What is a business actor —
How customers perceive contemporary suppliers andistributors?

Abstract

In micro-economic and business literature it isnmalrto use the viewpoint of a firm or a
manager when referring to a business actor, sorastardepartment or a buying centre may also form
the unit of analysis. This paper reconsiders thecept of a business actor and attempts to illwestrat
how the ITC technology is transforming the act@ety. We examine the characteristics of different
business actors in the paper industry distributi@iworks by classifying them into types and
discussing the differences from the customer pets@e The strategic approaches underlying the
changing actor roles are discussed as they illumihaw and why new business actors, or new role
configurations, are constructed. The paper pregbptyetical implications towards the development
of how to view and define a multi-organisationaltegprise. It suggests that managers should
increasingly be monitoring the changing distribatioetworks and their position(s) and role(s) in
them.
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Introduction

In the IMP research-based ARA model (HdkanssonSmehota, 1995) business actors (i.e.
firms) have a meaning beyond economic transactasighe industrial network view takes into
consideration also such relational and network dsrans as interconnectedness, interdependency,
and embeddedness (e.g. Thorelli 1986; Easton 19&8Kansson and Snehota 1998). That is, the actor
is to a certain extent characterized through theeireaof its business relationships and network
embeddedness. Although there are extensive researdhe structure and dynamics of business
networks (Bengtsson and Kock 1999; Hakansson aetida, 1995; Ritter 1999, 2000; Ghauri et al
2003; Gulati 1998; Gulati and Singh 1998) thereelatively little discussion of the form and typk o
actors. This paper addresses this issue and usesl#tional perspective as we are interested m ho
customers perceive their suppliers in the busitesisiness relationships and networks.

What is a business actor? Scholars tend to sdeusieess actor as a theoretical construct, but
what is the actor that the customer perceives? “Vithoepresenting a networked actor or a value net
in eyes of the customer (Gummesson 1999)? Theaaegap between the traditional organizational or
economic view and the relational or network thelbaged view (Hunt 1991 and Hertz and Mattsson
2003). We believe that the customer-supplier iam¥fmatters as it influences how both actors are
constructing each others, which further influengbsir purchasing decisions and actions (cf.,
Geminden et al. 1997). The ultimate competitiverndéss supplier is shaped through the actions and
perception at the grass root level.

Another issue is the view of an actor as an enBtymmesson (1999) criticized the tendency
to focus on the “pure” company and not considehggrid forms such as franchising systems and
alliances. In the current network economy also rotheny-headed” forms of organisation must be
taken into account as new market actors. Theseiargdnisational “enterprise platforms” and
network organisations may often have one customterface on a local level but still have several
companies behind it, such as a strategic net efdahnected companies, manifested by purchasing
and supply groupings present in retailing and wéallag and in the airline industry (de Man, 2004;
Christopher, 2005). In brief, in addition to spemkbf “markets as networks” we can envision “actors
as networks” or “networks as actors”. The tradiglomiew of the firm as a monolithic actor is not
sufficient in today’'s networked world where strateglliances and business nets obtain more and
more presence in markets, Moéller et al. (2005).

Since the emergence of internet and e-businessétieods of doing business have changed
radically. This change in the way of working hasl la@ impact on the development of organisations,
firms, cooperation and particularly on the emergeoicvirtual actors and platforms allowing internet
based and mobile-base customer-supplier interacBopply networks, strategic alliances, central
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purchasing organisations and other intentional foofncooperation have become an important part of
competitiveness also for many small and mediumdsmesiness actors. How should we perceive these
many-headed business actors theoretically and reaiaflg? Where is their customer interface?

This study explores different types of organisatiooonfigurations and forms of supplier
actors by using a customer viewpoint. We use thgeipand paperboard business as an illustrative
context and examine how the roles of suppliersdistlibutors have changed and what kind of new
actors have entered the market. This particuléd feechosen for a number of reasons. First, vee ar
interested in the change of the roles and orgaarrtforms of suppliers and distributors (the ag}to
within a traditional industry. Second, we belieliattthe emergence of the of internet and e-busiess
based methods play the major role in enabling oliaag a mature industry the paper and paperboard
business allows a comparison between the indugtsitulition structure before and after the adoption
of ICT based technology. Third, the lead authord#sng experience of the business practices of the
focal industry. Besides this explorative industiyalysis, the purpose is to try to identify such
characteristics that could form a set of critedaderiving a more general typology of businessract
The specific research questions are: what kindsusiness actors are there in paper distributiomwhe
we look at the suppliers from the customer relaimm perspective? Can we detect similarities or
common configurations, which would indicate typéoganisations? What are the strategic drivers
behind the emergence of these organisations?

At this stage we believe that the task(s) thatsingplier and customer (which can be single
organizations or network organizations, cf. Achd®P1) try to carry out influence both the way the
customer perceives the supplier and the way therface is, and should be, organized. The task can
be characterized trough several dimensions: comtplekthe task that the actors try to achieve,ahihi
is reflected by the “multifunctionality” embedded the task, novelty of the task to the customer and
supplier, relevance of the task for the customer supplier, and perceived uncertainty of the tasks
(Moller and Wilson 1995). These factors are expetteinfluence the hierarchical level(s) of actor
involvement, the number of functions / actors iweal in a relationship, and the interaction intgnsit
required.

