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Abstract

After a restatement of the definition of Power in commercial trading relationships and a review of some of the measurement methods previously used in other academic disciplines, this paper seeks to devise generally applicable methods of measuring potential power, actual power and the propensity to convert one into the other that are relatively independent of subjective participant perceptions and opinions. It is hoped that more ‘objective’ measurements of power may be used to facilitate and improve practitioner performance.
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Power Measurement
After a restatement of the definition of Power in commercial trading relationships and a review of some of the measurement methods used in other academic disciplines, this paper seeks to devise generally applicable methods of measuring potential power, actual power and the propensity to convert one into the other. It is hoped that by concentrating on measures that are largely independent of subjective participant perceptions and opinions the assessment of power may be used to facilitate empirical research and improve practitioner performance.

Definitions - a clarification

In an earlier paper (Ramsay 1995) based on the resource-dependency approach to the analysis of power (Emerson 1962, Blau 1964, Jacobs 1974, Aldrich 1979) it was suggested that after agreeing to exchange products
 for money, buyers and suppliers enter a state of interdependency in which each party is in a position to facilitate or hinder the satisfaction of the other’s resource needs and wants. As a result, each party to the exchange enjoys power based on the degree of dependence experienced by the other. This dependence derives from two different factors. A buyer’s power stems from a combination of the attractiveness of their own resources and the supplier’s freedom to obtain resources from other organisations. Whilst a supplier’s power derives from the attractiveness of their own resources and the buyer’s freedom to obtain resources from other organisations. The power thus generated finds expression, inter alia, in the ability of trading parties to make resource-based promises or threats; to offer rewards or impose punishments (see French & Raven 1969, Tedeschi, Schlenker & Lindskold 1972, Bacharach and Lawler 1980 and 1981). Furthermore, those buyers and suppliers in market structures that act to restrict the availability of alternative sources of money or products, and hence the other party’s degree of customer or supplier freedom (Ramsay 1995, p 134), may also threaten to impede or restrict future resource flows (through delayed payments or deliveries for example), and/or increase their future costs or reduce their future profitability. However, regardless of market structure, as soon as an exchange of resources has commenced both parties have the possibility of threatening to restrict future resource flows and/or reduce resource attractiveness, as well as the ability to offer the reward of increased flows and/or improved resource attractiveness through the creation of closer matches between purchasing and selling specifications (Ramsay 1991) and/or reduced costs or increased profitability. The nature of the interplay between the buyer’s and supplier’s power and the decision-making process underlying either party’s attempts to apply that power through offering rewards or threatening punishments depends on a host of different factors including their assessment of each other’s power and likely bargaining behaviour, their negotiating skill, their experience, the likely length of the trading relationship and so on (see Lawler 1986, Bacharach & Lawler, 1980 and 1981 for a detailed discussion of the complexities of the tactics and outcomes of the bargaining process). 


In the earlier article it was argued that from the buyer’s viewpoint, power is given expression in the potential, and if successfully converted, the actual ability of the buyer to bring about cost-free, intended changes in a supplier’s behaviour:

‘Potential Purchasing Power is the potential capacity of a buyer to produce intended changes in a supplier’s product specification, that both create a closer match between that specification and the buyer’s purchase specification, and incur increased supplier costs without increasing buyer costs.’[emphasis added]



(Ramsay, 1995, p 128)

In retrospect this can be seen to be an unacceptably narrow definition. Firstly, the insistence on the complete avoidance of increases in buyer’s costs is unwarranted. It will be shown below, for example, that actual purchasing power may be present when a buyer accepts at least a proportion of a cost or price increase. Furthermore, evidence of the possession and exercise of power is found not only in the ability of one party to get other people or organisations to do what they want, but also in that party’s ability to resist doing what others want them to do. Thus, from the buyer’s viewpoint, Potential Purchasing Power may more accurately be defined as the potential capacity of a buyer to: 

(a) produce intended changes in the supplier’s behaviour or operations that not only satisfy the buyer’s resource needs by creating a closer match between the supplier’s product specification and the buyer’s purchase specification, but also cause an increase in supplier’s costs, whilst simultaneously achieving, at best, a reduction in the buyer’s costs, and at worst leading to a less than directly proportionate increase in the buyer’s costs, 

and/or 

(b) resist efforts by the supplier to persuade the buyer to change their own operations or behaviour in a manner that would impair the match between the supplier’s and buyer’s specifications and/or that would result in an increase in the buyer’s costs.

Actual Purchasing Power is the result of the successful conversion of potential power into intended changes in the behaviour of the supplier as described above. 


Whilst the buyer is only indirectly concerned with profits through the effects of cost-minimisation, the supplier may seek to directly maximise sales revenue and profits.
 Thus, Potential Selling Power is the potential ability of a supplier to:

(a) produce intended changes in the buyer’s behaviour or operations that not only satisfy the supplier’s resource needs by creating a closer match between the buyer’s purchase specification and the supplier’s product specification, but also, at best, reduce the supplier’s costs and increase sales revenue and/or profitability, or at worst avoid retaining the full on-cost associated with such changes.

and/or 

(b) resist efforts by the buyer to persuade the supplier to change their own operations or behaviour in a manner that would result in an uncompensated increase in the supplier’s costs or a reduction in sales revenue and/or profitability.

Actual Selling Power is the result of the successful conversion of potential power into intended changes, as described above, in the behaviour of the buyer. The rest of this paper is devoted to an attempt to find generally applicable methods of measuring actual and potential power in trading relationships. 

Existing approaches to measurement

Power is a notoriously evanescent and subjective concept and the prospects of developing ‘objective’ measures that are independent of personal perceptions or opinions do not appear promising. Indeed, one authority, focusing on the degree to which power is specific to each unique relationship, is entirely dismissive of any attempts to measure quantities of power: 

.’.......Dependence is  characteristic of the relation between two parties (consequently)...A or B has power only within the context of a particular relationship  Rather than theorising about amounts of power, we should theorize about organizations’ control over resources that form a possible basis for power in particular relationships.’





