study, a cstsedy was developed, and two technical
procedures were used: literature review and cormtealysis.

The literature review is a study from already psitdid materials such as books,
journals, magazines, newspapers and electroniconietywmaterials that are accessible to the
general public (Silva and Menezes, 2001, Vergad@0Pp Its purpose is to put the researcher
in contact with everything that has been publisbedthe subject (Marconi and Lakatos,
2005), representing a vital part of most empirgtaidies (Baumeister and Leary, 1997). As
“better (i.e., publishable) research papers stamfa broad literature base” (Stuart et al, 2002,
p. 423), this research started with a literatukeere. Although this research identifies a few
studies related to GS and emerging economies,nbtigossible to presume that applicable
theory does not exist.

The theoretical framework developed for this thesims to contribute to the
understanding of the subject of study and to deretpa theory. According to Baumeister
and Leary (1997), this goal is the most audaciduss theoretical investigation. Although the
theory here does not constitute only the theoreteaew, this review was responsible for the
identification of the theoretical framework thatdgd the empirical research.

The literature review is considered part of thdipri@ary exploration because it
allows identification of the state of the resegocbblem, the works that have been published,
and the prevailing views on the subject (Marconil amkatos, 2005). The literature also
becomes a fundamental part of the fieldwork, beiegbasis for building the data planning
and collection instruments for the empirical resbkar

The research method selected for this study wasabe study. According to Yin
(2001), this is a strategy that allows the reseaocinvestigate the phenomenon within its
real-life context, especially when the boundariesMeen phenomenon and context are not
clearly defined. As presented in Figure 16, theeady is appropriate for research questions
that investigate “how” and “why” situations and a¢so appropriate when control of the

behavior events is not required and the focusg@irecontemporary phenomenon.
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Method Research question Requirement of behgvRequirement of
events control contemporary events
focus
Experiment How, why Yes Yes
Survey Who, what, where, hojwNo Yes
many, how much
Archival analysis Who, what, where, hgwNo Yes / No
many, how much
History How, why No No
Case study How, why No Yes

Figure 16— Different research strategies. Source: Yin (2@024)

The case study is appropriate when research enzglsasihe analysis of the
phenomena and processes and not the behaviorividumals (Roesch, 1999). This procedure
was also instrumental in the decision-making abildf this method of focusing on
contemporary events, addressing various eviderwe ftifferent sources and related to the
various items investigated. A case study is sugtdbl descriptive and exploratory studies
because it allows questions and hypotheses to ibedrdor future studies based upon the
conclusions. Case studies attempt to clarify asi@tior a set of decisions, including what
motivated the decisions, how they were implemengtd] which results were achieved
(Schramm, 1971).

According to Handfield and Melynk (1998), it is ionant to match the research
strategy to theory-building activities. To thesdhaws, the purpose of theory extension and
refinement is recommended in case studies, andstadies contribute to the expansion of the
theory’s map and a better structure of the theamid¢ise light of observed results.

A case study is recommended when it is difficulcépture contingent conditions
and when the research has not yet developed gdmitides or measures for many of them.
A third situation is when the conditions are conifachanging (Stuart et al, 2002). The first
and third recommended situations are realized ieraipns management studies as the
typical operation system is so complex and affedtgdso many factors that there may be
several alternative explanations for the observetdames (Stuart et al, 2002). The second
situation was noted during the literature reviewwasl-supported definitions and metrics
related to GS were not identified.

Case research represents the intersection of ésgostructures and events
(Gubrium, 1988). A case research methodology igh'appropriate and essential where
either theory does not exist or is unlikely to apifl..), where theory exists but the
environmental context is different” (Stuart et 2002, p. 423). As our research is related to

the investigation of a phenomenon in a differentimmmental context, the use of a case
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research methodology appears to be appropriate.also appropriate when the focus relies
on the exploration and better understanding of rerging, contemporary phenomena or
issues in their real world settings (Barrat, Chud &i, 2011).

A deductive study has the purpose to test existivepry according to other
studies in the general business disciplines, sscmanagement. Barrat, Choi and Li (2011)
identified that deductive purposes are being ugegkbearchers to develop case-based studies
on a small scale compared with inductive purposesa deductive case-based study, the
researchers are looking for patterns in the emgrgiata to compare with the theoretical
derived propositions (Barrat, Choi and Li, 2011).

Johnston et al. (1999) highlight that there areg¢hmain requirements for using
deductive qualitative research methodology: (1) dase study must begin with an existing
theory for the development of research propositig@y a systematic and logical research
design should be followed, and (3) researchers Idhoaplement evaluation criteria to
independently assess potential biases and to emsil®dological rigor.

Content analysis is a research procedure appliethatyze data, especially data
obtained from interviews. According to Bardin (2D0the phase of data analysis must be
perceived as an interaction process, with an abgeind a subjective view. In this manner,
the process of data analysis will be divided intst€ps. The first is the categorization of the
data, to systematize the data and organize thenuatton. The second is the codification,
when the researcher identifies terms, sentencethers constructs through the analysis of the
data. The third step comprehends the view of thelevphenomenon, where the researcher
tries to go beyond the uncertainty to validate bis her impression about the facts
investigated. To make this last step strongerréisearcher uses the literature to support the
relations he/she is establishing.

As the objective of this thesis is to build theorythe subject of study, a diversity
of technical procedures are aimed at expandingstheces and approaches to the same
research subject, through which a better view & fihenomenon under study can be
obtained. To Sutton and Staw (2003), a strong theotraditionally part of a small set of
research ideas that is the basis of building ailddtacase logically, with simplicity and
interconnectedness. To the authors, a theory isattsver to why, having the ability to
explain and predict.
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3.2 Plan for Data Collection

The research data collection can be divided into pkases. The first one is
related to the theoretical research and the seisomthated to multiple case studies.

According to Saunders (1997), there are three tybdaerature available for a
review: primary, secondary, and tertiary. The pmynsources of literature includes papers,
articles, conference reports, company reports, etiuds research reports, some governmental
publications, and unpublished manuscripts. Secgndaurces include newspapers, books,
scientific publications, and some governmental jatibns. The tertiary sources involve
abstracts, catalogs, encyclopedias, dictionariggiographies, and citation indexes. In the
development of this thesis, primary and secondanyces were used.

It is noteworthy that the development of consistgarature implies the conduct
of astudyor informativeread of the collected data. According to Marcord &akatos (2005),
this type of reading represents a more completerpbsn of the content and all of its
meaning to ascertain the contents of the textetate data collected from other information,
and verify its validity. For these objectives, théading begins with a recognition process of
the data observed. In sequence, there is pre-iggddmbetter identifying the information
available as well as selective reading to extriaetrhost important information related to the
problem. Following this process, the researcheulkshweiew this information with a critical
perspective to evaluate it. From this criticism, imterpretation of the content of the
relationship to the research problem is formedalynan explanation follows, whereby the
researcher seeks to verify the foundations ofrif@mation as presented by the authors.

The potential for differentiating case-based stsidedies on the ability to address
a wide variety of source evidence. Figure 17 prissarset of evidence and its positive and

negative aspects.
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Source of evidence Positive aspects Negative aspect

if

Documents Stable — can be reviewed repeatedly.Resilience — may be low biased selectivity
Discrete — is not created because| @bllection is not complete.

case study. Reporting of biased views — reflects the
Exact — contains names, references apdeconceptions of an (unknown) author.
exact details of an events Access — may be deliberately denied.
Coverage — long span of time, many

events and many differemt
environments.

File records The same as mentioned fpiThe same as mentioned for documentation.
documentation. Accessibility to the site due to certain
Accurate and quantitative. reasons.
Interviews Directed — directly focus on the topiBiased view due to ill-prepared questions.
of the case study. Biased questions.
Perceptive — provide perceived causdéhaccuracies occur due to poor memory| of
inferences. the interviewee.
Reflexivity — the interviewee gives the
interviewer what he wants to hear.
Direct observations Reality — address events ihtirea. Time-consuming.
Context —address the context of th&electivity — unless coverage.
event. Reflexivity — the event may occur differently

because it is being observed.
Cost — hours needed by human observers

Participant The same as observed for directhe same as observed for direct observatipn.
observation observation. Biased view of events due to manipulation
Perceptive in relation to interpersonaby the researcher.
behavior and reasons.

Physical artifacts Perception capacity in relation toSelectivity.
cultural aspects. Availability.
Perception capacity in relation to
technical operations.

Figure 17 — Sources of evidence: positive and negative asp8ource: Yin (2001, p. 108).

Evidence was collected from documents, interviemd direct observation. The
documents were used to corroborate and enhancevidence from other sources, with
particular attention to the interviews. Reportgrirthe company, its industrial association and
also from the government were also used duringgbearch.

The interviews were the most important source aflence. The interviews
conducted during the study were spontaneous armedl the researcher to ask the
respondents about key facts and solicit their gpiron certain issues (Yin, 2001). All the
interviews were recorded, which allowed the rededoc be focused on the conversation.
Scripted questions were followed (questionnaird)ictv are presented in Appendix 1. This
type of interview can be classified as semi-stmextuand reflects the main objective to
comprehend the meanings that the intervieweesbattrito the questions and relative
situations of the investigation focus (Godoi, 2006)

The questionnaires included both open and closeestquns to allow the

extraction of conclusions and to clarify the intews. In-depth interviews, according to
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Saunders (1997), are best used in exploratory egudihe main objective of this type of
interview is to understand the meaning attributgdtive respondents to questions and
situations and to understand the constructs useddpondents as the basis for their opinions
about a specific situation (Roesch, 1999).

The third source of evidence used in the invesbigaivas direct observations.
The interviews were preceded or followed by a vigithe companies’ site. Observational
evidence is, in general, useful to provide informatabout the studied topic (Yin, 2001).
These visits were also important because the rdserawas able to talk with other people in
the company and receive more information abouttmepanies and their GS strategy.

The use of different sources of evidence allowed thangulation of the
information and led to a convergent line of invgation. The findings and conclusions in a
case study are likely to be much more convincing) accurate if the case study is based on
several different sources of information, followiagcorroborative research style. According
to Denzin (1970), triangulation, or the use of @ifint methods, is an action plan that
increases the bias arising from the above researcjue methodologies — the combination of
different methods leads to overcoming the defidesof research.

There are different types of triangulation — reebkars, theories, data and a
systematic perspective (Flick, 2009a). In this gfutle triangulation of (1) theories, through
the use of different theoretical perspectives toettp a theoretical framework, (2)
methodology, through the use of different methodwlal approaches, and (3) data were used
by seeking information from different sources, imtewees, documents and direct
observation.

While research methods, qualitative and quantegatapproaches have the
advantage of allowing the phases of collection amalysis to occur simultaneously; thus, the
researcher can conduct research according to akgirdiscoveries. Proper use of methods
ensures that the researcher can use this advantalgemaintaining the quality of the study.
Even as tools, methods bring consequences to &\suas the method of collecting data
affects the phenomena that are observed, how, whatewhen to analyze them, and what

meaning is taken from them (Charmaz, 2009).

3.3 Definition of Unit of Analysis

To develop this research, as presented in the dations in the introduction,

emerging companies that have at least the mininmaw®l lof internationalization, as imports
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or exports, were selected as the unit of analy$is.study focused on Brazilian companies as
another delimitation of the unit of analysis. Theapof this research was to understand the
strategies of companies from an emerging countst/ta compare companies from different
emerging countries. Inside these companies, ttiy stas delimitated in the investigation of
the sourcing area, involving people from differengjanizational levels, according to each
case studied, to seek the necessary diversityspbrelents to ensure the reduction of possible
bias on the part of respondents.

The second definition was the focus on an indus#égtor that was dependent of
international suppliers. This industry sector muete global players in Brazil and a supplier
market that acts global even inside the Braziliamitory. This situation would lead the
companies of this industry to have the possibtlitgelect raw materials from representatives
inside Brazil or to purchase them abroad. This ipddgg of choice can make the strategy
definition a complex process and lead to diffelgroaches of sourcing.

Based on the investigation of potential sectorsadhe focus of the analysis, the
study selected the electrical and electronic imgusector because the companies have a
dependence on raw materials manufactured by glodralpanies located in developed and
emerging countries. This situation lead companesiéke decisions related to sourcing the
materials from local suppliers that re-sell producbm international suppliers or purchasing
them directly from the manufacturer or other supphkbroad. A second delimitation was
related to the geographical location of the comgmnOnly companies from Rio Grande do
Sul State were investigated because this sectibreirstate is well structured and the players
are organized in an industry association. As fid@limitations, the researcher looked for
companies that had experience with internationalrgog and had a focus on the
development of their competitiveness based on tetercing decisions. This selection
limited the results of this research, as they db nepresent the consensus of Brazilian
companies, not even from the companies of thisstrgiuThe results represent the experience
of a set of companies from an industry sector thagxtremely dependent upon imported

inputs to their production.
3.4 Data Collection Instrument
A case study can benefit from the previous develmpmof a theoretical

framework to conduct the data collection and angly¥in, 2001). The data collection

instrument was developed from the theoretical fraork constructed in this thesis.
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It should be noted that the strength of a theorjt lom qualitative research
results from the use of relevant data, which majuuhe field notes, interviews, recording and
information reports (Charmaz, 2009). These addifidorms may be used during the research
as the need is identified by the researcher.

The data collection instrument was used to condeti-structured interviews. A
guestionnaire was used to conduct the dialog, hektwas also flexibility to introduce new
questions during the conversation. The interviesrsdacted during this research followed the
episode mode, as they combined a sequence of guesthd answers with the narrative of
episodes (Flick, 2009). The use of interviews ig of the most used methods to develop
gualitative research. The ability to focus directy the research topic and allow the
identification of casual inferences is one of tlsipive aspects of interviews (Yin, 2001).

The research protocol must encompass the principalimentation needed to
provide the researchers with the necessary foadidcaarganize the visits and ensure that the
trail of evidence is thoroughly documented (Steail, 2002).

3.5 Plan for Data Analysis

With respect to the literature review, Marconi drakatos (2005) highlight the
need for an external and internal critique of tlaadcollection in the research literature.
External criticism involves criticism of the text tdentify changes since its publication, a
critigue of the authenticity to verify the circuragtes of the material composition, and
criticism of the provenance to ensure the origid adelity of the text. The internal critique,
in turn, seeks to interpret or critique the hermuies, which is the ascertainment of the exact
sense that the author wished to express, criti@érthe internal value of the content that
appreciates the work and forms an opinion abouéatteority of the author, and the value that
represents the work and the ideas contained Matd¢oni and Lakatos, 2005).

Data analysis in qualitative research, accordin&ilo(2006), depends on many
factors such as the nature of the data collecteel, eixtent of the sample, the research
instruments, and the theoretical assumptions thided the investigation. Regardless of these
factors, in empirical research such as case stuaiescan define the process of data analysis
as a sequence of activities involving data reduagtaategorization and interpretation as well
as report writing (Gil, 2006).

According to Yin (2001), the quality of case-basedearch can be verified by
four tests: construct validity, internal validigxternal validity, and reliability. The validity of
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the construct can be achieved through the use dtipheu sources of evidence, the
establishment of chains of evidence, and the rewéuhe case study report draft by key
informants. Stuart et al (2002) highlight that tesere validity, it is important to use multiple
sources of evidence for each of the important efeésner variables in the propositions;
identifying sources that would be available atsékks makes it easier to demonstrate that the
same phenomenon was measured in each situatie@rnahtvalidity can be achieved by
performing pattern matching, and explanation boddiaddressing rival explanations, and
using logic models. External validity requires e of replication logic in multiple case-
based studies. According to Stuart et al (2002jefpatterns identified into the data analysis
can be replicated in similar cases (literal repiarg, the confirmation becomes stronger; in
addition, if the patterns can be demonstrated oohdld for understandable reasons for
dissimilar cases (theoretical replication), thefoomation becomes stronger yet. Reliability is
achieved by using study protocol and the developnuéna study database. To assure
reliability, Stuart et al (2002) argue that in s&dased study, it is important to use a research
protocol and also to maintain a case study databeseallows the researchers to easily
retrieve notes.

To assure the construct validity, multiple sourcksvidence were used. The first
source was the conduction of interviews with kefpimants in the cases studied. In some
cases, two professionals of the company were ie@ad as the research subject was
managed for more than one person at these compdmissstudy considered an interview to
be the time that the conversations were recordetlthe focus was on the sequence of
guestions of the research protocol. The seconadteauas direct observation in the companies
investigated. The interviews were preceded or ya#id by a visit to the companies’ site.
During these visits, the researcher spoke withrotheployees about the research subject. A
third source was conversations with the managethefindustry association. Three formal
meetings occurred with the industry associatiomeggntatives. The first one was called to
identify the potential companies to be investigafBue second one occurred during the data
collection process to discuss partial results. [Bkemeeting occurred after the data collection
also to discuss patrtial results and validate tielosions. The sources of the second and third
type of information were not recorded; instead, reearcher took notes of the observations
and conversations. A fourth source was the useadrglary data, such as reports from the
companies and the industry association and alsornv#tion available on governmental
agencies about this industry and companies. Secpuidda were also identified in journals

and magazines and on websites. All the data olatairem these different sources were
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analyzed together with the use of NVivo®, whichoaled us to tag different types of
documents to create the database. Thus, the as$iaeint of evidence chains within the data
was assured.

Internal validity is an important aspect to be gmell in studies aimed at
identifying causal relationships. According to Y(B001), this logic does not apply to
descriptive or exploratory studies which did naéaipt to make casual propositions.

External validity addresses the problem of whetherfindings of a study can be
generalized beyond the immediate case study. Tareassxternal validity, the research
protocol was used to conduct the six investigatesks, assuring the path to identify the logic
of replication. The number of cases investigated dafined when the collected date started
to present similar results or contrasting resultddreseeable reasons only.

The use of the research protocol was also impottaassure the reliability of the
research. An important aspect related to religbisitthe necessity to make the declaration of
the interviewer and the analysis of the researclear (Flick, 2009a). The transcription of the
interviews and the use of NVivo® as a tool to ceeatdatabase with different sources of
information enabled us to assure the reliabilityimyithe investigation.

To increase the rigor in the use of qualitativeaddt is necessary to ensure the
quality criteria of the data, namely: its credityil(internal validity), transferability (external
validity), dependability (reliability), and confiratility (objectivity) (Shah and Corley, 2006).
After the development of a theory, it is necessaryevaluate the theory. According to
Bacharach (1989), a theory must be evaluated basddo criteria. The first question is its
falsifiability, which determines when a theory wamnstructed such that it can be refuted. The
second question pertains to the usefulness of lkery, which refers to the degree of
usefulness of a theory with respect to its abiiityexplain and predict events. In addition to
evaluating the components of a theory, it is alszessary to evaluate its conceptual
coherence through its connectivity and transforomatability. Connectivity refers to the
ability of a theory to fill identified gaps betweenevious theories. The transformation ability

demonstrates the power of a theory to generatedée for revision of previous theories.
3.6 Research procedures
After the presentation of the research method ©f thesis, it is necessary to

present the methodology employed by the study.mbthodology represents the path taken

by the researcher for the development of the thégigsire 18 presents a view of this process,
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and the following sections will explain each phas#hough Figure 30 presents a linear

process, feedback movements occurred during tleames process. Until the preparation of

the data collection was completed, several vigitthe literature review were necessary, as
topics that were not under investigation the finste needed to be integrated into the study.
During the data collection, the development ofillet-case enabled a review of the research
tool based on the empirical results and the litgeateview. The other cases were investigated
and the data analysis also conducted reviews irthibaretical review as a method to better
extract conclusions at the end of the study. Tha dallection also included the conversations
with the industry association. The revision of msiions and detailed design parameters
may require the investigator to determine the bofljknowledge in research areas not

considered previously, thereby iterating back ®rwview of the research question. To do so,
the researcher must have the mental flexibilityatier interview or information-sourcing

tactics as necessary (Stuart et al, 2002).
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The steps of the method will be explained in thgusace.

3.6.1 Literature review

100

The first stage of this thesis consisted of buddantheoretical review based on

secondary data such as journals, periodicals, bandswebsites. The first objective of this
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approach was the identification of research opmities on the selected theme. These gaps
were used for the construction of the researchlenolof this thesis.

This same review was used as the foundation for déeelopment of the
theoretical framework, as will be explained in geguence. This review was also used for the

analysis of the empirical data and the final comstions.

3.6.2 Construction of the Theoretical Framework

The theoretical framework was developed throughahalysis of the literature
review and was used to conduct the empirical ingagsbn. During the development process
of the framework, the purpose was to investigatepiievious findings in depth to determine
what must be investigated in the context of therging countries and their companies.

Conceptual coherence was used as a criteria ofyth@mluation. Bacharach
(1989) highlights that there are two qualitativendnsions to describe this “fit". The first is
the connectivity, which is related to the abilitiysonew theory to bridge the gap between two
or more different theories, thus explaining sonrehlbetween the domains of the previous
theories. The second is its transformational capacelated to its capacity to cause
preexisting theories to be reevaluated in a neht.lihe study also sought to meet Weick’s
(1979) proposed three criteria for evaluation aheory: simplicity, as it must be easy to
understand or apply; accuracy, as it must presarfoomity to the truth; and generalizability,

as it must be possible to extend it to other domain

3.6.3 Construction of the Research Tool and Prepatian of the Interviews

The development of the research tool was based@theory investigation and
the proposed framework.

