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1. INTRODUCTION

A supply chain can be defined as a series of timgstransforms raw materials into finished product
and delivers the products to customers (Mabert\&grtkataramanan, 1998). Some of the units in a
supply chain may be located inside the boundatries focal organization, while others cross such
boundaries in complex and evolving ways (Ketcheah ldnlt, 2006). The objective of supply chain
management has been expressed as (Lambert et 38) 1® maximize competitiveness and
profitability for the company as well as the whelgply chain network including the end-customer”.
Thus, supply chain management can be regarded refwaork of connected and interdependent
organizations mutually and co-operatively workingédther to control manage and improve the flow
of materials and information from suppliers to ams®rs. The implementation of SCM for a focal
organization involves identifying the supply chamembers, with whom it is crucial to link, what
processes need to be linked with each of thesenk@ybers, and what type/level of integration
applies to each link. The notion that modern coitipatis being fought “supply chain versus supply
chain” rather than “firm versus firm” (Boyer et @005, Christopher, 1992), imposes that the
purpose of collaboration is to create an advantagbe market. Thus, from a focal firm’s point of
view, SCM is about to identify, develop and maintaplutions that significantly outperform the
market in collaboration with other parties.

As long as the external interaction only is govegrihe exchange between the parties it can be done
without any internal consequences. But as soohasstternal interaction has a substance — in terms
of resource ties, activity links or actor bondsvill be dependent on the internal organizationhef t
involved companies (see Hakansson et al 2009, 8haphe substance in the external interaction
must be related to the substance existing witheninkiolved parties and the way these are organized
will affect to what extent they can be mobilizedle interaction. In a sense the internal orgaitinat
determines the way the company can interact witierst A certain way of organizing and
functioning internally will determine (restrict éacilitate) different type of contents in the extalr
interaction. This obviously concerns a buyer ad a®la supplier in any buyer-supplier relationship.
From a buyer point of view, the way in which pursing and the interaction process with key
suppliers is organized, are therefore crucial issmbeen implementing a supply chain management
approach (and this is the approach that this artigkes as an analytical starting point). This is a
point that was intensively discussed in the 19A0=liation to the organizational theory development
for example in several Swedish research studiedl¢Gde Monthoux 1975, Hakansson & Ostberg
1975, and Melin 1977). The issue has since beemnass stressed as will be seen in the literature
review below.
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The purpose of this paper is twofold. First, based review of the literature and particularly prio
research regarding organization structure and thmdary spanning role of purchasing in a supply
chain management context, we suggest that organipininteraction indeed may be a “missing
link” in supply chain management research, andttit@tlominant practice for organizing purchasing
may be a significant barrier for meaningful intéi@ac. Second, it is suggested that the issue in
guestion can be addressed through understanding tbowxploit interdependencies, and the
organizational consequences of interdependence

2. PRIOR RESEARCH

In a special issue of Journal of Operations Manager2007) regarding Organization Theory and
Supply Chain Management, the editors (Ketchen anMf) ltate that organization theory has the
potential to offer provocative and helpful wisdomthe field of supply chain management, yet that
potential has remained largely underdeveloped e dhpply chain arena. Researchers in supply
chain management have made limited use of orgammzditheories. As a result, major opportunities
exist to integrate insights from organization tlyeand supply chain management in order to build
understanding of why some supply chains excel wdthers do not. They also recognize the fact that
the relevant and important theories are many amdive a wide variety of interesting and useful
perspectives, including for instance the resoulseld view, strategic choice theory, institutional
theory, systems theory, to mention a few. Acrogswarious fields associated with organizational
research there is a growing recognition of the irgyee of interorganizational relationships as a
source of competitive advantage and value creafiarentral proposition is that when organizations
invest in relation-specific assets, engage in kedgk exchange, and combine resources through
governance mechanisms, a supernormal profit cadebged on the part of the exchange parties
(Krause et al, 2007). As supply chains have draweneasing attention from organization theorist
since the 1980s, research has shifted over tireenfthasize one after another of several organization
theory perspectives (Miles and Snow, 2007). Indéad suggested that interest in the organization
and management of supply chains have evolved fronmigal focus on strategic choice, to one of
resource development and utilization, to the desfmmulti-firm network organizations whose
capabilities are focused on knowledge sharing gpdiGation. While most of these perspectives or
theories may contribute to our understanding dedeht issues in supply chain management, some
of them are obviously more relevant to the questased in this paper regarding the organization of
interaction in supply chains.

