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Customer sharing: a new driver of strategic network in the contemporary
retail industry

Abstract

Companies form networks in search of various b&nefin emerging form of strategic networking is the
customer relationship network consisting of actbet share their customer databases in order tefiber

the shared customer base. The aim of our papereisgiore how a joint marketing network based careth
customers works and develops. The empirical fouodadf this paper is based on a qualitative emgiric
study, which consists of exploring a strategic metwthat comprises seven independent companidsein t
Finnish retail industry. The study is carried auinh the perspectives of the key node and the paringhe
network. Our study contributes to the businessvolds literature by identifying six levels of custer
sharing in the strategic network: the match of orzmtional values, customer base matching, extgndin
offerings, cross selling, improved concepts and rewsiness innovation and the development of
cooperative relationships in the strategic netwdrk.the beginning, partners seek cost-effective new
customer acquisition through sharing their custob@ses and access to each others customers. As thes
wins are gained, closer cooperation and betteetiangyand cross selling can bring additional beselihe
next challenging step is to learn to arrange théua offerings of the parties into joint concemad to
develop new offering packages and concepts togetlir other partners. Only after experience and
learning of cooperation through these levels cam mletwork succeed in developing new business
innovations. Another contribution is to describe ttevelopment of customer relationships networks$ an
motivates and benefits at different levels. An gsial of a prevalent retailer network reveals how th
realization of gains for both the entire networkl ats individual members is determined by the etrotu
stage and management of the network. Our studyestgthat the levels actually depict on both haorialo
and vertical growth of business in the strategigvoek, which may take place simultaneously.

1. Introduction

Business networks are the source of firms’ distlectompetitive advantage (Borch and Arthur, 1995;
Gulati et al., 2000; Juttner and Schlange, 1996lévi@t al., 2005). Dependence on network relatigrs
and the maintenance of such networks might dictiate core survival strategy of firms in the global
economy (Chapman et al., 2002). The network appraiems from the idea that each company in the
market has several different relationships witht@uers, suppliers and other business actors. Nksiae
sets of relationships between firms, where compaaiggage in multiple two-way relationships to bring
increasingly complex products and services to thekat (Aldrich, 1998; Cravens, 2006). Thus, comeani
are able to enhance their effectiveness and cotimpetidvantages through the network of variousracto
Systematic networking activity depicts contempotauginess.

There are strong incentives for firms to intenséatienships with their customers. Collaborative
relationships are of growing importance to cust@mand suppliers alike (Ford, 1997). Proponents of
relationship marketing seek to develop and mairitang-term ties to their customers in the hopeafiing

a loyal customer base (Morganosky & Cude, 2000)rddeer, prior studies in the industrial markets
indicate that a supplier's potential for value toFato customer increases in relative importanse a
relationship moves through the life cycle (Eggerale 2006). This leads to the notion that custemieust
and loyalty enable their suppliers to gain relahip-specific advantage over current and potential
competitors. In addition, they enable the emergearice new phenomenon that is especially visibl¢hi
retail industry. The leading retailers’ concepte arcreasingly based on building strategic netwankd
sharing customer information with their partner®ider to benefit of the shared customer base.aihds

to take advantage of other firms’ customers’ traustl loyalty to their suppliers, as well as streagtthe
customers’ loyalty by creating value added.

The rise of customer sharing could ensure winningiess models in the network economy. In the
fundamental form, customer sharing refers to bgsirgetors that share their customer databasethigh
firms in the strategic network. In its advancedripicustomer sharing results in novel offerings Hase
multi-actor collaboration. Both of these forms rieguhe development of intense business relatigusshi
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among the network partners. In fact, organizedabaltation, such as customer sharing, among the
companies involved is an important driver of sigatenetworks (Gadde et al., 2003). Networks havenbe
analyzed with different theoretical backgrounds arethods, at different levels, and with differegsults
and conclusions. This diversity promotes a betteteustanding of the antecedents, drivers, dynarams,
effects of relationships and networks (Ritter & Genben, 2003). However, despite the fact that gliate
networks have proven their potential in creating @apturing value for multiple parties (Jarillo,889
Elfring & Hulsing, 2003), prior research lacks urstanding of customer sharing among the network
context.

The aim of the paper is to explore how a joint meéirlg network based on shared customers works and
develops. We consider “customer relationship nétaioas networks of partners based on shared custome
bases and discuss the concept by exploring hovormgstsharing drives business opportunities from the
perspective of networking. In concordance with ofsgectives of firms’ relationships with custometise

aim in strategic networks is to establish long-g8ag relationships and commitment to working togetto
support the best interests of the shared custormse. bThe evolution of the networking enables fitms
benefit of each other in time. Hence, our studyu$es on the drivers, benefits and levels of custome
relationship networks by analyzing the phenomenorthie retail industry context. We are especially
interested in the following specific research quest

(1) What is customer sharing in the strategic netwontext?

(2) What are the different levels of strategic ratnevolution?

(3) What are the motives and rationale for firmshare their customer base?

(4) How does customer sharing drive business aigie and risks in these levels?

Our paper is structured as follows: After this adluction, we discuss the theoretical foundations of
customer sharing from the strategic network peitsgcWe then proceed with a conceptual framework t
describe the different levels of development int@oner relationship networks. After that, we illage the
framework a case study on customer relationshiwarétin the retail industry. The study provideswigh

an analysis of the drivers, benefits and levelsusitomer relationship networks. Finally, we conelule
study by discussing the theoretical and managamiglications derived from our analysis and recomdhen
some avenues for future research.

