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Abstract

This paper reports on two case histories; both leading suppliers of equipment to the furniture producing companies; both facing the same tendency in their customer relationships, both located in the same industrial district of eastern Italy. The companies are compared in particular in their choices with respect to the texture of their supplier relationships which show significant differences.

The cases provide an illustration of the link between choices regarding supplier relationships, intended business strategy and the development of capabilities that are believed central to permit the company to develop and maintain a differential advantage in the whole flow of value creating activities. In particular they illustrate that the differential advantage reflects company’s capability to control, use and mobilize other companies’ relationships and connect critical activities and combine critical resources in the supply network in a “unique” way. “Uniqueness” that underlies the differential advantage of the company stems from variables and processes with their own characteristics and result from specific history, burdens and framing of the development perspectives.

The cases substantiate the differences in outsourcing and insourcing strategies of companies and show that different choices can be equally successful and effective as each company is culturally, historically and operationally unique, and unique becomes thus its own approach to the supply network as well as the effects its interactions and interdependencies.
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Introduction

The issue of strategic fit, that is of the latitude of a business with respect to its environment remains of central concern in the literature when dealing with the content dimension of business strategy. While there is a rather wide consensus that the performance of a business depends on the “fit” or match between the firm and its environment, opinions differ widely about what the match regards, that is what are the critical dimensions of it, and how it can be best achieved (e.g. De Wit & Meyer 1994).  The traditional notion of match is related to the broad notion of “competitive advantage” which implies some differential with respect to other businesses the company is supposed to compete with. What regards the opinions about how can such an advantage best be achieved they also differ rather widely. The two extreme positions are that firm should adapt to the environment (positioning school) and that the firm should influence and modify its context (resource/capability-based school). The issue of strategic position of a business remains thus very much at centre of the attention of conceptualizations in business strategy literature. Given the centrality of the issue it is somewhat surprising that the very notion of strategic position remains intuitive, broad and somewhat unspecified. 

The network perspective appears helpful in shedding some light on the dimensions of strategic position of the firm with respect to its environment (Johanson & Mattsson 1992) and possibly on the related concept of competitive advantage.   We will in this paper attempt to revisit the issue of a firm’s position and positioning from the network perspective.  

The vehicle to achieve that is account of two case histories of two Italian companies, both among world-leaders in supply of production equipment (mainly machinery to furniture and wood-working industry), both supplying the same type of customers and located in the same industrial district in eastern Italy. The cases focus on the differences in the supplier base used despite an apparent similarity in the product offering of the two firms. We will start with the report of the two cases and conclude with some considerations on the findings and how they can be related to some of the literature on the topic.

The case histories have been inspired by the relatively recent literature on supply networks and supply chain management (Cox & Lamming, 1997; Cox, 1997; Zheng et al., 1998; Hines et al., 2000; Gadde & Hakansson, 2001) and reflect the network perspective on business enterprise. Adopting such a perspective we will argue firstly, that strategic position has to be defined in both horizontally and vertically, that is not only with respect to assumed competitors but also to actors using and holding complementary resources, that is primarily suppliers and customers. Secondly, that the supply side of business represents a major element of strategic position.  Finally, we will argue that the critical dimension of strategic position is the differential advantage of the firm and thus the uniqueness of the company’s relationships.   

Biesse and SCM – suppliers of machinery to wood-working and furniture industry

SCM and Biesse are two mid-sized family owned companies, located in the Pesaro-Urbino area in eastern Italy. They are ranked second and fourth worldwide as suppliers of a certain type of machinery (mainly for drilling and boring) for wood-working and furniture industry. Their origins and development has been influenced by their location and geographical closeness to furniture industry located in the Pesaro districts. Yet, upon closer look the two companies followed somewhat different paths in how they reached their current position. 