There are particularly three streams of researahwéeem to contribute in this context. First, éher

is a stream of interorganizational research andirgrapinvestigations regarding the fundamental
rational for interaction in supply chains, interangzational relationships, and the relationship
between collaboration and performance. Secondyiassef studies have been focusing on which
procurement and supply strategies firms are pugsaimd which strategies they expect to lead to
significant improvements in a near future. Thitdgere is some research more precisely addressing
organizational design features in purchasing applgunanagement.

The study of interorganizational relationships basn the subject of many articles over the years
(Mohr & Spekman, 1994, Monczka et al, 1998, the {Bup). There are particularly a few studies
in this first category (outside IMP research) twvatwant to mention, based on the fact that theghav
focused on one type of interorganizational relaiop, namely between purchasing organizations
and their independent suppliers. In this contexth@rs have emphasized that closer buyer-supplier
relationships may offer many technical, financiahd strategic advantages over spot market
transactions and vertical integration. There hanlan interest in how parties are brought togather
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cooperative arrangements, the dynamics of intenizgtional cooperation, and the performance
implications of such arrangements. For instancenddka et al (1998), studied how alliances are
developed, their key success factors and the spdghefits to be achieved. In their analysis they
found a set of attributes of such alliances to kgnifscantly related to partnership success.
Particularly, they emphasized factors such as st coordination, interdependence, information
qguality and information sharing, joint problem-galy, avoidance of the use of severe conflict
resolution tactics, and the existence of a fornuglp$ier alliance selection process. They argue that
the most important action to be taken by purchasiniguilding a successful supplier alliance is to
foster and nurture a sense of trust with the seppiihat bilateral communication behavior and joint
problem-solving play a significant role in deterimigp alliance success, and that there is a need for
formal purchasing commodity strategy developmemcess, followed by a formal supplier
assessment and selection process for alliance ssicte another study, in which purchasing
executives whose firms were involved in collabamatplanning with suppliers were surveyed
(Monczka, Petersen, and Ragatz, 2005), the auth@ine factors that support effective planning
and the impact that effective collaborative plagniras on performance in the buying firm. In the
study they define eight collaborative planning msses which were selected because of their
potential criticality to effective supply chain @égration. The planning processes considered were
supplier scheduling, forecasting and inventory fp@sing, inventory visibility, capacity planning,
performance evaluation, sourcing and supply prdpegaluation, joint goals/ target setting, and
parts standardization. The results show, that g¥ecollaborative planning is dependent on the
level of trust and the quality of information shéisetween firms.

Despite the compelling benefits supply chain manege offers, many supply chain alliances fail to
realize such benefits. Supply chain alliances naglyblecause participating firms fear opportunistic
behavior on the part of other alliance participarded as a consequence under invest their
information and resources into the alliance (Mc&a®& Northcraft, 2007). They suggest that the
interdependence structure of an alliance may dastito this problem, and that viewing managed
supply chains as a form of social dilemma can hegmtify solutions that may be implemented
unilaterally by individual firms or jointly by thalliance. Others have suggested that the slowofate
postponement applications in an interorganizatieoatext (Yang, Yang, and Wijngaard, 2007) may
be understood from an organizational perspectivavéver, it can be observed that none of the
studies in this category covers any organizatidealgn features and their relevance to success.

