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INTRODUCTION
The main am of the paper is to bring together some ideas of “What we know about
networks’ and present these as a modd of Managing in Networks. The paper uses a
case study based on the well known retailer, IKEA to illustrate the model. We then draw
from this modd a series of ideas on the dynamics of business networks and what these

mean for the concepts of management and Strategy.

THE CHARACTERISTICSOF NETWORKS
Before examining the modd of managing in networks, it is important to make clear
some ideas on nature of busness networks that will affect tha management. We can
outline these ideas asfollows:
I nteraction, inter dependence and incompleteness
We bdieve that three common myths have affected ideas on the naure of business
behaviour and chalenging these has been a mgor pat of IMP Group activity over the
years. These myths and our dternative views can be described as follows:

1. Problems, Interaction and Solutions. The Myth of Action sees business as a
process of action by one company and reaction by another. Marketers tend to see
themsdves as the active paty with customers in a reactive role. Purchasng
people have the opposte view. Our view is to see companies as members of a
busness network condgting of a large number of active and heterogeneous
companies each interacting with others and seeking solutions to ther different
problems. One important outcome of this approach for managing in networks is



that these interacted <olutions are likdy to affect severd of the involved
companies.

Inter-dependence and Limits to Discretion: According to the Myth of
Independence, a company can carry out its own andyds of the environment in
which it operates, develop and implement its own independent strategy based on
its own resources, taking into account its own competences and shortcomings.
Our counter-approach is based on the interaction between companies in
reaionships. These companies ae inter-dependent for sdes, supplies,
information, technology development and for access to other companies
esawhere in the surrounding network. This means tha companies have limited
discretion to act or to build independent strategy. The outcomes of ther actions
will be drongly influenced by the attitudes and actions of those with whom they
have reationships. Interaction between inter-dependent companies involves
smultaneous eements of cooperation, conflict, integration and separation in the
companies relationships. A company’s podtion in the network is based on its
totd set of relationships and that postion changes through interaction with other
companies in differert postions in the network. Inter-dependence means that the
management of a reationship is essentidly smilar for both of the companies
involved in them.

Incompleteness. The Myth of Completeness aises from the view that a
company is sdf-sufficent and is able to develop a strategy that marshals its own
resources into a unique approach based on its own interna competencies and
shortcomings. Our counter-approach is that no company alone has the resources,
skills or technologies that are necessary to satisfy the requirements or solve the
problems of any other and so is dependent on the skills, resources and actions
and intentions of suppliers, didributors, cusomers and even compstitors to
satidfy those requirements. One important outcome of this is the formation of
Sructures of relationships in networks to provide access for companies to the
resources of others.



MAKING SENSE OF THE NETWORK

A network congsts of companies and the relationships between them. A network is not
resricted to the set of companies with which a single company deds, or even to the
companies that they ded with. Nor is a network smply the set of companies with which
a company has forma or informa agreements about some co-operation. Any view of a
network centred on a sngle company, or defined by the company itsdf is inevitably
redricced and biased and gives an incomplete view of the world surrounding that
company. A company-centred view of the network provides an inadequate bass for
underganding the dynamics within that world or for helping the company to understand
the pressures that are or may affect the company or the opportunities open to it. Despite
this the view of a network that is limited to the set of other companies tha the single
company knows of, thinks of or deds with is common in the managerid literature.
Such a view is often associated with the illuson that the company then controls that
network or more smply that it is their own network®.

The network surrounding a company is difficult to define ad deimit. It has no
objective boundaries and its contents will be affected by both the purpose of the
andyss and the darting point for that andyss. For example, if we were concerned with
issues of the location of technologies in different companies and the processes of
technologica development and explaitation, then the network we examined would have
to include a wide range of companies in different indudries, serving different
goplications of particular technologies. Our “foca” company would probably have no
contact with many of these or even knowledge of them. If we were concerned with
issues of logigtics, then the network we examined may be much more circumscribed to
those companies involved in usng or providing logisica sarvices, perhgps of a
particular type. But even here, we would have to include companies with no direct
relaionship with those that our company dedt with, paticularly if ther role in logisics
was different or innovative and if the companies or their methods could affect our foca
company. Even if we are concerned with a narrowly defined issue such as component or

service supply we would need to extend our view of the network from that of a sngle

