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Abstract

This paper explores the role(s) of contractingh formation and development of service exchange
relationships. Based on review and synthesis ofigtrhl networks and contracting theory, a
preliminary conceptual framework is developed tguar that contracting can be conceived as a
means of stabilising and changing/adapting sergiaghange relationships, particularly in terms of
their associated activity and resource structukesingle, exploratory case study in the construrctio
consultancy industry context is conducted to testdonceptual frame. Preliminary findings appear
to provide some support for the main theoreticalj@cture — contracting has a stabilising function
since it facilitates a common understanding of iseractivity and resource requirements at the early
stages of exchange relationship formation and pliextes and codifies the exchange object. At the
same time, contracting fulfils a changing functioy allowing for certain activity and resource
adaptations during the exchange.

Keywords: Contracting, contracts, business services, exeheglgtionships

" Authors have contributed equally to the paper



Abstract preview

1. Introduction

Business service outsourcing and off-shoring retetnips have been forming and developing at an
increasing pace as organisations both in privatepablic sectors tend to un-bundle their business
processes and capabilities in order to reduce apdt asset investment and improve business
performance (Mclvor, 2008). Outsourcing firms hamaritical activities and processes to business
process outsourcing providers in areas as divesdmuiman resources, logistics, finance/accounting
and ICT (Youngdahl and Ramaswamy, 2008; Sako, 2006yitably, such ventures are not risk-
free; key concerns regarding relationship set up management include the ability to understand
and define the exchange object (e.g. in terms pfaadivities, resources, infrastructure and output)
realise the exchange and measure performance &sasvéhe ability to monitor and adapt the
business relationship according to changing reqmerds (see Ellram et al., 2008). Contracts often
form an inextricable part of outsourcing relatigehinsofar as, and up to the extent to which, they
deal with the above concerns. Contracting can Irelgeveloping a mutual understanding of the
exchange between parties and codiyfing the exchabjget (Selviaridis and Spring, 2007; Lindberg
and Nordin, 2008). Contracts hedge against econ@ntt operational uncertainties that could
potentially obstruct relationship development ardhange effectiveness (Harrison, 2004; Kern and
Willcocks, 2000). Different contractual types/forserve as frameworks for relationship governance
e.g. build-operate-transfer (BOT) offshoring cootsa are well-known in various industries
(Youngdahl and Ramaswamy, 2008) and design-builarfie-operate (DBFO) agreements are
widely used in public-private partnership (PPP)gxts such as hospital construction/maintenance or
facility management services provision (see Zhdrad.£2008).

Contracting processes and contracts, then, se@tayoan important part in exchange relationship
formation and development. And yet, their role awpeto be underplayed within the Industrial
Marketing and Purchasing (IMP) research traditidnclv emphasises co-operation for relationship
implementation, trust and relationship continurtgtead. Traditionally opposed to the Williamsonian
paradigm and its opportunism-based economics anisgtion, the IMP scholarship tends to play
down the importance of contracting; following tlezieved wisdom, it treats contracts as things that
are "incomplete” and "useless” and fail to capttine interdependent and embedded nature of
exchanges (e.g. Collins, 1999; Ring and van de ¥882; Macaulay, 1963). As well-placed as these
criticisms may be, one cannot ignore recent coneépand empirical research which seems to
suggest that contracting does matter. Contractiag oontribute towards a mutual understanding
between parties at the early stages of relationfsinipation, help construct a shared definitionhad t
exchange and build trust (e.g. Blomqvist et alQ30 Drawing on Callon and collegaues’ (2005;
2002) work on the qualification process, Araujo &puting (2006) suggest that service exchanges
are constructed and defined through an ongoingegsoof negotiation among all interested parties
e.g. client, service provider, consultants. Suchotiations are often embedded in, and centred
around, theprocess of contracting since the final contract agreement (temporaritgpilises the
object of exchange (Selviaridis and Spring, 200hdherg and Nordin, 2008). At the same time,
contractual clauses attempt to foresee future diisttions and changes regarding the exchange;
thus contacts also often act as frameworks for imggiater-firm interaction and exchange adaptation
(cf. Mouzas and Ford, 2006).

Building on such recent insights, the purpose o $tudy is to explore the role of contractinghe t
formation and development of service exchangeiogiships. More specifically, the paper aims at:
a) exploring the role of contracting and its outepme. contracts, in shaping and stabilising the
exchange object so as to make services tradaldepbdring how, and to what extent, contracts help
in managing and adapting the service exchangeige$dtip. In the next section we present the
theoretical background of the study and synthed#fé and contracting literature to develop our
conceptual argument. In particular, we propose tuoatracting can be conceived as a means of
stabilising and changing/adapting service exchargestion 3 discusses the methodological choices
of the study, whereas Section 4 presents the dadg sf service provider in the context of the
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construction consultancy industry. Case analysismeliminary findings are presented in Section 5.
The conceptual frame is revisited in the lightro# findings and further work that needs to be dene
discussed in Section 6.

2. Literature Review

This section discusses the extant research andogesva preliminary conceptual framework based
on a synthesis of industrial networks and contnacliterature.

2.1 Sability and Change in Exchange Relationships

Industrial networks research is concerned withfdineation, development and evolution of business
relationships and networks within industrial maskethe first IMP study focused on the nature of
dyadic buyer-seller relationships and developed‘iateraction approach” to industrial markets
(Hékansson and Snehota, 2002). Empirical eviderwalenged classic economic theory and
demonstrated the existence of long-term, stabkiogiships between industrial buyers and sellers.
The interaction model conceived the buyer-sell&atiaship as a stream of exchanges where both
were regarded as active parties that were awam@ndfimportant to each other (see Hakansson,
1982). Later IMP studies shifted their focus frogyads to networks borrowing from social exchange
theory the concept of "connectedness”; businessarks were conceived as sets of connected inter-
firm relationships (Araujo and Easton, 1996).