2. Theoretical background

Research and development of networks inch towatdstegic networks. Concurrently, successful
networking is claimed to become the basis of coitipetadvantage and the key to successful business
models lies in understanding the dynamics of gjrat@etworks (Allee, 2000; Tapscott et al., 2000;
Timmers, 2003; Miles et al., 2006). Some authorselattempted to identify how to develop and manage
different types of strategic networks and theitiatives (Jarillo, 1988; Mdller et al. 2005). Despthat
already Hakansson and Snehota (1995) called foe extensive insights on the firms’ strategy forrtiola
and its implementation in the network context, ¢hisrstill a lack of understanding among reseasched
managers with regard to the motives and drivercadfaboration. Companies enter complex business
relationships to exploit and develop their resosircend to create and maintain the basis for their
competitive advantage (Hung, 2002). Strategic netsvenable them to adapt rapidly to market chaages
combine knowledge and capabilities beyond their pagsession in order to create new business models.

Actors’ interests, perceptions and positions ater@sting subjects in the network context. Theseds
have been of key concern in the research literaioraetworks from the perspective of industrialeek
approach (INA) since the early 1980s (Easton, 18824, 1997; Hakansson and Snehota, 1995). Acaprdin
to Hakansson and Johanson (1992), network actors fige characteristics: they (1) perform and (2)
control activities that are based on (3) contraronesources and (4) develop relationships witln edlcer

(5) through exchange processes. Furthermore, Hobindund T6rnroos (1997) point out that the actoes ar
goal-oriented; they act in order to make econoraio @nd to increase their control over the valwsating
network. Actors have differential knowledge abocetivdties, resources, and other actors in the neéyand
they provide both information and opportunities identify new business alternatives. However, their
interests regarding the objectives and positioth& network are often temporal, and may be markedly
different in the future.
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Specific characteristics of industries make thédéince in creating customer loyalty and the retaitistry
remains a challenge. According to Morganosky andeqQ2000) there appears to be a lack of loyaligynip
particular food retailer, thus causing consideraia-intended sharing of customers among competing
retailers. Keeping in mind that loyalty may increasvolvement in relationships retailers such ascée
pursue catching up in the customer loyalty racesbiting up customer-loyalty programs and using
customer-card systems (Clayton-Smith, 1996). Mdraaced forms of customer-focused strategies employ
the concept of customer sharing. The idea behistbooer sharing is that firms purposefully sharerthe
customer information with other firms and allowgsheartners an access to their customer base hamege

of getting information and access to their partnesistomer base. The reciprocal link partnershigved the
firms to benefit from each other's market strengihd target new customers, even they said function
independently. According to Hofmann (2005), membigref a data exchange network and the role played
in it will become important new parameters of cotitjpen. Customer knowledge is increasingly recogdiz

as a key strategic resource in any company's ssi(Bedlins & Halinen, 2005).

The mainstream of industrial relationships focuses research and development networks, supplier
networks, or productive activity in industrial $e¢fs based on interaction, relationships and netsv(e.g.
Hakansson, 1982; Turnbull & Valla, 1989; Ford, 193@owever, network research pays little attention
the drivers and motives of collaboration and theemgimg business opportunities in different stages o
network evolution (Eggert et al., 2006). Moreovéne development of the network economy has
transformed business practices. A major shift accur the marketing efforts. Given the abundant
information on customers and products, marketisgaasibility has changed from managing products for
sellers to managing relationships with customerd &m facilitating decision-making for customers
(Rygielski et al., 2002). In addition, new powerustures will emerge within the data exchange cdate
where actors have shared customer bases. Desgitgnizing the critical role of sharing customerdyabe
emerging literature on customer sharing does nosider the issue in business networks, rather adidy
supplier-customer relationships (e.g. Liu & Ser306).

A customer rarely gets all the services he or ses from one supplier (Nylander et al., 2002)fikss

and other organizations time and again recognisddht, there have emerged new marketing stregea
employ co-branding. Prince and Davies (2002) dbscthe strategy of co-branding as something that
occurs between companies with two or more distinahds marketed together to form a unique composite
offering that adds value for the consumer. Wherbramds are presented as a new consumer option, the
success of the venture will be influenced by bb#hgroduct fit and brand fit between each of thémmnds.
The decision about whether to co-brand is basedwsn conditions: the opportunities for creating a
competitive advantage, and the operational bengsftswill result. When these conditions are fabteaa

firm must pick the right co-branding partner. Thiteria include, e.g., compatible goals, compaitipil
between brands, investment requirements and amags, prospective partner’s organization culturé a
values, customer orientation and its commitmernhéagreement (Doz and Hamel, 1998; Prince & Davies
2002; Geringer, 1991; Dacin et al 1997; Brouth¢=.e1995; Kanter, 1994).

The popularity of partnering suggests that enteafiances enhances the competitive position of the
respective partners (Haussler, 2005). However oot sharing in networks is something more than tha
Gundlach and Murphy (1993) explain how co-brandiggeements differ from strategic alliances. At the
outset, co-branding agreements are likely to b&ated through the informal exchanges of informaimd
intentions. The next step is typically traditiomahtractual exchanges, a formalized and bindingeagent
between two independent contractors or supplietis thie aim of involving each firm in the other'sabd-
building or marketing operations. In contrast, tetgec alliances usually begin directly with nonitaxhal
contractual exchanges, which involve working togetto develop new products, technological edges, or
sourcing efficiencies. Also Spekman et al. (199hpout that co-branding agreement may be streadiyi
motivated to gain competitive advantage. Custonterisg in networks shows aspects of all these
strategies, but includes an array of actors thetsymudeveloping their relationship from an inisége of
sharing customer databases and customer knowledige0-branding of goods and services, and ultétyat
providing joint offerings. We call such evolutiogaand purposeful settings as customer relationship
networks.