1 Thefallacy of this view can be readily seen when asking a number of companies, listed as being part
of a certain company’s network if that view coincides with their view of their position. They will
often suggest that rather than being in someone else’s network they actually have their own one, of
which the first company is simply apart!



company to that of other principle companies and ther rdationships. This issue can be
seen very clearly when we consder companies on the “boundary” of a network. Such
boundaries ae essentidly atificid, so that if we looked a the network from the
perspective of a company on that boundary, we would see that it would be well within a
different network with different boundaries and so on.
There is no single, objective network. There is no “correct” or complete
description of it. It is not the company’s network. No company owns its. No
company manages it, although all try to manage in it. No company is the hub of
the network. It has no “ centre’, although many companies may believe that
they are at the centre.
One important consequence of this is that the outcomes of the actions of any company
in the network cannot just be related to that sngle company. — many of them will be
more or less collective.
In fact dl of the actors involved in a particular issue in the network will have their own
different “picture’ of the network. This picture is the bass for their perceptions of what
is happening around them and of their actions and reactions in the network. Network
Fictures have a centra rolein our mode aswe will see below.
Themodd of managing in networks
Having outlined some of the issues that affect our view of networks and management in
them, we can now look a the modd itsdf. The modd is illustrated in Figure 1 and we
will examine each of the three basc dements of the modd usng the IKEA cataogue
case for illugtration.
The lkea Catalogue and " Green" Paper
IKEA produces more than 100 million copies of its catalogue each year. This
requires a lot of paper, approximately 40,000 tonnes per year. IKEA believed
that its customers were becoming more environmentally aware and it was keen
to show an environmentally friendly image itself. Its catalogue was an obvious
place for this and in the early 1990’ s the company started to investigate the use
of “green” paper for the catalogue. This required it to do some active
networ king (Hakansson and Waluszewski, 2002).



Figurel. A mode of managing in networks
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Network Pictures refer to the views of the network held by participants in that network.
There is no single, objective network and different companies and the individuas within
them will each have a different picture of the extent, content and characteristics of the
network. This picture forms the bass for their anadyss and actions. Their network

picture will depend on their own experience, rdationships and pogtion in the network
and will be affected by their problems, uncertainties and abilities and by the limits to
their knowledge and understanding.

Common Views and Stereotypes. In many cases, a common view of the nature and
dynamics of a network will be hed by a number of participants in it. These common
views can lead to inertia in the network and form the basis for joint action for or aganst



change. Broad stereotypes that can affect thinking include the view of the network as a
“supply chain” or “digtribution channel”. More specific stereotypes include the view of
“who should do what” and “who should ded with whom” that are common across
networks. Sometimes, many participants see a network as something that is controlled
by a sngle powerful company, or that the network is only a group of companies that
work together on some specific project. These network pictures arise from interaction
and paticipants experience in specific reationships and the corporate wisdom of each
company.
“Types’ of Network: A common network dtereotype involves identifying different
“types’ of network. However, these types are generdly the picture of a network as seen
from a particular perspective or those hed by a particular company. But these same
networks are of a different type if seen from a different perspective and it is important to
emphasse that there are no absolute or objective network types and al networks will
have different dements characteridics, posshiliies when seen from  different
perspectives or when parts of the network outsde their consderations of any one
company are included.
In the IKEA case there was a clear stereotype picture of the network held by the
paper producers. In this view, they were the dominant players and they chose
which of the existing types of papers they should produced. These choices were
based on their existing production structure. They defined the needs of the users
in terms of strength, run-ability (for printing), and brightness of the paper.
IKEA’'s network picture was different. They were closer to the final consumer
and had a wider picture of the network, of which these consumers were part.
They had also noticed an increased interest in environmental issues from these
consumers. They felt that they needed a “ green” paper. IKEA formulated an
environmental policy where it was stated that the catalogue should use a paper
based on TCF (Total Chlorine Free) pulp with at least 10% of recycled fibres.
The first reaction from the producers, especially the German producer Haindl
that had been the main supplier to IKEA, was to refuse. They said, “It is
impossible to produce such a paper”. At that time there were just a few
producers of TCF pulp in Europe and none who could produce a catalogue

paper using recycled fibres. IKEA now had to start to mobilise paper producers



in a number of countries, as well as suppliers of equipment and chemicals. In

other words, it had to expand its picture of the network in order to find a

solution.
This example illudrates the importance for a company of examining the network
pictures of others. These pictures will be diffeeent and may appear “outdated”,
“unredigdic’ or “unfar’ to the company, but they are the redity on which these other
companies will act or react. In this case, the pictures of the paper producers were based
on the importance to them of exising operaions, investments and relationships. The
example dso shows that for a company to creste change, then its own network picture,
as wdl as those of others, have to be chadlenged. But these pictures cannot be changed
ingtantly or completely and change requires both time and a systematic approach.

