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ThreeThree alternativealternative waysways toto organizeorganize thethe valuevalue chainchain

Market mechanism

Market mechanism

Market based value chain Vertically integrated
value chain

Network based value chain
Partnership model Alliance model



Control mechanisms in buyer –seller relationships

From the buyer’s point of view control is needed in order to:

1) ensure the internally effective supply of goods and services
(cost effectivity)

2) ensure externally effective supply of goods and services (the
most relevant materials, the newest technology, up to date services,
etc.)

3) ensure the quality of products and services.

4) ensure right timing (JIT), and

5) ensure the availability of resources
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ThreeThree typestypes ofof controlcontrol
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control

”visible hand”

Market
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”Invisible hand”
Social control

Relationship as
a combination of

control mechanisms

­ rules, contracts
­quality control, quality system
­Auditing
­Rewards and sanctions
­Organizational structures and

systems
­Open pricing, target pricing

Hierarchic control
­ the use of hierarchic mechanisms in order to control and manage the supplier relationships



Market control
­ use of the market mechanism in order to control the supplier relationships

Hierarchic
control

”visible hand”

Market
mechanism

”Invisible hand”
Social control

Relationship as
a combination of

control mechanisms
­Continuous bargaining
­Price as the most important
buying criterium

­Transaction based exchange
­Continuous search for new suppliers
­Many competing suppliers (rather
dual than single sourcing)



Social control
­the use of social relationships in order to control the supplier relationships

Hierarchic
control

”visible hand”

Market
mechanism

”Invisible hand”
Social control

Relationship as
a combination of

control mechanisms

­Trust
­Reciprocity
­Mutuality (common interests, the feeling of ”we and us”)
­Same ”language”
­Social norm (trust based to deterrence, reputation as a hostage)



Paradoxes in extreme forms of control

Hierarchic
control

”visible hand”

Market
mechanism

”Invisible hand”
Social control

Relationship as
a combination of

control mechanisms

Social relationships vs.
hierarchic control

­ Can mutuality survive in
the context of strict formal
control?

Social relationships vs. market mechanism

­Does trust develop in the strict use of market mechanism
­Is market mechanism possible in the case of deep reciprocity

Hierarchic control vs. market mechanism

­Can both mechanisms be used because of the
costs of hierarchic control and market control
(transaction costs)?

­Is market mechanism possible in the case of deep
contractual and organizational relationship?

­ Is there always a market?



TheThe dimensionsdimensions ofof interinter­­organizationalorganizational relationshiprelationship

Structural
integration
­Interface
structure

­Systems
­Prosesses

Social capital
­Reciprocity
­Trust
­Unity, mutuality (shared values and goals)

Organizational
integration

Business integration

Exchange
­ Deliveries
­ R&D services
­ Logistic services

Strategic integration
­ Strategic dependency
­ Common strategy
­ Commercial relationship

Partnership Monitor:  A 44 item measure in four dimensions and 12 different areas
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Measuring the inter­organizational relationship

Extreme
market –

based
relationship

extreme
partnership

low high

high

low



AA samplesample ofof buyerbuyer//sellerseller relationshipsrelationships in thein the FinnishFinnish metalmetal
andand electronicselectronics industryindustry
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The ideal­
typical model
of market based
relationship

The ideal­
typical
model of
partnership

Valtra ­ MSK

ABB Control ­ Junkkari Muovi

Vacon ­ PKC Group
Wärtsilä ­ JMC

Tamrock ­ Toijala Works



FeaturesFeatures ofof highhigh levellevel exhangeexhange inin serviceservice businessbusiness

market
based
relationship

partnership

narrow
service full service

service concept

performed
activities

(reactive)

prevailing
conditions
(proactive)

base of value added

multiple, market
sourcing single or

network sourcing
sourcing strategy

standard
services taylored

services
flexibility of services

focus on buyer focus on buyer and
it’s customer

customer focus



ValueValue addedadded andand customercustomer focusfocus

Service business Value visible
to buyer: serving

the buyer organization

Value visible to
end customer: serving
end customer together

with buyer
Industrial
maintenance

Facility
management

IT services

Logistic
services

Flexibility
Cost effectivity
Capital effectivity
Speed
Potential to develop
Availability of know how

Various end customer
values, which are jointly

produced by buyer and service
supplier



Horizontal partnersService suppliers

Joint Ventures

Non­strategic service
suppliers

Logistic integrators
IT integrators
Facility managers
Maintenance partners

Positioning the firm in it’s
network (or within the value chain)
The firm as a portfolio of relationships

Customers

Organizational proximity
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Vertical suppliers
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Organizational proximity

Key customers

Standard customers

”Strategic partners”

Market based supplier
relationships

”Network suppliers”

Industrial Inc.