3. Methodology
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We used both deductive and inductive analyzes inresearch process. In order to investigate how
customer sharing drives business opportunitiesxdutie evolution of strategic network, we approdoher
research theme through a qualitative empiricalystlitie analysis consists of exploring a strategiovork

that comprises seven independent companies inittmsk retail industry. These firms are medium dize
and large firms that have between 50 to 5000 enggloyWe studied the case companies thoroughly by
collecting primary data using several research outh semi-structured interviews and the workshop
method. In addition, our material comprised secondata in the form of bulletins, magazines, menaos|
confidential company reports.

The interviews were conducted in 2004-2005. Lincha Guba (1985) suggest a case be discussed from
the perspectives of all parties. Moreover, Yin @P8tates that findings or conclusions in a casdysare
likely to be more convincing and accurate if theg Based on several different sources of informatio
Thus, the interviews covered a total of 15 infortsamepresenting all the parties. The informantsuithed
senior management, such as CEOs, Chairs of thelBaad sales directors. Data collection continutil u
repetition of data occurred without discovery oy amew themes. Workshops incorporated 15 particgant
as well, and took place at a university decisiokinglaboratory.

Hirschman (1986) suggests that using multiple huoiaservers enhances the reliability of the stude T
interpretations of multiple observers were compateddetermine whether the empirical data were
dependable and consistent. In addition, Hirschm&8g) states that an investigator is not presurmdukt
emotionally neutral and personally distant from gienomenon of interest. Therefore, the investigato
communicated with representatives of the partigsondy during interview sessions but also aftervgard
Furthermore, Lincoln and Guba (1985) suggest antauall and an audit process for establishing
conformability. These actions ensured that the dais carefully collected and recorded, and analymre
reliable. The researchers also kept a diary of the reseattbh describes and opens up the documentation,
and contains field notes. The diary was a methaicéd recording of the research process and data
collection, as Yin (1989) recommends.

4. Case study

Despite the economic significance of strategic ek, there is little literature on their developrhe
especially on those where customer relationshipstlae key driving force. This case describes how a
strategic network works and develops. Further,cd®e depicts the merits and possibilities of aesjra
network by analysing a Finnish case company angiaiter network. The studied strategic networtnie

of the leading networks in the Finland and posseapproximately 1.2 million loyalty card memberkete

are around 2.43 million households in Finland, Wwhineans that most of households are loyalty card
members of that supplier. Its strategic networkstgis of multiple actors and business, a key nodiesa
partners in network (Figure 1).

Partner #3

Partner #E) CBartner #1
\

Key node in
networlk
/'\_( \O Partner #2
O
Partner #5 Partner #6

Figure 1. Our case network in the retail industry

The strategic network in our case study encompassss areas of customer’s daily life. The key nale
the retailer who has runs multiple businesses digraseries, restaurants, car trade, building, Isptnd
gardening). Partners of the network include a bmmk insurance companies, a mobile operator, atrielec
company, companies working on the welfare arefgniture shop, and travel agencies. The retadércis
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the partners in order to complement its productserdice offerings, thus, they are not direct cotibqes of
the key node. The strategic and operative co-oparé coordinated and orchestrated by retailer, kiby
node. One of its primary tasks is to manage théomer base of the strategic network. The custorase b
consists of loyalty card members and is facilitdbgdhe data collected of their purchases fromvthele
network. The key node supplements their offeringtggdoyalty card member customers. The loyaltydcar
members are rewarded on a regular basis by theaithlyopurchases and the strategic network care gl
loyalty to key node partner in network.

The strategic network is in the state of consthange. New partners join the network every while toen.

The partners defray annual fee for being a membéhneostrategic network and take care of the sbére
loyalty reward based on loyalty card members’ miynglurchases at their shops. The partners may also
resign from the network for commercial reasonshsag if the expected value does not materializen fro
cooperation. The motives and rationale for the racto join the strategic network are heterogeneous.
However, they can be broadly categorized in terfdéinancial, relational, learning, and technologica
opportunities.

4.1 Motives and rationale of customer sharing irategic networks

Motives and rationale are not static by naturedmierge based on co-operation in the network. Callysis
suggests that cooperation in customer sharing dpsebn six levels in strategic networks, which are
illustrated in Figure 2. The materialized beneéite depicted throughout the development of the ordtw
The key node and partners co-operate at diffeardl$ simultaneously, based on realities of busiems
Different partners may have proceeded on diffelevitls. Next, we will describe the different levelsd
discuss why partners join the network and arenglio share their customer bases.