NETWORKING

This second eement of the modd is closdly related to the network picture held by each

individua or company. This &ffects what they can or might wish to do. Networking

encompases dl of the interactions of a company or individud in the network.

Networking has the following characterigtics:

= Networking is Interactive. Networking by any company affects and is affected by
the actions of others. Networking isn't something carried out by a single company
that “manages its network” or something that is done “to” some other companies.
All companies are networking by suggesting, requesting, requiring, performing and
adapting activities, dmultaneoudy. The outcome is the reult of all those
interactiond This means that the outcome of any action by a sngle company is
seldom redtricted to the company’s origind ams or whally in accordance with the
wishes of any of the involved companies. Accordingly, companies have to adapt
their gods and ambitions continuoudly.

= Networking is based on Restricted Freedom: All companies in the network have
redricted freedom to act. Much of ther networking will involve reection to the
actions of others and al of it will have to take into account the reactions of others
and will be moderated by these reactions.

= Networking is not defined by Conventional Company Categories. Wholesders,

retalers or manufacturers will not each behave in a paticdar way and cannot be



treated in common. From a network point of view they are dl “middle-men”. Each
will build ther activities on those of others and produce an output that will be used
by someone dse. Each will behave in a unique way.

= Networking Involves Combined Cooperation and Competition: Networks
involve smultaneous combinations of working with, through, in-spite of or agangt
others. Also, the classca roles of suppliers, customers and competitors are less
cear and sometimes totdly blurred. For example, the offering of a supplier may be
produced according to the design of a customer. Another cusomer may make an
offering for itsdf according to the desdgn of a supplier. Two competitors may
cooperate to design a new product or buy some of the products that they sdl from
each other.

= Postion and Experience are Central Factors in Networking: A company’s
networking will be based on a view of its own pogtion in the network, the positions
of others and their likdy reactions. In the same way its networking will be affected
by ealier experiences and by the actor bonds, resource ties and activity links
between the company and its counterparts.

= Networking is based on Incomplete Knowledge: The inadequacy of esach
company’s knowledge means tha “learning by doing” is an important aspect of
networking.

= Networking Copes with the Network Paradoxes. Findly, companies network to

cope with the three paradoxes of business networks, as we discuss below.

THE THREE ASPECTS OF NETWORKING

We can didinguish between three aspects of networking. Each involves managerid
choices for a company and each relates to the three paradoxes of networks that we have
introduced el sewhere (Hakansson and Ford, 2002).
TheFirst Aspect of Networking: Choices Within Existing Relationships.
This aspect of networking relates to the first network paradox:

A company’s relationships are the basis of its current operations and devel opment.

But those relationships also restrict that devel opment.
A company’'s relationships are mgor assats and are the basis of its current activities.
Without them it could not operate. These rdationships arise from investments made by



al companies in current practice. Any change in operations may produce benefits, but
adways involves codgts for each company and the loss of the benefits of current ways of
working.
A company’'s rdationships are aso liabilities that tie it to its current operations. Even
though one company may wish to change a reationship, its counterpart will adso made
invesmentsin the relationship and may resst change.
The firg aspect of networking centres on a company’s exising relationships and what
these redly mean for it. It involves choices of when to Confront the status quo of
accepted ways of operating and when to Conform to particular ways of operating into
which it istied by its rdaionships.
These choices may have to be made by a company severa times each day and are an
integrd pat of its day-to-day interactions with counterparts. Each company will be
questioned by its counterparts or will try to initiate changes itsdlf in such things as the
content of an offering for a customer, its method of fulfilment, the components bought
from a supplier eic. At the same time, other aspects of the company’s relationships will
be held congtant, such as the price charged to the customer or the supplier’s relaionship
with an intermediary. Smilarly, a company may negotiste a change in the offering it
buys from one of its suppliers whils keeping overdl volumes congant. Making the
choice between conforming and confronting requires an understanding of the evolution
of both the surrounding companies and the relaionships between them. Some aspects of
this evolution will be podtive for each company and some will be negative
Consequently, each has to try to enhance the postive ones, but aso work againgt the
negative ones. This is a continuous process, but it will be especidly important when one
of the companies tries to achieve a mgor change. Because this firs aspect of
networking may appear mundane or routing, it is possble that a lack of understanding
or andyss of the minor changes within different relationships may lead to a drift into an
unsatisfactory date. Alternatively, the process of confronting the status quo may sour
the atmogphere of areationship.