The research protocol was validated by two spetsalbefore conducting the
interviews. The first specialist was a professiowéh experience in global marketing in
developed and emerging countries. This specialet selected based on his professional
experience in both developed and emerging couninekiding the fact that he has already
worked for companies in both groups of countridse Ppurpose of this validation was related
to comprehension of the questions and the contéxéngerging countries in strategic
purposes. The second specialist was a sourcingegmiohal in a global company from a
developed country with experience with the sourgimmgcess in developed and emerging



102

countries. This second validation was focused amprehension of the questions and the
analysis of their ability to capture the aspects riésearcher wants to investigate. The use of
the second specialist was also important to agbatethe answers would not be repetitive to
better elaborate the interviewing process. Becafifigese validations, some modifications of
the research protocol were made to the questicthscatine order of the questions.

The conduction of interviews is a process that banpursued with different
degrees of flexibility. This study was developedhwin-depth semi-structured interviews, in
which the interviewer had a questionnaire to followt, at the same time, had flexibility to
add or skip some questions, if the interviewerdwad that this was the best way to access all
the required information.

This type of interview requires the intervieweri® better prepared and to have a
deep knowledge about the phenomenon under studgll A interviews were conducted by
the author of this thesis, this type of interviewsaselected as the best way to associate rigor
to thoroughly investigate the subject following revious findings and adding flexibility to
introduce new aspects in each dimension. This sehedid not change the importance of the
development of strong questionnaires that assuhed all the key aspects would be

investigated.
3.6.4 Case Selection

The definition of the number of companies to beestigated is an important
aspect of case-based research. Eisenhardt (19§9¢sathat four to ten useable sites are
necessary for case research, depending on the naibdical casual variables proposed.

The first approach of the researcher to the ingluséictor occurred on August
2011 in a meeting with representatives of the iiguand the state of Rio Grande do Sul
government, when the industry association, ABIRIgEesented their interest in developing
improvements in the global sourcing process ofrtassociate companies. As the researcher
was in attendance at this meeting, another meetasggscheduled just with the researcher and
ABINEE to discuss the potential synergy of thisegash and the interest of the association.

A second meeting was scheduled, in September 2@hEn the research
objectives were presented to the local DirectoABINEE and two advisors of the entity.

> Associacao Brasileira da IndUstria Elétrica erBlita — ABINEE, Brazilian Association of Electriand
Electronic Industry
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Ideas on their global sourcing project were alsesented and it was visualized that this
doctoral research could be an opportunity to impré&BINEE’s project through the analysis
of the global sourcing strategy that the compaoiethe industry in Rio Grande do Sul are
adopting.

A set of potential companies to be investigated s&lected by ABINEE. The
goal was to identify the companies that were maheaaced in their international sourcing
approach. ABINEE sent an email presenting the rekeand asking the top managers of
these companies if they could collaborate in tls2aech. Six companies were investigated.
The definition of the number of cases was made doase replication logic — when the
researcher started to find similar results, aditeeplication, and contrasting results only for
predictable reasons, a theoretical replicatione—résearcher assumes that he had determined
the appropriate number of cases for our research.

It is possible to affirm that the companies invgsted here were selected for
convenience. According to Barrat, Choi and Li (2014 this situation, the cases are selected
out of convenience of the researchers, for exam@tgraphical proximity and a relationship

network that allow the researcher to collect theeseary data.

3.6.5 Data Collection

The data collection occurred between September 20t1January 2012. After
received the agreement of each company, an interwi¢gh the top manager or other person
of the company indicated by him was scheduled. &nd who were the appropriate
individuals to answer the questions, some e-maits @hone calls were exchanged with the
companies. The interviews were scheduled and detéithe respondents can be viewed in
Figure 19. It is important to highlight that whdrete were two respondents at Companies 3
and 4 and they were interviewed together. At Corgpantwo separate interviews were
conducted, and the duration indicated is the suthesfe two interviewees.
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Case Position of the interviewee Years workingtfiercompany | Duration of the interviews
Company 1 Owner / Director Since foundation 2 h 33 min
Company 2 Sourcing Coordinator 17 years 2 h 23 min
Company 3 Owner / Director Since foundation 1 h51min
Director Less than one year
Company 4 Manager 13 years 2 h 19 min
Supervisor 10 years
Company 5 Controller 14 years 2 h 25 min
Manager 14 years
Company 6 Owner / Director 12 years 2 h 10 min

Figure 19 — Cases and respondents

Company 1 represents the pilot case study. After fttst investigation, the
research protocol was analyzed again and some ebamgre made to assure a better data
collecting process. The data from the pilot caseewesed in the final analysis because the
findings of this individual research do not commhi¢ global analysis of the data, respecting
replication logic.

All the interviews occurred on the company sitej #re audio was recorded with
the authorization of the interviewees. The duratbthe interviews presented correspond to
the recorded time of the conversation. It is im@artto relay that the companies agreed to
participate if their identity was kept confidentiaind the presentation of the companies was

focused on the sourcing strategy and activitiesficompany history and strategy.

3.6.6 Data analysis

According to Stuart et al (2002, p. 427), “muchtleé important data come from
analyzing and interpreting what individuals areirtgyto say (...) Interpreting qualitative
information is, to a great extent, a challenge akimg sense from chaos”.

Barrat, Choi and Li (2011, p. 331) argue that thgygest challenge behind data
analysis is to demonstrate the objectivity of thecpss through which the data and field notes
are developed into conclusions”. To assure objigtithese authors recommend that it is first
necessary to develop a within-case analysis, wdiasiegle case description is offered and the
emerging constructs and their relationships arenelaled. A second step is the cross-case
analysis, when the detailed case write-ups are aocedp and the emerging patterns are
contrasted.
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The data were submitted to content analysis with ghpport of NVivo®. The
codification process was conducted using NVivo®edasn the theoretical framework. A set
of important aspects that must be analyzed acopitdireach dimension was identified in the
transcription of the interview. Although the quess were separated according to the
research guidelines, during the interviews, thermftion provided for each question could
be related to other research guidelines, and thddfication process was important to assure
the best use of the information. The transcripti@s read and analyzed three times to assure
that the codification process captured all the nmiation. After that, the codification report
with the text separated by nodes was analyzedsam@ adjustments were made to assure the
consistency of the information generated by tha.dat

The use of NVivo® was important for the researchersrganize the information
and assure the correct use of the data in theraddspeocess. The database that was developed
with the software can be considered as a methagdace the fragility of the case-based
study related to the fact that the data are andlyzan intuitive way in a qualitative study.

3.6.7 Review, conclusions and final considerations

Stuart et al (2002) present a five-step case-basselarch and dissemination
process: (1) definition of the research questid?), iastrument development, (3) data
gathering, (4) data analysis, and (5) disseminafitye innovativeness of this model relies on
the dissemination step. Dissemination is relatethéopresentation of the data, including the
use of graphical tools and also with the presesmati the results for the audience.

During the research process, there was a concepresent several parts of the
study to a qualified audience to validate it. Tiwstfimportant aspect was related to the
validation of the theoretical framework. The firsffort developed to do so was the
presentation of the theoretical framework at thectb@l Consortium of the Brazilian
National Association of Graduate and Research indgament (Associacdo Nacional de Pés-
Graduacao Pesquisa em Administracdo — ANPAD) irD20he discussion of the research
question and the framework in the consortium wasoirrant to redefine some of the aspects
of the research. Based on the critiques receivemglthis consortium and on the literature
review, the study was re-designed during the §ieshester of 2011 when the researcher was a
visiting student at the Fox School of Businesseanple University. A second presentation of
the research framework was presented for colleageprofessors as the final activity of the

discipline of Theory of International Business addltinational Firms. A second review was
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transformed into the theoretical framework basethencontributions. During this review, the
data started to be collected and reviews were @sducted into the previous stages of the
research. As a result, a paper was written, subdhiind approved at the 2012 Annual
Conference of The Business Association of Latin Aoca® Studies. With this third
presentation of the theoretical framework, the esscof validation of the theoretical
framework was concluded, and the cross-case asdiggian.

Case studies do not rely on inferential statisfi¢gey rely on logical extrapolation
(analytical or theoretical generalization) to whémne findings might apply, and researchers
can judge whether particular findings would be diah other circumstances (Stuart et al,
2002).

The research report should represent the evidgri@se with summaries, tables,
charts and selected examples, indicating the lietowben these items and the evidentiary
base. Stuart et al. (2002) argues that the reduofithe massive amount of data to charts and
tables may make it difficult to convince the reatigt each item in any visual instrument
properly represents the raw data. To assure thusraie representation, it is important to
present the chain of evidence (from raw data tonsany) for a portion of the overall data and
then attempt to convince the reader that the fesieodata was handled similarly.

The next chapter presents the description of thestny sector and the within-

case analysis.
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4 DESCRIPTION OF THE INVESTIGATED COMPANIES

This Chapter presents a description of the invastdycompanies in this research.
Before describing the companies, it is important loderstand their industry sector.
Respecting this logic, the next section presengs dlectrical and electronic industries in
Brazil and will be followed by a description of shindustry sector in Rio Grande do Sul State,
as the companies investigated are from this Stdten, in sequence, the companies will be
described. This description will focus on the glofaurcing process. It is not our purpose to
investigate the entire company, and this methodlge a way to preserve the companies’

identities. The description is concluded with aalgsis of the GS level of each company.

4.1 The Electrical and Electronic Industry

The electrical and electronic industry in Brazildisided into eight segments: (1)
industrial automation, (2) electrical and electoooomponents, (3) industrial equipment, (4)
generation, transmission and distribution of eleatrenergy, (5) computers, (6) electrical
installation material, (7) telecommunications, &8phousehold appliances.

The industry sector sales in 2010 were R$ 124I®jlrepresenting a growth of
11,27% compared with 2009. Examining the histoeides of its indicators, it is possible to
verify that from 2003 to 2010, the industry sedoew, except in 2009, which may reflect an
impact of the 2008 international economic crisisd @onsequently, the growth rate of 2010
may be a result of the pent-up demand from 200&lyxmg the information from 2003 to
2004, the industry sector increased 27,70%; fro8420 2005, the industry sector increased
13,71%; from 2005 to 2006, the industry sectoreased 12,18%; from 2006 to 2007, the
industry sector increased 7,30 %; from 2007 to 2008 industry sector increased 10,21%;
and from 2008 to 2009, the industry sector decreag@5%. Figure 20 presents more
information about the industry indicators, incluglisales, employees, sales per employee, and
investment. The main information presented herhastrade balance of this industry: there
was an increase of 516% from 2003 to 2010.
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Indicators 2003 2004 2005 2006 2007 2004 2009 2014
Sales (R$ billion) 63.9 81.6 92.8 104.1] 111.7 123/1111.8 124.4
Sales (USD bhillion) 20.8 27.9 38.1 47.8 57.3 67.0, 6.15 70.7
Employees (thousand) 122.6 132.9 1331 142|9 156.161.9 159.8 174.7
Sales per employee (USD169.9 209.9 286.6| 334.6 367.3 413.9 350.8 404.8
thousand)

Investments on fixed asset8% 3% 3% 3% 3% 4% 3% 3%
(percentage of sales)

Investments on fixed asset.0 2.4 3.1 3.2 3.5 4.9 3.1 3.6
(R$ billion)

Exports (USD FOB million) 4771 5.344 7.767 9.249 3@ 9.891 7.486 7.619
Imports (USD FOB million) 10.048| 12.6671 15.1835 1h7| 24.053 | 32.035| 24.953 34.882
Trade balance (USD FOB-5.277 | -7.323 | -7.368 -10.456 -14.7%53 -22.144 -19.4627.263
million)

Total foreign trade (USD 14.819 | 18.011| 22.902 28.902 33.353 41.9p6 32.439.5042
FOB million)

Exports/Sales (%) 22.9 19.2 20.4 19.3 16.2 144 413.| 10.8
Imports/Iinternal market of 21.7 18.3 15.9 17.4 18.5 20.5 20.4 21.6
final goods (%)

Exports/Total Brazilian 6.5 5.5 6.6 6.7 5.8 5.0 4.9 3.8
exports (%)

Imports/Total Brazilian| 20.8 20.2 20.6 21.6 19.9 18.5 19.6 19.2
imports (%)

Figure 20 — General Electrical and Electronics Industry ladlies. Source: ABINEE (2012).

The total sales in 2011 achieved R$ 138.1 billfepresenting an increase of 11%

compared with 2010 (Figure 21). According to theoagtion, these results are under
expectation as at the end of 2010, they projectgtbath of 13% for the period. ABINEE

informed us that the main difficulties noted by tleempanies, which affected their

performance, were the valuation of the Real andjtbleal economic crisis.

Sales (RS billions)

2005 2006 2007

2008

2009 2010 20

11

Figure 21— Industry sector sales. Source: ABINEE (2012).

Figure 22 represents the historical series of titrstry sales divided into its
sectors from 2003 to 2010 in R$ million.
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Areas 2003 2004 2005 2006 2007 2008 200¢ 2010
Industrial Automation (R$ 1,721 2,090 2,330| 2,708 3,097 3,444 2,943 3,237
million)

Electrical and Electroni¢ 6,876 8,697 8,653| 9,409 10,150 9,500 8,263 9,502
Components (R$ million)

Industrial Equipment (R$ 8,426 10,319| 11,814 13,322 15540 18,369 15,003 7518,
million)

Generation, transmission andt,449 5,581 6,557 9,169 10,599 11,919 10,604 12,089
distribution of electrical
energy (R$ million)

Computers (R$ million) 16,701 20,624 24,437 29,4181,441 | 35,278 | 35,278 39,864

+=

Electrical installation| 4,593 5,947 6,392| 6,755 7,646 8,323 7,954 8,909
material (R$ million)

Telecommunications (R$8,760 13,006 | 16,451 16,742 17,466 21,546 18,367 7116,
million)

Household appliances (R$12,421 | 15,338| 16,180 16,56( 15,773 14,710 13,427 ,3075
million)

Total (R$ million) 63,948| 81,601] 92,814 104,083 i1 | 123,092 111,83p 124,376

Figure 22— Sales of Electrical and Electronics Industry brga(R$ million). Source: ABINEE (2012).

Figure 23 presents this information in USD million.

Areas 2003 2004 2005 2006 2007 2008 200¢ 2010
Industrial Automation (USO 560 715 957 1,244 1,589 1,876 1,475 1,840
million)

Electrical and Electronic 2,239 2,973 3,555| 4,322 5,209 5,17(¢ 4,142 5,402
Components (USD million)

Industrial Equipment (USD 2,743 3,527 4,853| 6,119 7,977 9,997 7,521 10,662
million)

Generation, transmission andL,449 1,907 2,694 4,212 5,440 6,487 5,316 6,873
distribution of electrical
energy (USD million)

Computers (USD million) 5,438 7,049 10,089 13,5126,138 | 19,199 | 17,684 22,663

Electrical installation| 1,495 2,033 2,626 3,103 3,924 4,529 3,987 5,065
material (USD million)

Telecommunications (USD 2,852 4,445 6,759| 7,690 8,964 11,726 9,207 9,502
million)

Household appliances (USP4,044 5,242 6,647| 7,607 8,096 8,005 6,731 8,702
million)

Total (USD million) 20,820 27,891] 38,131 47,808 3B | 66,989 | 56,062| 70,708

Figure 23— Sales of Electrical and Electronics Industry brgad(USD million). Source: ABINEE (2012).

Another important aspect to consider in the induséctor analysis is the amount
of exports. As observed in Figure 24, in 2009 adti(? there was a decrease in exports after a
period of export increase (2003-2008).
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Areas 2003 2004 2005 2006 2007 2008 2009 2010
Industrial Automation| 76.5 114.4 143.7 238.9 280.3 314.2 267.4 329.4
(USD FOB million)

Electrical and Electroni¢ 1,760.0| 1,992.8| 2,286.0 2,708{4 3,151.1 3,304.3 32%| 2,804.6
Components (USD FOB

million)

Industrial Equipment (USD 362.8 475.9 640.4 917.8 1,012|8 1,141.2 8938 1104
FOB million)

Generation,  transmission165.0 274.7 334.6 515.8 657.2 864.9 837.0 734.
and distribution of electrica|

energy (USD FOB million)

Computers (USD FOB 193.5 263.3 387.0| 411.0 337.8 312.6 272.5 206.
million)

Electrical installation| 150.7 202.8 228.6 308.2 288.5 325.5 255.5 308.
material (UsD FOB

million)

Telecommunications (USID1,333.9| 1,142.00 2,832/3 3,114/5 12,4915 2,539.770111 | 1,338.1
FOB million)

Household appliances728.7 878.4 914.4 1,034.6 1,080{7 11,0885 718/5 .4849
(USD FOB million)

Total (USD FOB million) 4,771.0 5,344.2 7,767.0 4021 | 9,299.8| 9,890.8 7,485 7,619.

Figure 24— Exports of Electrical and Electronics Produgtspea (USD FOB million). Source: ABINEE

(2012).

It is also possible to examine the performancexpbds by trade blocks. Figure
25 presents the data from 2003 to 2010. A compatietween 2003 and 2010 highlights the

reduction of the penetration into the U.S. market the increase of ALADI as a market for

the Brazilian products, especially Argentina.

Regions 2003 (Part % 2007 (Part %) 2008 (Part 26)0094Part %) | 2010 (Part %
United States 45.4 20.0 18.0 17.0 14.1
Aladi (Total) 29.0 53.2 52.9 52.9 57.1
Argentina 10.6 22.8 25.6 25.6 28.4
Others from Aladi| 17.9 30.4 27.3 27.3 28.8
European Union 12.1 11.5 11.4 11.4 12.4
Asia (Total) 4.7 3.7 6.2 6.2 5.4
China 1.7 1.1 2.3 2.3 2.0
Others from Asia| 3.0 2.6 3.9 3.9 3.4
Others countries 9.3 11.6 12.5 12.5 11
Total 100 100 100 100 100

Figure 25— Electrical and Electronics export by Trade BIidSD FOB million). Source: ABINEE (2012).

Figure 26 presents the main electrical and elertsoproducts exported from

2005 to 2010.
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Products 2005 2006 2007 2008 2009 2010
Mobile phones 2,408.9 2,664 2,085.0 2,20Fr.2 18231,007.3
Electronics for automotive use 552,6 630,7 716,0 0,09 | 588,7 766,9
Hermetic motors compressor 549.2 643.0 7043 644.1489.1 644.6
Components for industrial equipment 426.1] 616.4 .®85| 1,048.9| 742.3 562.5
Motors and generators 348.6 431.6 567.9 655|2 508.847.2
Transformers 133.0 202.1 326.7 443.2 479.6 378.1
Refrigerators 253.3 278.5 292.2 281.3 175.4 202.4
Measuring instruments 88.5 151.4 177.5 204.1 177,&00,5
Motor generator group 91.1 190.5 93.7 125.9 68.9 3.17
Components for computers 104.4 98.6 149.3 1482 .714% 169.1

Figure 26— Brazil main electrical and electronics exporteadoicts (USD FOB million). Source: ABINEE
(2012).

It is important to highlight that the export shamethe industry sector sales has
been in decline since 2005 (Figure 27), which iatlis that there has been a growth in the
internal market that is supporting the companies’efopment in addition to this reduction of
exports.

Percentage of export share

2005 2006 2007 2008 2009 2010 2011

Figure 27— Export share on industry sales. Source: ABINHELD).

Considering the industry sector imports, excep@®8, the total amount has
increased from 2003 to 2010 (Figure 28). Dividihg &xports by area, it is possible to realize
that 53% of the imports are both electrical andted®mic components. This number helps us
to understand the dependence of the industry seftaaw materials and components from

suppliers from abroad.
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Areas

2003

2004

2005

2006

2007

2008

2009

201(

Industrial Automation
(USD FOB million)

707.8

870.4

828.8

1,325.6

1,757.

7

2,275

8

2,01

b.7,5282

Electrical and
Electronic Component
(USD FOB million)

5,734.6

Uy

7,825.8

9,617.2

11,909.

13,647.9 17,8

49,922.3

18,248.2

Industrial Equipment
(USD FOB million)

1,287.1

894.7

949.9

1,518.5

1,892.

1 2,806

3

2,72

348023.4

Generation,
transmission and
distribution of
electrical energy (USL
FOB million)

2211

224.3

223.0

310.2

388.3

498.2

495.7

531.

Computers (USD FOEH
million)

656.8

778.1

1,017.5

1,399.7

1,883.3

2,242.

1,76

?3404.5

installation
(USD FOB|

Electrical
material
million)

449.4

585.6

569.7

651.6

755.6

1,043

8

874.4

1,400.

Telecommunications
(USD FOB million)

605.0

923.7

1,093.5

1,234.5

2,0209

3,203

2

2,33

13867.1

Household appliance
(USD FOB million)

$386.0

564.7

835.5

1,354.9

1,707.

b5

2,140

3

1,82

5.4,86920

Total (USD FOB

10,047.9

million)

12,667.3

15,135

0 19,704.9

24,093.0 32/0

324,953.2

34,

882.

Figure 28— Imports of electrical and electronics productsaabga (USD FOB million). Source: ABINEE (2012).

The performance of imports by trade blocks can &lsadentified. Figure 29
presents the data from 2003 to 2010. A comparisgwden 2003 and 2010 highlights the

increase of China as a supplier market and thergeof the U.S.