A second stream of research have studied whichupgatent and supply strategies firms are
pursuing and which strategies they expect to leadignificant improvements in a near future,
particularly regarding the relationship to sup@ieBuppliers are an increasingly important resource
for manufacturers, and provide materials and sesvibat constitute a majority of the cost of many
new products. In addition, suppliers may provideowative product and process technologies that
are critical to the development effort. In a stwdgupplier involvement in new product development
(Handfield, Ragatz, Petersen, and Monczka, 19999, duthors conclude that the respondent
companies achieved significant improvements in gmtojresults when suppliers participated,
compared to similar new product developments ptsjecwhich suppliers were not involved. But
the results also revealed another interesting fechely that the companies level of satisfactioth wi
their supplier integration efforts was quite variédtually, a large fraction of the respondents aver
not satisfied. Thus, they conclude that the resdesm to indicate that many companies realize the
importance of supplier integration in product deyehent but have not yet discovered the means to
successfully implement it. The study also shows tia level of knowledge regarding the supplier’s
capabilities is a critical success factor in sugpintegration projects, and points at the majdée ro
purchasing can play in this context.
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In another and more recent study of supply managesteategies (Ogden, Petersen, Carter, and
Monczka, 2005), particularly focusing collaboratiand integration, the authors conclude that an
increased integration is taking place in three majeas. First, integration is increasingly taking
place within the organization. This integratiorbeng facilitated both by the use of cross-funcion
teams and through changes in reporting relatiosshighin the organization. They state, that the
effectiveness of cross-functional sourcing teami e@pend on the ability to integrate sourcing
decisions with other functions within the firm. $ad, organizations are increasingly collaborating
with and becoming more integrated with their suggli This increased integration and collaboration
facilitates the identification and reduction of tothroughout the supply chain. They suggest, that
supply managers should look for ways to becomelvwagbin the sourcing strategies of their critical
suppliers, allow suppliers to take a greater coshagement role, involve suppliers earlier in the
product/service development process, and allow emmmburage suppliers to provide value-adding
services in areas such as R&D, manufacturing, awgiheering. The companies in the study view
supplier collaboration efforts as having the highéselihood of occurrence and also the highest
potential positive impact. And they say that “Clgaa stronger, closer relationship with key supply
partners throughout the supply chain is viewed astigal supply management capability in the near
future”. Organizations are also increasingly cadia@bing with customers. Thus, according to the
authors, supply managers should look for ways tlif@e and encourage collaboration and
integration along all theses three dimensions (igernal, upstream, and downstream) with
customers and suppliers so as to enhance the vlpeduct and service offerings, and to align
activities to the correct place in the supply chain

One issue also addressed in this stream of resdmshbeen the need for different types of
relationships. Thus, it has been argued that theerbrealize different performance benefits from
relational exchanges in certain versus uncertaur@mments (Fink, Edelman, and Hatten, 2006). In
their study, all the tested performance benefitsewenhanced through the use of relational
exchanges in uncertain environments, while in mogdain environments, only the production
performance benefits achieved through knowledgestes were improved. The type of relationship
has also been related to the purpose of the irtenad-or instance Stuart and McCutcheon (2000),
are arguing that basically firms are interestedhanv they can either significantly reduce product
costs or add to what customers perceive as valdeeadenefits. Typically, low cost is the primary
requirement for most of a firm’s purchased goodd services, with the strategic objective for the
supplier relationship being cost reduction. Somegyeesult from securing the best suppliers, while
others come from the way the firm interrelates wiid supplier and how the two companies interact.
Value added benefits may include improved delivigrged, additional design features and options,
or the ability to customize, and relates to techggl Clearly, fulfilling these two distinct straieg
objectives requires quite different forms of supplielationships, and the authors are suggesting tw
basic types, which they call competitive tensiord astrategic alliance, in addition to a third
transitional form called cooperative partnershipm® authors have discussed different types of
relationships in relation to various portfolio mtsléWagner and Johnson, 2004, Olsen & Ellram
1997), while others have related the type of refathip to the type of interdependence (Hakansson
and Persson, 2007).