Level 1: Match of organizational valuesA key reason of the retailer is to maintain ateaction power of
the network. Moreover, it pursues to ensure thetwid its product/service offerings to customerd boost
the growth of its businesses. Because of these, g@imsnstantly looks for new partners to invitettee
strategic network; the eventual idea is to increpsmduct and service offerings for the loyalty card
members. Retailer, the key node player, evaludtesneeds and the strategic fit of a potential eartn
Strategic fit here means that the node firm evakigiartner's organizational culture and valuessiptes
contributions, and expected benefits over time.s€hare prerequisites for joining the network. Tkec
stands for partner's complementary capabilitiesfulfil customers’ desires. Conversely, the partner
evaluates the expected benefits for joining thevok. Typically, a partner gains an access to gelar
customer base of the network. Furthermore, thenpatienefit of the strong brand of the networkwilt
also become a member of knowledge sharing anditeametwork, which boosts the growth of business
and strengthens the firm’s competitive positiomnas and attraction power to the consumers. Howédwer
partner has to meet strict criteria related tosit®, available capabilities to provide high qyaptroducts
and services, complementary capabilities, as welth@ willingness to share its expertise. During th
negotiation and evaluation common goals will beeadr cooperation formed, and the structure of co-
operation in the strategic network establisheds®iects mutual contract between the key node laad t
partner.
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Degree of collaboration in
a strategic network
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Level 1 Level 2 Level 3 Level 4 Level 5 Level 6
Key driver of Strategic fit Winning new Extending Enhanced Improved New business
customer customers  offerings customer concepts innovation
sharing from partners value and

customer base loyalty

Key task in Match of  Enlarging of  Enlarging Cross selling New concept ~ Development of
participating organizat  customer product/service  activities development  new business
firms ional base offering portfolio

values

Figure 2. The six levels model of customer sharing in callabive networks

Level 2: Customer base matchind@ ke retailer markets and sales a plethora of mtsdand services of the
strategic network to the loyalty card membersadtithe key node, stresses the renewal of offetmgseet

the needs of customers, when a new partner jomsdbwork. It targets to increase the attractiomgyao
both loyalty card members and the partners. Thernkale aims to attain new customers and loyalty card
members, as well as increase the customer loyaiiy,further the sales. The main motive for a partne
join the strategic network is to extend their coso base. The partner will use its entry to thevogt in its
marketing; “purchase with us and you will gainthk benefits of our partner network”. The key nade
partner agree on loyalty rewards to cover all pobdund service portfolios of partners. Marketingéared

to the joint customer base, where partners caneaehnew customers for themselves. The key node
facilitates the large-scale sales of partnerstemioduct portfolio. However, the partners enhameekets
and sales of their products and services gradiralbyder to ensure the sufficiency of its resourtevel 2
provides the actors in the network with efficiemdarapid way to attain new customers by investing
marketing to this customer base. Furthermore oviges cost-effective input/output marketing ratio.

For the key node the motive has been to offer cemphtary offerings and to increase customer loyalty
through increased product offerings. The preretpiifsir renewal is that new partners are admittethéo
program. The key node claims that its vision isffer consumers cost-effective services for eveyyda

and encompass all vital areas of life. This inita@m of cooperation allows for the parties to gase their
businesses and achieve customer loyalty for battkdly node and the other parties. Moreover, aligsar
test and evaluate one-to-one cooperation in limpextiuct and service portfolios. In addition, tretes
increase their attraction power and facilitate tomvenience of shopping by physical location, sash
shared shopping mall, closely located shops. Incage, an example of this is an optic store inaileg's
outlet. This collaboration makes it feel more likehopping mall for the customer and fosters emation-
stop shopping through broad line the offerings., Yetre are challenges. The customer base matblasg
been proved efficient because the turnover and ebhaskare has increased in the parties of network.
However, the benefits of customer base matchingedse in tandem with new customers from the key
node at the long term. Ultimately, there are ndhier benefits to the partner, i.e. to gain new @usts
from the customer base of the loyalty card memUdaus there is clear benefit for the key node player
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further act with other partners: offering complemnaeyn services to its offerings and to strengthea th
customer loyalty to its loyalty card members.

Level 3: Extending offerings Fhe key node, i.e. the retailer, aims to strengtiencustomer loyalty and
further advance sales of its businesses as welf dse entire networks. Together with other parites
continues to widen their one-to-one collaboratiwhjch was started through limited product and ervi
portfolios at the previous level because of limitedources. The parties tighten their bilaterabperation

to enlarge the product and service offerings & ttaw level. Enlarging product and service offesing
existing customer base of the key node is an evidad recurrent way to keep key node and partner’s
businesses in a growth curve. In our case, an dgaofpthis is a shift of a mobile service operagor’
marketing effort to make customers extend theirifegthone service subscription with a wireless rimé¢
broadband subscription. In addition to that, thernma develop new tailored product offerings anidl the
products to other channels that comprise otheromest bases. The parties also maintain their aitbract
power and improve the convenience of shopping. &li@more intensive knowledge sharing activity in
terms of understanding and segmenting customeshiagbe strategic network. Once the customer tsase
large enough, it becomes lucrative for all parteeso-develop joint offerings for the customers| gdrties
win the trust of each other and the joint goald W developed. For the key node player thereaarcl
benefit to further offer complementary offeringsdao strengthen the customer loyalty of its loyalard
members. Joint goals are needed to proceed toetkielevel of cooperation, which is identifies aspsy
selling. Cross selling becomes a viable next fofrrotlaboration.

Level 4: Cross selling Fhe network cooperation manifests itself in cresirg) activities between the key
node and a partner in the strategic network. Joarreed customer segments are a prerequisitecfzede
the cooperation between the key node and a pafmess selling take also place between two partiners
the network. However, multiparty cooperation witkine strategic network is scarce even though itssta
flare. The parties broaden their customer undedstgrby sharing and analyzing customer data as agell
identifying new customer segments together. Thek siee potential benefits by analyzing and ideiiy
the lucrative segments of each customer base.l@#uis to a better understanding of customer. Théepa
join and analyze each others’ customer bases agel tiint marketing campaigns of product and s&rvi
offerings based on their analyses. Cross sellirgyas achieving a bigger share of customers’ psesha
The parties increase the sales of existing prodasts services through cross selling to most patkenti
customers, which is based on joint customer arsabsd segmentation. They focus on potentially tbetm
profitable customer segments which just need téabiditated to get a bigger share of the customaitet:
Cross selling to other parties’ databases is alistent and a recurrent way to boost each partysinass by
identifying the developed segments, which leadsdoten the cooperation between parties. The grtie
maintain bilateral co-operation and test the maltty co-operation.