Regions 2003 (Part % 2007 (Part %) 2008 (Part 26)009ZPart %) | 2010 (Part %
United States 26.5 141 12.7 12.7 114
Aladi (Total) 3.2 3.1 3.6 3.3 3.3
Argentina 1.4 1.1 1.0 0.9 0.9
Others from Aladii 1.8 2.0 2.6 2.3 2.4
European Union 23.6 18.3 17.9 19.1 17.3
Asia (Total) 42.3 61.2 62.5 60.7 63.5
China 9.9 27.9 30.6 314 34.7
Others from Asia| 32.4 33.3 31.9 29.3 28.8
Others countries 4.4 3.3 3.4 4.3 4.6
Total 100 100 100 100 100

Figure 29— Electrical and Electronics import by Trade BIdSD FOB million). Source: ABINEE (2012).

Figure 30 presents the main electrical and elemsoimported products from

2005 to 2010.
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Products 2005 2006 2007 2008 2009 2010
Components for telecommunications 1,744.8 2,470.364®@4 | 3,878.7| 2,473.8 4,533.3
Semiconductors 2,904.2 3,332|5 3,423.3 4,040.7 33420 4,464.1
Components for computers 1,597.8 2,177.5 3,088.0434 | 2,733.8/ 3,350.5
Measuring instruments 592.6 796.5 975.3 1,280.3 74110| 1,304.2
Electronic for automotive use 648.3 657.1 884.6 61,2| 983.1 1,264.0
Motor-generator group 24.2 131.8 95.7 243.8 5490 ,008.4
Components for industrial equipment 498.4 620.8 .B27| 832.3 665.5 869.1
Electrical medical equipment 89.5 377.4 480.5 607/6579.8 804.8
Data processing machines 358.6 409.5 4316 598.5 9.449| 761.1
Passive components 372.1 488.5 49411 5990 428.9 1.560

Figure 30— Brazil main electrical and electronics importedducts (USD FOB million). Source: ABINEE
(2012).

It is important to highlight that the import sharethe industry sector sales has
been increasing since 2005, and according to ABINEecast of 2011 performance, it will
decline 0,1 % (Figure 31).

Percentage of imports on
internal market

2005 2006 2007 2008 2009 2010 2011

Figure 31— Import share on industry sales. Source: ABINEELQ).

The trade balance has a deficit that representsiéipendence of the industry
sector companies on imports. Figure 32 presentsrélde balance deficit. The trade balance
represents the difference between exports and is)pand a negative value represents a
deficit: the industry is importing more than itagporting. This industry shows an increase in

this difference, representing a great dependendggnports.
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Trade balance deficit

Figure 32— Trade Balance Deficit. Source: ABINEE (2012).

These economic overviews of the electrical andtedaw industry in Brazil led

us to an investigation of this industry sector in Brande do Sul State.

4.2 The Electrical and Electronic Industry in Rio Giande do Sul State

The electrical and electronic industry in Rio Grandlo Sul State is strongly
related to the creation of thelLéi de Informatica representing an opportunity for
investments in these areas that lead to, as atrdbel development of start-ups from
university professors through the approach of usities and research centers to private
companies. Favorable conditions for investmentsR&D, combined with an entrepreneurial
behavior, led to the development of the industrthia State.

According to an investigation conducted by ABINHERIio Grande do Sul, in
2011, there were 198 companies located in the .Svadst of these companies are located in
the axis region from Porto Alegre to Novo Hambu¢g0%), 14% were located in Caxias do
Sul, and the remaining were spread along the gpbgrserritory of the State.

The sales of the industry sector companies in 2@itfieved R$ 4.622 million.
Figure 33 presents the industry sales from 20@01d..
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Sales of electrical and electronic industry in
Rio Grande do Sul State (RS million)

IR = R e e

2007 2008 2009 2010 2011

Figure 33— Sales of electrical and electronic industry in Brande do Sul State. Source: ABINEE (2012).

After this overview of the electrical and electmimdustry in Rio Grande do Sul
State, a description of the investigated casesisnrésearch is presented in the next section.

4.3 Description of the investigated cases

Figure 34 presents a brief description of the gasekiding the industry segment,
decade of foundation, size of the company, locatibthe manufacturing facilities and the
decade of the operations’ beginning, location bkofacilities (i.e., commercial, distribution
center...) and the year of operations’ beginningokygy of purchase items (components
and/or finished products), percentage of sourcingden abroad (compared with total
purchased), percentage of intra-company sourcindgenabroad, countries of supply, and

countries of export.
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Company 1| Company 2 Company]3 Company 4 Company 5| Company 6
Electrical | Electrical
Lights and Lights and| and and Electrical and
building building electronic | electronic | electronic Telecommunic
Industry: control control components components components ations
Decade 0
foundation: 1980s 1980s 1990s 1980s 1990s 1990s
Size of thgl - 991 - 99/1 - 99/250 - 499 100 - 249100 - 249
Company: employees | employees employees | employees | employees employees
20 - 50 R$Less than R$10 - 20/100 - 15020 - 50 RE10 - 20 RY
Sales (2010): | million 10 million million R$ million | million million
Porto
Alegre -
Location of the 1980s
manufacturing
facilities/Decad| Porto Porto Sao
e of operationsf Alegre -| Porto Alegre {Alegre -| Leopoldo - Caxias do Sul +rS&o Leopoldo +
beginning: 1980s 1980s 1980s 2000s 1990s 2000s
Commercial
Location of Séo
other facilities Paulo/SP/Brazi
(commercial, 0 2008
distribution Purchase
center...)/Year Office - Purchase
of operations Germany - Office - China-
beginning: None None None 2008 None 2010
Typology  of
purchase itemsComponent Component
(components, |s and Components S and Components
finished finished and finished Component| finished and finished
products...): | products products S products Components | products
% sourcing 2007 - 2% 2007 - none2007 - 30% 2007 - 37% 2007 - 12,57%2007 - 5%
made  abroa@2008 - 5% 2008 - 5,40% 2008 - 50% 2008 - 46% 2008 - 15,99%2008 - 5%
(compared with 2009 - 10% 2009 - 5,94% 2009 - 60% 2009 - 39% 2009 - 29,38%2009 - 5%
total 2010 - 15% 2010 - 6,819%2010 - 60% 2010 - 36% 2010 - 39,05%2010 - 5%
purchased): 2011 - 20%| 2011 - 7,80 % | 2011 - 70%| 2011 - 35%| 2011 - 60,79% |2011 - 5%
% intra-
company
sourcing made
abroad: None None None 1% None 5%
China United United
Taiwan China States States United States
Countries  of Hong Kong| Canada China China China China
supply: Germany | United States |India Germany | United States | Taiwan
Germany,
Argentina,
Canada,
China,
Colombia, Argentina,
USA, Uruguay,
France, Latin Bolivia, Costd
Uruguay Uruguay India, Italy,| America Mexico, Rica, EUA,
Paraguay |Argentina Mexico, (not Colombia, Australia,
Bolivia Colombia Poland, specified by Ecuador, Bolivia| Mozambique,
Countries  of Argentina | Chile Czech the Chile, Uruguay] Iran, Peru
export: Canada Peru Republic | company) |Argentina Chile, Mexico

Figure 34— Description of the cases
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It is interesting that these companies have somaasities. They were founded in
the 1980s and the 1990s. They present a tendensypiay from emerging and developed
countries at the same time, and as exporters, lthgg a more focused presence in Latin
America.

The companies agreed to participate if their idestiwere not released, and the
presentation of the companies was focused on tineiag strategy and activities, not on the
company history and strategy. Following this, tlextnsection presents descriptions of the

sourcing strategies of the cases.

4.4 Description of the companies

This section presents the sourcing strategies addpy the cases investigated in
this study. First, the GS strategies of the comgmmire presented separately and after this

presentation, an analysis of their GS level is made

4.4.1 Company 1

The creation of Company 1 is related to an inn@eaproduct developed by its
owners. The search for innovation was not onlyteeldo the product but also to the business
model. The company is focused on its core competenbe products are more expensive
than Asian similar ones. To be competitive, the pany focused on customized products,
even those sold under a customer’'s brand. The amyngacentralized the manufacturing
process with the engagement of suppliers locategeclto the company’s site and is still
using this approach with global suppliers. The canypused to manufacture products in the
suppliers’ units, performing the quality controhgking, expedition and shipping at home.
Inside Brazil, they are changing this strategy beeaof logistics cost; however, the
relationship with suppliers is still an importanspact of the company’s strategy. The
company realized that they are more than an ingusthey had developed distribution that
must be used with complementary products. Thesgupte are searched for in international
markets and represent 20% of the company’s sales.

The approach to international suppliers began rtie 10 years ago with a first

business mission promoted by the industry assoaiatince thenthe managers travel to
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Asia every year to visit fairs and suppliers’ unRetential suppliers are also identified at the
international fairs inside Brazil when they comeeigose and visit.

The adoption of a strategic view of sourcing wa®rasequence of the company’s
growth. As it moved from being a small company tmiadle size company, the managers
realized that the benefits to small companies wedeced. At the same time, the established
competitors started to treat the company as anl equiathe consequence could be failure or
being sold to bigger companies. As the owners wateepreneurs and were committed to the
company, they realized that to maintain the groratie they had over the years, they would
have to search for new opportunities, and as tlaelydeveloped a consolidated brand image
and market chains, they could explore this pathetmome even bigger. The difficulty was the
need to maintain the demand to invest in the dgweémt of new products, including R&D
and an infrastructure to manufacture. The usetefmational suppliers could reduce the time
to introduce new products to the market. Howevesytcould not sell the same products that
others competitors could find abroad. With thisulcCompany 1 started to import products
and perform reverse engineering at the compantestsidevelop improvements. From this
process, the company identified parts that couldh@anged for items for which they already
had certified global suppliers. Company 1 starteguesting their direct supplier to use a
component from a supplier identified and certifigdCompany 1. A part of these components
was developed specifically for the company, whissused more competition from others
players. This strategy started to be implementeeetlyears ago, and the biggest challenges
were related to cultural aspects. Most of the sepplare from Asia, and these suppliers had
difficulty understanding the balance of quality amut that the company demanded.

The inclusion of new products from Chinese supglieto the company’s product
portfolio can represent a risk for the company,ttesy may not be well accepted by the
company’s customer. To reduce the risks of cust@m&jection to these products, the
company developed a second brand, which is usedrtmluce products into the company’s
market. As the products are accepted, the compéanys sselling these items with the
company’s brand.

A new step in this strategy occurred while the deg¢ae being collected in 2011
as the company was waiting for the first batch pr@duct that was 100% developed by the
company, including the design, molding and injattiooling, and produced by an Asian
supplier. The company considered that this wagedhelt of the adoption of cooperation with
the supplier. The company created entry barrielngequality products and developing

distribution chains that allowed them to adopt s#iategies. The transfer of knowledge, as in
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this case, is treated as a very risky operation.avoid the transfer of knowledge, the
company established agreements with the supplbeasgure that if they sell the products to
the company’s competitors, they will sell for aglar price. The other strategy was to separate
the software part of the product, where a supptigoduces the software into the component

in one country and ships them for assembly by arattpplier.

4.4.2 Company 2

The foundation of Company 2 is directly relatedth@ development of new
products and innovation through research basedceantechnologies and products. Thus, the
need to source abroad was always a part of thg dapédrations. Today, Company 2 sources
primarily components but also finished productse Tbmponents are sourced abroad, and for
some products, the company sends them and othgoar@nts purchased locally to a third
company responsible for the assembly of the preduCompany 2 is focused on the
development of the product and after it is assethhésting it.

The focus on development and sourcing, insteachdhe manufacturing process,
was a decision of the company to be more focuseth@ractivities that they realized could
add more value to their business model.

The intense effort in development leads to the neé&dnot just standard
components but also customized ones. The searctevosuppliers is the responsibility of the
innovation area, even though sales, engineeringancting also collaborate in this process.

A focus on cost control appears to be the essehtigeosourcing area and the
efforts to look forward to new suppliers is based wsits to fairs, and a structure of
relationship management with global suppliers dussexist. However, the company realizes

the need for establishing a closer relationshij vt global suppliers.

4.4.3 Company 3

The company started to source abroad 10 years aga way to introduce
electrical and electronic components that werenmaiufactured in Brazil. The company was
first based on the use of local suppliers as theseweloser, represent less logistic difficulties
and accepted small orders. As some products ddnanat a local manufacturer, they were

imported by the company’s suppliers. Over the yaaesdifference between the cost of local
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purchase and imports was reduced, and a stratggioach was viewed as an opportunity for
the company to reduce costs.

As the company did not have expertise in globalr@dog and needed small
orders, they started to negotiate with tradersabtbat represent manufacturers and also with
representatives of global suppliers in Brazil. Triscess promoted a change in the cash flow
of the company as they were used to paying in ambjeand the new suppliers requested pre-
paid orders. To reduce this difference, they seatdbr local representatives that could visit
the company and understand that, even though tleey purchasing small orders, they were a
solid company. Another approach that helped therm tha purchase from a representative
that already knew them, as they had acquired lgoeny a few years ago.

New global suppliers where included in the compamyortfolio after a trader
attempted to approach the company and a Chinesgieau his approach led the owner to
visit that country for the first time. After thaisit, the cultural barriers were reduced, and the
company felt more “safe” to go abroad to searchdpportunities. Part of this behavior
happens to follow competitors, and the compan-structuring its sourcing area to explore
more options abroad. The company is starting tdempnt a strategic view for its sourcing
decision process as keeps searching for compotebtsused in the assembly of products at
the company’s site.

4.4.4 Company 4

The globally sourced items of this company incl@dectronic components and
finished products. The finished products startedgomported with the company’s label four
years ago after adopting a strategic view of sogreictivities. The first motivation was the
local cost and the source for more technologicatlpcts. The first move was a trip of the
managers to Asia where they found suppliers withdpcts that could be supplied abroad
instead of manufactured or purchased locally assgproach to improve technology and
reduce costs and time to market, as sourcing alwidhada relationship with the suppliers was
faster and less expensive than investing in R&Matompany.

The company has two units abroad. Each unit isoresple for sourcing support
in its country — they negotiate the terms of pusehwith the local suppliers, and the unit in
Brazil is responsible for the logistic procedures.

Over the last few years, the company has been ifuguen establishing

partnerships with more advanced technology sumplaranging from old suppliers abroad to
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new ones. The company has also focused on thehs&@arcomplementary products that
could improve its competitiveness through the cbdaton of the concept of “one stop
shop” at the company. The strategy of the company iségotiate the conditions of its
source with the suppliers for a year and basedemégotiated terms, the company places its
orders.

This change in the concept of global sourcing ia tompany’'s activities is
conducted by the top managers (owners), and theysaarching and negotiating with
potential suppliers to establish partnerships. fidagotiation with component suppliers is still
being conducted by directors and managers.

The company also started to consider the importaficeuppliers on the R&D
project to assure the components that the new ptedull require have an appropriate cost
and to introduce new components developed by thgaay’s suppliers in the development
process. The company has a tradition of R&D andvation, and the adoption of GS is being
perceived as an opportunity to accelerate the iatav process based on the establishment of

closer relationships with suppliers.

4.4.5 Company 5

Company 5 started to source abroad six years aggube of their market. To still
be competitive, the company must reduce costs whdataining quality. Some of the raw
materials that the company was purchasing insi@deiBwere made abroad, and the purchase
from a representative or a distributor representerh costs that could most likely be reduced
by sourcing abroad. At this moment, the company wasting the development and
production of a new product line to a new industsiector that pushed these changes. The
first effort to source globally was a standard itévat could be potentially sourced from a set
of suppliers.

At that time, the company started to structurerdarnational sourcing area with
the allocation of one employee that was studyingrivational trade but had no experience in
the area. To fill this gap, the company used a wting company to support the first
operations. The first process was difficult as ¢benpany did not have experience with this
activity; however, with time and the learning pregethe benefits began to be measurable.

® One stop shop refers to a situation when the totian purchase multiple products from a single epp



122

An important part of this learning process waswisés to fairs and supplier sites
in the Asian market annually for the last four yeak careful process of supplier selection
was conducted by the company. In the first yewes sburcing area used internet databases to
find new suppliers. Today, the sourcing area psefersearch for new opportunities at fairs —
to actually “meet” the supplier. Annually, the coamy managers travel to Asia to visit fairs
and both current and potential suppliers. An ingasibn of a set of characteristics of the
suppliers, such as the year of foundation andeitsfications, is also required before starting
the purchase process.

The selection of new items to be sourced globallpived the criteria of amount
and volume to enable logistics cost — always camid the items that most impacted the
ABC curve. The beginning of the consolidation adds in the following years led to lower
volume items becoming viable for importation. Thoedtion — proximity of suppliers —
became another criterion of analysis in the purcigagecision.

The imported goods are all raw materials — the @mgmloes not import finished
products. The entire production is centralizedha tompany’s site. The only outsourced
activity is support to the sales team. There iBiagsconnection between the engineering and
the source departments — they work together in p@auct development to achieve quality
and the target cost.

4.4.6 Company 6

Since the beginning of its activities, Company & kigpended on international
raw materials. The decision to import these mdtemastead of purchasing them locally with
a strategic view was part of the company’s strat@fgn since its establishment. Two years
after the beginning of its operation, the managease their first trip to Asia to visit fairs and
suppliers. According to the company’s manager el need to have this strategic view as
they offer their products in a globalized markeemvnside Brazil, as many international
competitors sell their products in Brazil, and thare no import barriers to them.

The company sources raw materials and finishedymts from abroad. The raw
materials are used in the manufacturing of prodinasare developed by the company. These
raw materials can be standard or customized irthatsvere developed by Company 6.

Company 6 also has an agreement to be an exclospresentative of some

products from two global companies. These finispestlucts are imported and sold in the
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Brazilian market with the brand of Company 6 — adowy to the company’s manager, this is
a method to fill in some gaps in the product linattthey do not produce.

Company 6 has the manufacturing centralized inwmie This company also has
a R&D unit inside a university campus and a supgffice in China. Commercial units are
distributed around the Brazilian countryside. Thp@y office is China is responsible for the
support of sourcing activities. The negotiatiormade by the head office in Brazil, and the
supply office manages the suppliers and the sogi@imew supply opportunities.

The centralization of the purchases from Asia $iélp improve the gains that
could be achieved through the consolidation of @aAgother strategy adopted by Company
6 is the analysis of their potential to source alyefrom the manufacturer or to source from a
distributor. When this company purchases small rstdéey purchase from distributors that

offers better conditions in different countriesidé Brazil

4.5 Analysis of the GS level of the cases

The GS strategy was described in early sectiorss,itails possible to analyze at
which stage of the GS approach the companies a@dhban the Trent and Monczka (2003)
model. Level | represents the companies engagadimiglomestic purchasing and will be not
considered in this study, as only companies thatcgo abroad were selected. Level I
includes companies that are engaged in interndtpmahasing as needed, such as when they
do not have a local supplier or when the only sewsroad to follow competitors. Level
includes companies that include international pasahy as part of their sourcing strategy,
even though this purchasing is still perceived asarate part of the source process. Levels
Il and 11l represent the international purchasimgehsion of sourcing strategy. Levels IV and
V represent the effective adoption of GS. Leverdyresents the integration and coordination
of GS across worldwide buying locations, and LeVelrepresents the integration and
coordination of GS with other functional groups. fBach Levels IV and V, companies that
used to purchase internationally in general desgghayers that are traditionally focused on
domestic markets to global markets, without difftiaing between local and international
markets; these companies use international unigsipport the activities of GS, consolidate
the purchase needs of units to maximize margins aomglobal basis, improve the
communication between the functional areas withr@ng, and establish efforts to obtain a

proactive view of sourcing possibilities.
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Analyzing this classification of sourcing strategyd the sourcing characteristics
of the investigated companies, Companies 2 andn3beaclassified at the International
Purchasing Level. Company 2 outsources based drandghe inexistence of local suppliers,
while Company 3 is starting to source more to fellmompetitors but is still focused on cost
reduction. These companies do not have a stravegicof sourcing even though they realize
that they need to have this type of approach amdnarking on the improvement of their
sourcing strategy.

Companies 1, 4, 5 and 6 are adopting GS. Compédmag h consolidated strategic
approach, especially with (1) the involvement dfiest functional areas into the sourcing
process and the manufacture of products abroadthaleveloped by their R&D department
and (2) the use of different brands as a marketirggegy. Company 4 is adopting GS at an
initial level; even though this company already Ilsasircing units abroad, the connection
between other areas and even with the sourcingpeamproved. Company 5 experienced a
fast growth of its sourcing activities in the glblp@arket. This company revealed a strategic
vision of this activity with the involvement of R&Rnd the sourcing area in the process of
product development. Company 6 also has a consetidatrategic approach that is
demonstrated by the existence of a supply offichma and the company’s sourcing process
for new opportunities.

The positioning of the companies can be viewedgaie 35.

Classification of GS Companies

International Purchasing Company 2
Company 3

Global Sourcing Company 1
Company 4
Company 5
Company 6

Figure 35— GS classification of investigated companies

Based on this classification, this study will coni to investigate the GS aspects
of Companies 1, 4, 5 and 6. This selection was mapb as the focus of this research is the
adoption of GS. The framework developed in Chaptevill be used in the next chapter to

conduct the cross-case analysis.
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5 ANALYSIS OF THE GS ADOPTION

This chapter presents an investigation of the adopif GS by the companies of

interest through a theoretical framework analysi$ @ cross-case analysis.

