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Abstract

To develop mutually beneficial relationships in the value network leading to the final success of the network,
businesses need to carry out supplier evaluation. This evaluation can be performed by both entities, i.e. by the
supplier who evaluates its own performance in relation to a particular customer, and by the customer, who
evaluates the quality of performance of its own supplier. The latter of the mentioned methods is referred to in
the literature as supplier evaluation and is traditionally performed using a set of suitably chosen criteria, usually
aimed at evaluating the technical quality of products, supplier logistics performance and costs associated with
purchases. However, the customer should not carry evaluation thus narrowly focused; it should assess the
total value it obtains as a result of establishing and maintaining a relationship with the supplier. This value must
be assessed not only by evaluating the transaction value benefits that the customer gains from the supplier,
but also by intangible relational emotional and social benefits, reflected in the overall satisfaction of both
partners with the relationship, level of trust prevailing in the relationship and the intentions concerning the
future of the relationship. Only this concept of supplier evaluation contributes not only to improving the quality
of supply, but to the actual development of the relationship, which is a prerequisite for successful business not
only for both partners, but also for the entire value network.
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1. INTRODUCTION

The goal that leads to a company's success in the current market conditions is to offer the customers a value
greater than that offered by the competition and effectively support them in serving their customers. There is
no common definition of what ‘value’ actually means. However, according to Woodruff [1], most authors agree
that value is inherent in or linked to the use of a product. Moreover, value is a perception on the part of the
customer and this perception is typically based on a trade-off between the benefits the customer attains from
the product exchange with the supplier and the sacrifices associated with this exchange [2]. Payne et al. [3]
define value as the summation of all positive effects upon a customer's business [4]. The main feature of
customer value, apart from the width of this concept, is in particular subjectivity of its assessment based on
the perception by the customer. The problem is also its difficult measurement by the supplier and
communication with the customer, because the supplier rarely perfectly knows and understands what is
decisive for the customer choosing a supplier and what forms the customer requirements, preferences and
shopping and consumer behaviour [5].

The chances of success of any business increase if it develops mutually beneficial relationships with its own
suppliers and other links of the value networks to which it is connected. That is why we can see increasing
importance of value chain management, which aims to build up a perfectly flexible and resistant system that
is able to satisfy the customers’ exacting requirements efficiently [6]. Supplier-buyer relationships are
characterized by continuous problem solving and co-creation of value. In these processes, problem solving
ability is one of the most fundamental capabilities for any supplier, including “the ability to design and develop
an offering that will provide a solution to a customer's problem” [7]. Ritter et al. [8] state that relationships with
suppliers can be an important source of competitive advantage when strategically valuable products or
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services are supplied [9]. Relationships may reduce costs through face-to-face interaction, written
communication, flexibility, adaptations, product quality, geographical closeness, and active monitoring of the
market. [4]. Relationships are built over time through social and personal interaction between the parties [10],
[11]. Open sharing of information leads to increased commitment, trust and dependence. Where it is difficult
to assess the quality of suppliers, intermediaries may attempt to reduce risk and ambiguity by increasing the
dependence of existing suppliers [12]. Aastrup et al. [13] argue that although relationships might increase costs
by reducing negotiation power and inducing loss of full control of category marketing variables, the benefits of
dyadic collaboration prevail and deliver positive net value. Ulaga and Eggert [14] report that relationships
deliver greater benefits than reduced costs as differentiators for suppliers striving to gain key supplier status.