(Aldrich, 1979,  p 268)

Bacharach and Lawler (1980) argue that power is necessarily a vague, poorly defined ‘primitive’ term ( Hage 1972) that serves best merely to sensitise us to aspects of the bargaining process that might otherwise go unremarked. Thus they argue that :

Extant work on power usually attempts to impose on the concept a level of precision beyond that appropriate for a primitive term. Thus we must ask not what is power, but to what phenomena does the notion of power sensitize us ? When doing research, we must not ask how to measure power, but how to measure a more concrete phenomenon or idea to which the primitive term points.

(Bacharach, S. B. & Lawler, E. J. 1980, p 14)

Nevertheless, this kind of objection has not deterred a number of authors in a variety of academic disciplines from seeking to measure power. The 1960s, for example, saw a brief flowering of work in Sociology devoted to the identification and analysis of power and the associated stratification of society. This literature uses a number of indirect measures of the existence or possession of power by individuals. Polsby (1963) stated that:

It is possible to distinguish three kinds of data with respect to decision-making which often serve as indices of the power of actors; one may ask (1) who participates in decision-making (2) who gains and who loses from alternative possible outcomes, and (3) who prevails in decision-making.





(Polsby, 1963, p 4)

The first of these is of little practical use in the commercial trading context. The fact that a buyer participates in a negotiation with a supplier may well indicate that that s/he possesses more power with respect to the supplier than does, say, one of the buyer’s van-drivers, but it does not tell us much about the relative or absolute power of the buying and selling organisations. The third kind of data is based on such a nebulous concept - ‘who prevails’ - that it seems unlikely to lead to anything other than subjective measures of power. The second data type however, ‘..... who gains and who loses from alternative possible outcomes.’  summarises the approach proposed for the measurement of actual power below. 

Walton (1970), reviewed a wide range of the sociological research into community power and identified 5 major methods of collecting data on power as follows :

1. Reputational - informants are asked to identify the most influential people in the community when it comes to getting things done. Here leaders are nominated in a one-step procedure.

2. Reputational, two-step - informants are given lists of purported influentials and asked to evaluate them in terms of influence, usually by narrowing or ranking.

3. Positional -  leaders are taken to be those persons occupying important positions in formal and informal organizations.

4. Decisional- focuses on specific community issues and leaders are taken to be those persons active or instrumental in their resolution.

5. Case-study - less explicit methods based on observation.  






(Walton, 1970, p 458)

This list reveals the two main drawbacks of trying to apply this particular research approach to commercial relationships. The first is that it focuses on the behaviour of individuals in society, whereas in commercial power relations, although individuals have an influence on the situation (see the conversion process below), the primary focus tends to be on organisations and the influence of their internal and external environments. The second is that the sociological research relies heavily on opinions as the primary source of data. Given the express objective here of seeking more objective measures, the community power research methodology is of limited interest.

The late 1950s and 60s saw an upsurge of interest amongst academic economists in the task of measuring economic power in markets. the emphasis was on the adverse effects of power on consumer welfare. Thus Utton (1970) states that:

In particular where a high proportion of total industry output or sales is made by a small number of firms, then the industry’s performance is likely to diverge considerably from that predicted for a perfectly competitive industry.







(Utton, 1970, p 14)

Divergence from perfect competition leads to non-optimal resource allocation, less efficient firms and a non-optimal distribution of income. Research in economics at that time was concerned with the top 100 to 200 firms in a given market or industry. The approach adopted was to collect data from government statistics detailing sales, value added, employment and assets for entire industries and then compare it with published financial data on individual firms in order to calculate the proportion of those industry totals that were concentrated in the activities of the top few firms. The resulting ‘concentration ratios’ were an indication of how much any given industry diverged from the perfectly competitive ideal. This approach using published Government statistics has the virtue of being relatively independent of opinions
. However, concentration ratios, by definition, deal only with a handful of the largest companies in any market, and are thus incapable of wider, more general application. Nevertheless, the ‘Market Monopoly Ratio’ defined below, whilst employing different data sources, echoes this work.


The Marketing literature dealing with power in distribution channels has produced the richest crop of empirical work on power in the commercial field. Wilkinson (1981), for example, used multiple regression combined with causal path analysis to examine the power relationships between manufacturers and their distributors in a small sample of Australian organisations. Unfortunately for our purposes the data was once again opinion-based. Indeed, most extant Marketing studies employ a variety of interview techniques, multi-item questionnaires, 5 point Likert scales to assess perceptions and attributed behaviour. Thus, Lusch and Brown (1982) based their research into power in distribution channels on the results of :

A national sample of 1200 dealers [that was] selected randomly....567 usable returns (of 1147 which were deliverable) were received... Dealers were asked to rate each decision variable according to the extent of manufacturer control. responses could range from 4 “manufacturer has almost complete control” to 1 “I have almost complete control”.






(Lusch & Brown, 1982, p 315).

Gaski (1984) carried out a comprehensive review of the relevant literature and observed that:

Nearly all of the research reviewed here has utilized what is known as ‘key informant’ data collection methodology, in which ‘the social scientist obtains information about the group under study through  a member who occupies such a role as to be well informed” (Campbell 1955).





(Gaski, 1984, p 20)

The subjective nature of the measurement processes employed precludes further elaboration in this context. However, the last word from the Marketing discipline should go to Cho and Chu (1994) who set out to measure power relations between OEMs and distributors and identified a number of different sources or determinants of bargaining power. They sought to weight, rate and thus measure them in the following manner:

The ratings.. ..were derived by a panel of five members using the Delphi method. The panel consisted of five persons, i.e. two business school professors, one journalist, and two researchers of leading economic research institutes in Seoul.






(Cho and Chu, 1994, p 352)

Again the research is based on opinions, moreover they concluded that:

‘The method presented here leaves a problem of judgement in quantifying each variable and the weights. However, bargaining power is essentially a subjective and relative concept....since the basis of one’s bargaining power is the other’s belief or expectation of how one will create an impact on the other.


Therefore, subjectivity in quantifying bargaining power is a problem that cannot be avoided, no matter which approach is used. ‘






(Cho and Chu, 1994, p 355)

Chu and Cho reflect the received opinion at the time of writing; that

objective measures of power are impossible to devise. This paper seeks to demonstrate that received opinion is wrong. Most of the measures of potential and actual power that are described below do not depend primarily on human perceptions, opinions or beliefs but on objectively measurable financial data much of which can be collected and used with few, if any transformations or interpretations of any kind.