5.1 The antecedents of GS

The antecedents of GS represent the movementlappen inside the companies
that lead them to adopt GS and include their grat@rientation and organizational structure.
The following sections present these aspects fongamies 1, 4, 5 and 6 through a within-

case analysis.

5.1.1 Strategic orientation

According to Alguire, Frear and Metcalf (1994), qumies can obtain
comparative and competitive advantages throughatth@ption of GS. The international
growth of companies and markets might have moti/ébe companies investigated in this
study toward this adoption. The motivations that tbese companies to adopt GS were
investigated as the starting point of the theocaéfimamework.

Company 1 established a growth goal of 25% per. \@&cause this company is
playing in a competitive market, its directors ledkfor more supply opportunities, such as
purchasing products that are not available in thearkets but could be sold in the same
distribution channel. According to an interviewé&p manufacture a product in Brazil, |
need a biggeinvestment compared with purchasing it from China (...) theastment that |
could be doing in R&D and production, including gauent, tools and matrices, | don’t need
to do anymore (...) | start sourcing using that antdare able to sell these produfaster.”

Another motivation to adopt GS is related to dedivery lead time In comparing
the development of injection machinery by a Branilisupplier to a Chinese supplier, the
Brazilian company takes approximately 90 days lierdevelopment step, whereas a Chinese
supplier takes only 25 days. Although this commaridoes not consider the production and
the delivery lead times, the reduction of time aesp during the development step is an

example of the differences in the total lead times.
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According to the interviewee, “we will pull the damd (...) we became a national
reference and the international market is alsoilapkt us.” Additionally, to stay competitive,
companies must useew technologiesthat can be achieved in the global supply market:
“worldwide electronics — every 6 months we haveea microcontroller.”

Company 1 is also changing its concept of locaterimational and global
companies. According to an interviewee, “I can nfacture here, or anywhere else — it is a
strategy decision.” This strategic view include® trelationship with theexpansion of
consumer markets expressed in light of the company’s view on thabgl manufacturing
process, in which a supplier is used for finishedds as a means to export to more countries
without transferring products through Brazil.

Considering the motivations of Company 1, we realthat cost reduction
(comparative advantage) is important, but it iswbat leads to the adoption of a GS strategy.
Company 1 is motivated by competitive advantagesuding the access to new technologies
and delivery improvement (product related), theuotidn of product development cycles
(process related), and the establishment of a pcesia the global market, in addition to the
opportunity to sell to a specific market or counanyd the ability to react to a competitor’s
practices (company marketing related). A motivation previously identified in the literature
review, and the perception of Company 4, is thempidl for more diversified products using
the same distribution channel already developethéyxompany.

To Company 4, cost reduction was the initial mdtoato start sourcing globally,
but it was not the only motivator. Company 4 wenroad looking for business opportunities,
not just cost reduction. From the early years @& tompany, the founders looked for
partnerships with suppliers that could supply wetluced prices and better technologies. The
first supply partnership started with an Asian digopthat “had products with more
technology, weresmaller and hadbetter cost” according to the interviewee.

Even though the Asian supplier was able to filsthap, the company also looked
for other opportunities in more advanced countr&s.a result, Company 4 established a
partnership with a European company that had rhigjie-technology applied products, with
a higher price than Asian products, but were alecentechnologically advanced, which could
ensure competitiveness.

Company 4 does not just purchase more high-tecggopvoducts but also is
using this acquisition as a means to learn aboaitpttoducts. “The technology from our
supply (in a case of a component supplied abr@mproving the technology of our product

(developed at the company’s site in Brazil),” séid interviewee.
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Another motivation was the development of thené stop shop” concept
Company 4 realized that it could offer more toatstomers and, in doing so, could obtain
orders that it was losing due to its inability wgpply all of the requested items. To fill this
gap, Company 4 started to supply finished prodwstigped by the suppliers with the label of
Company 4. This situation created a new competgoanario for Company 4 because it was
able to compete with its suppliers, although thenary difference is the set of products that
can be supplied together by Company 4.

According to the interviewee, “to make an investiramd develop a new product,
we will not reach the same cost (...) instead of ingho develop a new product, we join with
another company and complete the portfolio witlew product.”

As a consequence of the development of Companits 4uisiness now requires
more advanced products as inputs, which are noufaatured inside Brazil. “We have no
choice; nowadays, the components we need do netddemestic market in Brazil. They are
only available in the international market.” Thésalso a consequence of the development of
Company 4’s market: “our competitors are internzid

Considering the trajectory of Company 4, its businestrategy began with
sourcing from abroad to reduce the company’s dq@sisparative advantage), but the use of
international suppliers and the knowledge of thesarkets led the company to new
motivations, which were related to competitive atages. These advantages included access
to new technologies (product related), anticipatedterial needs for new products in
development (process related), and reactions tgpebtars’ practices (company marketing
related). Just like Company 1, Company 4 percetiredpossibility to offer more diversified
products by using the same distribution channeéadly developed as its motivation to adopt
GS.

Company 5 started to supply inputs from abroad daseits need for alternative
supply sources. The manufacturing of a new prodadt Company 5 to identify the
inexistence of a supply marketin Brazil: a few companies were selling raw materi
produced abroad. Company 5 started to look abraads@ippliers for this item and,
consequently, extended the number of raw matepatshased abroad. This situation led
Company 5 to analyze its potential to source otmaterials from abroad to be more
competitive: “our clients are looking for cost retlan (...) The competition itself has forced
us to seek other alternatives because we had tcegatices to stay competitive.” A lack of
the necessary raw materials exists in the Brazdigoplier market: “the market does not meet

the sourcing needs of electrical and electronicspamies.”
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Gaining access to suppliers from other countriksvad the company to access
moretechnologiesbefore they arrived in the Brazilian market. “Téevere some items that
we never think about using before we start sourgiogally.” Because the total quantity of
each item was insufficient to reduce the total c8stmpany 5 expanded the number of items
by using a consolidated shipping process to erthréotal cost was reduced.

Company 5 also highlights the achievement of bettgotiation conditions
especially in light of its follow-up process withe suppliers. According to the interviewee,
global suppliers are more in tune with the needs®fcustomer.

The establishment giresence in the global markets another important aspect
of Company 5’s strategy. Because the company fratuattends international fairs and
visits international suppliers’ sites, Company %exoming known in the suppliers market.
Consequently, the interviewee presented a situatiovhich Company 5 needed extra time to
make a payment, and the suppliers agreed to ddlvematerials before the payment was
received, even though the initial negotiation waat the transaction should be prepaid. The
suppliers agreed to extend the payment deadline.

The final motivation for a GS strategy is relatedbbtaining theopportunity to
sell in a specific market or country which, in this case, is Brazil. The taxes to impo
finished goods are higher than the taxes to im@ovtmaterials, and the appropriated tax and
engineering costs can ensure increased compegsgan Company 5.

Even though Company 5 started sourcing globally ttughe lack of local
suppliers, its strategy is nhow motivated by contpetiadvantages, including the access to
new technologies (product related), the establistiroé alternative supply sources (supplier
related), better negotiation conditions (processted), and the establishment of a presence in
the global market, while seizing the opportunity dell to a specific market or country
(company marketing related).

To Company 6, the survival of the company was tts# motivation to look for
more competitiveness through sourcing. A few desaalp, there were 21 direct Brazilian
competitors of Company 6; today, only 2 other congs manufacture the same kind of
products. In this competitive environment, “[ajlfategies that | (Company 6) can employ to
ensure a little better competitiveness, | haves &nd supply is one of the most important.”
Looking at their competitors’ products, Companydénitified that their quality was similar;
hence, the difference resided in test which could be reduced by using a better sourcing
process.

Even though the market structure and costs wereirtii@l contributors to
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Company 6's movement into GS, nonetheless Compangeftified that, with global
suppliers, it would have the opportunity to accessre technology and to improve its
product portfolio with the introduction of more products (purchasedfinished goods),
thereby completing its portfolio. The purchaseinfshed goods is an opportunity that can be
explored by relying on the already developed dstion channels available to Company 6,
which can be used for importing finished goods.

Increased numbers of technology products, whenceduglobally, represent the
opportunity for a company to offer new products aechnologies faster than it could with
product development; additionally, such an appraacbrporates reduced development costs,
which decrease the total cost. Global supplienstelithe development cost on a global scale.
In this way, looking abroad for new sourcing oppaities is a means to ensure scalability for
Company 6 by introducing global products into itstfolio. This allows the company to
improve its international presence by illustratihg importance of establishiqpyesence in
global markets.

Motivations related to cost reduction (comparatidlvantages) are important to
Company 6, but this company also is motivated bymetitive advantages such as access to
new technologies (product related) and the estabksit of presence in the global market
(company marketing related). The possibility ofeofig more diversified products while
using the same already developed distribution oblanalso is identified as a motivator for
Company 6.

The four investigated cases present motivationsatadl to comparative
motivations (cost reduction) within the overall mations that led them to source abroad;
however, comparative motivations alone were notughoto adopt GS. All companies
presented competitive advantages as motivating effart. Figure 48 summarizes these
motivations. Based on Monczka and Trent (1991), adbz Handfield and Das (1998),
Dornier et al. (2000), Cho and Kang (2001), Chpktr (2002), Jin (2004), Agndal (2006),
Harris (2006), Knudsen and Servais (2007) and Du@2608), a framework was developed to
separate the comparative and competitive advantggscan be achieved through GS
(presented in section 2.5.1.1). The competitiveaathges identified in that framework
(product related, supplier related, process reJatad company market related) were used to
analyze the cases. Because other motivations retgoisly identified in the literature review
were also identified in the cases, a fifth linénidduded in Figure 36. Because the comparative

motivations only refer to cost reduction, and tisisiot what represents the adoption of GS,
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this motivation was not analyzed here. The focushisanalysis remains on the competitive

motivations.

Company 1 Company 4 Company 5 Company 6
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Figure 36— The motivation analysis

Access to new technologies is the most relevanivatain for the adoption of GS
and can be related to the companies’ market clarsiits: the electrical and electronics
industries represent a global market with globglpdiers that conduct innovation on a global
basis. Motivations related to technology improvetaewere highlighted by Quintens,
Pauwells and Matthyssens (2006) as drivers of @8hiology seeks to motivate GS; at the
same time, if a company needs various technolotfiese needs facilitate the adoption of GS.
A new motivation that came out of the cases isathiéity to offer more diversified products

using the same distribution channels already deeeldy the companies. This motivation
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shows that the investigated companies had develtipad own distribution channels; to
control them, the companies had to increase thebeurof distributed products by the
introduction of finished products supplied from @édi. Better exploration of a company’s
distribution channel can ensure competitivenesk vespect to global players (Porter, 1986).
The motivation to become a global player was nearty indicated by the interviewees but
can be identified though data analysis. The congsanhave global competitors;
simultaneously, the companies wish to increase thirnational participation through sales,
essentially with export. This participation is beokby the necessity of scale and international
presence. GS helps companies to overcome this wealrecause establishing a presence in
the global market was the second motivation comgnadentified in the companies’
behavior.

When requested to attribute a number between O-impartant) to 7 (very
important) to a set of motivations for GS, the laigihscore (average of 6.5) was attributed to
the anticipation of material needs for new produntgievelopment, the establishment of
alternative supply sources, the establishment eggurce in global markets, the introduction
of supplier-based competition, and reductions taltacquisition costs. The average scores
are presented in Figure 37. Trent and Monczka (RD@stigated the behavior of companies
that adopt GS and identified that total cost reiducis not the most important motivation for
the adoption of GS. However, this is the most ingodr aspect for companies that only
purchase internationally. The results presentece Haghlight that, for this group of
companies, total acquisition cost reduction reakitre highest average score in comparison
to the other motivations. Although the same scevese obtained, this study considers the
fact that, for this set of companies, GS adoptioas wnotivated by comparative and

competitive advantages.
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Average score
The anticipation of the materials needed for nemdpcts in development 6.50
The establishment of alternative supply sources 6.50
The establishment of presence in the global market 6.50
The introduction of supplier-based competition 6.50
Total acquisition cost reduction 6.50
Access to advantages in the supply market 6.25
Access to new technologies 6.25
Increasing the number of available suppliers 6.00
Anticipating materials needed in case the demaadgbs 5.75
Better negotiating conditions 5.75
Quality improvement 5.75
Supplier reliability improvement 5.75
Product reliability improvement 5.50
Quality control improvement 5.50
The reduction of a product development cycle 5.50
Access advantages from supply’s core competency 5.25
Obtaining the opportunity to sell to a specific k&tror country 5.25
Delivery improvement 4.75
The flexibility to change the input’s features 4.75
The reaction to a competitor’s practices 4.50
The incoming goods cost less in local currency ljexge rates) 4.25
Customer service improvement 4.00
Support to the company’s own international operegtio 3.75
Meeting the supply constraints imposed by goverrimen 1.50
Offering global support for local products 1.25

Figure 37— Motivation scores

The key motivations for the adoption of GS di@ster access to new
technologies the establishment of presence in the global markeand themotivation to
become a global player

Linder (1961) stated that the international tragdemianufacturing differs among
the primary products because it may represent thengsion across national frontiers of a
country’s own network of economic activity. The mvations identified in the presented cases
confirm this notion because these companies conthde markets to be global and consider
the opportunities abroad to be clear extensionkesf home markets.

Another aspect identified in international tradedty is the fact that GS is not
induced by price conditions; that is, other forcegnt the company’s behavior (Vernon,
1974), such as a “follow the leader” strategy. Bhesmpanies are following the strategies

developed by other companies that have alreadyhsapgportunities abroad. Vernon (1979)
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affirmed that companies are “acutely myopic” beeatleir managers tend to be stimulated
by the needs and opportunities of the market ctaseband, i.e., the home market, not the
global market. The author indicated that the primearasons for GS were based on home
markets but the adoption of GS was motivated byadeortunities identified in the global
market, such as the technology that can be accesseskas.

The affirmation of Rugman (1980) that the actidtief global companies are
better explained by the theory of internalizatioather than by the theory of
internationalization is an interesting point of widor understanding these companies and
their international behavior. Buckley and Carsofi7@) affirmed that the internalization of
knowledge in the global market represents an oppityt to visualize how a company can
grow by exploring the various opportunities presendifferent countries; to achieve a final
product in a given development process, units fewound the world may be involved. The
investigated companies presented behaviors théirrotinat the knowledge acquired through
international exposure improves the adoption of @&.part, this improvement is a
consequence of the development of relationshipk wufppliers in the global markets. The
contributions of Dunning (1995) and Rugman and ¥keb (2003) also highlighted this
aspect.

Bartlett and Ghoshal (2000) stated that many comepaattempt to enter the
international market by investing at the bottombef value curve, and some fail because they
continue to stay there. To survive and grow in glabarkets, companies must know how to
learn from the constant flow of new demand, opputies, and challenges that international
competition brings. To understand how the investidaompanies act in global markets and
whether they are learning and are improving therfggmance based on the knowledge

absorbed through GS, the organizational structa®investigated.

5.1.2 Organization Structure

Analysis of organizational structure is essentalbhderstanding how companies
prepare themselves for strategy adoption (Lima420Dhe decisions related to configuration
and coordination are key dimensions of an inteonatfization strategy (Porter, 1986a). A
third element has been included to investigateotiganizational structure, i.e., information.
This element was added because it allows us torstashel how a process flows through the

organizational structure.
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Decisions related to theentralization versus decentralization of sourcing
activities represent an expressive aspect of tlsvlatdge developed with respect to GS, as
noted in Arnold (1989), Monczka and Trent (1991¢itrand Monczka (1998, 2003, 2003a),
Arnold (1999) and Trautmann, Bals and Hartmann $200he investigated companies have
centralized manufacturing processes with their pctidn units only located in Brazil. Only
Company 4 and Company 5 have units abroad, bothath are related to the companies’
sourcing activities. The decisions related to sogrcactivities arecentralized in all
companies. The foreign unit of Company 4 is resjim@agor negotiations with the local
suppliers as well as the shipping process. Thedonenit receives the order details from the
unit in Brazil. For Company 4, that unit helps reduhe cultural distance between the home
and the host countries, in particular, because sofiriee suppliers in the host country are
strategic to Company 4. The importance of this imitelated to the image of Brazilian
companies in the global market, and after a fewrsyed Brazilian development, this
importance decreases: “the negotiation from Brazilicompanies is becoming more
notorious,” said the interviewee from Company 4isTimit has direct contact with the top-
management board and the sourcing area.

The overseas unit of Company 6 is responsible fonitaring the sourcing
opportunities and supporting the sourcing actigitiehe overseas unit does not have a direct
connection to the sourcing process, unless Compangourcing department has a problem
with the activities of the overseas unit. AccordiogCompany 6, it is important to monitor
the Asian market because new technologies aredintem every day. This unit has direct
contact with the top-management board.

Based on the empirical information, the tendencyata centralization was
identified in the company structures when adop@&®) Matthyssens and Faes (apud Arnold,
1999) argue that centralization can provide gresi@mgaining power and can generate
economies of scale with the uniformity of demanéisglobal view of supply may lead to
better acquisition, which can result from betterokiedge of the market. Finally,
centralization allows for the efficient use of pwoement skills with the simultaneous
reduction of administrative activities and openadib costs. Our findings confirm that the
centralization tendency, as presented by Schmitd Knorring (2001), occurs as a
consequence of the increased number of supplennalives.

According to Quintes, Pauwells and Matthysens (20@6 high degree of
centralization and coordination ensures betterlt®$n the generation of value through the

activities of international supply. Additionallyhé internal organization of the company for
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the development of GS may provide greater oppdramto achieve the desired advantages.
To better understand coordination, timgeraction with other functional areas was
investigated.

Company 1 uses a structure that aligns productlojenvent and sourcing because
they work in the same macro area, while new deveétoys are conducted by members of the
inter-functional group. To standardize the matsriadourcing receives the orders from
production planning or sales and places the ondétsthe suppliers. For new products, the
engineering department must search the suppliers and then igimet on the approval
process. The sourcing area can support this gctewitl starts supplier negotiations after the
product has been approved; then, the productiotegsobegins.

Company 4 has two different interaction processt®den its sourcing areas and
other units. For standard products, R&D definesabmponent and the sourcing unit has the
autonomy to conduct the process with the supgher.customized products, the R&D unit is
in charge of the decision-making. When a new proéuander development, tH&D unit
starts to look for opportunities: the professiorgdsabroad looking for opportunities and the
feasibility to work with them. The decision to usspecific new supplier is made by the R&D
unit. The decisions related to the new product e at weekly meetings with the
participation of the sourcing area, which works¢duce costs and ensures that the product
will be marketable with respect to costs. Accorditog the interviewees, there are two
weaknesses in Company 4’s interactions: (1) theistichl areas are not close enough to
R&D, and the product project may not be “producib(@) The interaction of sourcing and
sales is not well established, and the informaomcerning the market does not flow
backward easily to the sourcing decision process.

The engineeringdepartment at Company 6 is responsible for thetifieation of
the materials that will be used in its new produdise department searches for suppliers,
requests samples and analyzes the operation’sbildgsimarket, costs and time). The
sourcing area can support the searching procesprdaduct development is all conducted by
the engineering area. After development, the sngrarea becomes involved in the process,
i.e., after production has been defined and thenairders are placed.

Company 1, Company 4 and Company 6 present theiraictions with the areas
responsible for the development of new productgifeering and R&D) but with limitations
in the decision-making process, which may be rdlabedifficulties in the negotiation step.
Company 5 employs the most interactive processwafcing with other functional areas. The

search for new suppliers and materials is madéhégngineeringarea in conjunction with
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the sourcing unit. Both areas visit internatioraits and the suppliers’ sites, and there is a
more clear and interactive flow of information beem the areas. Sourcing also has a closer
relationship with thesalesarea, which allows sourcing to have access to inéoemation for
planning long-term negotiations with global supgdie

According to Gelderman and Semeijn (2006), attentie needed in the
management of internal and external interfaceselsas in the management of suppliers in
various markets, which increases the complexitymfanizational management. The main
studies related to this aspect focus on the streicdil MNCs and the relationship between
units. The investigated companies are not MNCsit $¢as not possible to investigate and
compare these findings.

It is important to identify theformalization of the interaction previously
presented. The four companies are concerned wétliotimalization of the activities and the
reduction of dependency to one professional. Comfdas interviewee highlights that it is
important to formalize the costs related to theetspent searching for new suppliers into the
cost structure of the development process. “Wacate hours and control them (...) they are
costs t0o.” The interaction is formalized in Compahthrough weekly meetings with the
production area but still lacks interaction with B& Company 5 and Company 6 also report
the need to utilize a process that is formalizetebethey present better interaction processes,
although they are primarily informal. It is impantao highlight that formalization is usually
conducted based on ISO standards (Company 5 ang&gyn®) but it does not ensure the
need for a GS approach.

It was identified by Hartmann, Trautmann and Ja&008) that, with respect to
formalization, companies must focus on the debnii of governance as well as standards,
processes and controls. Governance and standathisienthe establishment of manuals,
codes of conduct and the definition of competereecesses are understood as the
responsibilities of each company (headquarter amdidiaries). Controls are the indicators
and methods used to monitor and compare the aftigief the units. These three aspects can
serve as guidelines for the investigated compatoesnprove their formalization of GS
activities.

While globalization and its standardization presswand process efficiency favor
centralization, the need for customization and saspveness leads to more decentralization
and the dispersal of activities in different colegr(Hartmann, Trautmann and Jahns, 2009).