This is a primarily an exploratory study utilizindustrative company examples within the
paper and paperboard industry. Based on a literatnalysis (industrial network theory, e-business
literature, and buyer-seller literature, includikgy account management) and an overview of the
paper and board distribution networks a tentatimeceptual framework for classifying suppliers is
constructed, emphasizing the view point of supgdigtomer interface. Then the identified supplier
types are discussed and illustrated with compamayngkes. Theoretical implications of the identified
types are considered and directions for futurearebesuggested; managerial implications conclude
the paper.

Change in business distribution networks

Globalisation and information technology are cragata major change in the modes how
business is being carried out. The availabilityrdérnet-based, www-based, and mobile technology
solutions is empowering both the customers andgéHers, reducing not only the transaction costs bu
how the customers compare and access differentovenglobally. The changes have several
implications on business actors, and these chamgesot located in Europe or USA alone. Dramatic
shift in the way business is done has taken placareas such as Asia, South-East Asia, Arab
countries and North Africa (see e.g. www.eugropa;cavww.prima-papernetwork.org; American
Forest and Paper Association). Although the maiirs changes are taking place in digital products
and services we will focus on such business aettisse sales activities concern physical products,
i.e. suppliers of paper and board materials andlymis. This does not exclude services, but pure
service providers have different business modaissystems. The focus on paper and board business
allows us to identify the changes brought by thgitdi technological platforms on buyer-seller
relationships in a traditional industrial setting.

We discuss the change in doing business and bgsawésrs using distribution and wholesale
as the starting point. According to Kotler and Arosg (1991, p.408) wholesaling includes all
activities involved in selling goods and services those buying for resale or business use.
Wholesalers buy mostly from producers and sell indstretailers, industrial customers and to other
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wholesalers. The Kotler and Armstrong classifiaatwas chosen since it provides a good historical
grounding before the launch of commercial Inteinanid 1990s and because of its influence within
marketing.

Wholesalers used to have the following channeltfans: Selling and promoting, buying and
assortment building, bulk-breading, warehousingndportation, financing, risk bearing, market
information, management services and advice (il#i)ce the late 1990s the impact of information
technology has been immense and it has greatlgtaffehe tasks of wholesalers and suppliers. We
illustrate the change in actor types by comparirgttaditional distribution actors and their rolas,
synthesized by Kotler and Amstrong (1991), see & dablwith the current situation, depicted in Table
2.

Table 1. Classification of Wholesalers by Kotledarmstrong (1991, p.408)

Merchant wholesalers Brokers and Agents Manufactures’ and retailers’
branches and offices
Full-service wholesalers: Brokers Sales branches and offices

Wholesaler merchants
Industrial distributors

Limited-service wholesalers: | Agents Purchasing offices
Cash-and-carry wholesalers
Truck wholesalers

Drop shippers

Rack jobbers

Producers’ cooperatives
Mail order wholesalers

In order to understand the change we have collectst of current representative distribution
actors from paper and packaging sector and orghtigen into a new classification in accordance to
their activities (Table 2.). The identified type® aliscussed in depth through illustrative casehén
section “Contemporary business actors in supplyvaimolesale”. The identified contemporary actors
are described through their business models acaprth the activities they carry out and the
organisational structures they have, as well asthwir product range and dependency on
manufacturers. The dependency on certain produatsaoufacturers is the greatest on the right side
of the Table 2, where the business model is buitdirad a certain manufacturer and its particular
products, i.e. the actor is an integral part ofamufacturer’s sales channel. The manufacturerseir t
sales offices do not normally sell their compesitg@roducts. Here also the ownership structuregplay
a significant role.

Table 2. Contemporary Classification of Supplied &holesaler types

Virtual Strategic Merchant Brokers Networked co- | Manufacturers’
platforms | alliances and | wholesalers and Agents | manufacturer- | and retailers’
supplier Supplier branches and
networks offices
Open Strategic Full-service Brokers Service and | Sales branches and
“market alliances wholesalers: solution-based | offices
place” Knowledge- | Wholesaler supplier
platforms | based- merchants grouping
groupings Industrial
distributors System
Purchasing suppliers
and
distribution-
based
groupings




Closed Supplier Limited- Agents Product-based Purchasing offices

member networks service supplier
platforms | International | wholesalers: grouping
supplier Cash-and-carry
networks wholesalers
Truck

Manufacturer- wholesalers
and product- | Drop shippers

based Rack jobbers

networks Producers’
cooperatives
Mail order
wholesalers

Many actors in distribution networks do have pnefdrsuppliers or umbrella agreements, but
they are not built on a static business model. Tdeyerally select their suppliers from a short list
based on the value proposition negotiations anthewalue that hey are able to offer to the pakicu
supplier(s). In some cases there are also ownecsimfigurations, but in general the business i# bui
on a very market driven assortment.

On the left side of Table 2 the actor types, theual platform types of organisations, are not
committed to any certain manufacturers or produmtsl therefore have minimal dependency from
particular manufacturers. They organise a flexiéahel market driven supply base that consists of
various regular and ad hoc offerings. In this martee suppliers do not have any ownership
configuration over the platforms. The Table 2 does however, imply that there is no variation,
overlap or synthesis between and among these mddglge multinational companies such as SCA
employ several systems in parallel and enjoy a wideket presence on many levels.