Biesse company was founded in 1969 by an entrepreneur who was specialized in mechanical working processes. Earlier, in 1959 he had founded Cosmec, a small company producing mechanical components for mid-sized and large public and private companies, whose factories where located in the nearby area. At the time there was in the Pesaro area a rather large number of mechanical factories of large Italian industrial Groups and a large variety of small sub-suppliers to these manufacturing units. The district has thus a long tradition in metalworking and mechanics. Born to supply machinery to local furniture companies and drawing on local mechanical suppliers, Biesse gradually expanded its activity and in 1977 it introduced the first numerically controlled boring machine for panel processing. Processing panels (man-made from shredded wood) poses some special technical problems as these have some characteristics that differ from the plain wood. As panels, rather than massive wood, started to be increasingly used, in particular by the furniture industry, Biesse soon became market leader for this type of machines for furniture manufacturers and their suppliers.

Concentrating on panel processing Biesse acquired early a number of minor local companies that carried out complementary operations for producing the machinery. The local acquisitions were primarily aimed at controlling all the different phases of panel processing. More recently, Biesse acquired an Austrian company (Shelling in the 2000) in a move aimed at improving company’s abilities in engineering and consultancy on large systems. It currently employs 2000 persons world-wide. Biesse has thus grown rather quickly from sales of about 3 million euros in 1993 to sales of euro 353 million in 2001. Of the total sales in 2002 some 83% is on foreign markets where the company has 20 sales branches and 250 distributors and agents. Of the 17% of sales in Italy only 3% are within the surrounding region of Marche (area of Pesaro). The production is concentrated to a manufacturing site in Pesaro (80.000 square metres of factory) and another smaller one in Austria.

About 60% of company’s total business comes from sales of relatively standard machines for panel processing (sold by the “Wood” division with turnover of 213 million euros); more than 20% (and it is increasing) comes from systems (marketed by “System” division with turnover of 77 million euros); the remaining sales are accounted for by machines for processing marble and glass (“Marble and glass” division; 48 million euros – less then 15%) and, finally, sales of different components to other companies (Mechatronic division, 15 million euros – close to 5 %). The Mechatronic division was created because Biesse has got directly involved in the development of  two of critical parts of the machines: the numerical control and the electric engine driver, which are both sold to other producers of similar machinery. 

SCM has been founded much earlier than Biesse, in 1932, when two partners set up a factory producing machines for agriculture and a connected foundry. In 1952, because of the increasing number of local furniture artisans, the company developed a wood working machine for these. This relatively standard machine at low price became a success and was soon sold in more 120 countries, and the company got thus involved heavily in the wood-processing machinery. In the seventies and in the eighties SCM invested much in developing numeric-control machines with great productivity aimed at mid and large-size companies and set up a number of foreign sales subsidiaries. In the mid-eighties the company expanded its activities into panel processing and acquired a number of related companies. In the nineties SCM strengthened its position on foreign markets, increased the number of branches, entered a number of joint ventures and invested in two foundries and in production of electric, mechanical and software components. Not unlike Biesse SCM also operated a number of acquisitions of local companies in order to complete its manufacturing operations.

SCM offers now a range of machinery that covers the needs of artisans, small-sized businesses and large size industrial furniture producers. It offers traditional wood-working machines, equipment for panel processing and systems. In 2002 the company has acquired 51% of a leading Italian company in machinery for processing of marble and glass (CMS). 

The SCM Group is today organized around three divisions: The first, consists of two foundries and units developing and manufacturing electrical and electro-mechanical components. The second division consists of production and sales of the various types of machines and equipment for panel and wood-processing. The third division, manages R&D activities and training. The total turn-over of SCM in 2001 was in excess of 440 million euros compared to 337 in 1997. The Group has some 2400 employees and 12 different production sites of which the most important are located in Pesaro, Rimini and Thiene. 

Foreign markets account for about 70% of the total revenue and SCM operates abroad through 15 branches and some 350 dealers and agents. Business is quite equally distributed between wood and panel processing machinery. The two technologies appear to be converging. SCM offers “working centres”, which are relatively standardized machines that can combine different panel processing operations with great flexibility; these represent about 20% of company’s total revenue. Other panel processing machines account for about 20% of the revenue. The sale of customized systems is still restricted (SCM sells about 15 systems per year but this business is perceived as increasingly important).