Balance is required, and according to Trent and ddka (2003), companies that adopt GS
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will realize that a centralized procurement struetis more important than simply making
international purchases.

In addition to the difficulty associated with analg the interactions among
sourcing units, the interactions between sourcimdy@her functional areas was investigated.
The close relationship between R&D and engineerings viewed as an opportunity to
increase the benefits of GS, but these processes lmefiormalized as a means to transfer
knowledge between areas and professionals. Theseatiwities can be considered key
aspects for the organizational structure of GSufeig88 summarizes the tendencies identified

from the investigated aspects.

Investigated aspect Tendency
Centralizatiorversusdecentralization Centralization
Interaction with other functional areas Strongdmeen engineering and R&D

Weaker with Sales

Formalization Formal and informal

Figure 38— Key aspects of the organizational structure

The next aspect investigated was related toawelability of resources for
establishing and managing GSThe first was théirm’s features. The first aspect cited by
Company 1 is the company&ntrepreneurial posture. “Compared with other companies
from the same industry, we were pioneers in sograibroad,” said the interviewee.
Pioneering leads the company to achieve competiis® based on the ability to perform GS,
avoiding the intermediary companies in their supggin, such as the distributors located in
Brazil.

Company 4 and Company 6 share the same feamt@preneurship. Company
4 also includesnnovation as their main characteristic. The exposure to alshbppliers is
forcing the company to improve their process todide to introduce more innovative
products into their market.

Company 5’s interviewee highlights the companglebal mindset and the
importance to “have a broad knowledge (...) know ww#ld is changing, and start to act
globally, or you will be outside the market.” Anethaspect of success is the internal
structure: interaction occurs between the aredgvelop new products and find new sourcing

opportunities to increase competitiveness.
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A theoretical investigation highlights that eachmpany’s primary aspect with
respect to GS is size. According to Arnold (1988l companies seem to have more
resources available, while small companies uswakymore predisposed to flexibility. This
aspect was not identified in the investigation. Téeus here relies on a firm’s behavior, not
on its physical structure.

The second aspect investigated is itdustry’s characteristics. Company 1's
interviewee highlights this aspect, as the comganyedium-sized and considers its supply
strategy to be central for company development. Triterviewee notes that when the
company was small, it could purchase from a distdb located in Brazil, but because it
grew, it can now be competitive only if it looksrahd for the original suppliers. This
happened because the company’s industry is gléted: evolution at the electronic area is
huge — what leads us to the need to be aware otewwologies and supplierdrinovation
was identified as essential to the industry; howewenovation can be a facilitator or a
complication. To Company 4, the need for innovategessitates that the company must use
inputs that may not be accepted by the market, wtén increase its risks.

Company 5 and Company 6 bring up gemgraphic concentrationof companies
that attract suppliers to be closer to them becdleg facilitate the approach of a larger
number of potential clients to the supplier un@empany 5 also considers the concern related
to the deindustrialization processto be an important aspect with respect to its stris
characteristics: “there is a fear related to destdiization in Brazil, as a consequence of the
development of Asian markets.” Company 5 consitlems the industry must be aware of this
movement and must make efforts to ensure that trapetitiveness is retained.

According to Trent and Monczka (2003), companied #ngage in GS are larger
and more likely to have multi-regional or globahguetitors in comparison to companies that
make international purchases. The same situatios @laserved for these companies’
industries: global competitors exist in their locabrkets, and they have a global basis of
suppliers, which leads them to be more open toajlstoategies.

The third aspect i®p-management support Company 1 makes an effort for the
top-management level to support GS becausgotiation is primarily conducted by the
company’s owners. The same behavior is identiftedanpany 4, Company 5 and Company
6. At Company 4, the owners and directors defiree shppliers as partners. The sourcing
areas place the order and manage the operatiomalegs. At Company 4, the top-
management support is also identified in the neednternal articulation between areas

For example, the interviewee highlights situatieamswhich a difficulty is encountered in
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sourcing a component at the target price; henae,nted to change some aspect of the
developed product arises.

Company 5 is the only company that presentsinaiicator related to global
sourcing, local sourcingersusglobal sourcing. The total amount that must bgbeg from
abroad is defined by the top management, and tlreisg area works to ensure that it is met.

Company 6 highlights the importance of alignmeritvMeen the top management
and the engineering areas to identify the supplpodpnities abroad. The contained
knowledge in the product development area supplogtslecisions made by the managers, and
the presence of the CEO during negotiation prosessth vendors represents the deeper
involvement of the buyers from the vendor’s poihview.

Our findings support the theoretical identificatidhat the support of top
management facilitates GS; although the suppors do¢ necessarily lead the companies to
GS, it eases the implementation of GS (Arnold, 1988d Quintens, Pauwels and
Matthyssens, 2006). Trent and Monczka (2003) ifiedtithat strategy development by
companies engaged in GS is more important to tedcutive management than it is at
companies that engage in international purchasifige findings did not make this kind of
comparison possible here, but it was determinetittizaexecutive top management is directly
related to GS pursuits.

The findings presented above are also relatedetéatirth aspect investigated, the
organizationallevel of decision-making Decisions related to the establishment of a
relationship with a supplier are performed by tlip tmanagement, while operational
decisions are made by the sourcing areas in thidrfeastigated companies.

The final investigated aspect is tikernal articulation between areas The four
companies identified the necessity for gstablishment of a closer relationship between
the areas of sourcing, engineering, R&D and saleghis internal articulation was perceived
to be less strong at Company 4; this could beedl&d company size, as Company 4 is the
biggest company in the sample. The intervieweeewdhbat the articulation is based on the
behavior of the people, not on company standards.shme motivation, individual behavior,
was realized at the other companies but not higtdidjas a weak aspect. To Company 5, the
personal dialogue between the collaborators oedfit areas is perceived in daily activities,
and it leads to a more integrated company manadgenbge interaction with the technical
areas allows the sourcing team to conduct the smuprocess better at Company 6. To this

company, there exists a closer relationship amdmg professional areas during the
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development of a product and its supply chain; h@yewhen a current product and sourcing
process is established, the frequency of intemactiseduced for that item.

The findings related to the industry charactersséice summarized in Figure 39.

Company 1 Company 4 Company 5 Company 6
Firm’s features Entrepreneurial Entrepreneurship | Global mindset Entrepreneurial

posture Innovation posture
Industry’s Innovation Innovation Geographic Geographic
characteristics concentration concentration

Movements against
the
deindustrialization
process

(=)

Top-management | The presence of topThe presence of topThe presence of topThe presence of to
support managers is key inmanagers is key inhmanagers is key in managers is key in
the negotiation step the negotiation step the negotiation step the negotiation step

Organizational Strategic decisions Strategic decisions Strategic decisions Strategic decisions
level of decision| —top management| —top management | —top management | — top management
making
Operation decisions Operation decisions Operation decisions Operation decisions
— sourcing area — sourcing area — sourcing area — sourcing area

Internal articulation| Closer relationship Closer relationship Closer relationshig Closer relationshig
between areas between the areas:between the areas:between the areas:between the areas:
sourcing, sourcing, sourcing, sourcing,

engineering, R&D| engineering, R&D| engineering, R&D| engineering, R&D
and, to a lesserand, to a lesserand, to a lesserand, to a lesser
degree, sales degree, sales degree, sales degree, sales

Figure 39— Key aspects of the organizational structure + Par

The next aspect is related to theesence of the purchasing company in the
supply country. Only Company 4 and Company 6 have emtablished presence in the
supplier country. Company 4 has two sourcing offices: one is latatethe U.S., and the
other is located in Germany. These two units atated to supplier management and
negotiations with local suppliers. The establishineinthese units was motivated by the
necessity to reduce the cultural distance betwéencbmpany and the suppliers and to
establish better sourcing conditions, even tholbgly are not responsible for the operational
process because it is carried out by the souranitgruBrazil.

The sourcing unit of Company 6 is located in Charad is responsible for
supporting the sourcing negotiations made by thecsng area, which is located in Brazil,
and for monitoring the potential suppliers. Therseas unit helps the company to identify the

suitability of a supplier, which is a current preivl identified by companies in Asian markets.
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The unit is also responsible for verifying the teichl aspects of products and assuring the
quality level of the shipped items. If a shippegimthas quality problems, Company 6 will
only identify the problem during the delivery prgsen Brazil, which occurs a long time after
shipping. To reduce this risk, the unit “has atefyac function. It must almost be an evaluator
of raw material, the company (supplier) (...) It hasre of a technical function than a
commercial one.”

The companies without sourcing units abroad logkother ways to establish a
presence in the supplier market. Company 1 reploatsit uses &rading company to support
its activities, especially when working with new nkets. Company 1 uses the knowledge of
the trading company regarding the suppliers locatethe specific countries or specific
products. The same behavior was identified for Camyb.

Figure 40 summarizes the findings related to thabéishment of the presence of

the purchasing company in the supplier country.

Company 1 Company 4 Company 5 Company 6
The structure of The use of a trading Sourcing unit —| The use of a trading Sourcing unit —
purchaser presengecompany whern USA company wherl China
in the supplier| necessary necessary
relationship Sourcing  unit  —
Germany
Motivations related Access to  thg Supplier Access to  thg Support  sourcing
to the presence qgftrading company’s relationship trading company’g negations made by
the purchaser in theknowledge management knowledge the sourcing area
supplier market located in Brazil
Negotiation
Monitor the
potential suppliers
Relations with| - Decentralized - Centralized
centralization  vs negotiation process negotiation process
decentralization

Figure 40— Key aspects of the organizational structure + Par

The results obtained from the empirical researgipsu the arguments of Harris
(2006), for whom the presence of a buying compartié location of the supplier can happen
in different ways, representing a continuum of irrement of the buyer. Contracts with
trading companies, as observed for Companies 15amde used to broker the negotiations
between the buying companies and the supplying eomp. These companies use the trading
company to access knowledge of the supply marketnganies 4 and 6 already have

International Purchase Offices (IPOs). Mulani (20@8licated that these offices are usually
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responsible for the identification of corporatedglines for directing the activities of the IPO,
the identification of unit coordinators, the focas supporting top-down strategies, setting
aggressive but realistic targets, the maximizatértransparency through communication
with operations, and an emphasis on continuourim@ito reinforce corporate goals. From
Companies 4 and 6, it was identified that focusomgthe maximization of transparency
through communication within operations is preserthese units, but they were also focused
on the identification of new sourcing opportunitiegrris (2006) highlighted the importance
of maintaining the focus of these units in an ind¢gd manner with the corporation. It was
not possible to identify the difficulties faced bye companies in keeping their operations
integrated because the IPOs are considered suppitstwith respect to the Brazilian sites.

Increasing sourcing activities motivate compan@$®é closer to their suppliers.
Although this presence can be related to differesponsibilities, it is also related to the
intensification of international activities and teHort to ensure competitiveness based on GS
activities.

The next dimension of this analysis includes theootunities related to GS.

5.2 Opportunities

The opportunities for companies to adopt GS caondnsidered moderators when
GS strategies are investigated. The first aspealyaed was théools used to search, select
and monitor supply markets. At Company 1, the aspects related to the suppdlysaurcing
environments are monitored bigits to supply countriesandparticipation in international
fairs. This process is focused on the identificatiorfpybduct tendencies,” even though the
company does not necessarily have a structuredangefor this effort nor is it required by
the customer. The continuous search for suppléensade using thiemternet. Company 5 and
Company 6 use the same strategies. Company 5 dgigshlihat the use of the Internet is more
dependent on access to search websites, such gs@a@ial Sourcing and Alibaba, during
their first years of global sourcing; after, theolinedge and networks developed reduced the
use of search websites. Company 4 searches fosmgpliers by participating in international
fairs and using the Internet; visits to the suppli€ountries were not highlighted by this
company.

The second aspect was thegply markets environmental analysisCompany 1
is focused on “new products and the technologias dhe coming up. We have to focus on

what is being done abroad because they have algiarliet perspective. There are a lot of
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things that we are not worried about yet, but ce@sshey are focusing on them at the product
and component level.” Company 5 presents a diftgperspective for the same aspect: they
analyze the supplier company and the country viasalsuch as currency exchange rate and
international policies.

Aspects related to theustomer requirement analysis process and interfac
with sourcing were investigated for the companies. Company fdterviewee highlighted
that the company’s structure is based on a hohstiw that ensures integration between the
various areas; as a result, the customers’ reqem&rare introduced to the whole company.
Company 4 states that the sourcing area lackstarfane with the customers’ requirement
because the sales areas are more connected toothecfion area, not sourcing. This gap is
reduced with weekly product meetings that inclddegarticipation of both areas. Company 5
and Company 6 present a well-established commuaicatocess between areas that ensure
the inclusion of the customers’ requirements im@orsing activities.

Figure 41 summarizes the findings related to thelerator factor opportunities
for the adoption of GS.

Company 1 Company 4 Company 5 Company 6

Tools used tg Visits to supply| Participation in| Visits to supply| Visits to supply

search, select andcountries international fairs | countries countries

monitor supply

markets Participation in| Internet Participation in| Participation in
international fairs international fairs | international fairs
Internet Internet Internet

Supply marketg Products and - Supplier company | -

environmental components of new characteristics

analysis aspects technologies
Currency exchange
and internationa
policies (suppliers’

country
characteristics)
Information sharing The development of - - -
process an accurate
information sharing
process
Customer A well-established Communication A well-established A well-established
requirement communication process betweencommunication communication
analysis process process betweenareas with a few process betweeh process between
and interface with areas weaknesses areas areas
sourcing

Figure 41— Key aspects of the opportunities
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To Matthyssens, Quintens and Faes (2003), the faator used to identify GS
opportunities is the existence of an interface wilte other functional areas. This was
identified for the four companies as the visitsglobal suppliers and the participation in
international fairs, including representatives friima engineering and/or R&D areas.

Zeng (2003) supports the notion that an opportuantglysis must be a part of a
GS strategy that is planned by the company’s tomagement; additionally, the top
management will guide the next steps. Matthyss@usntens and Faes (2003) argue that a
GS program must have some key features for itsldeweent, such as market and supplier
research (including e-information) and audit proggsaknowledge availability and experience
exchange, the development of specific supply atrest (pilot projects, coordination efforts
and matrix like category buying structures), thdedwaination of the right transaction
solutions with more complicated logistics (incluglitransaction links), the development of
detailed partnership blueprints, and positioning a@sliable partner for value/technology. The
investigated companies do not present a formalgstor opportunity analysis. Only aspects
such as products and new component technologieshtracteristics of the supply company
characteristics, and currency exchange and inienat policies (suppliers’ country
characteristics) were identified in this procedsisTack of formal process was identified as a
weakness of the opportunity identification process.

While the investigation of the inputs’ features ssipported based on the
interaction with the technical areas (engineering &#&D), and the investigation of the
supplier company is supported by the visits tormagonal fairs and suppliers’ sites, the
investigation of the sourcing environment was dentified as an established process in these
companies.

The third framework dimension, the process of G&nalyzed in the following.

5.3 Process of GS

The analysis of the GS process begins with an tgagon of the supplier’s
management. To understand how this activity is ootedl in the investigated companies, the
first investigated aspect was theupplier's selection All companies highlighted the
importance of international fairs as a means tatiflepotential suppliers and to maintain the
relationships with current suppliers in additionthe proximity of the R&D and engineering

areas for the analysis of potential suppliers.
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Company 1 highlighted the fact that it requirestomszed products that must be
in accordance with Brazilian regulations, which lgg company to a more complicated
process for supplier selection because the suppliest understand their needs and work in
accordance with them. The homologation processeidopned based on the product's
attributes, not those of the supplying company.

Company 4 is focused on the selection process. gdtential suppliers are
contacted, and usually, two orders are made sahbatuppliers can be evaluated. According
to the results of this evaluation (delivery and gyl a potential supplier can become a
current supplier.

Company 5 presents the location and the historyhefsupplier as important
aspects of consideration in supplier selection.atioa is important because the company
usually works by load consolidation, and the pragnof the current suppliers can represent
an opportunity to include the new supplier into tbgistical strategy of the company. The
history of the supplier is analyzed by CompanynSparticular, with respect to how long the
supplier has existed “because with the growth dh&la lot of new companies start up,” says
the Company'’s interviewee. Placing orders with plcempanies is a way to ensure supplier
reliability.

Company 5 is also focused on the cost analysisoaeg to the interviewee,
Company 5 interacts with suppliers with very diffiet prices. The company orders samples
and then analyzes them, comparing the cost. Theaoynhas found a correlation that the
average price typically possesses the expectedtyyukthis experience has become standard
for the company: the company focuses on average9rio avoid taking risks with bad
guality products.

Company 6 notes that the existence of a large numibsuppliers may not be
good for the company. They argue that, until thalipiof a supplier (product, delivery and
relationship) has been identified, a lot of time ¢ lost on that process. As a result, they
focus on already selected suppliers even thoughsogpliers must always be evaluated.

This consideration of Company 6 leads us to ansiiyation of thesupplier
development process. The supplier management process alrebdgrieed the global
dimension of the supplier market, and the involvemef suppliers in new product
development happens at all four companies. The @agnd interviewee indicated the
company is aware of the interfaces of its area$ whe supplier, such as that with the
engineering department. Company 4 highlights th&ias worked with some suppliers for

more than ten years, making the supplier developmetess a continuous process to keep
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these relationships. For Company 5, cultural distamakes this process more complicated
and generates the need to dedicate more time misugevelopment. Company 6 notes that
the ability to develop a supplier faster than a pefitor allows the company to launch

innovation in their market faster. However, to &efei that innovation, it is necessary to
maintain an open communication process betweetetimmical areas of the two companies.

With respect to indicators, Company 1 uses “suppgeErformance” as a major
indicator for all suppliers. The components of s@plier's performance evaluation were not
detailed by the company. Company 6 presents thwdeators, including delivery time,
product rejection and costs. Only Company 5 usasdinator specifically related to GS, the
“percentage source abroad.” Company 5 started Ippiitimg raw materials and has had the
strategic orientation to increase this indicatadshon sourcing more complex items.

A third aspect to be investigated in the proces&8fis themanagement of the
supplier relationship. Company 1 states that cultural distance can teatifficulties in the
relationships with the suppliers. Differences imdurcts, according to the specifications of
Company 1, are made based on the relationship a@elduring the time in which the
company works with the suppliers. This relationsigpalso very important to ensure
competitiveness when products are being developexmjunction. Company 1 works with
its suppliers to ensure that the results of joiwedlopment projects will not be sold at the
same price to other competitors. The company ermedw obtain a reduced price for at least
two years. Company 1 also considers that in thabéshment of a relationship with an
overseas supplier, it is important to ensure qualitd delivery performance because working
closely with suppliers is a way to observe thechase company.

Company 4 believes that the relationship with goiapmust be developed over
time. The production scale of Company 4 and thabthier similar companies are not
attractive for global suppliers. A way to overcortl@s barrier is to negotiate with
transparency and ethical focus when relationshildliog. “In the beginning of every year we
make an annual forecast. We always act very traespavith the suppliers. These estimates
are not contracts and may increase or decreasg.id biear and transparent at the beginning
of the negotiations with the suppliers.” As a rgsGompany 4 realized that its suppliers put
more effort into their relationship.

Company 5 believes that the continuity of visitithg overseas suppliers is one
way to maintain the relationship with them. Anothspect of the relationship is to clarify the
purchasing market regulations and to establisheuhaies that must be clearly informed to

suppliers with the support of the purchasing corgpan
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Company 6 agrees with the necessity to maintaiseckmmmunications to ensure
the maintenance of supplier flow. The interviewtdes that during 2011, their orders abroad
decreased because the suppliers reduced theirghimaiased on the prediction of a global
crisis. Although Company 6 wanted to order morenfreome suppliers, the suppliers could
not deliver the placed orders.

Figure 54 presents a summary of the findings réledesupplier management.

Company 1 Company 4 Company 5 Company 6
Supplier selection Focus anTwo orders for| Localization Quality  (product,

understanding the performance delivery and

company’s needs evaluation (delivery History of the| relationship)

by the suppliers -+ and quality) supplier (year of

Relationship foundation)

building process Average price

Product attributes

Supplier Product Product Product Product
development development with development with development with development with
suppliers suppliers suppliers suppliers
Indicators Not well specified - Percentage sourc&elivery time
abroad

Product rejection

Costs

Supplier Reduction of the Close Close Close
relationship cultural distance communication communication communication
management

Close Visits to supplier

communication sites

Protecting The establishment

intellectual property of procedures

from competitors

Figure 42— Key aspects of the GS process

These findings allow us to understand the involvemef suppliers in new
product development. Now, it is necessary to ingatt the differences in the use of local
and global suppliers.

The biggestlifference between local and global supplierss scale The need to
change scale leads to GS so that a company cacesfsam international suppliers. The use
of international suppliers can be a replicationttd local supplier practices, based on the
increased total quantity purchased when searcluntafger suppliers and a reduction of the

intermediate companies in existence between theufaaturer and the supply companies.
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This aspect is highlighted by Company 1. Comparsyades that if they find a local supplier
with the same quality and cost, then they prefesaorce locally; however, they usually are
not able to identify competitive local supplierss A& result, they must managaltural
distanceto achieve the desired benefits when dealing glitbal suppliers.

The use of global suppliers often follows a stratd@t maintains 50% of the total
purchase on the local level, but it is also reldtethe capacity of the suppliers to attend to
Company 1's demand characteristics, such as theedglof customized products. The
preference for local suppliers, as in the argunpeetiously presented by Company 4, is also
related to this dimension.