A third stream of research is more precisely addngsorganizational design features in purchasing
and supply management. Fearon (1988), extensivedynmed the characteristics of the chief
purchasing officer, the average size of the prodes$ purchasing staff, the reporting level of
purchasing, purchasing responsibilities and othetofs related to organizational design. Fearon and
Leenders (1996) performed a follow-up study andndoh and Leenders (2001) presented further
extensions of these earlier studies. A few stutieege focused on various trends and changes and
their implications for organizational design. Ineith longitudinal study of trends and changes
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throughout the 1990s, Monczka and Trent (1998) looled that the number of purchasing groups
organized by commaodity will continue to decreasadgally, while the number of purchasing groups
organized by end item or hybrid structures willrease. They state that this reflects a growing need
for purchasing to integrate with other parts of tinganization, particularly technical groups during
new product development. In a more recent studyltent (2004) all of the research questions
directly involve organizational design. Summarizsgme of his conclusions, he is arguing that a
higher-level procurement officer is critical to argzational effectiveness, and he says

“It is not likely that many of the design featuneesented here (or other progressive design fegturi
become a reality without an executive champion Whs the authority and resources to make necessary
changes. The research evidence is quite clear paes that seek advantages from their organizition
design must consider the importance of a higheztiprocurement officer as well as the reportinglaf that
position.”

Further, he is stating that a gradual shift towarestrally coordinated or centrally led purchasing
will continue, and that the use of teams will remaopular and will be growing. The research results
also show that many of the design features thaivsipected growth over the next several years
appear to relate to coordination and integrationd e suggest that organizational design supports
three kinds of integration: cross-functional, crissational, and cross-organizational. Thus, supply
organizations are expected to shift gradually frmmwertical to a horizontal perspective. A process-
oriented organization is designed around supplyncheocesses, such as supplier evaluation and
selection, new product development, demand andigpfgnning or customer order fulfillment. It is
also argued, that new product development teamisinateasingly include both purchasing and
supplier representatives.

Summing up, it seems reasonable to suggest tha the rather overwhelming body of evidence
(even when we have not included IMP research) deégguthe rational for supply chain management
and for the opportunities of creating an advanthgeugh collaboration and interaction. There also
seem to be an agreement regarding many failurdgeilmplementation process, which are basically
explained in behavioral terms such as trust andnutmment. The purpose of collaboration is to
create an edge to the market. Thus, from a maradgerint of view, it is about to identify, develop
and maintain solutions that significantly outpenfiothe market in collaboration with other parties.
With the exception of the study by Trent (2004)e ttopic of organizational design is rarely
mentioned in the literature. We can therefore ambelthat except for cross-functional teams,
organizational design has received limited attentiosupply chain research.

3. PURCHASING ORGANIZATION

As been pointed out in the introduction, the waywihich a company is organized internally is
related to the way in which it interacts with extarcounterparts. A certain way of organizing and
functioning internally will support or restrict exhal interaction. The way in which purchasing is
organized may therefore be a crucial factor for dasstanding the success of supply chain
management efforts. There are obviously differematysvof organizing the internal purchasing
function within a business unit, the most commoroining some form of specializing of the work
carried out within the function. This is normallpree along one of two dimensions: either the
commodities bought or the professional requiremémtsarrying out the different tasks (van Weele,
2005). In the first case purchasing is organizéal @@mmodity groups (with similar features), sottha
the purchaser specialize on buying that specifie tgf commodities. The other dimension take as a
starting point different professional requiremefds a purchaser, such as planning and control,
quality management, engineering, IT etc. , and megathe function accordingly. In this case, the
required professional skills for the particular ghase are matched with the individual skills. The
two principles are illustrated in Figure 1. Oneeneisting observation is that both of these priesipl
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are identified from the inside looking out — it rs$ain the internal resources and activities. The
specialization is starting in some internal resesarand how they should be used.
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Figure : Specialization and the purchasing function.