The context of Biesse and SCM – furniture and local district

The first brief account above of the two company cases conceals at least two dimensions in which companies are embedded in their context. The first is the one of wood-working and furniture industry and the second is the local context of the industrial district in which they have originated and developed. 

We will start with the local dimension. Most of the production activities and management of the two companies is located in an area that has all characteristics of a typical industrial district – North of Marche (around the town of Pesaro). This industrial context is made up of a large number of different size (mostly mid and small) companies interconnected and co-located, with similar culture and values and shared knowledge and experiences. 

Some of the leading companies, like Biesse or SCM, have more important role in the district, being the guide and the main source of influence and direction for other companies, thanks to their relational and co-ordinating ability and having developed international dimension and a relatively strong corporate image. The characterictics of the district under exam are thus not dissimilar from those of other Italian districts (Varaldo and Ferrucci, 1997; Becattini and Vaccà, 1997). Typically, such a co-location has promoted an intense circulation of production and application knowledge, cross fertilization of small innovations and continuous production of incremental innovation that have posed the basis for the well known “made in Italy” (product quality, technical characteristics, not easy to imitate) (Becattini, 1999). Moreover, the intense interaction with users and suppliers let the companies to rapidly benefit from different use experiences, to innovate continuously.

In the Pesaro district furniture industry and wood-working machinery are heavily represented and rather closely intertwined. The district is particularly important for the furniture industry, in particular production of kitchen furniture. On the whole the Pesaro district is made up by about 1370 companies. About 500 of these are industrial production units while the remaining are artisans. Kitchen furniture producers are particularly important; there are about 100 such producers and these account for about 25% of the industrial output of the area. Three large producers of kitchens that are market leaders in Italy and among the leaders in the European market are located in the district.

The role of the wood-handling machinery in the district can be judged from the following. In Italy such an industry is made of about 300 companies, it employs some 12.000 and the total production has been valued in 2002 to euro 1900 million. Exports amount to 70% of total production. Most of the companies (77%) are very small but some companies are mid-sized and significant international players. Biesse and SCM, located in the Pesaro district, represent thus about 50% of the total output of the industry in Italy. 

Developments in the furniture “network”.

The network of businesses underlying the supply chain in furniture, and in particular the kitchen furniture, is rather complex and includes a wide range of different actors. The actual complexity is hinted in Fig 1 where the main categories of actors and their relationships are tentatively illustrated. If it is revisited “backwards” proceeding from the end-users, it suggests that consumers buy from different retailers (and or as a part of a package of complete homes) who may perform on their own or through third parties at least some assembling: typical complementary supplies are appliances, illumination and installation. However, a bulk of the furniture comes from “assemblers or manufacturers” who actually conceive and design the kitchen making use of different suppliers and carrying out different manufacturing operations. In turn these rely to varying degree on component suppliers who are more or less specialized (e.g. doors, plastic, metallic & stone panels, etc.). The wood-working machinery is a supplier to both “kitchen manufacturers” and component suppliers, and themselves rely on various component suppliers (mechanical, electrical, electronic, ecc.).   




(fig 1- actors in the supply chain - in about here)

The past development of the furniture and equipment business networks (both in general and within the Pesaro district) has been marked by many interdependencies. The plot of the industry scenario over the last two decades is expressed by many of its central actors in a similar way. The main traits of the plot discerned in the Pesaro district even if they are clearly wider in reach appear to be as follows. 

The furniture industry, including the kitchens, has always been and largely remains a fragmented industry even if some tendency can be seen to growing concentration among furniture producers. Some major manufacturers came to play increasingly important role. There has been increasing demand, certainly sustained by the effort of sellers, of differentiated products with particular design, material quality, additional services as well as fast delivery and sustainable price. Furniture producers have been providing increasingly varied product offering with additional supports while contemporarily striving to cut production costs. The role of process technologies capable to increase both flexibility and efficiency became important. The application of information technologies to the production processes, and the development of flexible automation, has offered the possibilities of solutions enhancing both flexibility and quality in output and at lower costs. Introduction of such solutions has been promoted by joint development between furniture producers and equipment suppliers. In the Pesaro district the close connection between leading furniture producers and equipment suppliers that started more than 30 years ago has made it possible for both furniture and equipment manufacturers to experiment new products, test new plants and processes. 