There is a high degree of complexity in contempoiausiness actor types. Many actors
overlap in activities and/or maintain parallel gyss in supply and distribution. This has created a
profound change in competition, since the indulstugtomer does not necessarily perceive any more
the original manufacturer, the original brand naoneghe differences between the different offerings
due to the multiple actors providing modified forofsthe original offering. For example, StoraEnso
has its own strong brand names that are marketedgh StoraEnso’s sales network, but in addition
there are large regional/local wholesalers who Ipage the same paper and re-label it with their
private label brand. Similar paper type may be labé through StoraEnso strategic merchant
network with its own labelling. The buyer perceivady the offers that it receives and the details
included in these offers, not necessarily the ithistion network configuration and its implicatioos
buyer’s choices.

A significant part of the contemporary offeringtie value setting of the offering. In addition
to the price and technical qualities, such aspexisho is the supplier, what is the brand namet isha
the service level, what are the terms of the deal what is the general context in which the
transaction will take place, are relevant. Privédbel activities and trade level branding are
phenomena that further enhance the origin-relagpdrsition among the distribution network levels,
i.e. the suppliers’ attempt to differentiate thelwmsg and strengthen their positions particularlyhsad
the customer does not perceive the origin of theepan cases when this is not an advantage.
Marketing and its non-conflicting organisation reessential tool for value creation within thisdiof
fragmented supply network. In this sense, the abdily of several types of distributors presents a
optimisation challenge for large manufacturers.

The types of activities that contemporary busireeters carry out in comparison to traditional
wholesalers are much more complex (cf. Table 1atule 2). Based on a careful analysis of trade
journals and magazines and on on-line sources amifitd numerous activities, some of which are
rather far from the traditional. The activities miiied are: Selling and promoting, buying and
assortment building, management services and gdvidk-bearing, product innovation, quality, IT-
services and systems, electronic databases arldgiaga, warehousing, transporting, logistic systems
marketing and branding, advertising, communicatimancing and credit arrangements, risk bearing,
market information, maintenance, technical suppbutlines, customisation, stability creation,
standardisation, lobbying, education, research, Wleaige sharing, corporate responsibility,
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internationalisation strategy, legal counsellingmplete system selling, and leasing systems. In the
next section we provide structure for this fragredndistribution network by analysing the basic acto

types.
Contemporary business actors in the paper industrglistribution networks

Our exploratory analysis suggested that the dewedop of the ICT technologies has
considerably fragmented the traditional distribotioetwork structure within the paper and board
industry. Multiple levels and parallel distributi@iternatives, involving cooperative arrangements a
other structurally novel systems, like virtual fidans, create situations where an industrial custom
does not actually perceive the real differencewéen choices. It is possible that it will be offérthe
same product from three different actors with thddterent brand names. One industrial buyer can
have several indirect relationships to the sameufaaturer without even knowing it.

The purchasing decision making situation todayahb more to do with a holistic perception
of the customer in each particular transactionagf@ghan in comparing relevant technical difference
Which supplier is the best for the specific taslkevaluated on the task-supplier-matching basis that
consists of a multitude of factors.

We have collected a set of supplier and distribatori-cases to illustrate the characteristics
differences of the basic actor types in the contmamy distribution network. The selection does not
aim to provide saturated information but indicdtesexistence of novel forms. It can be noted tiat
variety of tasks and their character has changdidaiy since the early 1990s. The information has
been collected from the internet in January-Mar€i®072 from written company documents and
presentations, and from industry specialist intama and discussions (Elo 2005) and from respective
literature (Elo 2005, Siitonen 2003).

Agent, broker or representative type of an actor

Fein SA represents a classical paper agency tyme afmpany concentrating on sales and
import and export business. It is a Belgian compestablished in 1978 and has 7 employees. Its
product range includes packaging paper and padkdgiards, printing and writing paper and board as
well as publication papers.

Heinzel Sales is another type of a trader speeilis global sales and marketing. They have a
more diversified approach as part of the Heinzebupr They see themselves as a turntable in
worldwide trade with commodities like pulp, papdmard and chemicals. They enable global
marketing and sales from their suppliers and thwin integrated industry in the international puta
paper markets. Heinzel Sales concentrates on Eagp&an markets, southern hemisphere and Russia.
The main customer groups are the paper and packagistry, converters, publishers, printers and
wholesalers. Their sales value in 2006 was € 59®j8ibn. They had 92 employees in 2006.

Tepa SA is a typical family company which is an lagive agent in Greece for papers,
paperboards for graphic arts and packaging. It egsblished in 1995 and has now 14 employees.
The company has several paper and board typesassortment.

The Agencies typically have given contact persongHeir customers.

Merchant wholesaler type of an actor

Angelidis-Georgakopoulos SA is a large Greek wradkrsmerchant with a full assortment of
paper and board types both in sheets and in riglsurnover in 2004 was 56,9 Mio. EUR. The
company is a client of the principal European pgmeducers, it imports paper and cardboard for
printing and packaging in rolls and sheets and l&eppmewspaper and magazine publishers,
lithographic printing firms and manufacturers otkeaging materials. It has five warehousing units
with almost 70 000 ton storage capacities. Thikssktivice merchant covers the whole Greece and also
exports to neighbouring countries.

M6 Papers in the UK was established in 1972. liath a merchant and a converter with a
good range of products and a full converting servic

Colombier UK and Colombier Group are also paper laoakd merchants with a converting
services. Colombier UK was established in 1976.yTdal over 300 000 tons of paper per year and
their specialisation is in conversion sales, joskles, prime sales, trading and agency salesiouga
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paper and board types. They offer full conversenvise and even provide a mobile conversion option
for their customers.

These kinds of merchants have a direct relationsliip their customers since their tasks
require intense communication and need-matchingiedsas higher degree of coordination due to
higher service complexity and customisation. Tarsd confidentially are pre-requisites for customer
relationships concerning conversion.