The organizational design issue is then to a laegeent focusing on centralization versus
decentralization of the purchasing function, anel ise of hybrid organizations such as a center-led
purchasing organization. The focus in both cassgand specialization of the personnel, making it
possible for the individual purchaser to develogpacialized experience by which a learning curve
and economies of scale can be achieved. One mag #ngt economies of scale seem to be the sole
rational for a specific organizational design. Hee® matching skills with required competences
can also be obtained by other arrangements sucloas-functional teams, where the accumulated
skills of the participants match a specific needhyorganizing around supply chains. This leads us
to the challenge of how to approach other typesaminomies which will be discussed below and
where we also will try to change the basic perspediy also looking at the purchasing organization
starting from the outside — from the environmentsappliers point of view or starting in the
resources and activities that are outside the cagpa

4. INTERDEPENDENCE, COLLABORATION, AND RELATIONSHIP S

There are several factors to consider, when ahpsieg company is trying to create an advantage
through collaboration with a supplier, as has bdimtussed by Hakansson and Persson (2006).
Many of these factors are related to the abilitytled purchasing company to initiate dynamic
developments where it together with interested benspsearches for new ways to design the
supplying process. In fact, many of the factors lymgnat exploiting interdependencies is the
important goal, rather than trying to be independ€&he question becomes which interdependencies
to exploit in which relationships. In other wordlsis a question of exploiting, through interaction
the business opportunities embedded in interdepeedeln this case the perspective of the
counterpart has to be included into the interagbimtess.

A classification of interdependencies that has hessd in discussing different ways to create value
(Stabell & Fjeldstad 1988) or create economiesuppyy networks (Hakansson & Persson 2004) was
first suggested by Thompson (1967). It distingessibetween pooled, serial or sequential, and
reciprocal interdependencies. Pooled interdepemdbrtiveen two activities means that they both
are related to a third activity or share a comnesource and they are therefore indirectly dependent
The most obvious pooled interdependencies condered resources. The efficiency of carrying out
an activity can increase when it shares the usesofurces with other activities. By exploiting peal
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interdependencies in the form of shared resourttes,efficient use of resources can lead to
economies of scale or economies of scope. Econonhissale may be obtained when the activities
are identical, and economies of scope when theites are similar. Serial interdependencies are
related to a situation where the output of onevagtis the input to another activity. By exploign
sequential interdependencies between the actiwteswill achieve some economies of integration.
Given that it concerns activities carried out imeence there are obviously time dependencies to
exploit, but there might also be technological dmanistrative interdependencies. By adjusting and
coordinating the activities across the supply chame can reduce costs and increase services in
relation to specific counterparts. Reciprocal idegrendency means that there is a mutual exchange
of inputs and outputs between two parties. The amgpgortunity to change is if the two parties
change simultaneously. Development projects inngi\several companies are often characterized
by reciprocal interdependencies and they requireéuahulearning and continuous exchange of
information.

Persson and Hakansson, (2007) offer a model whffezesht types of interdependencies between
parties determine ways of collaborating. The fivsdy of collaborating is called distributive
collaboration, which exploits pooled interdependesidn order to gain economies of scale and
scope. This type of collaboration is often an ies¢ng option for instance for MRO-items
(Maintenance, repairs, and operations). The segésnidinctional collaboration, where serial or
sequential interdependencies are exploited in dalgain economies through integration. Functional
collaboration is normally an interesting option foomponents and parts that are decisive for
logistics and supply chain performance. The thind &nal is systemic collaboration, where efforts
are directed towards exploiting reciprocal interlggencies, providing opportunities for innovation
and agility. Systemic collaboration is an optiodated to components (or services) playing a
significant role in differentiating the final produ All these types relate to different focus of
management. While standardisation and specialisagimeeded for gaining the benefits in the first
type of collaboration, coordination and adaptai@woe required for the latter. Finally, confrontation
and learning are the focuses in systemic collalmratThere are some substantial differences
between systemic collaboration and the other tvauggs. In the first two groups, there are rather
clear roles for the two involved parties in termga@mpetencies and activities as well as resouites.
is often possible to find performance measuremertigs is not always the case in the systemic
collaboration. There it is often much more diffusées and it is often difficult to estimate potei
and therefore difficult to make evaluations befamsdh, but the process can always be evaluated.
There is also a time dependency between the cadésgapllaborations often start out as distributive
or functional but develops over time into systematlaboration. Sometimes even without the two
parties being conscious about the change.