ServiceService suppliersupplier’’ss genericgeneric businessbusiness modelsmodels

Horizontally/
vertically
integrated

model

­ Services offered on the basis of
internalized (own) resources

­ Horizontally broad service structure
­ Hierarchically controlled production

system

Hybrid
model

­ Certain services offered
by own resources (related
to core competencies)

­ Other services sourced from
partners or bought from the
market

Management
model

­ No own service production
­ Management as the core

business
­ Use of market mechanism on

behalf of the customer
­ Coordinating service production

on behalf of the customer



Horizontal partnersService suppliers

Strategic options for
the service supplier to
build the whole business
concept

Customers

Organizational proximity

Stra
teg

ic
pro

xim
ity

Vertical suppliers
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Organizational proximity
Maintenance Inc.

Choices conserning the depth of
customer relationships

­services offered and tailored
­customer specific investment policy

­structural links between organizations
­reliance on social capital

Definition of company’s own
business model

­core competencies
­logic of earning money

­internal organization

Choices conserning the depth of
supplier relationships

­sourcing strategy
­definition of types of relationships

­definition of control mechanisms used

Choices conserning the depth of
service supplier relationships
­ sourcing strategy
­ definition of types of relationships
­ definition of control mechanisms used

Choices to build alliances
­value adding logic of alliance
­availability of partners
­definition of alliance model



SummarySummary:: OpportunitiesOpportunities (and(and challenceschallences) of) of partnershippartnership
inin serviceservice businessbusiness

nn AA serviceservice suppliersupplier whichwhich knowsknows and isand is capablecapable toto articulatearticulate thethe contentscontents of aof a partnershippartnership relationshiprelationship hashas
aa possibilitypossibility toto bebe understoodunderstood amongstamongst thethe potentialpotential customerscustomers

nn AA serviceservice suppliersupplier whichwhich isis capablecapable to show theto show the advantagesadvantages andand valuevalue addedadded characterscharacters of aof a partnershippartnership
hashas aa possibilitypossibility toto bebe takentaken seriouslyseriously byby thethe customercustomer

nn TrustTrust andand otherother elementselements of social capitalof social capital areare quitequite inexpensiveinexpensive meansmeans ofof controlcontrol ––whowho hashas thethe nervenerve toto
buildbuild businessbusiness relationshiprelationship onon meremere trusttrust??

nn OrganizationalOrganizational oror customercustomer knowledgeknowledge makesmakes itit possiblepossible for afor a serviceservice suppliersupplier to actto act suchsuch waysways,, whichwhich
areare valuablevaluable to theto the customercustomer

nn PartnershipPartnership modelsmodels areare oftenoften relatedrelated toto outsourcingoutsourcing dealsdeals,, whichwhich againagain areare pathspaths toto rapidrapid growthgrowth

nn PartnershipsPartnerships areare notnot relatedrelated onlyonly toto customercustomer relationshipsrelationships,, butbut cancan bebe usedused asas buildingbuilding blocksblocks ofof overalloverall
businessbusiness modelmodel of theof the organizationorganization

nn PartnershipPartnership asas suchsuch isis notnot thethe keykey toto successsuccess ––aa mutualmutual understandingunderstanding onon rulesrules of theof the gamegame hashas toto bebe
therethere

nn PurePure marketmarket relationshipsrelationships legitimatelegitimate gaininggaining ofof enormousenormous highhigh profitprofit ––in ain a partnershippartnership thatthat kindkind ofof
opportunismopportunism isis notnot possiblepossible

nn PartnershipPartnership is ais a situationsituation specificspecific arrangementarrangement ––sometimessometimes itit worksworks andand sometimessometimes itit dodo notnot;; itit seemsseems
thatthat the mainthe main determinantdeterminant of aof a situationsituation favoringfavoring partnershippartnership is ais a genuinegenuine willwill ofof bothboth partiesparties toto followfollow
the commonthe common agreededagreeded rulesrules of theof the partnershippartnership