In general, business relationships are part of a network of relationships and thus interconnected [15]: if firm A
supplies firm B and firm B supplies firm C, then interaction in either of the two relationships affects the other,
sometimes marginally but often substantially [16]. Establishing and deepening relationships in the value
network will enable the development of cooperation, benefiting not only the direct customer in the value
network, but also the ultimate consumer, whose loyalty ensures the economic prosperity of the business as a
direct supplier, and ideally of all businesses in the value network. However, to achieve the defined effects of
cooperation in the value network, they need to develop relationships with the right entities. One party chooses
to invest in building a relationship with another party in the expectation that the benefits will outweigh the
sacrifices made to build such relationship [4], [14], [17], [18]. Developing relationships with selected entities
requires openness, trust, and also efforts to find a solution satisfactory to both parties, or even better, yielding
an optimal effect for the value network. This usually pushes companies to reduce the number of suppliers and
to develop cooperation with the best supplier, or a few best suppliers. Manufacturers in many business markets
witness a strong trend towards closer relationships with selected key suppliers. In many industries, customers
have significantly reduced their supply base recently. Especially for key components, sole supplier or dual
supplier relationships have become the norm rather than an exception. Along with this trend, customers have
invested in supplier performance evaluation tools and supplier development programs. Indeed, customers
need to understand how to build and manage a portfolio of supplier relationships to increase overall return on
relationships [19], [20], [21].

Evaluation of suppliers is particularly important in B2B markets, in all industries, including the metallurgical
industry. Sectors may differ in the criteria used for evaluation of products and other parameters of supply, but
the supplier evaluation principles are the same. The problem is, however, that the traditional approach to
supplier evaluation is usually based on the transactional concept of interaction between the supplier and the
customer. Transactional exchanges are associated with weak ties between the parties and dependence is low
[22]. Price is an important factor in the exchange and the products exchanged tend to be standard. Weak-tie
approaches focus on the short-term and the governance problems associated with transaction cost economics
[23]. Evaluation of suppliers must comply with the new trends in the supplier relationship management, which
occurs in the context of relationships in the value network. It must reflect that transaction relationships are
turning into collaborative exchanges, that, are associated with very close information, social, and process
linkages and mutual commitments made in expectation of long-run benefits [12], [24].

The aim of the paper is thus to specify current approaches to the evaluation of supplier (by the customer)
based on literature search and outline the necessary shift in this area in building and managing relationships
in the value network. Supplier evaluation must abandon traditional approaches that focus mainly on the
evaluation of quality of supply and must emphasize the assessment of relationship benefits.

2. THEORETICAL BACKGROUND - CURRENT APPROACHES TO SUPPLIER EVALUATION

In today's world, there is no organization that does not purchase what is commonly referred to as supplies -
i.e. input materials, energy, information, services, etc. [25]. Therefore, no company can avoid a situation where
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it chooses the right supplier that is expected to be in the near or distant future to satisfy its desires, needs and
requirements.

Supplier evaluation will have certain characteristics, depending on:

° whether it is to choose a new supplier or assess the performance of the current one,
° how comprehensive the supplier evaluation is,
° whether we are to evaluate only the current performance of the supplier or also its long-term

performance and prospects for further development of mutual relations.

Each customer usually creates a very large database of potential suppliers, from which it can select, using the
right tools in the preliminary evaluation and selection, those potential suppliers who shall be subject to further,
usually more detailed assessment. The outcome of the evaluation and selection process is the definitive list of
suppliers with which the customer enters into a contract for a particular supply [26]. When choosing suppliers,
the company evaluates various offers by comparing the advantages of each potential or actual supplier, but at
the same time it compares external supplies with internal performance of its own businesses [27] According
to Nenadal et al. [25], the purpose of supplier evaluation is to choose from the many potential suppliers at least
one that will be able to meet requirements of the customer in the long term. The basic framework for evaluation
and selection of suppliers should be perceived as a precaution against possible future supply problems and
unreliability of the supplier. He adds that the preliminary evaluation of suppliers can be done, for example, by
assessing the conformity of pilot physical samples of future supplies, by reviewing the record of the state of
the supplier management system, analysing references of other customers, etc. This view is based on
transaction concept of interaction where the supplier is expected to flawlessly meet the supply requirements
as defined by the customer and when especially the customer does not expect developing a mutual
relationship leading to the creation of strategic benefits. However, even Nenadal et al. [25] warn against
excessive narrowing of the selection criteria for suppliers. He points out that applying the price of supply as a
key selection criterion can lead to problems - attractive and low prices offered may increase during the
performance of the business contract with very high additional customer costs, such as of the re-verification
of conformity, loss of performance due to non-compliance of supplies, customs fees, etc. Kozel, Mynarova and
Svobodova [27] recommend to evaluate suppliers in the relationship establishment phase by working with the
value principle, i.e. evaluate the advantages (benefits) that the product brings to the customer. They state that
the resulting value can consist of a combination of three benefits - service benefits (e.g. better service, more
contact options, greater availability), product benefits (more combinations of elements, wider range, faster
product innovation) and image benefits (personal image of the user, prestige associated with the use of brand).
When choosing suppliers they then recommend using the criteria that take into account also the parameters
of the products [27]:

° level of quality, complexity, certification;

° references, experience, financial security;

° prices (costs), terms of payment;

° duration of contracts, compliance with contractual terms;

o adherence to deadlines, readiness, speed, reliability, flexibility, availability;

° guarantee, warranty period, consultancy, installations;

° compliance with safety and other standards, such as environmental impact standards, etc.

When analysing the recommended criteria it is clear that they emphasize particularly evaluation of transaction
benefits, in particular, evaluating the magnitude of the benefit that the customer receives, the amount of costs
that must be incurred in obtaining the product and supplier reliability in the provision of supplies. It is usually a
significant problem for enterprises of the metallurgical industry to get ahead of the competition due to the
technical quality of the products, since in the steel industry, the vast majority of products are standardized and
often perceived as commodities [28], [29], [30]. Steel suppliers do their best to differentiate by modifying the
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products they supply. This is achieved “by offering more sophisticated products, such as high strength steel,
isotropic steel, or grades with special surface qualities” [29].

A shift in the approach to evaluation of suppliers is evident with the authors Tomek and Vavrova [31]. They
consider purchasing a significant business process that needs to be assessed in terms of its contribution to
the corporate performance. Therefore, they consider it crucial for the company, when choosing a supplier, to
decide "who offers the best solution." They recommend that the selection of suppliers should be based on the
evaluation of three conditions:

° assessing the products, i.e. how the product meets the customer requirements,
o business (marketing) vetting of supplier,
° reviewing the supplier management system (likelihood of establishing the desired relationships).

In particular, the second and third circles indicate the efforts to assess the supplier not only with regard to its
ability to consistently deliver the desired product, but also to examine the prospect of a future relationship with
the supplier.

Nenadal et al. [25] highlight the application of the principle of mutually beneficial relationships with suppliers.
The effective application thereof increases the quality of relations among business partners, which is a
guarantee of the ability of supplies to meet the demands of those who buy them. He therefore understands
building a relationship with the supplier as a means of ensuring the delivery reliability to the customer. The
effort to evaluate more than just the suppliers' supply ability to satisfy production needs of the supplier can be
found with other authors, too. For instance, consulting firm McKinsey defines seven areas of potential
assessment of business partners, i.e. strategy, structure of the organization, staff, management systems,
shared values, service and people skills [26] These criteria clearly show that supplier evaluation must include
not only the size of the value that the customer receives as a result of the implementation of individual deliveries
(benefits in relation to the total costs connected with the delivery), but also the prospect of establishing and
developing a mutually beneficial relationship. However, it is of course difficult to assess the benefits and the
prospect of a relationship with a supplier when the relationship has not been established yet. This is possible
once the company has gained experience with the supplier service. According to Nenadal et al. [25] it is
expected (and it is also required by the ISO 9001), that the customers will repeatedly and regularly evaluate
the performance of their suppliers during the contract, and the results of this assessment may serve as useful
information for the new selection and evaluation of suppliers [26] in the following period.

In our opinion, it is Nenadal et al. [25] who have the closest view of the content of the evaluation of actual
supplier performance as he maintains that the performance of suppliers is given by their ability to meet the
immediate requirements for deliveries specified in the supply contract. According to Nenadal [26], the three
basic elements of the performance evaluation of the contractors are quality of supply, delivery times and costs
associated with deliveries.