An interesting way of approaching organizationadige and supply chain management is to extend
this reasoning by applying Thompsons’s framework Handling interdependence. According to
Thompson, in situations of interdependence, coadeattion come about through coordination, and
if there are different types of interdependenceg avould expect to find different devices for
achieving coordination. Thus, he defines three dypef coordination: coordination by
standardization, coordination by plan, and cooritmaby mutual adjustments. He then makes two
observations regarding interdependence and codialmavhich are crucial to his examination of
structure. First, there are distinct parallels lestv the three types of interdependence and the thre
types of coordination: with pooled interdependermm@rdination by standardization is appropriate;
with sequential interdependence, coordination bgnplis appropriate; and with reciprocal
interdependence, coordination by mutual adjustmentalled for. Second, the three types of
coordination place increasingly heavy burdens ommanication and decision. Coordination by
mutual adjustment is more costly, involving greadiecision and communication burdens, than
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coordination by plan, which in turn is more codthan coordination by standardization. One would

therefore expect first priority to be given to angaational grouping in such a way as to minimize th
more costly forms of coordination. The argument barsummarized as follows: the basic units are
formed to handle reciprocal interdependence, if #inhere is none, then the basic units are shaped
according to sequential interdependence, if anyndither of the more complicated types of
interdependence exists, the basic units are shagmmding to common processes. The problem is,
however, when the three types of interdependence & Guttmann scale, where all organizations
have pooled interdependence, more complex orgamizadlso have sequential interdependence, and
the most complex organizations have reciprocaldiegendence in addition to the other two forms.
If the basic groups are formed to deal with reaptanterdependence, they still must deal with the
other types. Moreover, it is not always possibledatain reciprocal interdependence within first-
order groups. Because first groupings do not dpthrandle interdependence, organizations link the
groups involved into higher-order groups, thus fimgra hierarchy, and when interdependence is not
contained by such departmental arrangements, tegigraremaining problems of coordination to
committees or to task-force or project teams. Haxethe question is not only which criterion to use
for grouping activities, but rather in which prigrthe criteria should be exercised.

Following this logic one would expect much strongeer-firm coordination, both in terms of plans
and mutual adjustment, than what generally seerbg tihe case. There are several reasons for that,
the most important being that the increased spsatan of firms, automatically leads to stronger
interdependence both in terms of product developraed supply process performance. Product
development processes may be rather unique, anegdhgrocal interdependencies may therefore be
solved through second-order groupings in the fofneross-firm and cross functional teams, but
major serial interdependencies embedded in thelpuyppcesses may be expected a first-order
grouping to make possible inter-firm coordinatenmd continuous improvements. There are reasons
to find quite advanced organizational arrangementsandle all these interdependencies, which can
be seen in the following case.

5. ORGANISING FOR INTERACTION — A CASE EXAMPLE

Being a highly specialized firm, the Ducati cass, described and analyzed in Hakansson &
Bocconcelli (2008), represents an instructive fhlaon for the problems of relating internal and
external organizing. We will here use the casedemiify the complexity of this interface between
internal and external organizational dimensionsnublves a turnaround operation, which required
the involvement of external partners, and it albows an organization of internal purchasing
resources aimed at achieving other types of ecagmthian just economies of scale. The turnaround
operation took place around the turn of the centBgsed on an internal review, the management
team realized that to survive they had to see fsgmit improvements, and that these improvements
had to be based on external changes in relatiosistop customers and suppliers. Internal
improvements were simply not enough. Since theevalutheir products was created throughout the
supply chain, and a major share outside the fisgifitany successful improvement process had to be
extended to involve also other supply chain paréints. The turnaround process involved several
elements also on the marketing side, but here Weencentrate on the supply side of the process.

The process regarding the supply side of the fifeo anvolved several elements but may be
summarized as in the following sections.