In the IKEA case, the company wanted to achieve a substantial change and had

to confront the supplier. When the supplier refused to cooperate, IKEA had to

show that it was a serious demand and had to try to find someone that was

prepared to comply with its demand. IKEA tried to find a supplier that already



had both the facilities and the experience to work within its requirements for
both chlorine free and recycled paper. But, before changing supplier, IKEA first
had to try with the existing one. It found that it was impossible for Haindl to
conform because it was also imprisoned by its relationships. Haindl knew that
only small amounts of pulp were totally chlorine free. If it had chosen to fulfil
IKEA:s demand then a number of other important German customers would
have been very upset as they also wanted to show an environmental friendly
approach. Haindl wanted to avoid confronting these other customers.
The connections between existing and new relationships leads us to the second aspect of
networking.
The Second Aspect of Networking: Choices about Position:
The second aspect of networking relates to the second network paradox:
It is equally valid to say that a company defines its relationships or that a
company is defined by those relationships.
Companies face important choices between accepting their current network position,
defined by their exiging reationships, or udng their exising or new rdationships to
change that postion. A company’'s exiding reaionships, its network posgtion and the
company itsdf are the outcome of its past interactions. A company can accept this
exiging pogtion and actively work to dabilise it by usng the first agpect of networking
(above) to improve efficiency and effectiveness.
Alterndively, the company can seek to sysemaicdly change its podtion by combining
its exiging redionships in new ways or by building new rdationships The second
aspect of networking involves the choice for a company between when to Consolidate
by gabilisng and drengthening its exising network postion or Creating a new
postion by changing the combination of its exiding relationships or developing new
ones.
This second aspect is not smply a choice between whether to keep exiging
relaionships or to develop new rdationships. Ingtead, it is concerned with how the
company combines its rdationships into a network logicc. New and existing
relationships can be used for both consolidation and cregtion. Thus:.
= New rdationships for consolidation and creation: A company may seek to
consolidate its exiding podtion by adding new customers or suppliers that are



amilar to its exiding ones. Alternatively, it may try to change its podtion by adding
developing new and different relaionships.
= Exigting relationships for consolidation and creation: Exiding reaionships can
be used to create a new network postion by for example, developing new
technology in those relationships s0 as to radicaly dter their content, or enable new
relaionships to be developed. Alternatively, the company can smply seek to
consolidate its exiging podtion by operaing in the same ways as before in its
exiging reationships, but with increased effectiveness (as in the firs aspect of
networking).
IKEA did not initially want to change its network position, it just wanted to get
another paper. But due to the reactions from the suppliers it had to change
position in order to get a changed product. Earlier IKEA had been one of the
larger buyers. It was a respected buyer that was expected to choose between
existing types of paper. Now it suddenly demanded something else. In order to
follow IKEA a supplier had to see IKEA in a new position as a “lead user” .
IKEA realised this and one of its strongest arguments in its discussions with
suppliers was that it used 810 of the largest printers in Europe. Thus, anyone
coming up with the new paper could, through IKEA have that paper tested and
used by these printers. IKEA used its existing relationships with printers to
“market” itself to the paper producers. At the same time IKEA established
contacts with producers of paper-making equipment. Through these contacts
IKEA gained a better understanding of the issues involved in producing the new
paper. The outcome of this networking was that IKEA did get the new paper that
it wanted. But then it ran into the third aspect of networking.
The Third Aspect of Networking: Choices about how to Network:
Companies face decisons on networking both within and between their relationships.
They dso mugt consder how to network with their counterparts and this involves them
in facing the third network paradox. This States.
Companies try to control the network and want the benefits of control, but
control hasits problems and when it becomestotal, it is destructive.
Companies in networks are incomplete and depend on the resources and skills of others.