Tomek and Vavrova [31] recommend applying the following criteria in assessing the current performance of
supplier:

° quality (flawless products, cooperation in planning and managing the quality, responsiveness to
suggestions on improving the quality),

° costs (pricing, payment terms, price transparency, price level),

° supplier reliability (compliance with quantity, delivery availability, flexibility),

o technical capabilities (new technologies, cooperation in solving the problems of research and
development, responsiveness to the desired changes),

° delivery service (technical support, support for the conclusion of contracts, guarantees, material
preparation, packaging, handling of packaging),

° communication with the supplier (communication before and after the conclusion of the contract,

acceptability of mutual relations),
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° other (place, attitude to the environment, compliance with regulations on packaging, etc.).

Nenadal [26] also essentially agrees with these criteria while further supplementing them with criteria such as
the extent of discrepancies in deliveries in the past, delivery terms, delivery time, the range of additional
services provided by the supplier, the quality of mutual relations and communications, financial health of the
supplier, distance of the supplier, the supplier's market share and its image, the number of positive references
in the media, approaches to risk management, the potential for further development and improvement and the
extent of implementation of the principle of social responsibility.

It is clear from the above criteria that the current (traditional) approaches to supplier evaluation are focused on
evaluating the current contribution arising to the customer from the individual deliveries and evaluating the
success of selected areas of management in the supplier company, but in none of the theoretical guidelines
there is a shift emphasizing the principles of strengthening relations, i.e. that traditional approaches do not
provide instructions for assessing the overall benefits of the relationship, which could become a real driving
force for the development of the relationship between the supplier and the customer.

3. PRACTICAL RESEARCH - PROPOSALS FOR CHANGES IN SUPPLIER EVALUATION

Supplier performance evaluation must answer the question to what extent the supplier contributes to the
fulfilment of business goals of the customer, or to the effective fulfilment of its tasks in the value network.
Naturally, the customer's goal is its own business prosperity; therefore, to fulfil the goal, the company must be
efficient in satisfying the needs of own customers, i.e. to deliver higher value than the competition. Supplier
evaluation must therefore be the result of a comprehensive assessment of its contribution to the achievement
of customer business objectives, in all areas that generate the value. At the same time, it must respect the
trend to build partnerships and mutually beneficial long-term relationships.

The scope and content of the evaluation of current suppliers will therefore be certainly affected by:

° importance of the supplier to the customer's company in terms of its position, i.e. supplier status in the
portfolio of suppliers, importance of the supplied item to customers and the volume and regularity of
purchases,

° approach of both partners to developing cooperation and strengthening relationships with business
partners (interested in a deeper relationship versus interested only in normal business relations),

° purpose of the evaluation, i.e. whether it is a regular, essentially routine assessment of the supplier that

will mainly relate to easily assessable parameters of supply, or whether the purpose of the evaluation is
to support strategic decisions in purchasing, i.e. support the management in deciding on the form of
relationships with individual suppliers in the context of own objectives; this is related to the time horizon
of evaluation as well,

° for whom the results of the evaluation are intended, i.e. whether for internal use of the evaluator or as
feedback to the supplier.

The evaluation of individual suppliers must yield information about the overall perceived value of the solution
delivered. The evaluation must therefore be designed so as to allow finding a supplier that is able to deliver
solutions that provide the customer with the highest total value benefits, i.e. the highest perceived value.
According to Kaplan and Norton [32], the customer value comprises three parts - the attributes of the
product/service, image and relations with customers. These areas may therefore produce value benefits and
it is also these components that should be evaluated. There must therefore be a shift from the traditional
assessment (resulting from the transaction concept of interactions), which focuses primarily on the evaluation
of the supply parameters and supplier perspectives in this area.

