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MAKING AN END RUN:

WHEN DO FIRMS BUILD RELATIONSHIPS WITH
DISTANT SUPPLY CHAIN PARTNERS?

Abstract: Firms are vertically interconnected through supply chains to obtain materials, exchange
information, and provide products to customers. Members in a supply chain include raw material
producers, component suppliers, manufacturers, distributors, and end users. Although acknowledging
several firms are involved, received literature focuses on dyadic relationships between buyers and
suppliers. But, firms sometimes go around their closest supply chain partner and deal directly with a
more distant firm, such as a component supplier working directly with a distributor. Motivations include
leveraging market power, reducing information asymmetry, and mitigating environmental uncertainty.
This paper explores when and why firms go around proximate partners to work with more distant firms,
discusses implications of this behavior, and provides illustrations from the motorhome industry.

Firms do not conduct business in isolation, but rather work with other firms to procure materials and
provide products to customers. Groups of firms which provide raw materials, produce intermediate
components, distribute products, and provide service activities are collectively termed supply chains
(Cohen and Lee, 1988). Goods and information are exchanged within the supply chain, typically between
the proximate members such as between component suppliers and manufacturers. In this way, volume
requirements, product specifications, and pricing data are conveyed upstream while physical products and
services flow downstream. Proximate members are the direct customers and suppliers for a focal firm;
maintaining robust relationships with them are critical for firm performance (Dyer and Singh, 1998;
Porter, 1980). However, in some cases, firms may also choose to build relationships with more distant
upstream or downstream members within their supply chain, bypassing a direct and proximate partner.
These indirect relationships must benefit up and downstream parties who are both going around a
proximate middle partner in the chain. We term these “end runs” and suggest firms do this to leverage
market power, reduce information asymmetries, and mitigate environmental uncertainty.

Received theories in industrial organizational economics describe the dyadic relationship between buyers
and suppliers by focusing on market power. Firms that are larger or in more concentrated industry sectors
will have more market power over their proximate supply chain partners, being able to dictate price and
other terms to their advantage (Bain, 1962). Firms that can credibly threaten to vertically integrate will
also be more powerful and able to demand concessions from partners (Blois, 1972; Scherer and Ross,
1990). Powerful firms may be more likely to skip over close partners and build distant relationships
because they are less dependent upon them and do not fear retaliation (Pfeffer and Salancik, 1978).

Arguments grounded in other organizational theories, particularly those based in sociology, propose that
power is based upon social capital and exchange, which originates from the firm’s position among other
firms. Therefore, firms will strive to create links to more distant partners to improve information flows
(Burt, 1992; Uzzi, 1997). This may be particularly relevant for firms that produce technically complex
goods, since they will need to educate customers and obtain feedback on how their products interrelate
with others. Firms will be cognizant of their relationships with close partners (Dyer and Singh, 1998). If
these relationships are adversarial, firms may not want to increase conflict further by contacting distant
firms. If these relationships are very strong and robust, firms may have little need to contact distant firms
as they can obtain required information through their close partners. Therefore, firms with moderate



relationships with close partners may be more likely to work with distant firms.

Both economic and sociological branches of organization theory consider the impact of environmental
uncertainty upon vertical relationships. This includes both the need to be responsive to changes in
volume and design as well as the need to adapt to broader changes in technology or the economic
landscape. Volatile demand will exacerbate the bullwhip effect as order variance increases upstream,
making forecasting more difficult and less accurate (Forrester, 1961; Lee and Padmanabhan, 1997).
Obtaining demand information directly from customers mitigates this effect, which could motivate firms
to build relationships with more distant supply chain members. Likewise, having direct relationships
with end users improves responsiveness to design requirements (\Von Hippel, 1988). Changes in the
broader environment require firms to gather more information from a variety of sources to understand
how their business will be affected (Arrow, 1974). Supply chains can behave like complex adaptive
systems, organically changing with the environment (Choi, Dooley, and Rungtusanatham, 2001; Holweg
and Pil, 2008); but for this to occur, firms may need relationships with distant supply chain members.

To illustrate cases in which firms go around their proximate partners and build relationships with more
distant supply chain members, we turn to the motorhome industry. Motorhomes are self-contained units
with their own engines and drive trains, incorporating kitchens, bathrooms, sleeping quarters, and general
living space. These highly complex products contain over 3,000 sub-components, miles of wiring, and
sophisticated electrical, plumbing, and other systems. We focus on Type A motorhomes, the most
common category, which are typically 40 feet long with an average retail price of $179,000. This is a
sizable sector of the recreational vehicle (RV) industry; in 2007, 32,900 units were shipped with a total
value of $5.84 billion, representing 9% of unit shipments 40% of dollar sales (RVIA, 2008).

The supply chain in this context, shown in Figure 1, consists of five entities. Raw materials producers
provide the basic materials, such as metals, wood, and fiberglass. Engine producers are included in this
group since their product is a sub-component for chassis producers. Component suppliers provide chassis
(the steel sub-structure, which also includes the engine, transmission, and axles), electronics, exterior
parts (wall panels, roofs, windows, etc.), and interior goods such as appliances, furniture, and cabinetry.
Manufacturers assemble the motorhomes and often also produce some components. Dealers provide
distribution and service, typically for multiple manufacturers and brands. End users are consumers.