However, the innovation for final customers’ satisfaction in the furniture industry did not affect only the relationship between furniture producers and equipment suppliers. The role of producers of parts and components in wood, marble, glass, fabrics as well as that of producers of materials and designers have increased. Relationships among these suppliers and furniture producers are typically long term. They mostly have been borne when the furniture assemblers needed to develop large-scale production. The nature of these relationships has changed. In the seventies and eighties rather standardized products were exchanged and co-ordinating mechanisms were basically based on price and delivery terms. From the eighties the product content of these has became much more differentiated and rich in details. That has changed the very nature of these relationships. There was seemingly greater need to share and exchange knowledge in order to develop various product and service solutions; more complex co-ordinating mechanisms based on the broader information exchange and synchronizing of activities emerged. Mutual adaptations appear to have led to that the original relationship gradually loosed homogeneity and developed each an own history and substance.

For the equipment suppliers the increasing role of designers and of the component and material producers in the furniture supply chain has implied the need to monitor and interact more intensely with these in order to keep update on new design trend in furniture and on the need for processing new materials. 

The equipment suppliers appear to be affected by the increasing differentiation among both furniture and component businesses. The growth of some major players and possibly even changes in relations to suppliers makes to emerge two types of demand. The traditional one that regards “naked machinery”; (i.e. customer demands single machines, some consulting, training and maintenance). The other regards systems and consultancy; customers demand the re-organization of the whole production and logistic processes which usually translates in putting in place complex and customized production systems including organizational solutions. The latter demand is increasingly important for some businesses in the furniture industry that are now in-sourcing many activities in order to recover the control of product development and innovation. But, it appears also important for some producers of parts and components who are developing an autonomous position on the final market as producers of assembled furniture and integrating their downstream activities. There is an increasing of the demand for more complex and customized systems even if the  furniture business remains fragmented worldwide and the many small and mid sized companies continue to demand relatively standardized machines. 

Understanding the dynamics in the furniture supply network and of the effects of it on product design and development is important to equipment suppliers both for adapting machines to product processing and for looking for improving logistics and supports to such companies’ relationships. 

The supply side in equipment companies

The perceived need for handling a two pronged offering, based both on  relatively standardized machines with high flexibility and low price and on engineering and consultancy for customized systems and logistic and production processes, can partly explain the strategy of horizontal integration undertaken by both Biesse and SCM. It has clearly affected also the supply side in both companies. Both have invested in the creation and acquisition of organizations to control complementary technologies concerning all the different phases of panel processing. 

In order to understand the reason of these choices, that partly differentiate, it is necessary to keep in mind that wood-working machines incorporate very different technologies – hydraulic, mechanic, electrical, electronic, and chemical. Mechanical and electronic technologies are mature and incremental innovations are necessary in order to promote efficiency, productivity and flexibility. In this respect innovation in two areas are particularly relevant in order to simplify machines’ control and programming: the first is in mechanical components and architecture, the second in the numerical control and software. 

Product design and engineering are critical in order to combine efficiency with flexibility and customization. Engineering allows simplifying and standardizing basic components that can then be differently combined. In this respect SCM and Biesse have both chosen to control product design and engineering directly and to invest in design and production of strategic mechanical and electric components, but their choices appear somewhat different.

Biesse produces about 2.500 machines and systems per year and mobilizes some 40.000 items. Biesse controls the phases of design, engineering of the product, takes care of the assembling phase, sales and technical assistance. It controls what it considers strategic components. The company designs and develops numerical control, application software and the electric engines. These components account for about 16% of the total cost of the product. In particular, the Mechatronic division (the result of acquisition of different suppliers) acts in these three businesses. What concerns the application software, Biesse develops prototypes, test the product but outsources the software processing and assembling to small and mid sized companies.  In the Mechatronic Division Biesse also engineers and produces mechanical components through the Cosmec company that has strong connections with mechanical sub-suppliers in Pesaro area. Cosmec is considered particularly important in order to control costs and to integrate external production when a large demand exists. Biesse buys, on the other hand most of electrical components from others, major part of these standard but some developed according to Biesse’s design. 