Measuring potential power

Resource attractiveness and supplier and customer freedom are affected by a variety of different factors, many of which were discussed in the earlier article (Ramsay 1995). However, the significance of the dependence-generating effect of the process of trading itself underlies much of the analysis that follows and has not previously been discussed. The act of successfully exchanging resources affects the level of dependence in a trading relationship by:

1. enhancing the ability of both parties to improve the matching of specifications 

2. converting the buyer’s general resource needs into supplier-specific wants 

3. establishing a resource precedent

Specification matching

The act of exchange makes available to both organisations a large amount of information about the other’s resources, needs, procedures, operational processes, documentation preferences, staff and so on. This information facilitates the closer matching of the supplier’s selling specification with the buyer’s purchasing specification. To the extent that this opportunity is taken, the effect is to increase resource attractiveness and thus dependence and power. Furthermore, the  improved match of specifications makes it possible to reduce the cost of future resource exchanges between the parties, thus reducing supplier and customer freedoms and once more increasing dependence and power
.


The strength of the effect is variable. The more complex and customer-specific the resource, i.e. the greater the degree of asset specificity, the stronger the effect is likely to be. At the extreme, where, for example, the buyer has need of a complex, high value product that requires the supplier to invest in and subsequently own costly, customer-specific tooling, there will be a significant increase in the buyer’s dependence through an increase in switching costs, a reduction in supplier freedom and thus an increase in the supplier’s potential power.

The conversion of needs into supplier-specific wants

Complex purchase specifications are perhaps the most susceptible to the specification matching effect, but dependence can also be generated with simple products that are readily available from a number of different sources. Buyer resource needs that are initially defined without reference to any specific supplier or their products may be converted by the process of successful exchange into supplier and/or product-specific organisational and personal wants (Ramsay, 1995, p 132). This simple psychological truth lies at the heart of the puppy-dog sales technique. Give a target customer a product to try and their need for a general, non-supplier-specific resource is frequently transformed into a want for a specific supplier’s product. For example, the generalised need for an industrial vacuum cleaning machine capable of filtering out dust above a certain particle size is quickly converted by a two day trial loan from a willing supplier into a user’s desire for a specific branded model of machine. The same phenomenon may occur with any product after successful exchange has taken place; users become attached to the product they have already received and consumed and this amplifies the supplier’s potential power.

Resource precedents

The want creation process is reinforced by human psychology.  It has been observed that the Human Species is, in general, conservative of habit, craving familiar processes and in many activities preferring repetition over innovation. Evolutionary psychologists maintain that, despite its name, the process of evolution favours the maintenance of the status quo rather than change:

.....nature is essentially conservative. Most mutations, whether genetic or cultural, are deleterious. Even those that are favourable are favoured because they help to maintain a traditional way of life rather than  because they lead to new possibilities. Thus the strong fins of the Devonian lung fish - the first fish to venture on to land - were selected because they enabled the fish to get back into the water.





(Tiger, L. & Fox, R.,  1974, p74)

When applied to human social behaviour this conservative bias produces a generalised preference for stability and repetition:

‘..Innovation is more readily accepted if it tends to preserve the status quo than if it threatens to disrupt it..


Again, nature has not left this to chance and the vagaries of learning, she has ensured that a majority of us shall be predisposed to conformity and caution....





(Ibid., p74)

The commercial sphere is not immune to this phenomenon. As any professional buyer will attest, users display an overwhelming preference for the avoidance of changes in specifications or sources. They want more of the same, and will frequently put up enormous resistance to any change in sourcing patterns. It is not necessary to be a supporter of the emerging discipline of evolutionary psychology in order to accept this line of argument. The bias towards stability and conservatism in human behaviour is more than an un-thinking, ‘instinctive’ echo of our animal roots, it is perfectly rational. Change entails risk. If an existing supplier’s products are acceptable, then why change, and take the risk of encountering unexpected quality problems and the like ? Stability and continuity promise low risk and remove effort from decision-making.
 Consequently, the combination of Human psychology with successful exchange tends to trigger re-sourcing inertia with concomitant reductions in supplier and customer freedom and hence increases in buyer dependence and reductions in purchasing power.


 Although the section above is couched largely in terms of increases in buyer dependence, there are directly equivalent effects for suppliers. If these effects were to apply equally to both sides of the trading relationship and to all product types it might be possible to ignore them all together on the grounds that the effects on buyer and supplier power will cancel each other out. However, as we have already seen, the type of product has an important bearing on the strength of the effect, furthermore the dependence and power generating effects of the process are not evenly distributed. Unlike their purchasing counterparts whose organisations readily form preferences for supplier-specific products, supplier’s staff are much less likely to develop a preference for one customers’ money over another.


Potential Power derived from the above phenomena and the range of other effects described previously may be experienced and assessed at a number of different levels within the buyer-supplier relationship ranging from that of the individual product to the entire product market.

The notation




The Buyer’s expenditure on:
Es 
 =  all products with the specified supplier.

Ed        =  all products with the specified supplier’s division.

Em   
 =  all products, with all suppliers in a specific market.

Ep 
 = a specified product with the specified supplier.

Et     
 = all products with all suppliers in all markets.




The Supplier’s sales revenue from:
Rb
 = all products purchased by the specified buyer.

Rd     
 = all products and all buyers within the specified Division.

Rm   
 =  all buyers in the specified market.

Rp        
 = all buyers of a specified product.

Rt     
 = all buyers of all products within all divisions in all markets.




The Market
Rtm   
 =  total sales revenue accruing to all suppliers from all buyers 
    and all products in the specified market.

Potential power at the market level


 The Market Monopoly Ratio

This measure looks at the relationship between the supplier and the markets in which it operates. Regardless of any other factors at work in the generation of potential selling power, suppliers may perceive themselves to be relatively independent of specific buyers, and thus powerful if they command a large share of their particular sales market(s). At the extreme, the monopoly supplier in a given market will feel extremely powerful, and with no supplier freedom whatsoever, buyers in that market will feel relatively powerless. The following ratio is a measure of the supplier’s market dominance and thus the buyer’s level of dependence. 

The market monopoly ratio (MMPR) =   (Rm / Rtm)
The larger the value of this ratio, the larger the supplier’s potential selling power. If MMPR = 1, then the supplier is the monopoly supplier in the specified market.