Sales office or Manufacturer-seller type of an acto

UPM Group is one of the leading forest companiebiclv has the following divisions:
Magazine Paper Division, Newsprint Division, FinadaSpeciality Paper Division, Converting
Division, Wood Products Division. It has an exteessales network of its own. The group consists of:

. 15 countries make UPM quality products - paperyeded products, wood

. 68 production units in 15 countries

. 21 paper mills in eight countries: Austria, Canadhaina, Finland, France, Germany,
the UK and the USA

. 55 countries have UPM sales representation, butes@fv countries have an
organised sales system directly from UPM

. 10 countries have a UPM Logistics organization

. 3,200 customers in 120 countries

UPM considers efficient, reliable technology anddetanding production know-how as the
backbone of their production units’ operations. Tdmmpany has a broad product range and its
business is built to a great extent on regulararost relationships with large or medium-sized
customers to whom such aspects as reliability, Bigindard quality, regular deliveries, just-in-time
thinking and competitive overall sales deals anedrtant.

In brief, UPM’'s customer buys certainty in the fomh brand names and has a direct
relationship with the manufacturer or its salesceff The actor relationship is rather dyadic, @sehs
a specific contact person who takes care of theomes’s needs and transactions.

Networked co-manufacturer type of an actor

Stenqgvist Finland, Flexographiki OE, Metron Ltd artpap Oy are all specialised
manufacturers in packaging. They produce and cdym® with their manufacturing facilities both
semi-ready and/or ready products which are then shiectly to industrial user-customers or
concerning some products to wholesalers and regailg/pical products in this category are special
wrapping papers, food industry packaging solutigresiticularly packaging for bakeries and meat
industry, fast food packaging, construction indpstolutions. They concentrate on direct regular
relationships where the products are often cuskxniaccording to customers’ specifications
concerning material, size, print, package, qualitg so on. This type of manufacturers has ofteh bot
horizontal cooperation to create a finished prodscivell as vertical cooperation to secure the fibw
raw material and sales. The relationships with &tidal customers are generally direct, and arenofte
built on a long-term cooperation due to the comipyef “fitting” the product and the respective mee

Strategic alliance type of an actor

Papyrus is the wholesale organisation of Storafpag®r group. Papyrus bought a large part
of another wholesale organisation Schneiderséhdenesdersohne (Ettlingen, Germany) had 2.100
employees and its turnover was 1,1 billion eurbfiad 15 sales offices jn Germany and daughter
companies in 10 countries. The assortment coverse ntban 8.000 different products in
writing/printing paper and office paper. After thakeover their turnover totals approximately 1,8
million tons of paper and board which makes themtéosecond biggest paper wholesalers in Europe.

Paperlinx is a global trading group which has bailstrategic alliance type of an affiliate
network across Europe. It is a leading independesmtchant of paper and related products to the
commercial print, office and display markets. Istreeadquarters in Amsterdam where the network if
paper merchants in 18 European countries are mdnBg@erlinx Europe sells annually almost 3 000
000 tons of paper and related products to a vadeprinters, publishers, sign makers and offides.
has some 80 000 customers in Europe and it ruresyacompetitive brand portfolio. The Paperlinx
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Group trades on a global level and its sells 0@ 800 tons annually in 65 countries. It tradeswit
packaging papers, board, woodfree reels and itigevsuppliers and their customers access to the
global paper market.

INAPA is paper wholesale company consisting of wkalers in various countries in Europe.
It is the fifth largest paper wholesaler in Eurogéh a market share of 11%. The group has app. 1600
employees and it sells about 1,1 million tons gigrawith a turnover of app. 1,07 billion Euros. The
Group is listed in the Stock exchange in PortuiaGermany INAPA Group runs under the name of
Papier Union.

IGEPA Group is a German-origin strategic allianc@aper wholesale which is represented in
17 countries. It is the second biggest Europearmapolesale strategic alliance with some 40 000
customers. It employs 2 350 people and coordinatastwork of strategic partners. Its turnover is
above 2 billion Euros and its sales volume is alig8itmillion tons of paper.

Virtual platform type of an actor

There are an increasing number of virtual marketelactors. Virtual here refers to the way
the customer relationship and communication is keiabnd organised. Virtual platform actors have
strong similarities to the activities of an agengyiting sellers and buyers together, however, with
limitation to a place. Alibaba, Indiamart, Kenfalit;Bay and many others, more regionally oriented
virtual platforms deal with international busingeday. A part of the traders are specialised igksto
lot type of business, not competing directly wiggular standard business.

Alibaba International (www.alibaba.com) is an EsgHanguage website primarily serving
small and medium-sized enterprises (SME's) in termational trade community, with more than 3
million registered users from over 200 countried &arritories. More than 500,000 people visit the
site every day, most of them global buyers and meps looking to find and trade with sellers in
China and other major manufacturing countries. & has achieved a serious platform position due
to its good administration and system. It has altmacted partners that support its activities Whic
gives an additional positive note to its competitigss. Due to Alibaba’s position the customer
relationship is linked through Alibaba to the firgller, such as Zhejiang Feima Paper Co., Ltd.
Therefore the “ownership” of the customer relatlipsis shared though this platform and Zhejiang
Feima Paper Co., Ltd. In several transactionsusisal that the supply side is approached agaihgusi
Alibaba, particularly in cases of commodity typeagbroduct.