They dso depend on the initiative of others to generate change and improvement.



Companies inevitably try to get their counterparts to do what they want, in such things
as the offerings exchanged between them, the price charged, or direction of
devdopment or the dtention given to counterpats other rdationships. But if
counterparts do what the company wants, they are acting on the basis of the company’s
idess done. They may have to disegad ther own wishes and wisdom and the
relationships will not have the benefit of the initigtive of those counterparts.  Thus the
devdopment of the company’s rdationships will be limited by the company’s own
wisdom and its counterparts may become unwilling participants. Hence companies face
the choice of when to Coerce others to do their wishes and when to Concede to the
wishes and initiative of others.
Agan, this is not a dichotomous choice. Companies are likdy to smultaneoudy attempt
to control some counterparts whilst concede to others or do both in different parts of
each rdationship smultaneoudy. The ability to coerce counterparts depends on the
respective capabilities of the companies involved. For example, one company may be
able to inggt on the technologica direction of a particular relaionship based on its own
technologica capabilities whilst the counterpart, based on the volume of business that it
transacts may be able to determine the price that is charged. Conceding may not be
absolute and may involve informing or persuading, or smply accepting the decisons of
the counterpart, with good grace. Conceding is in line with a redigic view of busness
networks and the restriction on company’s abilities to take decisions for themsdaves as
well as for others. Management in networks is not a linear process of achieving and
mantaining control. A company’s networking has to take into account of its
dependence on others, its inadequate picture of the network, the diverse perspectives,
approaches, requirements and aims of those around it and the need to accommodate and
work with these and to coerce them when appropriate. In contrast, an approach based
soldy on coercion infers a sdf-centred view of the network. A company that sees the
network in its own terms and only as a way of solving its own problems will fal to
understand both the motivations and problems of others, the dynamics of the network
and the interface between the well-being of others and itself.

This became clear in the next phase of the IKEA case. IKEA managed to get an

Italian and two Finnish suppliers to produce the new paper. All of them had

production difficulties about including the recycled material. But there was also



another problem with this material. All Nordic producers have to import
recycled paper as all that is collected in the Nordic countries is already used.
Thus, waste has to be transported back from Germany and the UK and added to
the pulp. Aother big user, the Springer press group realised that this would
increase the costs of production. Thus, when Springer formulated its
environmental policy a year after IKEA it also included Chlorine-Free Paper,
but specified that only suppliers situated in the centre of Europe should include
waste in their paper. Instead Springer added “ good forestry” as a new demand.
This led to a problem for IKEA. If they tried to coerce suppliers to follow their
specification for the new paper they would probably be the only company buying
it and they would have to pay the full capital, development and operational costs
of the suppliers. Another possibility was to downgrade the specification of the
paper to one that is easier to use with re-cycle fibres. IKEA chose to concede to
the new situation and encourage the overall development of environmental
paper by accepting the lower specification of others.
The three agpects of networking are summarised in Table 1.
Table 1. Thethree aspects of networking

THE FIRST | CHOICES ABOUT | COPING WITH | CONFORM
ASPECT OF | WORKING THE FIRST | OR
NETWORKING | WITHIN NETWORK CONFRONT

RELATIONSHIPS | PARADOX

THE  SECOND | CHOICES ABOUT | COPING WITH | CONSOLIDATE

ASPECT OF | NETWORK THE SECOND | OR

NETWORKING POSITION NETWORK CREATE
PARADOX

THE THIRD | CHOICES ABOUT | COPING WITH | COERCE

ASPECT OF | HOW TO| THE THIRD | OR

NETWORKING NETWORK NETWORK CONCEDE
PARADOX

NETWORK OUTCOMES
Networking is a universd phenomenon undertaken by dl companies smultaneoudy as
they conform/confront, consolidate/create and coerce/concede. This means that every
network is continuoudy producing network outcomes for each single participant in the
network both individualy and collectively. But we can never be sure that a specific



outcome for a specific company to a single networking activity because each company
is subject to multiple, smultaneous networking outcomes and networking adways
affects more than one company. Still less can we say with certainty that the outcomes
of a paticular networking are podtive or negative n terms of revenue or profit, now or
in the future. Because of this, no company can ever operate on the bads of a complete
andyds of the outcomes of dl the networking in which it is involved. Each company
will observe, assess and respond to only a subset of the networking outcomes that affect
it based on its particular network picture.