 The Market Monopsony Ratio

There is an equivalent ratio for the buying organisation on the other side of the market-place which reflects the fact that buyers may feel independent and powerful if they command a large share of the total expenditure in a particular purchase market. At the extreme, the monopsony buyer in a given market will feel extremely powerful, and the suppliers relatively powerless. The following ratio is a measure of the buyer’s market dominance and thus the level of constraint on the supplier’s freedom to obtain resources (orders, money) from other organisations. 

The market monopsony ratio (MMSR) =   (Em / Rtm)
If MMSR = 1, then the buyer is a monopsony buyer in the specified market. The closer to one, the greater the buyer’s potential power. For most buyers, in most markets the value of this ratio is likely to be insignificant. However, for the handful of buyers who are large enough to dominate entire markets, or who trade in such esoteric or company-specific products and services that there are few if any other companies involved in the trade, it may be of some help in indicating the existence of potential purchasing power.


Potential power at the organisational 
level


 The Organisational Expenditure/Revenue ratio

The larger the proportion of a supplier’s sales that are accounted for by a given buyer’s expenditure, the more dependent, ceteris paribus, the supplier becomes on that customer, and the more potential power that buyer generates. At a value of ‘1’, this ratio indicates that the buyer is a monopsony buyer of the supplier’s entire output, and thus is likely to be in a potentially extremely powerful position. This simple ratio gives a clear indication of the individual buyer’s importance in the supplier’s overall sales operation:

The Organisational Expenditure/Revenue ratio (OER) = Es/Rt
The data needed to calculate this ratio should be readily available.
 The Organisational Revenue/Expenditure ratio

 On the other side of the market the larger the proportion of a buyer’s purchases that are accounted for by any given supplier’s sales, the more dependent the buyer becomes on that supplier and the more potential selling power is generated. At a value of ‘1’, this ratio would indicate that the supplier is a monopoly source for the buyer’s entire input (a highly improbable set of circumstances), and thus is likely to be in a potentially extremely powerful position. This ratio gives an indication of the individual supplier’s importance in the buyer’s overall purchasing operation:

The Organisational Revenue/Expenditure ratio (ORE) = Rb/Et 

Again, data should be easy to obtain for research purposes.

Potential power at the divisional level 

Where a supplier is organised along divisional or departmental lines defined by products or groups of products, the buyer may generate and assess their potential power at this level within the organisation. It is perfectly possible for a buyer to be both a relatively insignificant customer from the viewpoint of the supplier’s whole company - i.e. with a low OER -  and a very important customer for a sub-division of that company.  Divisional power generation occurs in two stages. Firstly, buyers possess power to the extent that they can change the behaviour of, or resist attempts to have their own behaviour changed by, those members of the supplier’s staff that they deal with. Secondly the amplitude of the power expressed in that personal influence depends partly upon the personal intra-organisational power of the individual member of the supplier’s staff (see French and Raven 1969, Walster & Abrahams 1972 and Busch 1990), and partly on the importance of the division within the supplier’s overall sales operation. At first sight it may appear that the ratios that follow are based on recondite and hard to obtain data, but most sales staff are as susceptible as the rest of the Human Race to expressions of personal interest, and will happily and freely discuss their role in the organisation, the relative size of the division they work for, their relative internal status and so on.  Nevertheless, extreme care must be taken whenever assessment strays from financial data. Sales staff may well be keen to share their opinions concerning their internal status, but there is no reason at all to associate enthusiasm with accuracy. Lamming & Oggero (1995) offer a salutary example of the pitfalls that can be encountered when relying on human opinions in their interview and questionnaire based empirical study of relations between small customers and larger suppliers:

Supplier C1 is actually smaller than Company C. Company C indicated that it perceives C1 as a larger supplier, however, is apparently unaware of this anomaly.’




(Lamming, S. & Oggero, D., 1995,  p 11)

 Divisional expenditure/revenue ratio

This ratio gives an indication of the importance of the buyer to the division’s total sales activity. 

The divisional expenditure/revenue ratio (DER) = Ed/Rd
A high DER will indicate that the buyer is an important customer at the divisional level. However, the ability to convert this potential power into actual changes in supplier behaviour or resistance to  attempts by the supplier to change the buyer’s behaviour will depend upon the divisional sales staff’s power within their own organisation. No matter how much they agree with the buyer, for example, or how anxious they are to comply with the buyer’s requests, without intra-organisational power there is little they will be able to do about it.

 The divisional revenue/revenue ratio 

The following measure is a proxy for the divisional sales staff’s intra-organisational power. It may well be that he, she or they have a variety of other sources of personal power (Busch 1990) that are also relevant, but these are unlikely to be available for assessment by either buyers or researchers.

The divisional revenue ratio (DRR)  = Rd / Rt
The larger the value of this ratio, the more important the division is likely to be in the supplier’s overall operation and the more intra-organisational power the division’s staff are likely to possess. 

It is tempting to speculate on the value of calculating a matching ratio for buyers based on the proportion they control of their organisation’s total spend. The buyer’s intra-organisational power (Naumann & Reck 1982) will indeed be influenced by such a figure. The promotion of buyers within organisations is usually accompanied by increases in both salary and the amount of money the buyer controls. However, for a variety of reasons, control over increased company expenditure does not carry with it the same cachet of internal organisational power and status as an increase in control over sales to a member of a company’s sales staff. One of the most common and important measures of success in many sales organisations is the individual’s personal ability to generate or ‘win’ extra sales revenue. There is no equivalent process by which buyer’s can ‘win’ additional expenditure through personal effort. Increases in the level of company expenditure are driven primarily by the actions of functions such as Sales, Production and Planning rather than those of Purchasing. Moreover, since the reduction of costs and thus expenditure is a prime purchasing objective, increases in expenditure are not universally welcomed and may even indicate poor performance. For all of these reasons, although it is possible to describe a divisional expenditure ratio which measures the relationship between the amount of money controlled by a sub-division or section of a purchasing function and a company’s total spend, it is unlikely that such a ratio would be a reliable proxy measure of the purchasing division’s intra-organisational power. 