The virtual platform carries out a pre-selection anganisation of offerings on behalf of the
customer. The customer does not have to searaiufoerous possible suppliers or carry out multiple
preliminary purchasing negotiations with them whisloften time- and resource consuming. These
are particularly valuable services for SME cust@neghich often are not willing invest their limited
personnel to this kind of tasks. In addition, ilmsogeographical areas there still is a seller'skatar
therefore some buyers may find it difficult to plase the required products due to their limited
attractiveness as customer.

Actors’ value creating roles and positions

We suggest that it is useful to compare the diszhidsstribution actors according the number
and degree of the complexity of the tasks theycaamying out and the degree of their strategic
importance and added value provided for custoniysutilising these two dimensions, which also
reflect the underlying business models, we carateely categorize the examined distribution actors
in into business based on their strategic positipnéee Figure 1.
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Figure 1. Tentative categorisation of suppliersifrcustomers’ perspective

The main difference comes from the way the orgaioisa build on value adding activities,
such as sales and technical expert consultatiosndbrg, services, customisation, finance and
integration/intensity of the customer relationshipe different types of actors use the three custom
relationship value levels; contact level, relatlipdevel and general level (Rapp, Storbacka, Kaari
2002) in various ways in accordance to their bussmaodel. The more complex services the actor is
providing (upper right hand corner) the more intemghe interaction, including all the mentioned
relational levels. An important aspect to notehattthe different roles require different skillsdan
resources and consequently put varying requirementsthe capability profiles of distributor
organisations.

Factors influencing the supplier-customer interface

One way to try to gain understanding of how and wteydistribution networks are changing
is to examine the supplier-customer relationshipfthe customer’s perspective. The change in paper
distribution networks naturally has many root caysme of these being the way how customers buy
and relate themselves with their suppliers in copterary paper business.

We have to note that there are single supplier-kihdooperations, but mainly the customer
has several suppliers that may be competitive anthtementary regarding their offerings. When the
asymmetry is high the small customers attempt td hacompetitive supplier relationship to reduce
the degree of dependency. Even small family comgaased business customers tend to hold a
portfolio of suppliers and partners so that thecfioms of their company are secured also in the oés
a sudden change. Economic benefit weights oftererii@n the risk aspect and the balance between
profit and uncertainty are vital criteria for maeagent in purchasing related decision making.

In this section we identify and discuss factors gietnomena influencing the supplier-
customer interface.

The situational factor

One of the key issues influencing the nature ofuppber-customer relationship and the
selection of a specific supplying actor is the eahtand the specific buying situation in questilin.
the purchasing organisation is acting independefdlyy autonomously, it has theoretically a free
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selection situation. However, many purchasers ierea part of a large group of companies or part
of a strategic organisation which means that treeyotlow, at least partially, a kind of frame set b
umbrella agreements (Mouzas, 2006; Mouzas and F200/). The selection of preferred or
associated suppliers or other such limitationshmice affect the scope of possibilities.

On the other hand, the novelty of the task playsigaificant role. If the company has
experience from the particular purchase procedigeisks are perceived and understood. If the
individual transaction is a direct re-buy the cleodf a supplier is given. Therefore we concentoate
a situation where a company considers the purabfaseaw-material or a semi-ready product, such as
paper bags or wrapping paper reels, from a widietyanf suppliers across different types of actors.

The geographical and cultural factor

Another interesting element of supplier selection aelationship is the geographical and
business distance. There are many types of prodinith are not worth it to be shipped very far due
to the over-proportionally high transportation sodh addition, there are numerous culturally-based
reasons why a certain supplier origin is preferoeer another. These preferences are based on
multiple factors, such as on the way business i @md how they match between the two companies
and on the way actors perceive the value comingn feo certain relationship. Reputation and
stereotypes still influence the decision makingcpss in addition to technical specifications ardda
guality. For example, in paper business Chinailk sstffering from a low-quality image, whereas
Finland and Sweden enjoy a high quality image. &dy technical and service image matter, but also
the reputation of the company in terms of environtakissues is starting to influence customer
preferences.

Relationship-based factor

For SMEs it is often particularly difficult to chge or to test a new supplier due to the high
impact of one order on the company’s processesyMEMES operate with a limited range of rather
stable suppliers due to organisational factoraneas, trust, reliability, credit arrangements akoan,
closer relationships, etc. That is, not all critieeements are product- or price-based when make
purchasing decisions. A successful existing suppliger relationship is likely to continue until a
notably better alternative in terms of perceivetl@acomes into picture. A new unknown supplier-
candidate has to work hard to get a chance tousddiss it can offer a visibly superior economic
benefit.

On the other hand many SMEs have a limited choicteims of suppliers, since the sales
volume they provide and the way they do businesmisttractive to all suppliers. Therefore a good
working relationship with a reasonable and flexilgplier is often a realistic choice in comparison
with the “best price” or the leading supplier.

The strategic importance of the deal

The strategic importance of an individual transacimpacts the choice radically. Therefore
it is rare that a new unknown supplier would besdmin a case of high strategic importance.
Industrial references, strong brand names and d gack record in the industry are often “musts”.
The importance can be strategic on many dimensfongxample, a certain incremental innovation in
one product or raw material may require modificagion the existing system. A company as a part of
larger business actor network may have selectedegic partners for important supplies, therefore
these kinds of decisions are not easily changed.