Despite the difficulties, it is important that companies try as far as possble to decide
which networking actions are important for them and to examine the different artcomes
of these actions. Because network outcomes affect the network pictures of individua
actors, they often lead to increased uncertainty. They adso form an important bass for
each company’s own networking. Negative outcomes may lead a company to change
some of its networking activities and/or its network picture. Pogtive outcomes may
encourage the company to extend actions to reinforce the outcomes.

A usful way to cope with the multi-faceted and multi-layered nature of network
outcomes is to examine them dong the three dimendons actors, activities and
resources.

Outcomes and Actors

An outcome is by definition “for” somebody and the “somebody” can be on three
levds Firdly, it can be for a dngle actor, a company, another organisation or an
individual. Secondly, it can be for those in a dngle reationship, which has its own
“subgstance” and identity. Thirdly, it can be an outcome for a network as a whole. It is
important for managers to examine the outcomes of networking on each of these three
levels, asfollows

Outcomes for Single Actors: Network outcomes directly affect each single actor in the
network. So each company needs to examine the outcomes of networking for other
ggnificant actors, as wel as examining outcomes for itsdlf. The financia aspect of these
network outcomes is important, but so are others such as wha each company learns
from the outcome of networking. It is dso important for a company to examine network
outcomes for sngle actors in relation to other actors in the network. For example, one



outcome of networking may be to give a company better access to the resources of other
companies, when compared with those around it.
Because a company is pat of a network, it is subject to multiple outcomes and needs to
examine each in relation to others. A company must consder how networking within a
number of different relaionships affects the individual outcomes from each. It must dso
examine the respective outcomes it can expect from within different relationships in its
portfolio. Its task is to maximise the vadue to it from the outcomes from within its
portfolio of relationships as a totdity.
The IKEA case illustrates how the outcomes for a single actor are the result of
relationships working together. Haindle refused to sipply IKEA because it
could not combine its existing relationships with other customers with the new
type of relationship required by IKEA.
The particular network outcomes that each company focuses on will strongly affect both
its network picture and its own networking.
Outcomes for a Single Reationship: The outcomes of networking for each
relationship need to be assessed by those involved in it. The outcomes for a relationship
ae of two types The firsd concerns what is accomplished in the reationship - its
effectiveness and the second is concerned with how well the processes work within it -
its efficiency. These outcomes will affect the views of the participants about the
direction of the reationship and its vadue This ovedl evaudion is of course
ubjective, but it is critical for the enthusasm and involvement of the participants in the
relationship.
Companies need to evduate the vaue and processes of each of thar dgnificant
relationships on a regular bads, from ther own perspective and that of their
counter part?.
The outcome of IKEA’s relationship with Haindl was a disaster in terms of both
what was accomplished and also how the relationship worked. Neither of the
counterparts managed to understand the other’s views and the relationship
broke up. Some time later, Haindl tried to re-establish the relationship but was

then turned down.