That there is a value created in other areas too is indicated by the fact that, in practice, often intuitively, other
criteria are considered in comparing suppliers. Objective evaluation on the basis of clearly quantifiable
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characteristics is supplemented with subjective evaluation of benefits difficult to measure that stem from the
image and reputation of the supplier or better mutual relations. It is these aspects that are the key factor
distinguishing the supplier on highly commoditized markets in which metallurgical industry companies operate
as well. In the value networks built on the principles of cooperation and partnership, they have an irreplaceable
role. The aim is to find the most appropriate partners to support own business activities.

The literature [31] recommends for supplier evaluation to create a catalogue of criteria, i.e. to choose the

evaluation criteria, their importance and scores, appoint the decision maker for the performance thereof, and

establish a team of evaluators for the actual evaluation and the evaluation procedure. The practical
implementation of these steps in the context of assessing the overall beneficial effect of the relationship,
however, has many problems. Therefore, attention should be paid to the following recommendations:

° supplier evaluation should involve all employees of the customer company who come into contact with
the supplier's employees (buyers, technology engineer and production manager, economist,
management, research and development personnel, quality management department personnel,
logistics department personnel, including warehouse management personnel),

o when selecting criteria we must make sure that the overall value advantage as obtained from the
supplier is affected (product/service, image, relationships),
° weight of each criterion should reflect the importance of the criteria to the evaluator, i.e. individual

evaluators assign different weights to the same criteria depending on what parameters of the complex
offers are relevant to them,

° it is important to note, however, that individual setting of weights increases the subjectivity of evaluation,
which is already significantly influenced by personality traits of the evaluator,

° if the same area is represented by a number of evaluators, it is necessary to process their opinions in a
partial manner to ensure the evaluation relevance before proceeding to the next step,

° overall score of the supplier through individual evaluators and evaluated parameters is the basis for the
choice of strategy of building relationships with individual suppliers,

° to strengthen relations and build partnerships we need to communicate the results of the evaluation with
the supplier.

For deepening relations in the value network, therefore, important is not only the content and outcome of the
assessment, but also communication thereof with the supplier based on the idea that deeper relationships
allow both parties to get a greater value. The supplier commonly gets an evaluation relating primarily to the
current performance (commonly carried out by customers in accordance with the requirements of ISO 9004),
but for qualitatively higher level relations, it is necessary to substantially deepen the cooperation which must
also be supported by the supplier evaluation. It is only mutually beneficial relationships that work in the long
term, and supplier evaluation and communication of its results brings benefits to both parties. In order to gain
a higher value, the customer contributes to the development of the relationship with its feedback. That will
allow the supplier to increase the value proposition. If the supplier knows not only the overall result of its
evaluation, but the results according to various criteria and their importance to the evaluator, it has the
opportunity to identify areas where its performance threatens the relationship most and where there is the
greatest potential for improvement.

CONCLUSION

Building mutually beneficial relationships based on the principle of cooperation in creating value significantly
affects the nature, content and purpose of many business processes, including supplier evaluation. The
traditionally conceived evaluation as a tool to select the best supplier in terms of the basic parameters of supply
becomes a tool for promoting and strengthening relationships and communicating the needs and requirements
of business partners. A comprehensive evaluation is more difficult, but it provides feedback to the supplier in
all areas that affect the customer perceived value, and takes into account the views of all who are served by
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the supplier and whose opinion influences the size of the perceived value. The efforts made pays off to the
customer not only in the greater value offered, but also in the trust prevailing between the partners and the
stability of the relationship. Therefore, in supplier evaluation, evaluation criteria need to include not only the
transaction value benefits or the parameters of supply, but also intangible relational emotional and social
benefits, reflected in the overall satisfaction of both partners with the relationship, level of trust prevailing in the
relationship and the ideas concerning the future of the relationship, strengthening of the position in the branch
and increasing of the competitiveness of both partners by eliminating duplicate activities and further synergy
effects arising from the interdependence and integration with the supplier and other partners in the value
network.
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