Based on a literature review of the management moalesuppliers (Grieco,
1995, Cebi and Bayraktar, 2003), Kamath and Lik&84, and Simchi-Levi, Kaminsky and
Simchi-Levi, 2003), a focus on the distinction beén local and global suppliers as a means
to differentiate the management process was nattifeel. Given that this concern was
identified in our empirical findings, we highliglen important discrepancy between this
theory and the practices of the companies presdreied

The four dimensions proposed by Bozarth, Handféeld Das (1998) to evaluate
suppliers, including the exchange of informatiomltiple sources of supply, formalization of
the relationship, and informal relationships, weelentified to be present at these companies.
The close communication desired by the compangesents a means to manage suppliers.
The relationship aspect was also identified as waportant to the companies, even though
they face difficulties as a consequence of theucalltdistance between them and their
suppliers. Following the presentation by Knudsed Servais (2007), it was identified that
the development of a relationship with a suppkemiore important in international purchases
than national.

Our findings are also consistent with that of Ghaliarnovskayaand and Leg
(2008), who note that it is important to develoferpersonal relationships with transparency
and that employee turnover leads to the loss atieficy during this process. In the
investigated companies, personal involvement with dlobal suppliers was identified to be
important and is usually conducted by the top marsag

The purchasing process is investigated in the section.
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5.3.1 The purchase process

Analysis of the purchasing process is related ® ittvestigation of thenput
features and how they are considered in this process. Tiseee consensus that the items
ordered from abroad must be considestdtegic by the companies because of the risks and
complexity associated with this process. Priorhi® tlassification of an item as strategic, all
companies presented the specific characteristicthaf inputs that make the items more
complex as a result of overseas purchasing.

Company 1 considers all imported materials to batesgic. Company 4 has the
same orientation, and as a result, a disconneeteleet supply and R&D is manifested:
“(R&D) is worried with the item, independent of itountry of origin.” Based on its R&D
needs, the supply area does a cost analysis tty vethe product can be supplied. This
analysis includes a verification of the shippingga to check whether it can be consolidated
with other products supplied by Company 4. Compampmplements the idea of Company
4’s interviewee, affirming that “a small quantigymot worth importing. Our first focus is the
quantity.” Company 6 highlights that the deadlinestalso be considered because the global
transactions used require longer distances andedgliimes.

Even though attention is given to quantity, platslopping and delivery time, all
companies reiterate that the most important asgettd ensure the needs of the R&D and
engineering units when supplying the requested.ifédm sourcing area must be integrated by
looking for better process negotiation conditiond aroviding cost control.

To understand how the companies classified thputsas strategic, these of a
purchase portfolio was investigated. Company 1 developed its own g@lastfocused on the
identification at the moment orders are placed.pfessiously presented, all imported inputs
are considered strategic to Company 1. The purghagtolio used by Company 5 considers
the amount as the main variable for classificatiSpecial attention is given to imported
inputs that do not have an alternative supply. Camyi uses the ABC curve with value and
supply characteristics as the main variables fputrclassification. Company 4 does not have
a purchase portfolio. They stated that they usmtitive control to analyze the necessity to
treat inputs as strategic. Efforts are being cdroeit to develop a purchased materials
portfolio, and they believe that the use of ond improve the company’s planning.

The findings are summarized in Figure 43.
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Company 1 Company 4 Company 5 Company 6
Input features Imported items ardmportance of the Importance of the Importance of the
strategic item and cost item and quantity item and delivery
analysis analysis time analysis
Use of a purchasing Yes No Yes Yes
portfolio Variables: not| Variables: input| Variables: input
identified value value and supply
characteristics

Figure 43— Key aspects of the GS process — Part 1

The findings of Smith (1999), Gelderman and Semg&j@06) and Trautmann,
Balls and Hartmann (2009) emphasize the weaknegsuhase portfolios because they
traditionally do not consider the various supplymies. In the investigated cases, it was
identified that as a consequence of the absen@mbdel to make this differentiation, all
imported inputs become strategic, even though thay not necessarily be strategic based on
their features.

It is interesting to note that the empirical finglndo not support the affirmations
of Alguire, Frear and Metacalf (1994), to whom G&aymot be effective for companies
whose products experience frequent design chanmgksvhose production volumes are low.
These companies face difficulties based on th&iniolumes; however, these authors indicate
that GS is a means to impart faster changes inuptedvhen the company can access the
suppliers’ technology, thereby reducing developmepdts and time. The dimensions of
Smith’s (1999) model were used to understand tlaioaship between the input features and
changes related with GS; it was identified thaighhate of change is seen as positive with
respect to GS, instead of negative, as the originalel proposed.

Next, with respect to the investigation of the pasing process, th&ourcing
teams and their qualification were investigated. This analysis started withrarestigation
of the knowledge and skills possessed by the sifeals.

The necessity of qualified personnel, reinforcedcbgitinuous training, is a very
important aspect in the adoption of GS for all stigated companies. At Company 1, the
professionals must have knowledge of “differentglaages” as well as “technical” and
“negotiation skills”. Company 4 also highlights filguages (English specific)” and “technical
skills,” but the interviewee indicated that the ghasers usually have negotiation skills but
not technical; this lack creates a gap in the caomigaperformance during negotiations with
the suppliers. Company 5 agrees with Company 4aaldd that the knowledge of “different

languages” brings with it the knowledge of “diffatecultures,” which also facilitates GS.
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Company 6 considers the importance of “negotiatiantl “international trade” skills, the
second of which is used to increase the efficiesfdhre GS process.

The existence of training and benefits programs alss investigated. The study
of languages is 100% supported by Company 1, wimtkergraduate and graduate courses are
50% paid. Company 6 supports 50% of undergradugtjuate and language courses.
Company 6 also has an extra 10% reduction if theses are completed at a university that
has an agreement with the business park where Gontp#s located. Company 5 does not
have a structured program, even though it consitarsnuous training to be very important.

Company 4 does not have a formal training and Isngrogram. Some
collaborators take English classes that are speddoy the company, but this support is not
part of a formal program. The company is plannmmgtart a training program for competency
development based on the identification of gagsiowledge and abilities.

Sourcing team empowerment also was investigatece fdur investigated
companies stated that the empowerment of the smuteam is related to the communication
channels inside the company, such as the opportamitalk directly with the engineer
responsible for a project or the availability oé thull directory when a decision must be made
faster. The focus of empowerment is the reductibnegotiating time by solving problems
faster. All companies noted that changing the sapplis not allowed by the sourcing
professionals without agreement from the respoagi@D and engineering units.

Figure 44 summarizes the findings related to thargog teams and their
qualifications. Continuous training was identifiets an important aspect of keeping
companies competitive by realizing sourcing adeeitin better ways. The knowledge of
different languages was also presented as a bgsecttion for being a global company.
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Company 1 Company 4 Company 5 Company 6
Professional’s Language skills Language skill§ Language skillg Negotiation skills
knowledge and (English) (English)
skills Technical skills International trade
Technical skills Technical skills skills

Negation skills

Training and| Languages (100% Under developmen{ Support not prekanguages,
benefits programs | supported) defined undergraduate angd
graduate (509

Undergraduate and supported)
graduate (509
supported)

Empowerment Negotiation aspegt®egotiation aspects Negotiation aspects Negotiation aspects
in accordance with in accordance with in accordance with in accordance with
technical area technical area technical area technical area

Figure 44 — Key aspects of the GS process — Part 2

Trent and Monczka (2003a) identified that profesals with knowledge and
skills are the most important success indicatorG&. Based on the empirical research of
these emerging country’s companies, the same amceere also identified, in particular,
issues related to language and technical skille fblous on training and benefits programs
was identified but was related to improvementsrofgssional knowledge and skills. Mulani
(2008) presented that the focus must be broad hadld include the development of the
personal career, but this focus was not identdiethese companies.

In the sequence of the purchasing process invéistigghecommunication tools
and platforms used were studied next. The availability of comrmoaton tools was the first
topic asked. For opportunity sourcing, the resudfsthis research demonstrated that
companies use the Internet as the main tool amdrtteve to information management within
the companies. All companies indicated that theyERP (Enterprise Resources Planning) to
support their activities, including the links betmematerials planning and the engineering
and/or commercial area.

According to the interviewee from Company 1, “whgou are developing a
product there is the specification, the detailegpscand the experience with the things that
did not work,” which is maintained in the databasel is directly related to the engineering
area. Company 4 uses historical information to glair sourcing efforts to identify the
consumption of inputs as a phase for planning thders that will be placed. The Company 6
interviewee argues that “without this tool, withréb thousand items, it is impossible to

work.”
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The communication and information flows with thepgliers were also
investigated. Companies 4 and 5 argue that thep k@eopen line of communication and
information flow based on annual forecasts. Botmjganies believe that this is the way to
ensure the delivery of items and to build and namtheir relationships with suppliers.
Company 1 and Company 4 do not share their anmmuetdsts with suppliers. Company 1
brings up the fact that the international exposafréhe company makes it more prepared to
establish this flow and to identify issues.

With respect to information accuracy, all comparpessented arguments related
to its importance, but they did not present a fdnpnacess related to verifying the accuracy of
information.

However, the learning process related to GS wakliglged by the companies,
and formal structures were developed to suppastghicess at Company 1, Company 4 and
Company 6. The first effort related to the learnm@cess is the documentation of GS
activities. Even when the company does not hawwradl process supported by software, the
changes are recorded as well as the details gfrteess.

Company 1 stated that they developed a databasappliers and items in the
engineering area to support new product developmpenécts: “when you are dealing with
product development, we have the scope of the ptpdhe tests and what did wrong.”
Company 4 is focused on the transfer of knowledpdts teams. Through meetings and
training conducted by team members, Company 4 eseatculture in which knowledge
transfer is part of the company process. Compamptés the importance of international
certifications, like ISO, to push knowledge tramgieocess.

Company 5 does not have a developed process flolifgua learning culture. The
interviewee argues that it happens because GSdmsdonducted by the same person since

the beginning of their international efforts. Figut5 summarizes these findings.
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Company 1 Company 4 Company 5 Company 6
The availability of| The use of softwarg¢ The use of softwarg¢ The use of software¢ The use of software
communication to support sourcing to support sourcing to support sourcing to support sourcing
tools decisions decisions decisions decisions
Communication As necessary Shared annuabhared annual As necessary
and information forecast forecast
flows
Information Non-structured Non-structured Non-structured Non-structured
accuracy process process process process
Learning process Structured process Structurecepsod Non-structured Structured process

process

Figure 45 —Key aspects of the GS process — Part 3

The use of a wider array of communication toolsaagharacteristic of the
companies that adopt GS is identified by Trent Biothiczka (2003); however, it was was not
identified in the companies investigated here. dadf the companies presented a
preoccupation with information flow and its managemprocess, although they lack a formal
process to take oversee it. Additionally, these mames present some of the capabilities
suggested by Wilding and Braithwaite (2007) as se&ey for the proper management of
communication and information flow, in particuléine clear identification of products. The
unique flow of information, the visibility of thenéire supply chain and a consistent and
updated information platform that manages the emwtiain visibility were not identified at the
companies. As a consequence of the non-structuezbgses, the learning process may be
non-effective because part of the process may eobdnitored in the integrated system. This
may increase the difficulties and risks associat#tt GS. These aspects lend to the next
dimension of the investigation framework and aralyred later.

5.4 Difficulties and risks

Difficulties and risks are imminent in GS, andstimportant to understand how
companies deal with them. The potential lossesttat occur when a company adopts GS
can be visualized in two groups. The first groupnpeehends the risks associated with its
adoption, and the second group comprehends théefsato GS. This investigation was
started with the first group by considering th&sito be negative aspects of GS, which can be
reflected in the buying company. This investigatgtarts with an analysis of how these

companiesnalyze their global environment
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Company 1 believes that cultural aspects are reteieaGS but experience has
reduced their consideration of this aspect aska Tisey also point out that it is important to
analyze governmental aspects even though theisinddoes not encounter any commercial
barriers. Company 4 is also worried about cultdiierences, which can be reduced through
the centralization of GS operations by employindew collaborators with international
expertise. Company 4 also focuses on the analysilgistical aspects, the supplier's
antecedents and systematic import. Company 5 geesedifferent focus, namely, exchange
rates and the image of the supplier country froendglobal perspective. To obtain accurate
information, Company 5 works closely with its sup@ to absorb more knowledge of the
supplier’'s country.

These variables are considered in trade-off analysis that results in supply
decision-making. Company 1 considers that the éspes of dealing with international
suppliers brings the knowledge necessary to conducade-off analysis. The interviewee
presented a situation in which the company develap@ew product with a supplier from
abroad. Company 1 does not control whether thentdohy will be or will not be shared with
other players. They analyzed the costs and the tindevelopment and concluded that it
would be significantly more expensive and time conisig to pursue development with local
suppliers. As a result, they chose to pursue dewadmt with an international supplier and to
negotiate with them, based on their relationsiip,dorresponding confidentiality terms. “The
risk is inherent to the activity (...) We seek toatetine what it is worth the risk or not. (...)
We are helping our supplier to develop (a prodbat he can sell to others) but if we do not
do it, we are not going to be able to offer thedp in the market. (...) We give the
consumer the conditions needed to have a bettduptd

To analyze the barriers to GS, the barriers firsisivhe conceptualized as the
aspects that make the adoption of GS more diffistth respect to the buying company. This
investigation also lets us understand thatotagier analysis processis not formalized in the
companies during the development phases. As Comglangiterviewee affirms, “I think this
is still a weak point, especially in the new proud think we could participle more in the
initial phases to make an assessment along with R&Ehe moment they are setting the
supplier and not just analyze the negotiation agiktics aspects.”

Company 4 highlights the difficulty associated whidving a team available to go
abroad, participating in international fairs anditing suppliers, along with participation in
daily activities. Company 6 noted that they are cmicerned with performing environmental

analyses because they do not have local suppimstead, they have to learn how to play in
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the global market. This affirmation from Companyis related to the development of
alternative sourcing opportunities.

The Company 1 interviewee affirms that even if Campl cannot find a supplier
with the same quality standard, they try to havéeast one already developed (approved
inputs) so that the company will be prepared irecaigpply difficulties are encountered. If
possible, the company develops a supplier in Brapivever, because most of their suppliers
do not have competitors in Brazil, the second seppénds to be from abroad.

Company 4 argues that in the case of co-developgdaps, it is very difficult to
obtain an alternative supplier. They faced a sibnaih which the chosen supplier decided not
to keep the negotiated conditions during the segaat of supply. They did not have an
alternative supplier for that input and were fortedgree to the new conditions. As a result,
they have continued using that supplier but hafenmed the R&D area of their obligation to
maintain the target cost even though the suppkerfequested that they consider it in new
development projects.

Company 5 presents an example of the importanbawhg alternative suppliers.
Some of the inputs that they source from abroadapplied by distributors because the main
manufacturers only sell larger amounts than Compaagtually needs. The company tried to
source from distributors in Asia and had severadliu problems. After, the company
purchased from North American distributors withprablems.

Thebalance between local and international sourcingvas also investigated for
the companies. The reduced number of availableliguppn the local country makes the
search for this kind of balance more difficult. Adugh the companies confirm the importance
of having alternative suppliers, they do not placeemphasis on having them in the local
market.

This situation represents a risk for all companas] because the inputs are
provided by suppliers from abroad, with longer d&ly times and customer clearance
procedures, the importance of managing the risk3®fs increased.

Company 1 considers inputs that have an alternbiosd supplier differently than
inputs that do not when analyzing the risks relatedosts. If there are no local suppliers,
Company 1 must continue importing; however, inaitns such as this, all competitors face
the same problem. If the company has a local sppt must re-start the cost analysis
process to identify the better source option. Assault, the focus of Company 1 relies on the
management of the risks related to increasing totest and, consequently, the loss of

competitiveness in their market.
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In addition to the focus on costs, Company 4 i® &xused on managing the
supplier relationship. The first effort performea @void this risk is a visit to the suppliers’
sites to identify whether they have the necesdangtsire to be a solid supplier. They also try
to develop a close relationship with the suppli®ng an open channel of communication to
keep the supplier informed regarding Company 4&dse The quantity sourced by Company
4 also makes the company dissimilar to other glpkafers, which leads to difficulties when
dealing with suppliers because of their reducedcgoamount.

Even though Company 4 identifies these actionsedsations ofrisk in its GS
operations, the interviewees indicated that thk tfca formal GS strategy is a limitation for
risk reduction in their operations, especially witeay are dealing with a supplier for which
there is no alternative.

Company 5 is focused on supplier relationship mamant with respect to
products and services suppliers. To reduce itsriS€lompany 5 tries to maintain an open
communication channel with its suppliers; to avpidblems with incorrect information, they
have a process for double-checking information a@oduments. The same focus was
presented by Company 6. This company uses its isguaffice abroad to reduce cultural
distances and improve its relationship with thepieps.

Figure 46 summarizes the findings related to theagament of risks and GS.
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Company 1 Company 4 Company 5 Company 6
Environmental Culture Culture Exchange rate -
analysis and trade-
off analysis Governmental Logistics Image of supplier
barriers country
Supplier’s
antecedents

Import systematic

The development of Alternative supplier] Alternative supplier| Alternative supplier] Alternative supplier

alternative sourcing as a main policy when possible when possible when possible
opportunities (especially  from

abroad)
Balance  between Reduced loca| Reduced loca| Reduced local Reduced loca
local and global suppliers suppliers suppliers suppliers
sourcing

Customized items

Risk management Focus on codfocus on cosf Focus on supplief Focus on supplief

control control relationship relationship
management management
Focus on supplief
relationship
management

Figure 46— Key aspects of the difficulties and risks of GS

The literature review allows the identification afset of potential risks that is
associated with the adoption of GS, including tbesibility of a decrease in the company’s
agility and flexibility, an increase in the distana@ost and number of intermediaries in the
supply chain, maintenance of its analytical focaosspecific source operations instead of the
complete process, which can reduce the companylgyato analyze the situation, the
possibility of an increase in the total costs, fdi&ure of logistical support, and difficulties in
dealing with cultural differences, regulations amwdintry uncertainty (Levy, 1995, Bozarth,
Handfield and Das, 1998, Cho and Kang, 2001, ZempRosseti, 2003, Christopher, Peck
and Towill, 2006, Butter and Linse, 2008, Steintal &chiele, 2008). For the investigated
companies, it was identified that of all the diffites incurred while dealing with cultural
differences and various countries, uncertaintiésrhain risk identified.

Cho and Kanh (2001) indicated that companies wiitmalevel of experience in
GS perceive cultural differences (language barrigifferent customs and different business
practices) to be more challenging than do compamigh high or medium levels of
experience. It was not identified whether more ewpee in terms of time with GS could

reduce these risks. For the investigated compaaibsiter relationship with the suppliers and
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better management of the relationship with them remluce the risks associated with these
differences.

The investigated companies perceived fewer problemiogistics (inventory
management, border-crossing procedures and traasipardelays) when they have a low
percentage of imports in comparison with comparttest rely on a medium or large
percentage of imports, confirming the findings dfiocCand Kanh (2001). For example,
Company 6 has the smallest percentage of imports @mesents fewer problems in
comparison with the other companies investigated.

To reduce the risks associated with cultural digreach company is working to
improve its efforts with respect to the managenoérsupplier relationships. However, efforts
toward dealing with the countries’ uncertainty waot well identified.

The investigated companies perceived the importaniceancorporating the
analysis process into earlier stages of the pumtpaspportunity analysis and supplier
development to avoid risks and ensure results.rébelts obtained based on the adoption of
GS are analyzed in the next section.

Using the five dimensions defined by Quintes, Pdsvaad Matthyssens (2006)
and the division of the barriers into internal andernal, as proposed by Alguire, Frear and
Metclaf (1994), the main barriers for these comearmwere identified and are presented in
Figure 47.

Product Company/ Network Industry/ Environment
management competition
Internal Limited Lack of the| Sourcing - -
production resources requirements
volume (low| needed for GS (low stocks)
purchase (qualified
volumes) professionals)
Different Accurate
product demand forecast
standards (sales
(customized fluctuation)
products)
External Delivery delays - Finding Intensity of | Adverse
(suppliers) qualified competition economic
suppliers (local and| environment
global)
Language and
cultural
differences

Figure 47— Barriers to GS
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The final dimension of analysis investigates thsults achieved through the

adoption of GS, as analyzed below.

5.5 Results

The use of GS as a main strategy focuses on thievachent of competitive
advantages. Company 1 presents, as a result ofigheof GS, the knowledge that it is
developing regarding the global market, where tbengany is “learning and using the
expertise we have to compete together (with sugg)liand not compete (alone).” This
knowledge also has allowed the company to develsipadegy that includes the allocation of
different steps of the production process to déifercountries. This strategy ensures faster
product development, access to new technologiestlamdevelopment of a process that
protects the company’s product from imitators.

Company 4, Company 5 and Company 6 also preseatss én which the time of
a product development process was reduced becduee gartnership established with
global suppliers. Company 5 affirms that “it is yenteresting what happens because when
you start sourcing globally you open your compagghhologically and commercially, you
open your company to a very large number of suppaed technologies.”

Company 6 highlighted the fact that, throughout st few years, most similar
companies have gone out of business and relatestieival to the ability to source globally
better.