2 A useful way to conduct this evaluation is by a Relationship Audit, (Ford et al, 2002, 116-119).



Outcomes for the Network: There are outcomes that can be identified for whole sets
of actors and reaionships. Change or stability in one or more relationships can lead to
wider outcomes in the network as a whole. For example, a technologica development in
one reationship may change the way that a whole network operates. Each company
mugt therefore develop the sKkills to scan more widdy than its immediate relationships
and assess the dynamics of the network and of technologies within it.,
Network change was the outcome of IKEA's dramatic change of supplier
relationships and the technological development this led to. The new chlorine-
free paper became widely established and this had dramatic effects on a number
of both pulp and paper producers.
Network outcomes aso have an important collective element. This refers to outcomes
that are observed by dl the paticipants and that explan to them how the network
operates. In other words, these outcomes contribute to “what everyone knows’, or the
collective understanding of the network participants.
Outcomes and Activities: Network outcomes can dso affect how different activities
are related to each other. They can re-structure a company’s relationships, by changing
the activities that each of the companies performs and the links between them. Network
outcomes can aso re-dructure the network, with new companies and reationships
emerging and exising ores disgppearing.  We can summarise the structure of network
outcomes as follows:
= Aggregation: This refers to the network outcome by which a company
undertekes some activities internaly that were previoudy undertaken by
relationship  counterparts.  Aggregation  dther  redructures an  exiging
relationship or causes it to end. It may aso lead to the establishment of new
relationships. An example of this is provided by the Danish shoe company
ECCO. It previoudy bought leather, adready prepared for making shoes and
sold the finished shoes to independent retalers. It now buys un-processed
cow-hides, makes its own leather and shoes and sdlls them through its own
outlets. This restructured Ecco's relaionships, ending those with the suppliers
of hides and with retalers, but establishing or developing those with leather
chemica suppliers.

3 For a discussion of technological scanning see, Ford and Saren, 2001, op cit, 146-150.



» Dis-aggregation: This refers to the network outcome by which a company
ceaes to cary out some activities interndly and relies for them on a
relaionship counterpart. Dis-aggregation ether involves edtablishing new
relaionships or extending an exiging one. Dis-aggregation commonly occurs
as companies contract-out activities to others with which they edtablish
relationships. A wdl known example of this outcome is Nike, who now buy
in dl of the products that they sdll from their suppliers.

» Dis-intermediation: This refers to the network outcome through which two
companies edtablish a direct relationship, where none had existed before, or
where the companies had previoudy dedt with each other via an
intermediary. In the case of IKEA, they established relationships with
producers of pulp and even with producers of paper-making equipment,
rather than simply dealing with paper suppliers.

» Intermediation: This refers to the outcome by which a new company is
edablished as an intermediary between companies that had previoudy dedlt
with each other directly, or when an exising company changes its portfolio of
relationships to include intermediaries.

Outcomes and Resour ces
Networking can have outcomes that affect the development and utilization of resources
between companies.

eUtilization of Resources. Networking has important outcomes that affect
access to and utilization of resources for companies. These resources include
both those in the company itsdf and in its counterparts. The resources may
include exiging technology or know-how, offerings facdlies or an
organisationd unit. Resource effects are especidly criticd for dl capitd and
knowledge-intensve companies The access to and efficent utilization of
resources dominated the networking in the IKEA case.

*Development of Resources. Another type of outcome affects the development

of the resources of the companies involved, whether technicd, physicd or

operationd. A mgor type of outcome of networking in the IKEA case was the
devdopment and introduction of a new technology of Totdly Chlorine-Free

paper.



Outcomes affecting both access to and development of resources have important
finencd implications for the companies involved. In the IKEA case, the financid
outcomes were highly podtive for the two Swedish pulp-producers that were the firg to
produce Chlorine-Free paper, whilst the financial outcomes were negetive for those that
were |eft behind.

INTER-CONNECTIONS
Networking, Network Pictures and Network Outcomes are all inter-connected. None of
them automaticaly precedes the others and each affects and is affected by those others.
We can identify some of the main connections as follows.
Between networking and network outcomes
All of the dimensons of network outcomes are clearly affected by networking and the
ams of networking can often be expressed in terms of various outcomes. However, the
connections between the two are not smple or sraightforward. Networking is part of
the complex and continuous interaction that takes place that the outcomes will often be
S0 blurred so that it is meaningless to atribute causdity. But companies certainly learn
from networking and their subsequent choices in networking are affected by how ther
network outcomes develop. In this way, outcomes trigger actions and companies “learn
by doing’, so tha much of networking is in practice a process of controlled
experimentation.
Between network picturesand networking
A company’s networking is affected by its network picture and their view of ther
position in the network. Sometimes this picture can redtrict networking. A company
may see its podtion in the network as “just a wholesde”. This company will be
unikely to innovate by, for example establishing relationships directly with consumers.
In contrast, another company may have a broad picture of network dynamics and use
this as the bass for innovative networking.
Conversdly, a company’s network picture is affected by the networking that is
happening within the network. For example, experience with different aspects of
networking may convince a company of the respective role and influence of important
counterparts. Much activity within companies and rdationships condss of discusson