On the product-, commodity- and raw material lealeb the supplement or the existence of an
alternative solution plays a significant role fbetselection process, since strategically impodaats
can not be too uncertain. An interesting notiorthe strategy is the asymmetry in the seller-buyer
relationship, since small buyers are generally eamed about becoming too dependent on large
suppliers and therefore increasing their risk pmaenOn the other hand, the asymmetry works also
the other way, customer perceives high risk if skipplier is seen to be too small to guarantee a
smooth functioning of the relationship.

The intensity and multiplicity of the task
Important aspects shaping the supplier-customatioekhip are the perceived complexity and
strategic relevance of the purchasing task fordirgtomer (Wilson and Mdller 1995; Mdller and
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Laaksonen 1987). Generally high complexity involeestomization of the offer, which may require
interaction from persons representing various fonal expertises leading to higher interaction and
interdependency. The importance and relevance ch spurchases increase the intensity of
cooperation within the seller-buyer relationshipniplex customized purchases require also more
mutual actor involvement in terms of organizatiomakrarchy, business functions and coordination.

The intensity of cooperation is an investment whieimds to lead to more long-term
relationships than is the case in raw materials@mmodities. However, similar type of investment
is required when the financial and production pssc&take of the purchase is high, for example, when
it concerns large and continuous quantities of radse

Especially smaller industrial companies consideefcdly the selection of hardware suppliers
as they have to get along with the purchased ptddu@ specific time period. When uncertainty is
high and the purchase is either a material thaldbthe company for a certain process or a piece of
hardware that sets up a significant functional gartthe manufacturing process the level of
deliberation of the decision making process is r&atae.

We summarise the influence of these contextual situdtional factors on the purchasing
decision making and on the supplier-customer wghip by drafting a tentative contingency
framework, see Figure 2.

Figure 2. Contingency model for understanding #s& related strategic elements
between supplier and customer

High Low Implications:

) High hierarchical level of
Complexity and involvement
multifunctionality of the task
Low hierarchical level of

Novelty of the task to the involvement

buyer/seller Large number of functions

involved
Importance and relevance of

the task to the buyer/seller Limited number of functions

. . . involved
Perceived uncertainty and risk

the task to the buyer/seller High intensity of interaction

Low intensity of interaction

The contingency model assists in understandingstipplier portfolio structure of a buyer,
since it is often not possible to get a “holistaéfering for the needs of the company from one $app
only. The more “high” levels the purchasing elemseare the higher the expected intensity of supplier
customer interaction, implying high interdependeang interconnectedness.

Changing value system: Reconfiguration of paper digbution

It seems that the way value production and espedigldistribution is organised in paper and
board networks is under considerable change. Wevieethat the contemporary complexity in
business actor types in distribution is so higit thgart of the customers, particularly locally dxhs
SMEs, have difficulties in analysing their alteimas and the implications of their supplier choices
They do not necessarily get information about thgimal producer of the paper any more. Larger
buying organisations and companies that can achinevstatus as “key accounts, national accounts, or
global accounts” generally benefit from the cemead trade discussions and umbrella agreements
(Mouzas, 2006; Mouzas and Ford 2007) where they ns&ytheir accumulated market power and
economies of scale. In some aspects the businésedye very large corporate groups has become
more oligopolistic.
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The value that the supplier-customer relationshipvides to its parties is constructed
differently in different situations and contextsn Anderlying reason of the existence for distridvuti
actors is that these organisations may take casalef, marketing, distribution and logistics-retat
activities better and more cost-effectively tham thanufacturer or customer alone. They can construc
and complement a vital part of a manufacturersu@atreating activities in the value system by
specializing on such tasks that are not perceieeliet within the core competences of either the
manufacturer or the customer. This is the undeglgiconomic rationale of their network positioms. |
other words, the distributors not only serve thalustrial customers but also their suppliers.

Important phenomena in the changing distributiotwnek are the emergence of what
Gummesson (1991) calls “many-headed” organizatiamg] the symbiotic relationships between
“‘internal” customers and suppliers (Mouzas and F2087). Also Forsstrom (2005) points out the
increase in cooperative aspect in value co-creafitre partnerships and cooperative thinking has
been a significant tool for many kinds of paper lgsalers, and has lead to the establishment of
horizontal value nets (e.g., Paperlinx, INAPA, dG&PA).

This strategic aspect in the value creation inrithistion is often neglected. It is not only the
value from the customer’s point of view which megidout also the value that the distributor offiers
the suppliers. In practise there are several custaupplier interfaces in the value network, arebéh
are competing to add value to the next trade l&. agree with Christopher (2005, p.288) that
contemporary business models are more market dritxery build more on mass customisation and
one-to-one marketing, they use virtual network&rimation capabilities and focus more often on the
customer value creation, although we approach riiose holistically in the network context (cf.
Henneberg and Mouzas, 2004). The main point isthieavarious distributing actors vary considerably
in their strategy for providing value for both thehd customers and suppliers. The success andefail
of this internet and www —enabled competition dsitlee changes of the distribution network.

In general, such aspects as logistics & warehousifig systems and electronic
databases/catalogues, distribution channel andicsetecations, common branding, coordinated
management activities, system compatibilities, ecop services and competitive future-oriented
image are emphasised in the contemporary distri§utooperative arrangements or value nets. In the
case of full service distributors, manufacturerd aetworked manufacturers, the service level, high
customisation and close customer relationshippearecived as key value creating elements which are
often designed in cooperation with the customerthimm case of more commodity oriented trader-
wholesalers and virtual platforms the value hasifferdnt meaning and it is more based on
opportunity matching, pricing and customers’ woddereduction.