Potential power at the individual product level

The product expenditure/revenue ratio:

Even in the absence of a large OER or DER it may be possible for the buyer to generate and exert power in a trading relationship. The buyer may be the dominant customer for a specific product, and although the sales revenue involved might be an insignificant proportion of the supplier’ total sales, the loss of the buyer’s orders for the specific product might, for example, force the supplier to shut down perfectly serviceable machinery which although currently earning a reasonable return, would command a very poor resale value as a second-hand asset. Hence it may be useful to assess the importance of a buyer’s expenditure on a given product to the supplier’s total sales of that product thus:

The product expenditure/revenue ratio (PER) = Ep/Rp

A large value for this ratio would indicate that the buyer is the dominant customer for the specified product, and the loss of the buyer’s sales might be of considerable significance to the supplier. In principle therefor, the larger the value of this ratio the more potential power the buyer is likely to possess. However, the importance of this ratio is impossible to interpret in isolation. The significance to a supplier of one product’s sales is a function of a variety of factors that buyers or researchers may have no access to, such as details of the interrelationship between different production processes within the supplier’s overall organisation, the contribution of individual product sales to company profitability and the like. 

The product revenue/expenditure ratio:

On the other side of the market it may be possible for the supplier to generate and exert power even in the absence of a large ORE. The supplier may be the dominant source for a specific product, and although the expenditure involved might be an insignificant proportion of the buyer’s total expenditure, the product may be of critical importance to the buyer’s total operations, and the loss of the supplier’s deliveries, for example, might be of enormous significance to the buyer. Thus:

The product revenue/expenditure ratio (PRE) = Ep/Rp

The larger the value of this ratio the more potential selling the power the supplier is likely to possess. However, once again interpretation of the significance of this ratio will be dependent on possession of further information that researchers and (particularly) suppliers may have difficulty getting access to. Suppliers may be fortunate enough to know if a product is, for example, a bottle-neck or strategic item (Kraljic 1983) to the buyer, but experienced, adversarial negotiators may well be successful in keeping such information hidden. 


Potential power is perhaps of most interest to practitioners; to buyers trying to get action from powerful recalcitrant suppliers, or weak suppliers trying to wrest the whip-hand from large, unreasonable customers. Knowledge about the likely levels of potential power possessed by the other party to an exchange may be very useful when planning negotiating tactics or setting offers for tenders. However, although knowledge of potential power levels is useful in such circumstances, organisations may possess large amounts of potential power yet still fail to produce intended changes in the other party’s behaviour or prevent them from bringing about undesired changes in their own behaviour. Potential power it is of little significance unless an organisation can successfully convert it into actual power.

The conversion process

Cho and Chu (1994), building on Porter’s (1980) work, identify a number of factors relevant to the relationship between an OEM and its suppliers that may have an effect on what they call the ‘propensity to exert power’. However, this formulation falls foul of the semantic quicksand surrounding the debate about whether or not failed attempts to exert power are possible or not (see Gaski 1984, p. 24, Bacharach and Lawler 1981 p45, Nagel 1975 p 172). Consequently it might be more useful to talk of the propensity to attempt to convert potential into actual power -  what might be called an organisation’s ‘ conversion propensity’. Cho and Chu list the following factors which they claim influence the strength of (their equivalent of ) a company’s conversion propensity:

The Buyer

1. Contribution of manufacturer to quality improvement - if the buyer  regards quality as an important aspect of the product specification, and the supplier offers this characteristic, this will tend to reduce the buyer’s inclination to try to exert power.

2. Sourcer’s profitability - Cho and Chu argue that the less profitable the buyer, the more important the price becomes in the purchase specification, and the more likely they will be to try to use their potential power in an effort to achieve cost-reductions.

3. Motivation of sourcer in purchasing -  conversely, if factors other than price are dominant in the purchase specification the buyer may be less interested in attempted conversion.

4. Business philosophy - This refers to whether the buyer’s overall approach to business which they characterise as ranging from ‘zero-sum game’ to ‘ co-prosperity’. Those embracing the zero-sum game approach will be more likely to try to convert their potential into actual power.

The Supplier

1. Slack in production capacity - if the supplier has spare capacity, this may reduce their desire to try to convert their potential power.
2. Need for learning marketing and technology - if the buyer can offer something else that the supplier wants, this may also tend to reduce the supplier’s conversion propensity. 

3. Desire for rapid growth - the same argument applies again.

4. Business philosophy - this is the same argument as that used with the buyer.

This list of eight ‘factors may be pruned and re-organised as follows:

Changes in resource attractiveness

 On closer inspection several of these apparently disparate factors are revealed to be examples of increases in the attractiveness of a resource offered by one or other of the trading parties. All such changes tend to increase the potential power of the resource owner. It  may be reasonable to suggest that increases in potential power are likely to make the possessor of that potential feel more confident and secure in their position and less anxious about the future behaviour  of the other trading party.  Thus increases in potential power may reduce the perceived risk associated with any attempt to convert potential into actual power, and thus increase the likelihood of conversion attempts occurring. Moreover, increased levels of potential power are, ceteris paribus, likely to increase the incidence of successful conversion attempts. It may be argued therefor that anything that increases the potential power of one party may tend to strengthen the propensity of that party to try to exert power. 
  For example, ‘slack in production capacity’ serves to make the resources that the buyer has on offer - orders/money -  more attractive to the supplier and thus increases the buyer’s potential power. ‘Contribution of manufacture to quality improvement’, ‘need for learning, marketing and technology’ and ‘desire for rapid growth’ all fit into the same category of factors causing changes resource attractiveness, hence potential power and thus having a possible, indirect effects on conversion propensity. 