and bargaining about network pictures — What does the network redly look like and
what doesit mean?
Between network picturesand networ k outcomes
There is a clear connection between network pictures and network outcomes. |If
outcomes are in line with a company’s existing network picture then tha picture will be
re-enforced. If the outcome is not in line with the company’'s expectations then it is
likdy that its network picture will change. Network outcomes are dso affected by the
company’s network picture, as what is seen as the relevant outcome dimensons and
indeed, what is seen to have happened, are determined by the network picture.
For example, IKEA's picture of environmental concerns in the network
established the criteria by which it networked with its suppliers, whilst their
picture saw relationships as devices to ensure capacity utilization, with
consequently different criteria.
Network pictures provide the frame within which performance is assessed. One of the
consequences of unfortunate outcomes is to change the dimensons by which outcome
are assesed as these are affected by the development of a new network picture.

CONCLUSIONS

This paper has presented a modd of managing in networks. The modd has a number d
features that are important both for the researcher trying to understand what happens in
networks and the manager trying to operate in them. It is based on two basic ideas about
networks:

Networks are Broad: Our view of the network is broad. The network is not defined
by a sngle company or redricted to the companies with which that company dedls. Nor
is it something that it established, owns or manages. However the term is commonly
used in each of these senses We would amply emphesse that any view tha is
resricted in this way will inevitably lead to difficulties in underganding how the
network looks from the perspective of other companies. These companies will act from
ther own perspective, which will dmost cetanly include other companies and other
types of rdationships, rather than that of the “focd” company. Without a broader view,

a company will be unable to anticipate the actions and reections of those around it.



Also, a falure to take a broad view of the network will make the company vulnerable to
dynamicsthat have their origin “over-the-horizon” from its normal operations.

Networks are Complex: Managing in networks is complex. Each of the companies in
a nework atempts to manage ther individua reaionships and to affect others
edsawhere in the network, with which they do not ded directly. Each company has
limited knowledge and operates on the bass of an evolving, but subjective “network
picture’. Each has limited discretion and is subject to the smultaneous networking of
many other companies, each operaing on the bads of ther own different network
pictures. Each company has to cope with the peculiarities or paradoxes of the network
and networking in each is a combination of three aspects, within and between
relationships and involving both encouragement and coercion.

STRATEGY AND MANAGING IN NETWORKS
The three dements of the modd of managing in networks each provide a perspective on
drategy:
Strategy and Network Picturess A company’s network picture is an important
component in drategy development. Strategic  andyss involves assessng  the
company’s own picture as well as those held by others. It dso involves reassessng and
developing the company’s own picture in the light of experience of networking by the
company and others. Different pictures are likely to be hed by individuas in different
functiona areas within the company and drategy involves building these pictures and
seeking consensus based on the collective wisdom of those individuds. A company has
an dement of choice in its network picture and it can choose to enhance particular
aspects as abasisfor its networking.
Strategy and Networking: Networking involves choices: When and where to conform
with current reaionship norms and when and where to confront them; when to
consolidate on a current network postion and when to rearrange exising and new
relationships to change that podtion; when to attempt to coerce counterparts and when
to accede to their wishes. Strategy involves reassessing current networking and
congdering the options for change in individud reationships, between reationships and
in the methods employed.



Strategy and Network Outcomes. Network outcomes dso include an dement of

choice. Each network outcome is multi-faceted and many occur Smultaneoudy. A

company has to choose which to focus on. It is easy for a company to ether fal to

record or examine outcomes or to accept those that occur. Strategy and network

outcomes involve a conscious atempt to ascertain “red” and accurate network

outcomes and to assess the value of these.

Strategy and the Modd of Management in Networks. Findly, drategy involves

examining the interconnections between the eements of the modd!:

= To make explicit the two-way connections between networking and network
outcomes.

= To examine the connections between networking and current network pictures.

= To examine how the company’s network picture affects its view of network
outcomes and what should be the effects on those pictures of experience with both
outcomes and networking.

Strategy in business networks is not a linear process of andyss, development and

implementation. The complexity and interactivity of a network means that a company’s

drategy is more clearly seen as the “pattern in $ream of decisons’. These decisons are

not just its own, but those of its counterparts. Strategy involves action, reaction and re-

reaction, based on a company’s network pictures, its own and others networking and

the outcomes from this.
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