Level 5: Improved concepts ldentification, measurement and realization of liigheare prerequisites to
evolve cooperation in the strategic network. Alloas in the network have received clear and meatira
business benefits, but the partners do not hag&@aagly commit the strategic target of networkeTong
term strategic target of the network is to maintdie card member’'s loyalty and commitment to the
network and have a bigger share of customers’ wayig@roviding competitive and broad product offigis.

A short term interest is to gain customers withouending to stay in the network in the long term
perspective. Actually, the partners have been @bmbine their short term and the strategic nekigo
interests. The parties’ motives are now to increasesales of individual product/services by bumglli
existing products and services. There should lmgtand clear strategic commitment to the coopmrati
which takes place through a joint service, businesslel and concept development between multiple
parties. The service, business model and conceglajfement in the strategic network enable the htnef
such as the quick development of a hew producgnsite test and evaluation possibilities, as weijbant
marketing possibilities. These provide the actath oth the economics of scale and scope.

The structure and compatibility of key node plagestrategic network with that of partners are diaple.
The partners are selected from the key node’s petisp in order to complete its product and service
offerings. No multilateral or bilateral further mgss opportunities are concerned at that levaes Gauses
that there are restricted possibilities to idenfifynt service, business model, or concept devetopgm
possibilities for the whole network. The developmehthese takes place between those parties that h
natural fit with each other’s offerings. In our eagn example of the joint product developmennishe
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area of welfare business, in which offerings supjadir parties’ businesses. Another possible fit tre
product supplements of each party, such as the ioatiin of insurance and a product or a combinatibn
financing and product. Possible conflicts or disggnents may arise between parties when identifyavg
emerging business areas. Therefore it is esseotsdttle motives, benefits, results and expectaticeach
party in advance. These will tighten the multipartyoperation of strategic network.

Level 6: New business innovationCe-operation targets to develop new concepts, &svand products,
which are based on understanding the needs andewraif all partners in the network. The number of
actors declines along with proceedings to uppeeléevThe development of new business innovation
presupposes clear, mutual and strategic choiceiep, in which risks and benefits are evaluatdttre
are different ways to conduct new business devetopmn the strategic network: internal product
development of an individual partner; broadeningl aombining product and service offerings with

partner’s offerings (partners); and the developnaémew networked offerings (parties outside ofwurk).
New business innovation targets to increase salegisting customers as well as acquires new custmm
Our analysis shows some indicators of new busii@ssvation development in the strategic network
fostered by learning of new businesses that fitatfiering portfolio of a company. In our case, aample

of this is a service targeted to loyalty card merspehich contributes to specific areas, eventspisodes

of life, such as the removal into a new addresshange of the marital status of loyalty card mersib€he
parties in the network need to co-create the chahgesidence services and wellbeing services isting
customers and establish completely new businesgasre

Table 1.Summary of actors’ motives and rationales in aasgia customer relationship network.

The level of Motives and rationale of the key node in| Motives and rationale of partners in strategic
network strategic network is to network is to
evolution
Level 1, « evaluate needs and strategic fit of partners | ¢ evaluate and judge benefits to join the network
Match of « look for new partners for the strategic network ¢ access to a large customer base of the networ
organizational | « maintain attraction power of network and width access to a strong brand of the network
values of its product/service offerings « access to knowledge sharing and learning
* boost the growth of business networks
« elect discussion, negotiation and evaluation intoboost the growth of business
mutual contract « strengthen one’s competitive position, brands and
the attraction power to consumer
Level 2, * market and sale broad product offerings ardmarket entry of partner to network
Customer base renewal to meet the needs of customers (newutilize the network in one’s market promises,
matching partners join the network) “purchase us and you gain all the benefits| of
« increase the attraction power of network to network”
partners and loyalty card members « attain new customers cost-effectively
« attain new customers (and loyalty card « increase the attraction power and convenience of
members) shopping by physically close stores such as a
« increase customer loyalty and further sales shopping mall
« test and evaluate bilateral cooperation with | « market and sale one’s products and services
partners in limited product and service portfoljo gradually in order to ensure sufficient resources
« increase the attraction power and convenienge
of shopping by physically close stores such as a
shopping mall
« sale the whole product portfolio of partners
Level 3, « strengthens customer loyalty and further sales ¢ offer broader product/service portfolios
Extending « tighten bilateral co-operation * increase customer loyalty and commitment
offerings « maintain the attraction power and convenienge tighten bilateral co-operation
of shopping
Level 4, « broaden customer understanding by sharing j[andiroaden customer understanding by sharing |and
Cross selling analyzing customer data, constructing newanalyzing customer data, constructing new
customer segments together customer segments together
« increase sales of existing products and serviceincrease sales of existing products and services
through cross selling to most potentjal through cross selling to most potential customers
customers « take a bigger share of loyalty card members’
« take a bigger share of loyalty card membars’wallet
wallet « target product and service offerings
« target product and service offerings e maintain bilateral co-operation and test |of
* maintain bilateral co-operation and test multiparty co-operation
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multiparty co-operation
Level 5, e increase sales of individual product/servigesincrease sales of individual product/servi¢ces
Improved through bundling existing product and servicgs through bundling existing product and services
concepts * improve service, business model and congepimproves service, business model and cong¢ept
development development
e learn new business opportunities that fit thelearn new business opportunities that fit the
offering portfolio of the company offering portfolio of a company
« tighten the multiparty co-operation of strategie tighten multiparty co-operation of stratedic
network network
Level 6, * cO-create new concepts, services and produgt® co-create new concepts, services and products
New bu.siness « establish new business arenas « establish new business arenas
innovation