The results indicate challenges that these compamest be prepared to
overcome. Company 1 is dealing with the developnudnthe abilities necessary to take
advantage of what the global market can offergé@mple, purchasing new finished products
to reverse engineer and identifying the componants suppliers needed to develop better
products. Their second challenge is related tontamagement of their relationships with
suppliers to ensure better inputs, commercial teants delivery time, while simultaneously
protecting the company. When Company 1 developgwa product with a supplier, it is
sharing strategic information. The confidentialifythis information may not be kept by the
supplier; to avoid risks, Company 1 must developngier relationships with its suppliers and
their respective cultures.

The global market brings new challenges. Comparyghlighted the fact that

there is a new movement of Asian companies, edpecdra China, that have begun the
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process of becoming established in Brazil. Onéheirtstrategies is to buy local companies.
To be competitive in Brazil, the ability to deal tlvibad infrastructure conditions and
commercial barriers to export for countries likeg@ntina is required. Local companies deal
with these problems with a reduced structure in ganson to many Asian companies that
may start local operations in the future.

Company 4 noted that their biggest challenge inpdg GS is the difficulty
associated with placing orders to global supplieesause the company lacks a high and
continuous volume (amount and quantity) of ordérkis is the big break that we're trying to
get. To have (competitive) costs you must havemelu and how will you have cost if you
do not have volume? Then, when you get more exgddrs, you begin to export; therefore,
you will have volume. Increasingly, you will haverere attractive cost. You can work more
on quality, you know, but it is essential that thachine begins to spin. So that's what we had
already developed, and the suppliers are prepated. we have to get the result, and you
start to spin this whole machine.” The same chgheis faced by Company 6 because they
“are not in the size where they can order (fronbglasuppliers) (...) A supplier that has no
scale hardly ever has good prices.”

Another challenge presented by Company 4 is hodetd with long lead-times;
as a consequence, large stockpiles can develop Wiel technology changes. Company 4’s
products are directly related to innovation. If Gmany 4 identifies an opportunity for
improvement in a product that generates the needntwification in a component, then it
must consider the possible stockpile of old inputlich is often bigger when dealing with
international supplies than with local.

Company 5 considers that the ability to overcomdtucal differences in
relationships with suppliers is a consequence ef khowledge developed from global
exposure: “some things we learned after yearsl|{difal exposure)”.

Company 6’s interviewee argues that “challengeparemanent (...) Just like the
technologies change, the components change. Thehsies new components is continuous,
as the old ones became obsolete. This is a permaoek.”

The findings related to the results achieved witle tadoption of GS are
summarized in Figure 48. The results achieved bgdahcompanies and the challenges they
are facing are related to the learning process ldthtthese companies to develop their
abilities, which hopefully will continue to suppthese companies with the advantages that
can be obtained from global market. The knowledigsuppliers and their countries is one

reason that these companies are prepared to achmwpetitive advantages with GS,
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followed by their experiences with the new suppsieurcing process and the flexibility and
agility that the companies have been required teeldp to negotiate with these global

companies.

Company 1 Company 4 Company 5 Company 6

Results and benefits  Global knowledge Faster produc

development

Faster produc
development

Faster produc
development

Faster produc
development Access to new
technologies
Access to new
technologies Access to new
suppliers
The development of
a more complex
strategy
Challenges The development pfrhe development of The development of The development of
the abilities to| the abilities to| the abilities to| the abilities to
compete for thg compete for thg compete for the compete for the

advantages that th
global market offers

Overcoming
cultural differences

eadvantages that th
global market offers

eadvantages that th
global market offers

Overcoming
cultural differenceg

eadvantages that th
global market offers

D

in relationships in relationships

Figure 48— The results achieved through GS

Faster product development was also identifiedreesad the main results of the
adoption of GS, according to Trent and Monczka 808lowever, this is not viewed as an
end result. These companies are learning througgethesults, and the knowledge absorbed
by them can be seen as another result achievedgihi@S, as highlighted by Mulani (2008):
supplier involvement presents a possibility to abdaowledge, to leverage capabilities, to
maximize contracts and to reduce total costs otirnaing basis.

It was also necessary to thoroughly investigate pdaormance of the selected
companies. Because a competitive advantage caddntified through the observation of
higher performance in comparison with the perforogaim the company’s industry, we
analyzed the total revenue of the national indydtmg regional industry and the selected
companies. To protect the investigated companiéstarbe able to compare the data, we
calculated the average percentage of the four compaFigure 49 presents these results.
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National industry averageRegional industry Studied companies
revenue average revenue average revenue
2007-2008 10.21 % 26.66 % 34.62 %
2008-2009 -4.15% 7.77 % 13.86%
2009-2010 11.27 % -14.55 % 10.27%
2010-2011 8.46 % -8.7 % 28.26 %

Figure 49— The average revenues of the companies studied

As Figure 49 shows, these companies have achiewetngetitive advantage in
the last 5 years: they are growing more than nati@md regional industries, with the
exception of the 2009-2010 comparison against #tiemal industry. This study is not able to
confirm that this advantage is a consequence cddioption of GS.

By investigating these companies through this thigoal framework, the
researcher was able to analyze how these compavies) are from an emerging country,
are adopting GS. Although this was a qualitativeecstudy with results that cannot be used to
make an inference for all of the companies from rging countries that adopt GS, it was
possible to analyze the adoption of GS, which viiesmain objective of this research. The

next chapter presents the conclusions and a discuskthese findings.
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6 CONCLUSION AND DISCUSSION

The development of this research was based orutidaimental idea that GS is a
strategy that can be adopted by companies to aclai@ompetitive advantage; however, how
it is adopted by companies from emerging countmey differ from the methods employed
by companies from developed countries. To conduist research, a theoretical framework
was developed based on previous literature relat€lS, which was based on the experience
of companies from developed countries. Emergingpaones were always conceptualized as
suppliers.

Considering the experiences of the investigated peones, they adopted GS
because they were motivated by gaining faster actesiew technologies, establishing a
presence in global markets and becoming globakptay hese three motivations indicate that
opportunities to achieve competitive advantagestsemain reasons to adopt GS, although
total cost reduction was also identified as a hévfactor by the companies. The focus on
cost reduction is presented as a necessity rdthardas a motivation to implement a strategy
because the examined companies only use interahsappliers for some inputs.

This research focuses on companies that directhortnnputs and also adopt a
strategic orientation for this process: GS. Thepsion of GS was conceived as a way to
address dependency and transform the need to inmgoraan opportunity to become more
competitive relative to local competitors. Essahtj GS represents a way to improve
innovation in the selected companies through fagst@duct development and the introduction
of more products into their distribution channéfsthe examined cases, GS is presented as a
way to integrate innovation activities (producgikiics, materials, and suppliers).

The research findings contradict those of Alguikeear and Metacalf (1994), for
whom GS may not be an effective method for comanieose products are subject to design
changes and whose production volumes are low. €ld for faster innovation is one of the
motivations identified in the examined cases aral pbssibility of improving innovation
through the global supplier base contributes toestablishment of a competitive advantage
through the reduction of development costs and.tiAther benefit achieved by these
companies that has not been identified in theditee is the importance of joint development
and the absorption of knowledge from the suppl&seb The examined companies are not
using a broader base of suppliers to implement thieategies but are rather using their

suppliers to develop their market strategies. Thigirms the assumption of this research that
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the strength of GS depends on the relationshigsctirapanies develop with their suppliers
and the strategic form in which all sourcing a¢iés are managed. As a result, the findings
confirm the considerations of Chen, Paulraj and oLg@004), who determined that
competitive advantages can be achieved by enabbntpanies to more quickly form close
working relationships with a limited number of slips. This approach promotes open
communication among supply chain partners anditaigs the development of long-term
strategic relationships that are oriented towatdeatng mutual gains.

However, the investigated companies are facingsesdifficulties in achieving
the beneficial results of GS. The main difficulgentified by the environmental analysis
relates to cultural differences. To avoid depengearrt a supplier, all the studied companies
identified alternative suppliers, either abroadrothe local market, even though having local
suppliers is decreasing as a main focus of alinthestigated companies. Difficulty in dealing
with the uncertainty is a factor that was identifiby the interviewed companies. Better
relationships with suppliers and better relatiopsimanagement were identified as ways to
reduce the risks associated with these differences.

The previous findings related to GS indicated aégicy toward centralization as
companies increase their involvement with GS aotiwi(Matthyssens and Faed apud Arnold,
1999, Schmitz and Knorringa, 2001, Trent and Moa¢zk998, 2003, 2003a). The same
tendency was identified in these emerging compabigisthey were involved in IPOs during
earlier stages of their sourcing internationalmatfforts. Although they still have centralized
development and production structures, two of tivestigated companies engaged in IPOs to
support GS. One of the reasons that these two aaegangaged in IPOs first may be related
to the strategic orientation of their top manageintesims. No specific factors were related to
this effort that could be compared with the others.

IPOs do not only affect the sourcing area but &e inportant with regard to the
interactions of other functional areas with thaslated to suppliers, such as development and
engineering.

Interactions with functional areas, which represantimportant aspect of GS
according to Quintens Pauwells and Matthysens (RO@6re identified for the examined
cases but the formalization of procedures is stitlwell-established. This must be improved
in the examined companies because a part of theeguoes and experiences still represent
tacit knowledge. This situation leads to dependemcihe people involved in these activities,
placing companies at risk if difficulties in accegsthis knowledge arise. A proposed model

to guide the configuration of GS was presented hytrHann, Trautmann and Jahn (2008),
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who state that with respect to formalization, comesa should focus on the definition of

governance, standards, processes and controlsinVbstigated companies do not exhibit
well-defined processes, and this fact may be réladecultural factors and the fact that they
are still being managed by the owners. Furthergtigation is necessary to understand this
relation in greater depth.

The main differences in terms of organizationaldtire were identified when the
firms’ features were investigated. Having an emrgapurial approach was identified as the
main characteristic that leads companies to ad&tRBevious findings about GS identified
firm size, the inferior position of the purchasiga and company structure as critical aspects
(Arnold, 1989, Quintens Pauwells and Matthysen®62®arris, 2006, Knudsen and Servais,
2007). There were no previous studies that focusedhe entrepreneurial approach. This
characteristic is also related to top-managemeppat, as identified in the investigated
cases. The examined companies are managed byothegrs and GS has partially been
conducted by them. This characteristic of the cammgs also sets them apart from the
previous subjects of GS research, which were mdstiyCs managed by professional
executives.

The findings presented in the previous paragraplealethat most of the
operations of the examined companies are centardatievindividual level. This indicates a
challenge related to the need to develop strongerctares that could support the
development of these companies. The focus needsdage from the individual to the
company. Improvements related to knowledge managemest be made to support growth.

An interesting aspect identified in the examinedesais the impact of their
industry on their decisions to adopt GS. The needrninovation has already been identified
as a motivation for GS but is not directly relatecbrganizational structure. The influence of
the industry could be related to the fact that itnestigated sector in general and the
investigated companies in particular were strongbynmitted to investing in R&D. A
consequence of the need for innovation is the ggdgeal concentration of suppliers from
abroad, defined based on the localization of ctastéthe most innovative suppliers.

The choice by the investigated companies to useligup from abroad that are
located in the host country was not related to supgustomer service or cultural aspects.
The investigated companies prefer to supply fromoadb and wish to use local suppliers as a
way of balancing their operations, reducing th&giselated to GS in terms of bringing

materials from abroad, such as logistical and cureexchange risks.



167

It is important to comprehensively investigate otldfferences that these
emerging companies exhibited relative to previaaglifigs. Participation in international
fairs as a way of identifying potential supplierasvidentified as a main strategy in the
examined cases. Geographical proximity to supplemplements the importance attributed
to IPOs. The examined emerging companies felt gwdrto be close to their suppliers to
facilitate processes, thereby reducing potentgldsrirelated to the development process and
the management of the supplier relationship. Thene concerns regarding cultural distance,
which contradicts the findings of Trent and MonctR803a). The authors found that cultural
compatibility with global suppliers is the secoeddt important critical success factor. In fact,
IPO support is presented in the same study by TaedtMonczka (2003a) as the fifth least
important critical success factor. The importandgibauted to cultural distance was an
important aspect identified in this research.

The management models of suppliers identified uiiss such as Grieco (1995),
Cebi and Bayraktar (2003), Kamath and Liker (1984p Simchi-Levi, Kaminsky and
Simchi-Levi (2003) do not exhibit a focus on thestoiction between local and global
suppliers as a way of differentiating among managemrocesses. In the investigated cases,
we identified concerns regarding the introductidthas aspect into management models.

In reference to purchase portfolios, it was foumat the examined companies use
different portfolios but they all consider all imped items to be strategic, even though their
analysis matrices may not classify them as sucls fdint was also identified as a weakness
of the purchase portfolios during the data analpsised on the findings of Smith (1999),
Gelderman and Semejin (2006) and Trautmann, BatldHartmann (2009).

With regard to the sourcing team members and thealifications, no main
differences were identified between the investigai@mpanies from an emerging country and
the previous findings. The only identified diffecenwas the lack of focus on the development
of personal careers, as highlighted by Mulani (3028 which may depend upon company
size.

With regard to the GS process, the final investidaaspect was the use of
communication tools, especially ERP. A differenaswvdentified with the previous findings:
the investigated companies do not use a wide afragmmunication tools, as found by Trent
and Monczka (2003) among other companies adoptiig The use of the internet and its
tools are found to be the necessary tools for tmpanies. Rather than representing a
distinction between both types of companies, thesy nndicate that the evolution of the

Internet may have made it sufficient to fulfill coany needs.
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6.1 Theory Implications

The investigation of the theoretical implicationsush begin by analyzing the
internationalization processes of emerging comgarirgernationalization theories have not
reached a consensus regarding the internationalizat companies from emerging countries
and their findings could reflect a macro-environttbat is very different from today’s.

According to the assumptions of theory buildingpezsally the work of
Bacharach (1989), the development of a theory reguhe development of constructs that
are linked with each other through propositionseSghconstructs cannot be measured and are
represented by variables that are related througpogitions. Hypotheses and variables are
ways to test already developed constructs. Previmgings about GS are more related
through the investigation of hypotheses and vaemhless is known about the constructs that
could support a GS theory. Gammeltof, Barnard amadidck (2010) highlight that emerging
and developing economies constitute a diverse pdipual of countries; generalizations across
these countries should only be made with the utwenstion. Therefore, this research does not
intend to generalize concepts from one country setaof developing countries; instead, our
purpose is to develop a framework that can be ueednderstand GS within emerging
companies. Consequently, the framework developesligih the empirical investigation in
this research could be presented as the firsteéhieal contribution of this study.

As noted in the literature review, the concept & & focused on the competitive
advantages that can be achieved through its adopfize referenced articles focus on using
GS to reduce costs. The results of this researgtyitmat GS is related to technological
innovation and reductions in product developmemietiand time to market. Innovation can
also result from access to a supplier’'s technokgy may not be related only to new products
but could involve the potential development of twmnmpany as a whole because of the
possibility to learn from suppliers. This can beegented as a theoretical gap achieved
through the empirical research. Innovation habmeca trendy topic in the last decade but
less is known about innovation and GS. Our resdisitify the connection between these
topics but more investigation is necessary becthisstudy was limited to a set of companies
that adopted GS without comparing them to compahigsengage in international sourcing.
Considering the theoretical framework, innovatiomsinbe included as an aspect to be

investigated as a competitive advantage.
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With regard to the internationalization processh# investigated companies, it
was found that they are moving towards being nd¢ oranufactures but also distributors in
the Brazilian market. The production outsourcinggess is identified in companies operating
in several industrial sectors, such as footwearichvis not as technology-intensive as the
electric and electronics industry. The presencthisf movement in an industry that is based
on technology in terms of the maintenance or dgreknt of products or their components is
a new aspect of internalization studies. This figdiepresents the potential identification of a
gap in the previous theory through empirical restear

Based on the literature review of the managemerdetsoof suppliers (Grieco,
1995, Cebi and Bayraktar, 2003), Kamath and Lik684, and Simchi-Levi, Kaminsky and
Simchi-Levi, 2003), a focus on distinguishing bedwdocal and global suppliers as a way of
differentiating management processes was not ithtiThis concern is identified in the
empirical findings is an important distinction beewn the theory and the practices of
companies from an emerging country. Late movetlerglobal market used to replicate local
strategies, and in observing the investigated comepait is possible to affirm that they could
have achieved better results by adopting GS bedheyebegan doing so a few years ago. If
we consider the companies that are engaged imattenal sourcing, it is not possible to
affirm that they will achieve the same results,eesaly with regard to the ability to innovate
through the supply base. This conclusion creates ribed to analyze what can be
recommended to companies that adopt GS. The maimilmation to these companies is the
identification of the key success factors in eaanetsion of the theoretical framework.
These aspects can be the focus of the managenomaisprto begin adopting GS for firms that
are similar to those that were investigated hemn@anies from different industrial sectors or
emerging countries can use it as a reference @ptints that must be carefully managed in

their sourcing strategy definition and executioogasses.

6.2 Practical Implications

In 2007, Fleury and Fleury had already noted thabties that had previously
been developed with regard global companies doappty to companies from emerging
countries that were latecomers to the global envrent. One reason that was identified by
the authors is that emerging companies had growmankets that were protected from
international competition. This was the situatidrifee investigated firms. The electrical and

electronics industry in Brazil was protected forlomg time and governmental policies
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supported its development beginning in the 19808s Pprotection allowed companies to
make investments in R&D, establish relationshipshwiesearch centers and build
competencies related to managing distribution casnnside the Brazilian market.

The opening of the Brazilian market in the 1990ppemed in a moment when
national companies had the ability to understamddynamics of global markets, including
suppliers and competitors. They had also alreadsn bexposed to international market
because some of them were already exporters antdahttsem depended on imported raw
materials. Some companies purchased locally frostrildutors and others were already
importing inputs and raw materials — mostly frortemational distributors.

The entry of international competitors into the Blian market alerted the local
companies to the importance of improving their cetitfiyve advantages. One of their
advantages involved the distribution channels tihey needed to remain competitive in terms
of cost and quality to maintain their position lnistdomain. To do so, these companies had to
improve their sourcing abilities, moving from anemational purchasing to a global sourcing
strategy. These companies therefore studied thankets and identified better sourcing
opportunities based on a combination of alternatitbet could maximize the benefits and
reduce the risks of having a global base.

Another advantage was their ability to develop meaducts as a consequence of
their R&D and engineering skills. To improve thisngpetency, the examined companies
began establishing relationships with their supplighereby (1) gaining faster access to
technology that the suppliers were developing @)ddintly developing technology. As a
result, they were able to introduce new produdsefaand with reduced development costs.

These efforts were sufficient to ensure their stalvuntil now, but the openness
of the Brazilian market is pushing companies to entwward. The investigated companies
can be considered medium-sized companies in thelBracontext but are small compared
to global companies. Although these companies aséipned as leaders, the introduction of
global players into the Brazilian market is puttihgm in a situation in which they have to
choose between maintaining the same size and matkakgy, competing in niches, or
growing and competing directly with global players.

The employed strategies of these companies shotvtliey have chosen the
second option; to grow, they need to function atdppropriate scale in terms of sourcing and
sales. The scale for sourcing is needed becauseahtieir suppliers are global players and
only accept orders with minimum amounts that may doeater than the investigated

companies are currently sourcing. As a result, eéhesmpanies need to source from
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distributors, which may increase costs. To increthgesourced amounts, these companies
need to increase their sales, and the Braziliarkehanay not be large enough for this;
therefore, they may need to increase their exports.

In assessing this situation, it is possible to ustd@d that the adoption of GS may
represent not only a strategy to internationalneedarly activities of the supply chain but also
an opportunity to become more competitive and mn#gonalized in the future. The
production of finished goods by suppliers from @&gr@lso represents the efforts of these
companies to increase their production and, coresdty) their sales. Improved conditions
and an increase in globally sourced products cbald these companies grow not only in the
Brazilian market but also abroad.

The challenge shifts to managing relationships wiippliers to support growth
without increasing the risks associated with GS.idestified in the research, the examined
companies had already realized that relationshipse wmportant in supporting sourcing
strategies. To become close with their supplié¥esy engaged in IPOs.

However, whereas the relationship management asgpéeing developed, scale
remains a challenge for those companies. Alteraatwith regard to cooperation with other
companies to increase sourced amounts can beigatest as a way to overcome this barrier,
thereby increasing the total value and amount atlased goods or improving R&D efforts.

Schimitz and Knoringa (2001) identified the presemé buying groups when
analyzing the footwear industry. Their findings wfed that companies from this industry
used to exchange information among each otherddiitian, the possibility of establishing
buying groups in this sector was not perceivedeasgodifficult to develop. The main reason
for this consideration is that the types of matemairchased abroad (raw material or finished
goods) differ significantly among firms. The poskiy of developing products nationally and
producing them internationally is a goal for onbyree companies and this goal changed the

approach to GS.

6.3 Study Limitations and Future Research Directios

There is a distinct lack of studies regarding Gi&teel theory. Previous published
articles related to GS use TCA as their main thedGA can explain sourcing strategies but
cannot differentiate between local and global aspezspecially when the adoption of GS

becomes a way to increase the internationalizabiom company, as was realized in the
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investigated cases. The use of both TCA and intemelization theories was therefore
necessary to fill this gap.

GS or sourcing alone does not represent a theloey, ¢an be seen, however, as
established knowledge that needs to be analyz#uefuio build a theory. The effort to build a
theoretical framework that could explain why andwheompanies adopt GS and the
consequences of this strategy represents a sirfiptete begin identifying the connections in
the existing knowledge. This research does nottaigreate a theory of GS but attempts to
highlight the need for deeper investigation intis gubject.