Changes in profitability 

This refers to a phenomenon whose effects are considerably more ambiguous. Cho and Chu stress the stimulatory effect of reduced profitability on the buyer’s conversion propensity, but it is also possible to argue that although precisely the same stimulus might make a buyer alter their ranking of the importance of the various elements of the purchase specification, it may have no discernible effect on their conversion propensity. To clarify the argument, suppose that the buyer’s purchase specification consists of only four elements; a physical description, a required delivery date, an annual quantity and a price. Reduced buyer profitability will tend to push cost-minimisation and hence price up the importance ranking of these four element. However, this need not necessarily result in any increase in the buyer’s propensity to try to convert their potential power, it may simply change their negotiating strategy. Instead of pushing hard for lower prices, they might offer larger orders with longer lead-times in exchange for lower prices. Can this reasonably be described as an attempt to exert power ? If the supplier were to regard this outcome as more desirable than smaller orders with shorter lead-times but higher prices, then who has gained and who has lost ? Who has successfully converted more potential into actual power ? Indeed reduced buyer profitability may even weaken the buyer’s conversion propensity. As was described above, any change in a specification (such as requests for lower prices) that would incur an increase in costs or a reduction in the revenue of the other party is likely to produce resistance from that party to the change. In other words, all such changes reduce the attractiveness of the resources of the party changing the specification. Reduced resource attractiveness produces reductions in potential power, and, as was also argued earlier, this might tend to produce a weakening in conversion propensity. Thus, through their impact on resource attractiveness, changes in profitability have an indirect and indeterminate effect on conversion propensity. Furthermore since there is no logical reason for singling out price from the other elements of the purchase specification for special attention in this context - a sudden increase in the urgency of a buyer’s need for example would raise the importance of delivery details in the specification - there is no logic for the creation of the  ‘motivation of sourcer in purchasing’ as an item separate from changes in resource attractiveness.

Business philosophy 

This factor is much less contentious. Companies that regard trading relationships as zero-sum games or favour adversarial negotiating styles may reasonably be expected to have stronger conversion propensities than those that espouse co-prosperity, or promote co-operative attitudes.

The role of the individual

The personality and attitudes of the individuals involved in the management of the buyer-supplier relationship may have a significant impact on conversion propensity. Some individuals actively enjoy confrontation, aggression and the sensation of wielding power. For some, the feeling of possessing and using power at work is a major source of their personal motivation (see Minton 1972 for a detailed discussion of personal power motivation). Individuals who feel, or want to feel, personally powerful may be tempted to use their role and position in the organisation to satisfy that drive by trying to make their organisation act in a powerful manner [see also the discussion of intra-organisational power in Naumann, E. & Reck, R. (1982)  and Busch, P (1990), and the role of personal charisma in Kets de Vries (1980)]. Consequently, the role of the individual should be added to the list of relevant factors.
The power balance  

Finally, the balance of power between trading companies deserves consideration. Bacharach & Lawler 1981, working in the less specialised area of general bargaining theory and using slightly different terminology  with a bias towards labour markets, provide an admirably clear explication of the concepts involved:

Absolute power is the power of an individual party irrespective of the other party’s power. Since the power of an individual party is determined by its opponent’s dependence on it, the absolute power of A is determined by B’s alternatives and commitment, [another term for ‘needs and wants’] regardless of A’s alternatives and commitment. Total power is the sum of the parties’ dependence on one another, and relative power is the dependence of one party compared to the dependence of the other party.






(Bacharach & Lawler ,1981, p 65)

From this perspective, the term ‘balance of power’ refers to the relative power in a relationship. An organisation’s conversion propensity is partly dependent upon their assessment of the likely effect of an attempted conversion on the behaviour of the other party, and that assessment is in turn mediated by the power balance in the relationship. If both sides possess large amounts of absolute potential power and, more importantly, are aware of that fact, there is less likelihood of either trying to convert their potential power. The risk of retaliation in the form of increased costs or reduced revenue, profitability or resource flows, increases as the relative potential power of the other party grows, and the conversion propensity is likely to weaken accordingly. This argument finds indirect support in a related piece of research based on critical incident interviews carried out by Wilkinson and Kipnis (1978). Focusing on the relationship between perceived power relations and the choice of bargaining tactics they conclude that :

Organizations in conflict with other organizations for such reasons as competition, or because they were provided with poor goods, services, and other contractual arrangements including finance, tend to invoke strong and controlling means of influence. This choice of tactics was especially likely to occur when they were more powerful than the target organization. Gentle means of influence were more likely to be used when the influencing organization was trying to convince the target organization to initiate some new action such as buying its products. Persuasion, meetings and wining and dining the target organization were among the preferred tactics when the target was seen as powerful.





(Wilkinson and Kipnis, 1978, p 319)

Trading parties were less likely to try to convert their potential into actual power - ‘invoke strong and controlling means of influence’ - when faced with a powerful rather than weak trading partner. Space limitations prohibit a more detailed investigation of the possible linkages between these various research findings, however, try Lawler 1986 and Bacharach & Lawler 1980 and 1981 for extensive discussions of threat, retaliation, risk assessment, deterrence and conflict spirals. The suggested link between the balance of power in a trading relationship and the resulting conversion propensities of the participants may be illustrated as follows:

[Insert diagram I]

In conclusion, any discussion of conversion propensity should consider at least the following factors:

· Changes in resource attractiveness
· Changes in buyer and supplier profitability
· Business philosophy

· The role of the individual
· The power balance

Changes in the power balance should be susceptible to at least partial assessment with the measures of potential power described earlier. However there is no obvious method short of large-scale empirical studies of establishing generally applicable estimations of the magnitude of the change in a company’s potential power or the imbalance in power between companies that is needed to stimulate attempts to actually convert potential into actual power. Even if such research were carried out, there are so many other factors involved in all but the simplest of relationships that it is unlikely that it will ever be possible to use the concept of conversion propensity as a useful predictor of company behaviour. However, the concept may not be entirely without value. If empirical research were to uncover examples of companies that appeared to possess very large amounts of potential power and operated in relationships with an apparently ‘favourable’ power balance, yet subsequently failed to convert it into significant amounts of actual power, then an understanding of the factors influencing the company’s conversion propensity might be of considerable assistance in making sense of reality.

Measuring actual power

In general terms, the ‘footprint’ or presence of actual power in the commercial world may be indicated by either:

a. successful resistance by organisation A to a request from organisation B for a change in A’s (selling or purchasing) specification that will have the effect of producing a reduction in A’s total profitability

  or 

b. the successful overcoming by organisation B of resistance from organisation A to a request from B for a change in A’s (selling or purchasing) specification that will have the effect of producing a reduction in A’s total profitability.