4.2 Identifying and managing challenges and risksthe strategic network

The overall challenge of the key node is to mainthie existing loyalty card members’ interest te th
loyalty program in a strategic network and attaemvroyalty card members. This means that the keleiso
business development targets not only on one leuelall the six levels simultaneously. The partners
constantly monitor the benefits of cooperation étwork. Several risks and challenges can be idedtdn
different levels of the network evolution. The nitite risk is that the actors in the network dogiare the
same goal.

Level 1: Match of organizational valuesThe network is in the state of constant change usecaf the
strategic choices of parties, such as merger arisition, as well as investments to specific businareas.
The partner evaluates options to achieve custoom@aity through the network. A partner may hold its
position in the network and continue cooperatiothvie strategic network or it may resign the nekwo
and continue with its own loyalty program. Furthiéye partner may join another strategic network stac

its activities there, thus, gaining other benefiitan there. The key node’s perspective is to expland
substitute lost product and service portfolios wagpartner resigns from the network. This meansttiea
retailer faces risks to loose attraction powethefmetwork and the width of itgoduct/service offerings.

Level 2: Customer base matchingd-partner has invested in joining the strategitmoek. It faces a cost
risk if the business does not grow as planned.mRifte key node’s perspective there are sunk csiss,ri
because the key node has invested in evaluatiagyife, and co-operating with the partner. The latk
growth of partner’s business ultimately causesdingnishing volume of loyalty rewards, and loositing
attraction power of network.

Level 3: Extending offerings Fhe key node may fail to add real value to loyakiyd members. This means
that the loyalty card members do not buy producteovices, or the offerings do not fit the ovepattfolio

of network. This means stagnation of the businessé#ise strategic network. The partner has a chgée
ensuring its resources in expeditious growth atstiat time period. On the other hand, partner'sriess
may also become stagnated. Hence, loyalty rewardsrito extra costs without true benefits.

Level 4: Cross selling Fhe ultimate risk of cross selling is that furtisates do not take place. The parties
may also face the situation where they lose thamwkedge of customer segments and segmentation
methods to another party. This may occur, for exanwhen a partner resigns from the strategic netwo

Level 5: Improved concepts - Both parties shardl@hge to ensure resources to tighten and developaie
cooperation. This is especially true when coopenatakes place on different levels, with multipbaties as
well as several different activities, services, agpts etc simultaneously. This may also lead that t
challenges to development and management of canthpt parties have risk to lose your part of own
business to network. The key node may also losevlenme of business concept and its competence to
resigning partner or even to other network. Furtliee parties may face challenges to ensure partner
willingness to further development of concepts. &@ample of this is that a partner is not intergstio
develop and share the concept with others. Ratiemarty likes to do development work and receive
results by itself.

Level 6: New business innovationAH parties share the challenge to ensure needetpetences and
resources for new business innovation. The pati#ge a risk to loose the developed innovation to
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resigning partner or even to other network of actdihus, they have to ensure that the profits ef ne
business innovation meet the investments. Moredkiey, face the risk that the innovation may boast/ n

business a little but reduces radically their éxgsbusiness. The challenges and risks of indiigagners
in strategic networks differ on the basis of thedgt which is summarized in Table 2.

Table 2.Business challenges in the strategic network

The level of strategic
network evolution

Key node’s challenges and risks

Partner’s challenges and risks

Level 1, Match of
organizational values

« explore and substitute lost product a
service portfolio when a partner resig
from the network

nel evaluate options to achieve customer
ns loyalty though the network

« hold one’s position in network

* resign the network

« join another network

Level 2, Customer base
matching

« profit risk, sunk costs

« cost risk; business does not grow

Level 3, Extending offerings

« fail to add real value to customers
« stagnation of the business

* ensure resources to expeditious growth

« stagnation of the business

* loyalty rewards turn into extra cost
without true benefits

Level 4, Cross selling

* boosts sales
* lose knowledge of customer segme
and segmentation methods to a resign

party

* boost sales
htslose knowledge of customer segme
ingand segmentation methods to a resign
party

nts
ing

Level 5, Improved concepts

e ensure resources to develop cooperatic

« lose part of one’s business to network

« lose knowledge of business concept 3
its competence to resigning partner
even to other network

e ensure partners willingness to furth
development of concepts

« ensure the development and managen
of concept

rr ensure resources to develop cooperatig
« lose part of one’s business to network
indensure willingness of strategic network
or further development of concepts
« ensure the development and managen
er of concept

ent

to

ent

Level 6, New business
innovation

« ensure needed competences and

resources for new business innovation

lose developed new business innovatio

to a resigning partner or other network

« ensure that profits of new business
innovation meet the investments

* new business innovation boosts the n
business a little, but reduces existi

« ensure needed competences and
resources for new business innovation
ne lose developed new business innovatio
to resigning partner or other network
« ensure that profits of new business
innovation meet the investments
ewnew business innovation boosts the n
ng business a little, but reduces existi

business of parties dramatically

ng

business of parties dramatically

4.3 Paradoxes in the strategic network

The strategic network with shared customers bamstsdrives business opportunities to all partiethef

network. Loyalty card members are drawn into thievoek because of its attractive product and service

portfolio and loyalty rewards. For the key nodeal dhe partners it increases card member’s loyaity a
accelerates the sales to the customers. Howewanadgaradoxes may be identified in the netwoikstF
there is the question of non-balanced benefithénnetwork. That is, business opportunities doataur
equally to all partners in the network. This is daghat the challenges of partners differ; they an the
different levels of the strategic network evolutidturthermore, despite of the possibilities in strategic

network, it is not always easy to realize the fo#inefits of the network. The partners have even

contradictory interests. The input/output raticbehefits, expectations, and motivations is not btpraall
parties. The benefits and motivation are realisetbioperation, which takes place between parties.