The empirical findings of the research led to tbb@atusion that the use of the
Resource-Based View may be applicable to GS studies

The proposed theoretical framework was tested wiily four cases and deeper
investigation is necessary. The results presenteel tannot be generalized, but can be used
for comparisons with results from other companiesfBrazil or other emerging countries.

The fact that the four cases come from the samastnglis a limitation of this
research. This industry depends greatly on glohbgplers. If this research had been
conducted on an industry that has competitive Iscalpliers, the findings could have been
very different, which indicates the need for invgastions based on different conditions and
industries.

Another limitation of the empirical investigatios the fact that the examined
cases are not MNCs. They do not have a global &rdé was not possible to investigate the
configurations of activities among different soaggidepartments in this research. Another
opportunity for future research is the investigatiof companies from another emerging
country and the comparison of results.

One of the main limitations of this research is tbeus on the electrical and
electronic industry in the state of Rio Grande dd SThis industry is characterized by a lack
of suppliers manufacturing in Brazil, which led tite development of a dependency on
imported products that may be direct or indiredbe Tlack of local suppliers reduces the
opportunities to develop different sourcing str&ge@nd must be viewed as a characteristic of
the investigated industrial sector. The resultdacbe different in other sectors.

The topic of trust was not closely examined in tigisearch but it seems to be an
essential element of GS. Trust can be developedghrinterpersonal relationships over time.
This research found that personal involvement vglkbbal suppliers is important and is
usually conducted by top managers. The impacteddhelations on the development of trust

requires a deeper investigation.
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One of the interviewees highlighted that the risidated to GS, especially with
regard to knowledge transfer, are inherent anddénelopment of trust can be a way to
reduce them. Companies run this risk because ctinguGS and joint development with
suppliers is a way to offer some products to tbhbénts because they would not be able to
develop them at the same quality and cost by thieese

Whereas the necessity of relationship developmastidentified in the empirical
investigation, information accuracy was identifi@sl having a weak importance. In the four
examined cases, a non-structured process is usetstwe information accuracy. This lack of
structure may lead to a reduction in the benefit€  and its impact may be investigated in
another research comparing companies that usdwgtedgrocesses with those that do not.

According to Matthyssens, Quintens and Faes (200%), main factor for
identifying GS opportunities is interfacing withhetr functional areas. This focus was
identified in the four examined companies becausésvo global suppliers and participation
in international fairs included representativesnfrdghe engineering and/or R&D areas.
However, this integration could be enhanced if irev supported by more structured
communication, in accordance with the previous graah, which highlighted the need for
more investment in the establishment of a strudtprecess to ensure information accuracy.

The achieved competitive advantages were identifiased on the qualitative
perceptions of the companies. Our effort to usemae to quantify these advantages was also
limited because this measure represents total coyrgales but does not consider costs. Profit
could be another indicator used in this analystsAmas not available for use in this research to
compare the investigated companies with the aveohgle industrial sector. In addition,
profit must also be viewed as a complex indicatwause it may be impacted by a company’s
investments. The profitability of each product se¢mbe a better measure for this analysis.

When examining the empirical findings of this rasbathe link between sourcing
and export strategies needs to be analyzed in wohepén. The possibility of improving a
company’s global position based on its sourcingsi@as was identified as an advancement

opportunity, but this idea requires further invgation.
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APPENDIX 1 - RESEARCH PROTOCOL

To whom it main concern,

My name is Moema Pereira Nunes and | am a Ph.D@estwat UNISINOS — Universidade do
Vale dos Rio dos Sinos, S&o Leopoldo, RS, Brazil.

I’'m developing my Ph.D. research with the advisofyProf. Junico Antunes, and it has the
name “Going abroad for new sourcing possibilitiesSThe adoption of Strategic Global
Sourcing (GS) by Emerging Companies”. The purpdsthie research is to investigate the
adoption of GS by Brazilian Companies, and we aesidering GS as the company's
strategic orientation direction for the search andnitoring of global suppliers and its
efficient management for integrating and coordimgctivities related to the functional areas
of business as well as units of local purchases sét of related companies. The research is
based on the theoretical framework presented below.

Antecedents to the GS Process of GS
Organizational ‘ Purchase Process ‘ T Results
Structure
] Supplier’s
Strategic Management
Orientation

Difficulties
and

Opportunities Challenges

The first phase of the research was developed baseiihe literature. The second phase
comprehends the developed of a case-based studgrdento conduct this second phase, a
questionnaire was developed based on the literagnrew. This questionnaire is presented in
the sequence. The first two blocks represent thecrggion of the company and the
respondent. After that, the questions related whth study subject are presented with each
research guideline and the aspects that are goirxe tinvestigated in each one. | let this
information in order to facilitate de validation thie questionnaire.

Some questions may appear repetitive as I'm preggtitem separated by dimensions. In the
data collection this separation will not exist amdinique questionnaire will be the research
data collection tool. As I'll conduct all the int@éews, this will be a flexible questionnaire and

some questions may be added and/or excluded dtimenterviews in order to achieve the

objectives of the research.

Thank you in advance for participate in my research
Moema Pereira Nunes

Ph. D. Student
UNISINOS — Universidade do Vale do Rio dos Sinos
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Description of the case:

Name of the company:

Industry:

Year of foundation:

Number of employees

Sales (last five year):

Location of the manufacturing facilities/Year ofavgtions’ beginning:
Location of other facilities (commercial, distribmrtal center...)/Year of operations’
beginning:

Typology of purchase items (components, finishexipcts...):

% sourcing made abroad (last five years):

% intra-company sourcing made abroad (last fivesjea

Countries of supply:

Company profile (Brief description of the company):

Description of the respondent:

Name:

Occupation:

Time in the company and in the position:
Formation:

Research questions:

Dimension: Antecedents to GS / Strategic orientatio
The adoption of GS is motivated by comparative@mdpetitive advantages.

. When the firm decided to adopt GS?
. Which motivations lead the adoption of this strgfeg

. How was the decision take process?

. Who (which areas) conducted this process?

. In a time-line, how the process happened? Whichbeanonsider the critical points
and why?

Considering the decision just to purchase itemsfabroad ddopting GS), please
attribute a number between 0 (nhon-important) teefy important) to this motivations
for the abroad sourcing:

Access advantages from supply’s core competence | 0Q1| 03| 04| 05 | 06 | 07

Access advantages from supply’s market

Access new technologies

Anticipate material needs to new products| in
development

Anticipate materials needs in case of demand
changes

Better negotiations conditions

Customer service improvement

Deliver improvement

Establishment of alternative supply sources

Establishment of presence in global market
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Flexibility to change the input’s features

Get the opportunity to sale to a specific market or
country

Incoming goods at a lower cost in local currency
(exchange rates)

Increase in the number of available supplier

Introduce of competition on the supplier base

Meet supply constraints imposed by government

Offer global support to local products

Product reliability improvement

Quality improvement

Quality control improvement

React to competitor’s practices

Reduction of product development cycle

Supplier reliability improvement

Support to the company own international
operations

Total acquisition cost reduction

Dimension: Antecedents to GS / Organizational
The centralization of GS activities is related wikie potential synergy between units, and
their supply needs.

Interaction with other functional areas

. How the relationship between the sourcing area thiedother functional areas is
configured? (Formal structure, sourcing work graagdtware...)

. How the relationship between the sourcing area thledother functional areas is
coordinated?

. Is there any mechanism of interaction with otherctional areas in order to source
globally? How do they work?

. Does the firm have any mechanism of informatiorXsh@nge with other functional

areas?

. Does the firm have any mechanism of demand alighnvéh other functional areas?

Product development, for example?

Interaction with other sourcing units

. How the relationship between the sourcing areasoifigured? (Formal structure,
sourcing work group, software...)

. How the relationship between the sourcing areasasdinated?

. Is there any mechanism of interaction with othemrsimg units in order to source
globally? How do they work?

. Does the firm have any mechanism of informatiorkshange with other sourcing
units?

. Does the firm have any mechanism of demand alighmwéh other sourcing units?

Different product development, for example?

Centralization vs. decentralization
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. Which activities does the firm centralize? Why #hestivities were centralized?
. If the firm used to make join purchases, how theyraade? (By whom, criteria....)
. How managers fell with the centralization of adtes and their “lost” of control?

(Especially with costs, as managers used to caredésut cost when the decisions are
centralized)

. Which are the benefits realized with the centréiltmaof sourcing activities (bargain
power, economy of scale, administrative and opamaticosts)

. Which are the negative impacts of centralizatiosaircing activities?

. Does the centralization of sourcing activities haneimpact in the firm’s flexibility?
(Degree of autonomy of each unit)

. Which activities does the firm decentralize? Whesth activities were decentralized?
. Which are the benefits realized with the deceratiibn of sourcing activities (bargain
power, economy of scale, administrative and opamaticosts)

. Which are the negative impacts of decentralizadiosourcing activities?

. Does the decentralization of sourcing activitiesvehaan impact in the firm’s
flexibility? (Degree of autonomy of each unit)

. Does the distribution of responsibilities betwedme tsourcing units and the

Headquarter reflect the distribution of knowledge axperience about the sourcing activity?

Formalization

. Which formalization process related with governaand standard (establishment of
manual, codes of conduct...) does the firm adopsdéarrcing?

. Which are the responsibilities of the Headquarted the subsidiaries related with
sourcing? How they were established? Are they foned?

. Does the firm have established indicators and nosthim monitor and compare
efficiency in the units? Which one? How this evélua process is conducted? Are they
formalized or not?

Dimension: Antecedents to GS / Organizational $tmec

The adoption of GS implies that the availabilityre$ources for establishing and managing
the activity is relative to the organization’s siaed, the importance attributed to GS,
including the top management support, and the itngdsatures.

Firm’s features

. Which characteristics of the firm favor the adoptaf GS?

. Do you believe the size of the firm contributesipesly or negatively to the adoption
of GS?
. Which resources were allocated by the firm to tthepgion of GS? Were they enough?

What else do you believe could be helpful to thepsion of GS?
Industry’s characteristics

. Which characteristics of the firm’s industry fawbe adoption of GS?
. Which characteristics of the suppliers’ industrydathe adoption of GS?
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. The existence of multi-regional or global compesttavors the adoption of GS?

Top-management support

. Does the adoption of GS supported by the top-managt’

. How this support happens in daily operations?

. Do you believe that the top-management supportsl¢ad adoption of GS reducing
the barriers? How?

. Do you believe that the top-management supporiititei the alignment between
sourcing units? How?

. Do you believe that the top-management supporlititei the alignment between the

functional areas? How?

Organizational level of decision making

Indicate the level on which these decisions areriak

Corporate Direction| Managemen€oordination| Operational

Use of
international
suppliers

Supplier’s
choice

Allocation  of
the source in a
unit of the
company

Internal articulation between areas

. Do you realize thatthere is an alignment betwelea strategic planning and the
planning of sourcing function?

Indicate the degree of involvement of other funwicareas on these activities:
0 (none) — 7 (very high)

1 2 3 4 5 6 7

Use of
international
suppliers

Supplier’s
choice

Allocation of
the source in a
unit of the
company

Dimension: Antecedents to GS / Organizational $tmec
GS The presence of the purchase company in théyscgmtry is motivated by the adoption
of GS.
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Motivations related with the presence of purchasé¢he supplier market
Structure of purchaser presence at the suppliatiwakhip
Relations with centralization vs. decentralization

. Do you believe that the presence of the buyereanstippliers’ market contribute to the
success of GS?

. Do you believe that the adoption of GS leads todsblishment of some kind of
presence of the buyer firm in the suppliers’ meé?ket

. Does your firm use trading companies to brokemibgotiation with global suppliers?
. Which are the motivations to the use of a tradiogpgany?

. Does your firm have any kind of presence in thepsaps’ country? If so, how is this

presence? Which are the responsibilities of theiarthe supplier's country? And how is the
relation with the sourcing units?

. Which are the motivations to establish this presendhe supplier’s country?
. Which are the benefits of having this presencéénstupplier’s country?
. Which are the challenges to manage this presente isupplier’'s country?

Dimension: Opportunities
The supply opportunity analysis process includesitivestigation of the supplier company,
the inputs, and the supply and sourcing environs)eag well as customer requirements.

Tools to search, select and monitor supply markets
Supply’s market environmental analyzing aspects

. Do you believe that the monitoring of suppliers’rkeds contribute to better sourcing
activities?

. How the firm search for new suppliers’ markets?

. Does the firm have tools to search, select and tmosupplier's markets? How do

they work? Is this activity centralized or decelted? How the knowledge is transfer for all
sourcing units?

. Which variables the firm consider in the analysissoppliers’ markets? Why these
variables were choose to be monitor?

. Which are the difficulties faced by the firm to niton suppliers’ markets?

. Is there any concern in the company about the woatisly search for new suppliers?

Areas and units interfaces structure and process
Information sharing process
Learning process

. Do you believe that the proximity of sourcing argagh other functional areas in the
company results in the identification of potentslpply demands? How this contribution
happens?

. Do you believe that the proximity of sourcing argath other functional areas in the
company results in the pro-active approach of sngrarea to search potential markets and
suppliers? How this contribution happens?

. Are these processes structured?
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. Does the firm have any established mechanism tsfivam the information obtained
on these activities is knowledge that can be teafisf

Supplier development process

Variables of the opportunity analysis process
Customer’s interface with sourcing
Customer requirement analysis process

. How the firm investigate a potential supplier atgdinputs? Do you have a structured
process?

. Which variables the firm investigates related with supplier firm and the input to be
purchase?

. How is the relationship with potential suppliers onder to investigate a potential
relation?

. How is the source for new suppliers’ firms?

. Is there a preoccupation about the suppliers’ eg@ntvhich variables do the firm use
to analyze related with suppliers’ country?

. How about the suppliers’ industry, is there anydiel up of the suppliers’ industry?
Which variables are analyzed?

. Looking to the internal demands and the potentigldpiers, how these needs and

opportunities are connected? Is there any interfmteveen other functional areas and the
investigation of potential suppliers?

. How the requirements of the internal demands aseirad in the process of new
suppliers’ source?

. How the current suppliers are followed up in reatwith the current sourcing and
potential sourcing opportunities?

. Is there a concern with the transparency of infaionarelated with demand and offer
volatility between your firm and its suppliers?

Dimension: Process of GS / Supplier's management

The adoption of GS contributes to the involvemésuppliers into new product development
as the units of the company and units areas areemalated, but at the same time work with
global suppliers can be more difficult comparinghwibcal suppliers.

Supplier selection
Supplier development
Supplier relationship management

. Do you believe that the adoption of GS contributeshe involvement of suppliers
into new product development as the units of thregany and units’ areas are more related?
. How is the approximation of the sourcing area,atea of new products development
and the development of new suppliers?

. Do you believe that work with global suppliers damore difficult comparing with
local suppliers?

. When a new potential supplier is identified, howthie development process of this

supplier? Is there a concern related with the agreent of a relationship with the new
suppliers?

. Does the firm have any mechanism of integratiord useapproximate the sourcing
area with other functional areas and the suppliers?
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. Do you believe that the intra-departmental appra&cjuired by GS support a better
relationship with suppliers on this

Dimension: Process of GS / Supplier's management
The choice to use foreign suppliers based on thehager country will be related with
support, customer service, and cultural aspectateel to the supplier management process.

Supplier selection
Supplier development
Supplier relationship management

. Does the offer of support by the supplier leadfitme to use local suppliers? Explain.

. Does the existence of a customer service by theliendead the firm to use local
suppliers? Explain.

. Does the cultural aspect lead the firm to use lsappliers? Explain.

. When there are just global suppliers, how this picde challenges is management by
the firm?

Motivations related with comparative advantages
Motivations related with competitive advantages
Supplier selection

. Which are the differences between work with locad global suppliers? (Positive and
negative)

. When you have both options, which motivations ldelfirm to use abroad suppliers
instead of local suppliers?

. How is the process of select a supplier when thezeoptions local, multi-regional or
global? Who takes this decision? Is there a stradtprocess?

Dimension: Process of GS / Purchase Process
The GS activity is oriented to inputs consider tetgec for the company, and the other inputs
should be included in the context of this strategy.

Input’s features

. Do you think the product specifications (necessitgustomization or standardization
vs. arte of change of specification — low or highg important aspects to be considered in the
sourcing process? Does your firm consider them?MHow

. Do you think that the product technology (levelppbduct technology (low or high)
vs. rate of change of technology (low or high)jngortant aspects to be considered in the
sourcing process? Does your firm consider them?MHow

. Do you think the quality and process technologgk(of failure (low or high) vs. ease
correction/tolerance (low or high)) are importaspects to be considered in the sourcing
process? Does your firm consider them? How?

. Do you think the logistics and availability (prodwavailability (specific locations only

or widely available vs. criticality (low or highgre important aspects to be considered in the
sourcing process? Does your firm consider them?MHow
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. Do you think the criticality and volatility (critadity (low or high) vs. volatility (low or
high)) are important aspects to be considered e dburcing process? Does your firm
consider them? How?

. Do you think that the costs (intrinsic product sodow or high) vs. costs of delivery
(low or high)) are important aspects to be congiden the sourcing process? Does your firm
consider them? How?

. Do you think the suppliers’ location (local vs. lgid) is an important aspect to be
considered in the sourcing process? Does yourdonsider them? How?

Use of purchase portfolios, variables, and its rcbouation

. Does the firm use a purchase portfolio to decideitimportance of the inputs? Which
one? How does it work?

. Which are the criteria considered in the purchas#gio used by the firm?

. The use of the purchase portfolio help improves ititernal coordination within
business units? How?

. The use of the purchase portfolio help improves d¢berdination within sourcing
units? How?

. The use of the purchase portfolio favors the cénétdon or the decentralization of

the sourcing activities? Why?

Dimension: Process of GS / Purchase Process

The GS approach requires qualified personnel anmttinaously training of them in order to
identify better opportunities and conduct efficisatircing process.

Professional’s knowledge and skills

. Related with human resources, how the sourcingiar@a@anized?
Which knowledge and skills do you believe are intgair for sourcing professionals?

Empowerment

. Do you believe the empowerment of the sourcing ggsibnals contribute for their
performance? How?

. Does your firm offer any program related with thepewerment of the sourcing
professionals?

Training and benefits programs

. Do you believe the offer of training and benefiteograms for the sourcing
professionals contribute for their performance? Plow
. Does your firm offer any training and benefits paogs to the sourcing professionals?

Dimension: Process of GS / Purchase Process
The existence of communication tools and platforms important to global supply
management, including actual and potential suppliand actual and potential demands.
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Availability of communication tools

. Does the firm have any information tool to supfb#g sourcing activity? (Data bases,
information management software, research web topls
. Do you believe these tools improve GS?

. Are they well used? Why?

Communication and information flows

. How is the communication between the functionahs?e
. How is the communication between the sourcing @nits
. Is there any infra-structure to support theses camaoation flows?

Information accuracy

. Is there any concern in the company related wighitfiormation accuracy? How this
issue is considered in the firms procedures?
. Do you believe that the level of transparency ldads pro-active cooperation between

the members of your supply chain?

Learning process

. Does your firm have any procedure to transformittiermation of experiences in
knowledge that can be applied in other situatidhs®, explain how. If no, do you think this
could contribute to the success of the sourcinyigc?

Dimension: Difficulties and risks
GS includes the management of risks, considerittgraliand governmental diversities and
its special characteristics.

Trade-off analysis

Environmental analysis

Risk management

Development of alternative sourcing opportunities

. Which are the risks of GS for your firm comparingthwthe use of only local
suppliers?

. How your firm deal with these risks?

. Is there a structured process to management thiskesand deal with problems in the

sourcing process in order to transform the expeeeim knowledge, to use it and avoid
problems in the future?

. Does your firm make an environmental analysis ideorto monitor the suppliers’

market and avoid risks? How this monitor is done?

. How the cultural diversity and the different gowaent treatments for international
business are considered in the analysis of a glgig@drtunity for supply?

. How the currency exchanges, geo-politics and itrinature risks associated with the
supplier and its market are consider in the ansiysa global opportunity for supply?
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. Does you firm worried about the development ofraliéive sourcing opportunities in
order to avoid risks? How is this process?
. Do you believe that the increase of the supply lffiteen local to global) increase the

complexity of organizational management? How?

Dimension: Difficulties and risks
The analysis of external barriers is important agrithe process of purchase opportunity
analysis to avoid risks and ensure benefits.

Barriers analysis process
Balance between local and international sourcing

. Do you believe that the analysis of the externali®s is important during the process
of sourcing opportunity analysis to avoid risks @mdure benefits?

. Does your firm have any procedure related to tmd bf analysis?

. Related with tariffs and non-tariffs barriers, htivey are included in the analysis of
sourcing opportunities? In which moment are thaysaered?

. How the total cost of acquisition is consider ie #nalysis of a sourcing opportunity?
In which moment are they considered?

. Considering that the risks are inherent to GS, loWrm can avoid them? Which

strategies does your firm use?

. Do you believe that the balance between local atefnational sourcing is a viable
strategy for nowadays?

. How does your firm deal with the currency excharilgetuations? Is there any

strategy related with this risk?

Dimension: Results

The adoption of GS leads to competitive advantagaparing with firms that purchase
internationally.

. Which differences the firm realized after adopt GB&sults, benefits, challenges...)