We next connect theoretical perspectives with our motorhome context, proposing that firms within this
supply chain will go around proximate partners to leverage market power, reduce information asymmetry,
and mitigate environmental uncertainty. See Table 1 and Figure 2 for previews of our propositions.

Leveraging Market Power. Firms may bypass their proximate supply chain partners and build
relationships with distant members to leverage their market power provided by size and potential for
vertical integration. Larger firms need not fear retaliation by close partners as their size typically means
that they control large portion of the industry demand or supply with multiple close partners, such that
these partners are dependent upon them (Pfeffer and Salancik, 1978; Porter, 1980). By going around their
closest partners, they can learn more about the industry cost structure and appropriate more of the overall
margin (Pindyck and Rubenfeld, 1995). Distant members may desire to form a relationship with this
larger member of the chain to take advantage of branding or reputational opportunities (Dyer and
Nobeoka, 2000). Thus, we propose:

P1: The larger the relative size of the focal firm, the more likely it will build a relationship with a
distant member of the supply chain.

Firms may also bypass close supply chain partners if their partners can credibly threaten to vertically
integrate. This threat is more likely if close partners have excess capacity, if the focal firm’s business is
less technologically sophisticated, or if it does not require considerable scale or scope economies (Perry,



1989). If partners integrate into the focal firm’s business, they become competitors and therefore the
focal firm will need new customers or suppliers. This threat is more credible if partners already internally
produce or distribute some of their requirements (Dutta, Bergen, Hieide, and John, 1995; Harrigan, 1986;
Parmigiani, 2007). It may also be more likely if the focal firm’s product represents a significant expense,
such that the partner is motivated to integrate due to perceived cost savings. This logic leads to:

P2: The greater the potential for vertical integration by a proximate partner, the more likely a firm
will build a relationship with a distant member of the supply chain.

Reducing Information Asymmetry. Another motivation for firms to connect with distant supply chain
partners is to reduce information asymmetry. Gaps in information can arise from the technical nature of
the products or from the nature of the firm’s relationships with proximate partners. Firms whose products
are technically complex, meaning that they involve multiple, interrelated components with different
underlying technologies, will want to build more ties because it gives them greater information about how
their goods are used and how they might be improved (Ahuja, 2000; Franke, Keinz, and Schreier, 2008).
Having both strong, direct ties with close partners in addition to weaker ties with more distant supply
chain members will improve the amount and diversity of information gathered by the firm (Granovetter,
1973; Uzzi, 1997). These firms will also want to educate downstream users about how best to use their
products. Because of the task uncertainty created in using highly technical goods, distal members of the
supply chain will be willing to develop relationships with these firms (Casciaro, 2003). Thus, we
propose:

P3: The greater the technical complexity of the good provided by the focal firm, the more likely a
firm will build a relationship with a distant member of the supply chain.

Firms with strong and intimate relationships with their closest supply chain partners may not benefit from
contacting more distant members. Their collaborative partnerships may provide them with sufficient
information about their products and markets (Dyer and Singh, 1998). In contrast, firms with adversarial
relationships with close partners may be unlikely to build ties with more distant members as they risk
retaliation of these proximate members, upon whom they depend for supply or distribution (Pfeffer and
Salancik, 1978). Therefore, we may observe an inverted-U relationship such that firms with neither very
strong nor very adversarial ties to close partners will be more likely to build relationships with more
distant members. We term these types of relationships “cordial” and propose the following:

P4: Firms with a cordial relationship with the proximate supply chain member will be more likely
to build a relationship with a distant member of the supply chain.

Mitigating Environmental Uncertainty.Environmental uncertainty may also motivate firms to build
relationships with distant supply chain members. We focus on two types of environmental uncertainty:
short term, which dictates the degree of responsiveness required; and long term, the degree of dynamism
in the broader environment. Firms whose environments involve uncertain and volatile volumes benefit by
gaining direct demand data from farther down the supply chain (Forrester, 1961; Lee and Padmanabhan,
1997). Likewise, firms with products that are influenced by design will benefit from contact with
downstream users to customize offerings and improve time to market (Cousins and Menguc, 2006; Lee,
2002; Wathne and Heide, 2004). Thus:

P5: The greater the need for responsiveness, the more likely a firm will build a relationship with a
distant member of the supply chain.

Finally, firms that operate in dynamic environments will benefit by having relationships that are more
distant. They will gain a broader understanding of technological changes that may impact their product
which will enable them to proactively make changes (Brusoni, Prencipe, and Pavitt, 2001; Helfat and
Raubitschek, 2000). In industries beset by economic and political uncertainty, firms may strive to form
distant relationships to form coalitions to gain political strength and promote the overall industry (Savage,
Nix, Whitehead, and Blair, 1991). This type of uncertainty may also promote imitation among supply



chain members in how they treat partners, all using the same simple rules to promote adaptation (Choi et
al., 2001; Holweg, Disneym, Hines, and Naim, 2005; McFarland, Bloodgood, and Payan, 2008). This
may make it more likely and easier for indirect contact between members since they will understand each
other’s approach. This leads to our final proposition:

P6: The greater the environmental dynamism, the more likely a firm will build a relationship with
a distant member of the supply chain.