Benefits of partners dry out unless new benefies @ralized and utilized. Further benefits must be

developed. An example of this is a tool to increthgeunderstanding of the benefits in being inrtéivork,
such as the discounted customer value. This meéahsa tbenefit of maintaining the loyalty of cardmieers
must be greater than the cost of maintaining tlyaltp of the card members. Moreover, there aregblur
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commitments to the strategic network. A partner magage in several strategic networks (e.g. betagra
in many networks) and tap customer bases of thetseorks for marketing its products and servicesugh
multiple channels. Therefore, there is no real cidment to a specific network.

There is a lock-in mechanism in the customer matstip networks, because the product and service
portfolio encompasses the vital areas of customi#esand the share of loyalty rewards increasethsy
amount of purchases. The network may be lockelearsticcess of network. The investments are targeted
twirl daily operative routines instead of proceedito the next levels and investing to future eagsin
However, mere loyalty rewards do not lock loyalrad members into the strategic network rather each
individual party in the network needs to providgthguality and competitive products and servicekok-

in mechanism may turn out a lock-out mechanismhef network for the partners. This means that the
benefits of network do not expand further and thrut/out ratio decreases. Thus, further commoneste

are difficult to discover. The loyalty fee turnddran extra cost, which is still reasonable busirehavior

if the loyalty fee decreases the drop-out rateustamers.

Customer relationship network provides a stratemid operational forum for sharing and exploring
business knowledge. This knowledge includes, eugtomer segmentation and its methods, and magketin
processes to all parties. The network can combimepetences of different parties. When sharing atuci
business competence there is always a risk thetvacompetitor appears nearby the firm’s primaryiress
area. However, the broad customer bases of then&dg player have value to partners of the strategic
network. Further business offerings are conduatecistomers with the help of joint analysis of onstr
bases. The customer loyalty and the share of pyadtmber’s wallet increase. This learning and aw@rfce
enables the development of a new concept. Howéwere is a risk that several parties may developlai
new products or services, or target to expanditaytime same business area based on each otherigdsis
experience, which causes that the parties may be¢bencompetitors for each other. Table 3 summgrize
the paradoxes in the strategic customer relatipnssiwork.

Table 3. Paradoxes in the strategic network

Paradox Description of paradox

Non-balanced benefits Business opportunities do not occur equally,
which reflects to the sustainability of network

Partner benefits dry out unless new benefits are Further benefits must be developed. The bengfit
realized and utilized of maintaining the loyalty of card members myst
be greater than the cost of maintaining the
loyalty of card members

Plural commitment to strategic networks A partner may engage in several strategic
networks (e.g. be partner of many networks) and
tap customer bases of networks for marketing|its
products and services through multiple channel

Lock-in mechanism of network The investments are targeted to twirl daily
operative routines instead of investment to future
earnings

Forum to share and explore business knowledge The strategic network is a forum to share

knowledge and experience; it may cause the
parties to become competitors

To sum up, in the empirical analysis we descrilteddevelopment of a customer relationship network i
the retail industry. That is, we identified the mes and benefits of collaboration at differentgst of
evolution of a network that has shared their custobases. Our results suggest that cooperatior lmase
customer sharing develops on six levels. Firstreshgalues are a prerequisite for joining the nekwizvel

1). The key motive for a new partner to join théwwek is to extend its customer base (level 2). The
rationale for a firm here is to offer complementasrvices to its own offerings and to strengthem th
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customer loyalty. In its strategy manifestation afieour case firms informed that their vision isdffer
cost-effective services for everyday life. Cooperatallows for gaining more business opportunitesi
achieving customer loyalty by each participant. Thied level of the customer sharing in the netwisrko
extend firms’ product and service offerings. Ortee ¢ustomer base is large enough it becomes et

the parties to develop joint offerings for the cusérs. Cross-selling becomes a form of cooperatidevel

4. This requires that partners first trust eacherhand develop the common goals. The fifth level o
customer sharing contains joint offerings or imga\usiness concept development. The sixth leveb-of
operation pursues developing new business innaoyatitich is based on understanding the needs and
motives of all partners in the network.

5. Discussion and conclusion

In this paper, we focused on depicting the custasharing in strategic network of actors. The pertpe
was to examine the evolution of a strategic netvitlottke retail industry. The study was carried fooin the
perspectives of the key node and the partnersanngtwork. That is, we aimed first to describe both
theoretically and empirically what collaborativdatenships in the networks are, and pursued itieng

the strategic network evolution in the retail comt&loreover, we analyzed the parties” challengesrasks

to join in the strategic network and discussedodi@doxes related to the customer relationshipgankt

Our key premise was that collaboration will allowarfes of the strategic network to extend theirfipro
potential quickly and cost-effectively. The comhlioa makes it possible for managers to make their
companies more competitive. All partners will bénef the shared customer base if they do not céenpe
with each other, rather represent different areashe retail industry. Collaborative efforts willsa
maximize production gains and shorten businessldgwent cycles for their shared customer base. For
example, partners seek cost-effective new cust@oguisition through sharing their customer bases an
access to each others customers. As these wingaared, a closer cooperation and better targetimt a
cross selling can bring expand additional benefitse next challenging step is to learn to arrangg a
develop new offering packages and concepts togetiterthe other partners. Only after experience and
learning of cooperation through these stages can nitwork succeed in developing new business
innovations.