Purchasing in total represents about 44% of the total costs and is relatively concentrated. About 70% of company’s total purchases depend on 35 suppliers mainly multinational companies, mostly supplying standardized components, and mid-sized local mechanical suppliers, supplying customized mechanical parts. The turnover among these major suppliers is limited and relationships are typically long-term. Some of them are based on technical and logistic coordination; several concerns joint innovation projects and technological exchanges. Over the last four years, Biesse has systematically reviewed the policy towards many of the suppliers, especially to co-located. Changes have been inspired by attempt to greater selection; agreement on specialized focused activities; reduction of any conflict areas, directing of primary attention to non-price issues, outsourcing of assembling phases; technical integration and codification of information exchanges and logistic connections. It introduced a more systematic vendor rating and tightened the purchasing management. 

The Mechatronic division is considered among the main suppliers of Biesse  and it alone accounts for 12% of the total purchasing. The division is responsible for the supply of strategic components. It has the mission to sell also on the final market and to Biesse’s competitors. The reason is that development of such components requires continuous interaction and learning which was judged not suitable to restrict to internal units of Biesse but to open to experiences of others. 

What concerns SCM, the company controls the development and the adaptation of application software, control panels and electric engine appliances. It buys basic software and numerical controls from suppliers with which it has long term relationships. SCM owns two foundries that sell their products also to others for about 35 million and only 10% of the output goes to SCM. SCM produces mechanical and electrical components. As a consequence of a drastic in-sourcing strategy directed to produce in-house modular parts and mechanical components, total purchases today account for about 20% of total revenue and mostly still regards the processing of these mechanical components by small local companies or artisans; software and hardware elements; standard electric and hydraulic components that are bought from multinational companies. In the end of the eighties SCM had about 3000 suppliers but 80% of total purchases were dependent on about 600 suppliers. In the last three years SCM has drastically reduced the number of suppliers especially those producing and processing mechanical components.  Today some 15 of the suppliers sells to SCM for more than 5.000.000 euros. The main reason voiced is that the company has invested heavily in product modularity and wants to maintain close control over the design and the production of the different components of the machine. Direct control is generally considered to offer efficiency advantages because of a tighter cost control and innovation advantages because of closer interaction is believed to favour “concurrent engineering” and quality improvement.



(Figure 2 – Supplier relationships in about here)
Table 1: In-sourcing and out-sourcing in Biesse and SCM

	
	Biesse
	SCM

	Customized components
	Out-sourcing
	In-sourcing

	Electronic components 
	In-sourcing; some out-ourcing
	Mostly out-sourcing

	Adapted standard components
	In-sourcing
	In-sourcing

	Standard components
	Out-sourcing
	Out-sourcing

	Processing
	Out-sourcing
	Out-sourcing

	
	
	


Some considerations on co-evolution in supply network and strategic position.

We can now return to our initial questions of what is the strategic position of a business and how can an advantageous position be achieved? What do our two cases suggest? 

Adopting the network perspective, which amounts to focusing on the relational context of the companies and following the “supply chain” backwards logic (or following the logic of transvections to borrow from Alderson 1965), yields different interpretations of what forces shape the context in which a business operates. Applying the network perspective seems to add to the conventional strategic wisdom, supplements parts of it and points to some issues that in the network perspective appear important but remain neglected in the literature. The two cases are peculiar as they regard companies operating within the same districtual setting. In tracking their strategic position at least some environmental variables can thus be considered constant as they both develop in a similar cultural and industrial environment, facing also a similar supply chain.

The first consideration that stems from the two case histories regards the dynamics of the supply chain or of the business network. It is common to claim the centrality of the final customer or end-user in generating change in the network. The end-user is seen as the point of departure and the point of arrival of all the processes in the supply network. As a consequence of this centrality of final customer, some authors suggest the use of the term “demand chain” (Cox, 1997; Hoover et al., 2001) rather then “supply chain”. In our cases it would amount to the claim that changes throughout the network are generated by consumer preferences for variety and their price consciousness. The opinion that evolution of the network is driven by the end-users does not look right. The changes in the industry (and the underlying business networks) over time appear to be driven as much by those who deal with the end-users (furniture sellers/manufacturers) as by the end-users themselves. End-users react to alternative solutions offered by some suppliers rather then outlining solutions themselves and imposing those on the suppliers. The driving force of change in the network is thus the interplay between actors. There is not a single actor that sets the dynamics in motion; it is the “encounters” of single specific buyers and sellers anywhere in the network (or chain).