Thus buyers will be prompted to resist supplier-initiated requests for both  price increases  - whether they be intended to increase the supplier’s profit margin, or for example, to off-set a cost increase, and less than fully compensated cost-incurring specification changes - such as a reduction in delivery frequency without a compensating reduction in price. Whilst suppliers will be minded to resist buyer-initiated requests for both price reductions - whether they be intended to increase the buyer’s profit margin or to off-set, say, cost-cutting pressure from the buyer’s customers, and less than fully compensated cost-incurring specification changes -  such as a cost-incurring improvement in quality without a corresponding price increase. To the buyer, any increase in purchase price is experienced as an increase in costs. Thus, the existence or presence of actual power may be expressed in terms of the degree or amount of successful buyer resistance to cost increases and supplier resistance to cost increases and/or price reductions. 

Cost increase resistance

The significance of different reactions to cost increases may be assessed by considering how they would be dealt with in a theoretical world without power. One such has already been defined by Economists in the model of Perfect Competition which is specifically designed to eliminate the possibility of any buyer or supplier developing or wielding power in the market-place. As a result of the assumption of perfect information, all suppliers employ identical, perfectly efficient production processes and any cost increase incurred by an individual company is incurred simultaneously by every other supplier in the market. Moreover no individual buyer has the power to resist an industry-wide cost increase such as that resulting from a rise in the price of raw materials. It is reasonable to suppose therefor that all of every cost increase would simply be passed along any given supply chain and end up with the final customer. Consider a four stage supply chain concerning an individual product sold to the final customer by the buyer’s customer and produced by the buyer’s organisation using raw materials supplied by the supplier. Suppose that the supplier in the chain experiences an unavoidable £100 increase in costs, the effect under perfect competition would be as follows:

[insert Table I]

 Perfect Competition is based on self-interest, but it is also possible to envisage a power-free world at the opposite extreme in which all companies act in a totally co-operative manner and make no attempt to further their own self-interest or harm the interests of others. In such a world based on selflessness there would be no lies, no exaggerations, no opening positions in negotiations, indeed, no negotiations at all, merely the transmission of  accurate information. This world might be called one of Total Co-operation, and if we consider the same four stage supply chain, we may deduce that a £100 increase in costs for the supplier in a totally co-operative world would have two possible, different effects dependent on society’s attitude to end-of-chain customers. Since lying would be impossible, suppliers would simply advise buyers of what has happened, and buyers would accept both this fact and a price increase to cover the on-cost, and pass them on in an equally straightforward manner to their customers and so on down the chain. In this case, the effect on buyer and supplier behaviour would be indistinguishable from that under Perfect Competition: 

[insert table II]

 However, this particular outcome presupposes that the end-of-chain customer is not party to the spirit of co-operation. It is illogical to impose such an assumption on a co-operative world. It is much more reasonable to assume that co-operative behaviour would produce equitable treatment for all parties. Thus all chain members are likely to agree to accept and share an equal amount of the on-cost and the effect of the cost increase would look like this:

[insert Table III]

We may state therefor in a power-free world under either Perfect Competition or Total Co-operation, the response to cost increases will be characterised by a uniform distribution of retained on-costs along the entire supply chain. In the intermediate buyer-supplier dyad this will be manifest as a symmetrical distribution of retained on-costs. Consequently, if empirical research in a real market were to reveal an asymmetrical distribution of such costs, then this might be regarded as an indicator of the presence and application of actual power. If we consider the buyer-supplier dyad alone, the distribution of the same £100 increase in costs in a real-world market might, for example, look like: 

[Insert table IV] 

or

 [insert table V]

Given the assumption that buyers would prefer not to have their profitability threatened by cost increases, it would appear in both examples that the buyer has successfully converted potential into actual power and at least partially resisted the supplier’s request. Moreover, the amount of resistance the buyer has managed to put up appears to be significantly more in the first than the second case.


This analysis produces the simple rule that an asymmetrical distribution of retained on-costs is a sign of the presence of actual power, and conversely, a symmetrical distribution of retained on-costs is a sign of either the absence of actual power or, possibly, an equal balance of power in a trading relationship. These ideas can be illustrated geometrically if we focus on the buyer-supplier dyad and express the on-cost distribution in terms of the proportion of the on-cost that the supplier is able to pass on and the proportion of the on-cost that the buyer is able to resist. Buyers with a power advantage over their suppliers will be able to resist, and suppliers with a power advantage over their customers suppliers will be able to pass on, a large proportion of any on-cost. Thus :

[Insert Diag II]

Diag II

    The On-cost Distribution Line

Perfect 0Competition would result in the supplier passing on any on-cost in total and the buyer making no resistance at all (1, 0) - the point at which the on-cost distribution line meets the x-axis. Total co-operation would result in a variety of possible balanced solutions ranging (theoretically) from (0,0) through to (0.5,0.5) depending upon how many other stages there were in the entire supply chain - the points along the dotted 45 degree line. All other points on the on-cost distribution line between (1,0) and (0, 1) would represent imbalances in the power between buyer and supplier.

Price reduction resistance

In a Perfectly Competitive market-place no individual buyer would be able to secure a price reduction. Each supplier would have a large number of alternative customers all prepared to pay the going market rate for the product, consequently a request from a buyer for a price reduction would meet with complete resistance. In a Totally Co-operative world on the other hand, all requests for price reductions would, by definition, be based on reasonable grounds. It would be impossible, for example, for a buyer to request a reduction simply in order to obtain a larger margin without any justification. Consequently suppliers would accept all such increase requests. Thereafter they would pass those requests on to their suppliers, pushing the effects of the reduction back up the supply chain against a total absence of resistance. Once again the logic of equitable treatment demands that the effects of the price reductions on the profitability of each stage in the chain be shared equally, thus placing the co-operative solution on the ‘Total Co-operation Range’ once more. It is possible to draw a diagram analogous to that for cost increases:

[Insert diag. III]

Diag III

    The Price reduction resistance line

Perfectly Competitive conditions would force the trading companies to the point (0,1). Totally Co-operative conditions would place them, once again on the 45 degree line. Any other location on the line representing a different pattern of requests and responses to requests would appear to reflect the effects of actual power. Both lines may be presented on a single diagram thus :

[insert diag. IV]

 It is worth noting that no attempt should be made to assess the power balance between two companies involved in a one-off negotiation or the first exchange in a new trading relationship. One-off negotiations are the most likely to be based on guesses, bluffs, and misunderstandings. These practices and effects are not only frequently unrelated to power, they act to obscure the underlying ‘real’ power balance which will tend to be revealed during longer term relationships. In order to obtain a reliable picture of the power balance in commercial trading relations it is essential therefore to examine a number of different transactions between buyers and suppliers in a continuing relationship over a period of time.