End Runs in the Motorhome Supply Chain. Within the motorhome supply chain, we observe three sets
of distant relationships: between engine producers and manufacturers, between chassis suppliers and
dealers, and between manufacturers and end users. Engine producers, such as Ford or Cummins, are
some of the largest firms in the supply chain, giving them the power to contact motorhome firms directly.
Many motorhome firms, such as Monaco and Tiffin, have vertically integrated backward to produce their
own chassis such that they require closer contact with engine firms. Engines are technically complex,
thus direct communication with manufacturers improves their use and integration with other components.
Both engine and motorhome firms have cordial relationships with chassis suppliers, with few, if any,
exclusive or unfriendly ties. Environmental dynamism in the form of changes in technology, such as
hybrid fuels, and political uncertainty regarding emissions and CAFE standards, also motivate formation
of these ties.

Likewise, chassis suppliers and motorhome dealers tend to build relationships, bypassing manufacturers.
Chassis suppliers, such as Freightliner or Spartan, are typically Fortune 500 firms or divisions thereof
with motorhomes being a sideline product. Chassis represent about 40% of the total cost of a motorhome
and are the highest value component, giving suppliers considerable market power. This has motivated
motorhome firms to internally produce some chassis, but they generally still purchase a majority of their
required volumes. Chassis are the most technically complex component, involving the steel structure
upon which the motorhome is built, the drive train, and the rolling gear (axles and wheels). As such,
chassis suppliers need to educate dealers on features as well as obtain feedback for improvements. Since
both chassis suppliers and motorhome dealers maintain relationships with multiple manufacturers, these
exchanges are cordial. Responsiveness arises from aftermarket parts sales and service requirements for
the chassis that are generally provided by dealers. According to one chassis maker, dealers are less
guarded, provide more candid feedback about the industry, and know more about what customers really
want as compared to manufacturers.

Manufacturers maintain direct relationships with end users primarily to improve information flows and
mitigate uncertainty. Manufacturers are larger than dealers, so have the market power to promote direct
customer relationships. Technical complexity also motivates them to educate consumers and differentiate
their offerings. Most manufacturers have user groups to connect them directly with consumers, promote
brand loyalty, provide a means of obtaining direct customer feedback about new features, and allow
publicizing of new models. Techniques include customer rallies, dedicated publications, and company-
owned campgrounds and real estate. Relationships with dealers are cordial, but not intimate, since
dealers sell multiple manufacturers’ brands. Responsiveness is vital in this industry, as manufacturers
produce one or more new models each year, including new features and design elements to maintain their
competitive position. Demand is seasonal, with greater volumes in the spring and summer months.
Customers tend to trade up from older motorhomes or towable units, typically every three years, but
because this purchase can be postponed, demand can be difficult to predict. Thus, dynamism in the
broader environment is also evident as demand is highly cyclical. Shipments in 2008 were only 14,900
units, less than half the 2007 volume, due to higher fuel prices, tightening consumer credit, and declines
in the stock market and home equity values. Manufacturers are thus motivated to maintain direct contact
with consumers since it is unclear when their next purchase will occur. Demographic and cultural
changes, such as greater environmental awareness, also promote these end-run relationships.



Conclusion. This paper explores when firms will build relationships with more distant supply chain
partners, providing illustrations from the motorhome industry. We suggest that market power,
information asymmetry, and environmental uncertainty all promote these auxiliary relationships.
Understanding these relationships provides a more holistic view of supply chains, which some now view
as the appropriate unit of analysis to study competition (Ketchen and Hult, 2007). These relationships
provide insight into how firms coordinate activities and manage uncertainty, and raise interesting issues
regarding governance between proximate members. They also suggest that our current theories of firm
boundaries may need to be expanded beyond how firms deal with proximate partners since they can gain
knowledge and power through these more distant contacts (Santos and Eisenhardt, 2005).

This research provokes several additional questions. To what degree are these distant relationships
reciprocal? How do firms simultaneously manage both proximate and distant relationships? Are some
types of supply chains or products more likely to encourage formation of distant relationships? While
there has been some nascent work on supply chain triads (Choi and Zhaohui, 2009; McFarland et al.,
2008), much remains to be investigated. As Choi and Liker (2002: 202) suggest, “’It is certainly easier to
get data on dyadic relationships, but the more challenging and perhaps more interesting questions involve
longer supply chains.” We hope our insights promote further work toward answering these gquestions.



Figure 1: Type A Motorhome Supply Chain
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Figure 2: A Model for Building Distant Supply Chain Relationships
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Table 1: Motivations for Building Distant Supply Chain Relationships in Motorhomes

Raw Material Component
Producers Suppliers Manufacturers
& & &
Proposition = Motivation Manufacturers Dealers End Users

P1: Relative Size X X X
P2: Vertical Integration X X
P3: Technical Complexity X X X
P4: Cordial Proximate Relationships X
P5: Responsiveness X X
P6: Dynamism X X
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