The findings of our empirical study suggest tha #trategic network evolves in collaboration betwee
partners, customer sharing reaches new levelslabooation and enables novel business opportgnitie
the partners of the network. Thus, shared custalabases and systematic network collaboratiomn ¢uil
them will increasingly shape competition in thearleindustry. Customer sharing will form the basis
superior business models for retailers and thedtegjic network partners. Hence, our study contteibtio
the business networks literature by identifying d$evels in the strategic network: the match of
organizational values, customer base matchingnditg offerings, cross selling, improved conceptd a
new business innovation and the development of@adipe relationships in the strategic networlshibuld

be noticed that all relationships in the strategibworks may not necessary have to go through phase

in the given order, but may jump directly into alvanced level. However, in our case network bogh th
relationship development and customer sharing iacthave been sequential throughout its historyisTh
begs the question: is the organic network relakignslevelopment the superior to abrupt relationship
development in both short and long term perspestive

Another contribution is to describe developmentcastomer relationships networks and motivates and
benefits at different levels. An analysis of a @ewnt retailer network reveals how the realizatibrgains

for both the entire network and its individual merd is determined by the evolution stage and
management of the network. Our study suggeststheatievels actually depict on both horizontal and
vertical growth of business in the strategic nelyvevhich may take place simultaneously. To sumaup,
partner of a strategic network has ultimately thrleeices in a strategic network:

* To stay at the same level of strategic network iah
* To proceed to the next level by seeking new busioéerings
e Toresign from the co-operative strategic network.
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In general, a strategic network, such as a custoef@ionships network, has different directionsgsbw Our
study suggests that the levels actually depictaih borizontal and vertical growth of businesshia strategic
network, which may take place simultaneously (Fég8j. At the moment the primary interest of ourecas
network is targeted to existing loyalty card menshigy encompassing their vital areas of life. Thesans that
the network is expanding horizontally by broadeniisgoroduct and service offerings, which is ddseuli on
levels 1 to 4. A combination of existing and neviedhgs targeted to further development of newxistang
profitable customer segments represents levelnéta are identified and recruited to the netwarkhe key
node may start new business areas. Level 6 ini¢fueef depicts this option. Simultaneously, the tetyec
network co-develops product and service offeringd expands vertically as described (Levels 1-4)

A network expands it's
offerings vertically by shared
business and service concept

A combination of existin (Level 6)
and new offerings targeted t
further development of new
and or existing profitable
customer segments

(Level 5)

/'\ N rl\\ P
AN =N AN AN
//( \‘ 1,/ \ //’ \\\ ,Il \ /
// \\\ // \‘\\ A \\ // \\\ //
A network )
expands i { j
8 -~ \ e
horizontally by 4 3 \ / !
broadening \
product/service Sl TN 7 X

offerings
(Levels 1-4)

Figure 3. Strategic network’s options to grow

Using the framework of customer sharing along thategic network evolution has many challenges and
paradoxes. Firms need to take these paradoxesaaumunt if they pursue development progress in the
strategic network. Many of the paradoxes are rélatethe benefits of being and collaborating in the
strategic network. First, there are non balancesfitsnin the strategic network. This means thatirmss
opportunities do not occurred equally, which rdfleto sustainability of network. Second, benefits o
partners dry out unless new benefits are gainedhé&ubenefits must be developed. An example dfitha
benefit of maintaining loyalty of loyalty card meerbmust be greater than a cost of maintaining tgyefl
loyalty card member. Third, there are plural commeihts to the strategic network. This means that a
partner may engage in several strategic networks be partner of networks) and tap customer bakes
networks to marketing its products and serviceskaetarg channel. Fourth, there is a lock in mechanis
into the strategic network because the productsamdce portfolio encompasses vital areas of life share

of loyalty rewards increase. This means that tlvestments are targeted to twirl daily operativetiras
instead of proceed to the next levels and invefittiore earnings. Last but not least the stratagigvork is

a forum to share knowledge and forum decreaseuaistentify turning point of businesses but it ntayn

to share parties businesses. The authors suggestaw the following further research hypothesisdobon

the suggested framework of customer sharing altategic network evolution and revealed paradoiBs:
strategic networks emerge and flourish, if theybdmanultiple and extended benefits to differentipar (2)
partners will stay in a strategic network if it irases customer loyalty of the members, (3) thelagwaing
business risks kill co-developed business and @gamay resign from the network.

There are some limitations in our study. Our analissbased on existing collaborative strategiovoet in
limited, relatively short time period. This callsrfanalyzing more collaboration and its developnierihe
strategic network on the long run. As the suggeBtadework of customer sharing along strategic netw
evolution emphasizes strongly the emergence oélgolation, we suggest the future studies shouldatev
the following further research question based ardooted research: what the different types andtsires
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of strategic networks of collaborative relationshgse, how strategic networks of collaborativetreteships
emerge, what the factors affecting to emergencrafegic networks are, and how to organize ancagen
the strategic networks that are based on collaveretlationships.
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