Discussion

The ability to measure power in trading relationships opens up a wide range of research possibilities including:

· The search for correlations between potential and actual power. This would be of particular interest to practitioners planning negotiations, or long-term supplier relations.                                   
 Is it true, as suggested above, that ‘the more potential power a company has, the more successful it is likely to be at converting it into actual power.’ ?

· The relationship between actual power and the perceptions of the participants.

· The relationship between power and a wide range of other variables such as profitability, company size or the effectiveness of  a trading relationship (See Pearson 1973 for a provocative discussion of the link between the level of conflict in and the effectiveness of a trading relationship)

· The nature of power in partnerships -  logic would suggest that partnerships are likely to grow out of situations of equal power balance. However, casual observation indicates that ‘partnerships’ are found most commonly in relationships between what look like large, powerful dominant buyers, and smaller, subservient suppliers.

Conclusions

Why bother with power ? Will an ability to measure potential and actual power help us to understand what is happening in buyer-supplier relationships ?  Chu and Cho seem confident of the answer to this question in the case they examine:

The bargaining power of the both sides based on the Delphi group’s evaluation was 22.75 for Nike 27.25 for HS. It shows that HS gained an edge over Nike in the distribution of bargaining power, resulting in the OEM contract between the two in HS’s favor. [emphasis added]


Chu and Cho , 1994, p 353

This conclusion is unwarranted and unsupported. The  ‘evidence’ to support the claim that HS had ‘an edge’ over Nike is based on the opinions of a group of experts. A different group of experts might well come to a different assessment of the situation, and produce different ‘values’ for the bargaining power of the two parties. The most that can be claimed is that the evaluation of the bargaining power of the two parties arrived at using this method in this case does not appear to make the subsequent behaviour of the companies in the case any more difficult to understand. 

Even if research is able to establish reliable values for potential and actual power using some of the measures described in this paper, we would have no means of establishing the causal links between those values and company behaviour. It will never be possible to completely isolate power from all of the other environmental influences on a company’s behaviour and to be able to say, e.g. that ’this company has large amounts of potential or actual power and we can confidently predict therefor that they will do x’. Nevertheless, it ought to be possible to more confidently predict how they are likely to behave. Given the high levels of uncertainty implicit in the analysis of power relations, the application of the Game Theoretic approach to the analysis of data generated from research using the measures suggested above might prove to be one potentially fruitful avenue of future development. Furthermore, even in the absence of an ability to make definitive predictions about organisational behaviour within specific trading relations, an enhanced understanding of relative power positions should be of use to practitioners.  As Bacharach and Lawler have argued:

...bargaining power is not just an analytic construct for scholars; it is a critical construct by which bargainers organize their experience in bargaining.....[it is an essential part of ] the framework within which bargainers organise and interpret their impressions of the setting and the bargaining process. When bargaining, parties are often unable to reflect on the formal dimensions of their framework. Yet their behaviour and cognitive processes are constrained by the parameters of the unobserved schemata they apply in the bargaining situation. Arguments that bargaining is an art, not a science, illustrate ways of justifying the inability of those who engage in bargaining to delineate the parameters governing their behaviour and cognitions




Bacharach, S. B. & Lawler, E. J., 1981, p 42

Perhaps the use of the measures outlined in this paper will begin to remove some of the ‘art’ from the process of bargaining for both practitioners and researchers ?
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Tables

Table I

	Costs(£)
	Supplier
	Buyer
	Customer 1
	Customer 2

	retained
	0
	0
	0
	100

	passed on
	100
	100
	100
	0


Table II

	Costs(£)
	Supplier
	Buyer
	Customer 1
	Customer 2

	retained
	0
	0
	0
	100

	passed on
	100
	100
	100
	0


Table III

	Costs(£)
	Supplier
	Buyer
	Customer 1
	Customer 2

	retained
	25
	25
	25
	25

	passed on
	75
	50
	25
	0


Table IV

Asymmetrical retained on-cost distribution

	Costs(£)
	Supplier
	Buyer

	retained
	60
	40

	passed on
	40
	20


Table V

	Costs(£)
	Supplier
	Buyer

	retained
	30
	70

	passed on
	70
	10


Illustration Captions

diagram I

  Conversion Propensity Distribution
diag. III

  The price reduction resistance line

 diag. IV

the Power Distribution Line 

Illustrations
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� Throughout this paper the term ‘product’ is used, for convenience, to refer to both physical, tangible products and less tangible services


�It would be highly desirable to use profitability as a measure of power, unfortunately it is near impossible for buyers to get any but the most general profit information concerning their suppliers.


� In practice, the task of filling in Government questionnaires in companies is often given to low status, inexperienced staff , and the ‘data’ they record is not infrequently based on guesswork, rough estimates or unreliable personal opinions.


� ‘The ability to obtain products from alternative suppliers will henceforth be called the buyer’s Supplier Freedom, and that of obtaining money from alternative customers the supplier’s Customer Freedom. The larger the number of alternatives, the greater the degree of relevant freedom’.


Ramsay, J. (1995), ‘Purchasing Power’, European Journal of Purchasing and Supply Management, 1, 3, p.134


� The fans/slaves of constant and endless change, who are at present the dominant voices in the business and economic worlds, will find this observation threatening and offensive, and be quick to point out that failure to change may be fatal. In the long-run, and with certain decisions, this may indeed be true, but is of little concern, relevance or interest to individuals within organisations making purchasing decisions concerning the banal, non-strategically important products such as plastic bags, toilet rolls, de-greasants and the like that comprise the bulk of a company’s purchases..


�The data for these first two ratios may be harder to obtain than many of those that follow because of the difficulties of defining both products and specific markets. See Utton 1970 chapter 3 or Hunter 1969 for a more detailed discussion of these problems.


�This generalisation concerning the relationship between the level of potential power and a company’s conversion propensity begins to break down at the extremes. Some companies generate and wield large amounts of actual power without making any attempt to convert their potential at all. Firms that are dominant buyers or suppliers in their respective markets may have so much potential power that the companies they deal with automatically defer to them. Extremely powerful companies benefit from what might be called the ‘passive’ conversion of power.
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