5.1 Reorganization for interaction



Abstract preview
Up until 2002 the purchasing function had an opezaand administrative role and was internally

structured into commodity groups, each of themaasible for the purchase of some well identified

type of goods. There were groups covering direot materials, direct non iron materials, electrical

materials, plastics and commercials, and indireatenmals, services, and plants. Each group had
developed specific competences related to the ratend corresponding suppliers for which they

where responsible. One of the problems with thigoization was that the supplier had to deal with
different people representing for instance logsstiquality, purchasing, and engineering when
dealing with the customer. The suppliers met a tmpart that was composed of a number of
different units, and representing different opisoand evaluation criteria. Thus the internal

organization at Ducati created problems in therauon with the suppliers. With the purpose of

improving the interaction process with the supglignurchasing was reorganized into five basic
units, representing five different supply chainsd avith a senior buyer in charge of each of the
supply chain units. The purchasing activities wases also supported by inter-organizational teams,
bringing together all the competences needed toagearhe supply chain in question. The new
organization is depicted in Figure 2
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Figure 2. Re-organizing the purchasing function towards supply chains

Now the objective of each group is to ensure thahesingle component in the same supply chain is
developed, produced and delivered following theeséogic and in a coordinated manner.

5.2 Re-alignment of activities

One important consequence of the new approachédes & systematic analysis of where to perform
different production activities. An effect was theime assembling operations, some mechanical
processing, the distribution of spare parts ancdessmries were externalized. Also many inbound
activities, such as collecting components from $iepy warehousing activities, and feeding of the

assembly line, were outsourced. The same happenedtlibound activities, such as packaging and
delivery. Thus, an important consequence of thdyaisawas an increased utilization of external

resources and capabilities. Though they alreadlyeastart were heavily dependent on some of these
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resources the process led to an even higher imendience among the supply chain participants.
From an 80% share of total costs, suppliers nowessmt 92% of total cost.

5.3 Changes in the supply base

Another distinct change due to the change in istema was a significant reduction of the number of
suppliers. From 1997 to 2004 Ducati reduced the bmimof qualified suppliers from 380 to 170.
This was primarily due to the fact that all supgievere not prepared to take on the increased
responsibilities and engagement in close interactiovas also an effect of an increase in the lsupp
of pre-assembled systems as mentioned above. Tohddy’0 first tier suppliers are fully responsible
for the sub-suppliers network and for the compegsruf that system.

5.4 Supplier partnership project

The reduction of the number of suppliers as wellaasoncentration in terms of volumes and
geographical location is a reflection of a moresingive interaction for integrating and adapting
activities and operations throughout the supplyirch@trategic suppliers have been taking part of a
Supplier Partnership Project, composed of seveaalutes: a cost analysis, a process analysis, and a
product simplification module. Also the flows of ags were mapped and analyzed to reduce lead-
times and throughput times. The supplier partnprgioject has been an important instrument to
achieve improved logistics coordination, and toreéase the innovative capability of the system.
Through the supplier partnership project, the oigional approach of the improvement process
becomes not only cross-functional but also crass-fi

6. ORGANIZING AROUND SUPPLY CHAINS

Using our framework for interaction and collabovati we can observe that Ducati develops
capabilities to identify and implement inter-orgaational improvement potentials regarding

efficiency as well as effectiveness by organizihg purchasing function around defined supply
chains and by introducing cross-functional as vaslicross-firm groups for handling each supply
chain. Further, all types of interdependenciesexygoited through interaction in the case: pooled,
serial, as well as reciprocal. Pooled interdepeciésrare exploited particularly through the process
of re-aligning the activities and the changes reigar the supply base. By reducing the number of
suppliers and increasing the volumes at chosenlisuppeconomies of scale can be obtained for the
suppliers. The same effect will be obtained alsanoying activities, such as inbound and outbound
logistics activities, to actors which are bettesiioned to gain economies of scale through pooling
resources. Serial as well as reciprocal interdeprecids are particularly addressed and exploited in
the Supplier Partnership Project. Here Ducati ingiseveral known techniques to systematically
remove waste in product development, logistics anuduction processes. Thus, products and
processes are improved with the help of and irracteon with other supply chain participants.