It seems that the large manufacturing groups sschnt@rnational paper, Georgia Pacific,
AbitibiBowater Inc, StoraEnso, UPM Group, SCA, Moraothd other large multinational groups in
paper business develop their distribution stratbgyhaving a significant central role in various
supplier and distribution networks and often atswertical production and channel networks in saich
way that the less resourceful competitors are bt 8 follow. They have invested heavily on their
distribution systems, even on multiple overlappéygtems, in order to secure good market coverage.
These actors are able to monitor the industry wddgribution network development. The large
business actors have tried not to compete as égiratopies”; there are differences in their praduc
emphasis, geographical areas, customer types amnielsa models. They have variations in their value
creation systems and they have at least to sonemtegticceeded in making it perceivable to the
customers.

Representatives and agents, together with manyesal@rs and merchants, have become
more and more the sales satellites of their praisipTheir role is squeezed between the costs and
need to remain present in markets and regions whareifacturers’ sales offices are not economically
viable. In many markets the development of strategbups and the strengthening of merchants’
position have reduced the importance of agents.

The idea of the strategic supply-, distributiond grurchasing networks is not new as such, it
stems from the principle of cooperation and ecoesnaif scale, but its applications in the paper and
packaging business have created new variants tedimpetition. The mobilisers of these strategic
nets (like PaperlinX, INAPA, etc) attempt to orcinate companies into a horizontal cooperation on an
international level. These business actors areerattomogenous being all wholesalers. Strategic
supply and distribution networks build on orgarimadl knowledge and capabilities, specialization
and service aspects; often they have a backgroumtiolesale which assists them to create customer-
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oriented value systems. The common purchasingigctitfows them to be more competitive also in
pricing. The strategic nets have more an internaticharacter, whereas the co-production network
type of groupings are mainly national or local. ¥lage rather limited as networks and often focus on
a certain activity or a product category. The ineal actors tend to be heterogeneous in character.
The virtual platform type business actors havetrettuced the idea of a market place into a
global context by becoming central coordinatorsvisgr numerous customers and suppliers. In this
context, the dimensions of the customer interférilsl be reconsidered. They are multiple, but there
is no key account manager or a dedicated salesrpefdis kind of business is done less on the
relational level than on the transaction lev€he buyer has an interface with the “branded” platf
like Alibaba, after which it has a customer integdo the individual supplier and its various parss
or departments. The relational aspects of a salasdction with such a platform differ radicallgrin
the monolithic company sales, since here the “osipt of the customer is not in the hands of a
certain sales person, but of a virtual brandedf@tat For example, when a customer considers a
rebuy, it contacts Alibaba again, not the origiseller/supplier. The virtual platforms run a very
diversified and fragmented assortment, but despéesometimes perplexed appearance of the access,
simplicity and price level have made a differermarticularly in semi-finished and finished products
and commodities. For customers who do not purcheseded products and who are price sensitive
this business actor type has become a seriousaitex, not to the mention the fact that there are
many regions which are not well served by supplersaditional distributors.

Basic strategies driving the distribution network dhange

Next, we try to identify the potential strategieglachange logics driving the restructuring of
the paper and paperboard distribution and supglyar&. As mentioned, we believe that main change
force is the introduction of the Internet and e-omence technologies. It is suggested that the
restructuring can be captured through the followititange strategies pursued by the actors:
disaggregation, reaggregation, disintermediatiemtermediation, and resistance.

Disaggregation

Paperlinx and many other strategic paper merchetsthrave successfully used disaggregation
as a tool. They sell a wide range of products amdities, often branded with a private label system
and this assortment is sourced from several matwr&xs who make their supply basis. The strategic
nets build their value proposition on comprehensind high quality assortment, competitive prices,
close customer relationships, and good market poese They have strong logistic and IT systems
that keep this value system going. It is intergsthmat as suppliers they have large manufactuhaits t
maintain their own competing networks and sales@df i.e. these relationships are co-opetitive.

Reaggregation

When complex industrial semi-finished productsausons are required then either the buyer
has to orchestrate the completion of such a solutip having several suppliers that may have to
cooperate in order to produce this solution orit operate directly with a distributor who can [dev
this kind of reaggregation service by compiling amegrating the required products, components and
services. For example, in packaging industry tregeemany small material producers who can only
provide the early part of this value-adding procasd the next one takes over. The coordination
services are generally provided by still other exctwho then form the customer interface. This & th
case in food packaging products, where Flexograitkand Metron Ltd produce, partly co-produce
and then coordinate the value-adding convertingcgsees on behalf of their customers. These
solution-arrangements are generally relatively @usied and cannot be easily reproduced. On the
other hand, this protects the network positiorheke integrators.

Disintermediation

In paper industry the trend has been towards highegration and fewer middlemen in the
distributor network (see e.g. Stora Enso, UPM Gjoiipaditionally the mills had numerous agents
and representatives which used to be granted éxeltights on certain geographical regions. In sase
where the cooperation with customers and agents nehssuccessful the paper companies had
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difficulties to shortcut the relationships due e ttontractual limitations. In some cases they thost
customers to the competitors due to such agendylgms. Since the applications of IT technology
have become normality across the main markets dperpmills have started to shortcut agents and
representatives by establishing a direct relatisstvith the larger customers, a big newspaper for
example, whereas the agent/representative hasmedhahe sales channel for the smaller and more
fragmented customers. This has improved the qualibustomer-supplier relationship and simplified
the communication. It has also enabled a deepgrecation on product development and innovations
among the key actors. Also the small customerbgiter service because they do not have to compete
with the big customers for the attention of the ofanturer’s sales force.