Furthermore, this interplay is not generic but specific. Some end-users and some suppliers fare well, others less so; the changes are not generalised, they do not regard all the end-users, nor do they concern all of the suppliers. Different suppliers (and end-users) act under different conditions and with different capacities to innovate the solutions offered and some emerge more effective than others. The interplay in relationships at some final stage of the supply chain may be considered critical but the same mechanism is at work throughout the business network and changes at any stage are likely to be equally important. Changes in technology (solutions) in components (e.g. panel rather then wood) impact on the chain as much as new modular kitchen design. True, there is the issue of consistency throughout the network but that does not mean that the change originates in the final stage of the supply chain. It is thus endogenous to the chain and not exogenous. 

The second consideration regards the progressive and incessant heterogeneisation of the various businesses involved. The effectiveness (or success to use terms of business strategy literature) of different actors in the network (chain) depends on whether or not they are capable of offering solutions to others in its context. The capacity to do so in turn reflects the actual relational context, in which the need for solutions arise and components to the solutions can be accessed and activated, but also on the framing and interpretation of the context. Both of these elements vary for the single companies and therefore the impact of changes in the network becomes differentiated. 

The actual relational context represents the opportunity set on two accounts: where the solution might find a (valued) application (set of users) and wherefrom the elements of solutions offered can be activated (set of providers). The framing and interpretation of the relational context, not necessarily formal, systematic and univocal, is what produces the enactment and, given the usual complexity of the relational context, offers several degrees of freedom to any of the actors. Invariably every one of the actors faces a “unique” relational context and, despite apparent agreements on the strategic plot in the network, a “unique” interpretation. There is clearly a path dependency in the case histories of the single actors. Effective solutions brought to existence at a certain point affect both the actual context of the company and its interpretation. They are an achievement but also a liability that limits the possible actions in the next round.

That leads us to the third consideration on bases of the cases reported. What in the position of the company in its context that underlies its capacity to enact effective (valued) solutions? It certainly is its actual and perceived set of current customer relationships but also, and perhaps mainly, the actual and perceived set of relationship through which what we called elements of solutions, can be activated, mainly the (actual and potential) supplier relationships. It is consistent with the notion of value constellation (Normann, Ramirez, 1993; Normann, 2002) and value streams (Hines et al., 2000) introduced in the strategy literature. 

That leads us to emphasize that the notion of strategic position cannot be reduced to profile of differences to other comparable actors (as implied by the concept of competitive advantage) but needs to embrace all elements of the network position. The role of supplier relationships in the capacity to generate (valued) solutions is clearly evident in our cases. It becomes accentuated when recognized as an element of framing the situation. In the district context we examined, long term relationships between suppliers and customers have consolidated business practices, produced joint investments and tight personal contacts. These are enabling and limiting companies’ opportunities of growth and innovation. Assessment of such linkages is necessary if we are to make sense of the concept of strategic position. 

The final consideration regards the sustainability of a position. Business networks (and supply chains) display an impressive continuity that must not be mistaken for stability. As long as the interpretations the single actors hold of their context are incomplete, which, given the complexity, is unavoidable, there is a rationale for change. Add the amount of change generated by the actors collectively and any claim of stability is not credible. True, the path dependence poses limits but even within the limits of the possible the possibilities are unlimited. There is no such a thing as sustainable position – but all positions are actionable. The issue is not search for sustainable position but for ways to use positions as platform for effective action. That in turn points to the importance of interpreting the dimensions of the position that can be activated and requires an incessant process of making sense of it.   