A major point in this context is that the improverteeachieved in this process were made possible
not only by willingness among the participant tdlalmorate but also by the fact that the internal re
organization in itself significantly helped to sgmstize the efforts. Thus, it is suggested that a
permanent competence and power structure, in theesef an appropriate line organization,
significantly helps in the process of identifyingnda particularly implementing supply chain
opportunities. It is also suggested, that the ingrme of an internal organization capable to handle
supply chain challenges has been widely underetsamia the supply chain literature. Traditional
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specialization of purchasing in commodity groupsaocording to professional features, lead to a
fragmented approach from a supply chain point efwiand is therefore not the right base for
achieving neither economies of integration or ecaies of innovation. The required competences
have to be gathered together in the line orgamzato that this organization becomes responsible fo
the change process related to the supply chainrappties. The major change in the organization
structure is that the internal organization of pasing within Ducati is made to mirror the external
interaction pattern with the suppliers. The intéroeaganization becomes a part of a larger
organization binding several companies togethey amtmeaningful totality. Actually, it is not the
solutions which represent the innovation in sumgbigin management but rather the organization of
the process. The absence of a purposeful orgamizaiesign may explain the limited number of
success stories that we can observe in real hiteoducing supply chain managers representing the
buying organization in the process of identifyingdamplementing supply chain opportunities, and
organizing the work according to the challengethadifferent supply chains will therefore be two
major elements in any supply chain strategy. Aniteaal important point is that the counterpart
must be influenced to make a corresponding chamgart a type of organization that is matching
the buyers approach and based upon a common wenu#irgy of the challenges in question.

7. CONCLUDING REMARKS

There is several different type of conclusions tat be made. One has to do with the organization
structure of purchasing another with the way thlganization design should be developed. A third as
to do with the effects the two first types of cargibns have on the way suppliers should handle thei
organizing. A fourth is what kind of further reselatis needed.

The design of the purchasing organization hasttoadilly not been seen as a very important issue.
Instead the organization design has been seenvasygragmatic issue in the sense that it is a
question of purpose and prioritizing in relationkiought products or services. Our discussion has
pointed to the importance of adapting it to thereenies one wishes to achieve. In a situation where
a company seeks to achieve economies of scale aopk $n relation to bought items only, the
traditional ways of organizing the purchasing fumctis adequate. However, as soon as inter-firm,
serial or reciprocal interdependencies represenformeconomies, these can only be addressed by
cross-firm and cross-functional coordination mea$ras. Actually, we suggest that the traditional
structures represent a barrier for achieving thgges of economies. In highly specialized
companies, one would therefore expect first-ordeyugings around supply chains or supply
networks involving the buyer as well as key supplier achieving efficiency and innovations.

The second type of conclusions relate to the deweémt of the organization structure. The

organizing process is nothing that can be handlgsiade the development of the supply chains and
networks in themselves. The organizing dimensiopur€hasing is only one aspect of the organizing
of the supply chains and networks. Thus, a compéhyever reach a stable and final structure — it
will have to develop as long as the company wdmsstipply chains and networks to develop.

One crucial consequence is that the organizingi@fouying company’s purchasing function has to
be related to how its suppliers develop their oizgtional structure. The whole ambition is to fiad
better match between the internal functioning eftlaying company with the internal functioning of
the suppliers. On both sides the internal functigralso includes how the organizations are related
to other important counterparts. The developmenheforganization structure as well as processes
related to the purchasing function must in this vie@yseen within the larger inter-organizational
setting that it is an integrated part of. The sapplies for the suppliers where the organizational
dimensions are the keys to create suitable orgtomed links to the buyers.

The discussion above can also be summarized inllaf@amuch more research where the
organization within the companies — both regardigchasing and marketing — is systematically
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related to how the external organizing togethermwstippliers and customers are designed or

approached.
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