Reintermediation

Virtual platforms, such as Alibaba and Indiamarg examples of distribution actors that use
reintermediation as a way to develop new strategés and value creation-systems. These actors have
recognized the architectural opportunities in tixéesteng markets and have created a system that
exploits gaps and niches. A traditional supply dredribution network was not efficient for many of
the products and commaodities that these virtuaraaffer due to the relatively high service casts
relation to the value of the end products. The argi emphasis is also on markets where many
American and European business actors do not heryestrong presence. Virtual platform operators
have integrated the more transactional side of lsrgpsuch as stock lots and job lots supplieas, b
are also connecting waste product- and left ovedyoet suppliers to the international trade. As such
they provide higher value for their suppliers thiaa traditional distributors.

Resistance to change

A part of the smaller business actors, particuléinlyse who are agents and representatives
encounter problems in the changing distributiowoét. These actors have not been able to modify
their role and position in the network in a way tthaould allow them to maintain their
competitiveness. Some actors feel that the sitmasoonly temporary, based on the down turn
economic fluctuation of the paper business. Theseraresist strategic change and attempt to keep
their strategy as it was, suffering from a higtetat rigidity (cf. Luostarinen 1979). Some family-
based businesses, governed by highly traditiomtaeeattitudes, see their business to diminishdbut
not have the will to change.

Theoretical and managerial implications

By comparing the new paper industry distributiohwoek and its value creation logics to the
situation before the e-commerce, we can see thamyp the business actor formats have changed but
also the way the new actors do business and how diganise themselves (cf. also Christopher,
2005). The paper provides several insights on Hendifferent actors create and capture value in the
paper distribution networks. The emergence of nteegded business actors and various hybrid forms
have created customer confusion on one side arldeoother side the development has enabled more
direct relationships and better symmetry in supgigstomer relationships.

One of the striking features of the fragmentedritistion field is the differences in the
supplier-customer interfaces. This is partly driventhe specialization of the actors ranging from
simple offering mediating service (virtual platfa)jrto integrated “full service” offerings. We sugte
that it is useful to categorize the suppliers astridutors according to two dimensions: (i) theyche
of complexity of the tasks that they can provide thee customer, and (ii) their degree of strategic
importance for the customer (framework in FigureTHese are the key factors influencing also the
supplier-customer interface.

What makes matters complex is that also othertgine factors, such as relative novelty of
the purchasing situation, cultural distance anerofictors influencing the perceived risk influetice
relationship. The paper contributes to dissolves thbmplexity by proposing an exploratory
contingency framework which identifies how theséeaadent factors are related to the intensity and
complexity of supplier-customer interface (framekvor Figure 2).

We suggest that the changes in the supply andhldistm networks in the paper, board and
packaging business can be traced to four diffeaetdr-level strategic approaches: disaggregation,
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reaggregation, disintermediation, and reintermexhafl he identified fifth approach, resistance @t n
really a strategy; it reflects lack of strategy addptability.

Our analysis of the distribution actors supports ieed to reconsider the general view of a
business actor as a monolithic firm. In additionctamparing firms according to their size (small,
medium, large) or nationality (local, internationhnsnational, multinational) we should underdtan
and categorise the actors according to their osgdional forms (horizontal nets, vertical nets,
multidimensional nets, virtual vs. traditional fedsd network positions and roles.

On the basis of our findings we suggest that meearch should be directed towards
development of the theory of multi-organisationateeprise. A profound definition and articulatioh o
a multi-organisational enterprise calls for moredapth research, but it seems that the key novel
characteristics will include: collusion of autonamsoactors forming different types of entity, which
can cover multiple network layers and/or coopeeateams, multiple level of customer relationships,
offering bundling, multiple markets, pooling of cesces and capabilities, common activities and
projects/research & development, possibility to @ctone or as many. In short, multi-organisational
enterprise can take many shapes in competing @ahewpportunities offered by the changing supply
and network structure (cf. Verbundgruppen, Isie://www.zgv-online.de/Aktuelles/E3282.htm?b=1.)

At the moment we have only vague tools and ternaffar for the management interested in
creating and operating with many-headed entitig@feir operation logics, resource bases, internal
structure and functions are very different fromirgle enterprise. In general, the development of
different actor types and forms call for theory elepment, particularly in strategic marketing and
other theories which relate to distribution, supahd purchasing networks. They need to incorporate
the novelties of the actors and perhaps revisitvihg they treats multiorganisational or aggregate
actors.

The reconfiguration and changes in the paper digidan networks represent just one industry,
but these changes may have more generic valuex&mniaing the transformation of other traditional
and well established industrial fields. Managersch® understand that the way they organize their
value creating offerings directly influences thedatential for value capture. There is no safe zane
the globalising business world, all recognized aor needs and markets niches will become highly
competed. The tempo of development is also difterewvarious geographical areas, which implies
that managers cannot just copy a business modkbutitcustomising it for the particular market.
Macro-monitoring, orchestrating and managing cdjtedsi and close relationships to the market seem
to be key topics for contemporary management. Taeagers need to be able to monitor, understand
and use their macronetwork perspective and knowled{thout that the business actors are unable to
compete and position themselves in the marketdrahg run. However, aligning value constellations
requests well functioning cooperation in the bustneetwork, that might be the hardest task for
managers.
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