Every company has the problem of positioning in a supply network and the literature generally debates “supply chain management” considering the problem of managing inter-organizational relationships with upstream and downstream actors; a problem which is related to the collective dimension of strategic action. That does not mean, however, that companies loose their identity and discretion in the supply network. The paradox of the collective dimension is that every company retains and reinforces its unique identity by taking into account and leveraging the relational context. 

Management and Position.

Strategic positioning is in the literature generally referred as the search for a durable and defendable competitive advantage against others in the market. Such a perspective must be complemented with a few other considerations. Positioning is not just a problem of competitive comparison; rather, it is a problem of achieving some degree of control and influence over the processes of value creation and distribution in various parts of the business network. From the single company’s perspective it amounts to capacity to activate different resource elements that can be combined in effective solutions to be passed on customers. Supplier relationships (actual and potential) are critical in this regard. Some authors name the critical resources and activities “critical chain assets” (Cox, Hines, 1996; Cox, 1997). The problem is that these crirical assets are not general for the chain or network but only with respect to the single specific companies.

In the case of our equipment companies the value for customers seemingly resides in the flexibility and speed of machines, valued because they potentially make the production process of customers more efficient. That makes some components, as software, numerical controls and electric engine appliances to be perceived as very strategic parts for innovation and flexibility and explains why equipment companies have invested in the control of such strategic resources. But there are differences in the framing and interpretation and the past history among the two companies. SCM drastically reduced suppliers’ relationships in this respect while Biesse has selected and reinforced its relationships with some of the existing suppliers. The two companies have made a different sourcing choice in respect of the same problem. Both have invested in product modularity, but SCM has viewed internal production of mechanical parts and components a better solution to product modularity while Biesse has viewed it better supported by outsourcing the production of some mechanical parts and tight co-ordination with the suppliers. 

Strategic positioning thus requires decisions with regard to resources and activities that are more efficiently and effectively controlled directly by the company and those that can be mobilized through relationships with other actors. Traditionally this problem has been formulated as “make or buy”, with economic efficiency as the main criterion – that is focus on costs and efficiency in decisions to out- or in-source. More recently a “resource approach” seems to emerge – that is focus on company’s core competences. According to this, company should concentrate on activities and resources where it can be “excellent” compared to other companies and outsourcing activities and resources where others have differential advantage (Quinn, 1992; Hamel, Heene, 1994). 

Our cases suggest that an important factor, perhaps the most critical, is the ability to leverage relationships – relating capability- rather then some general existing excellence identified elsewhere. The in- / out- sourcing dilemma seems to be better conceived as a problem of combination and co-ordination of activities and resources in the supply network. Different companies make different choices and each is also inevitably changing the in-sourcing and out-sourcing choices over time. This is quite clear in our cases where one company uses product modularity to motivate increased vertical integration and the other to motivate outsourcing through tight supplier relationships. 

An interesting related aspect seems to be that the choices have consequence on the organization. The more integrated company tends to “organizational modularity”; i.e. it allows the internal units major organizational independence, also on the final market. As a consequence it faces the problem of how to disaggregate company’s own units within the supply network. The less integrated company has mainly the problem of how to integrate the supply network within the company’s units. Both cases can be taken as sign of the tight connection between the activities and resources of the company and within the supply network.

In conclusion we can develop three main reflections with respect to management and strategic position: First, each company acts in differentiated and changeable business network characterized by different customers’ expectations, different activities and perceptions of critical resources. Company’s main problem is coexistence of different supply network logics and the necessity to find a suitable unique combination that fits the company.  That amount to gaining advantage from their combining. Second, a major factor in strategic positioning is the relational capacity of the company. Mobilizing and combining critical resources and activities is connected to company’s abilities to combine its own resources and activities with those of others. Relationships are the mean by which companies access to, mobilize and combine critical resources and processes, promoting innovation and productivity in the network but also within the company. Finally, the development of the relational capacity is dependent of a continuous framing and re-framing and sense-making with respect to the question what are and will be critical resources and processes in the (supply) network. The criticality is by no means given or stable in time. Critical assets are always relative to the position in the supply network context, as it is perceived and “adapted” to each company. The perceptions of what are the critical assets are path-dependent perhaps more than the actual set of assets.
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