The industrial network model (Hakansson and Jolems$992) supplied IMP scholars with a
common language and theoretical frame and helpéatiimer operationalising the study of business
relationships and networks. It consists of threes £ variables: activities, resources and actors.
Activities are performed by actors and consume resourcesder do develop or create new
resourcesResources are controlled by actors, they are heterogenodsan be combined with other
resources in unlimited wayActors develop relationships with each other. Each aottine network
has differential knowledge about other actors amelrtrespective resources and activities. It is
suggested that the substance of inter-firm relahgs refers to the formation of activity links,
resource ties and actor bonds between organisathatwity links, resource ties and actor bonds
(dyadic relations) represent elements of widervagtichains, resource constellations and webs of
actors (respectively) that are formed within theeirorganisational network (Hakansson and
Snehota, 1995).

Activity links, resources ties and actor bonds withusiness relationships are dynamic and tend to
be adjusted or totally restructured over time. Htgband change are treated as structural

characteristics of inter-firm relationships andwatks (Hakansson and Snehota, 1995). Business
relationships (and networks) change over time amth <hange is to a great extent endogenous
(Hakansson and Snehota, 1995). Change is not caysediaceless environment, but it rather results
from inter-firm interactions within the relationghiwith organisations essentially acting as change
agents (Gadde and Hakansson, 1992). Exchangeonship change results from changes in the way
activities, resources and actors are connecteddio ether (Axelsson and Easton, 1992). This means
that change refers primarily to changes in whaaoigations do (scope of activities) and changes in
their resource/capability bases and changes irakys and their interactions.

Stability and change co-exist and reinforce eableroin the sense that the above-mentioned changes
are often gradual and continuous. Certain changesdaptations in activities and resources (e.g. an
investment in a dedicated information system) anstabilise and strengthen existing relationships
(Gadde and Hakansson, 1992). On the other hariilitytand continuity in inter-firm relationships
can also prepare the ground for radical changesh(as product innovation). A distinction is made
between evolutionary and revolutionary changefonmer has a stabilising effect, whereas the latter
leads to exchange relationship and network restringt. Continuous changes and adaptations result
from co-ordination processes, where actors co-atdirand adapt their activities and resources
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among each other. Radical changes, on the othet, lkame about through mobilisation processes
with resources and actors being mobilised to besasting activity links and restructure the network
(cf. Lundgren, 1992).

Given the focus of the IMP research stream on implgation and continuity of relationships, it is
perhaps not surprising that the role of contractingexchange relationship formation and
development has been relatively underplayed (cfrristan, 2004). Contracting processes are
assumed to take place, contracts agreements ame tak granted and very little is said about their
functions with regard to forming, developing andleing activity links and resource ties within
exchange relationships. In recognition of this gapre have recently been attempts to examine how
contractual design can impact on stability and tategm/change of service exchanges. Contracting
often helps in shaping a shared definition of tkxehange (cf. Poppo and Zenger, 2002) and
(temporarily) stabilising the required activitie®sources, outputs and costs through the contract
agreement (Selviaridis and Spring, 2007; Lindbergl d&Nordin, 2008). Due to contractual
“incompleteness” (cf. Macaulay, 2003), such excleastgbilisation is often temporary and contracts
may also be used as frameworks for ongoing inter-daptation and renegotiation in terms of key
activities, resource levels and costs (cf. Seldiari2008; Mouzas and Ford, 2006).

2.2. Contracting and Contract Functions

The bulk of contract theory focuses on transacttbas are not immediate in character which raises
uncertainty-, effort monitoring- and investmentateld issues (Lyons, 1996). It is well established i
the literature that contracts are in many ways nmglete and fail to foresee every possible future
contingency due to the condition of bounded rafipnécf. Macaulay, 2003). Even if it was possible
to plan for every possible contingency, the costoeiated with writing such a contract would be
prohibitive (Lyons, 1996). Contracts have been erachfrom a variety of perspectives and continue
to attract the interest of lawyers, economists soologists alike. The extant literature has mainl
concentrated on a dichotomy between short-terncretis transactions and long-term, relational
exchanges.

In his seminal study, McNeil (1980) has fleshed iat differences between discrete and relational
contracting. His starting point of analysis is thecial nature of the contract, since “never has
contract occurred without society” (McNeil, 1980:He goes on to present a comparison between
discrete contracts and modern contractual relatipss The discrete contract focuses on the
immediate exchange and ignores any issues relategldtionship development between exchange
parties. The goal of the parties is to developraplete specification and foresee all contingenities

a way that the future is brought into the presém concept of “presentiation”). On the other hand,
relational contracts put emphasis on the continaftgxchange relationships. Modern contractual
relations recognise the importance of precise fipations and measurement systems. Planning
work entails not only defining the substance offextges but also developing supporting structures
and processes for future planning, especially sesaf long-term relations. Relationships are partl
not presentiated and there is room for flexibilignd re-negotiation in case of changing
circumstances due to interdependencies betweemacting parties and expectations for future co-
operation (see McNeil, 1980). In a similar veink&#1992) has drawn a distinction between arm-
length’s contractual relations (ACR) and obligaiboontractual relations (OCR), which represent
the opposite ends on a wide spectrum of inter-tirmnsactions. The ACR model refers to discrete
transactions for which a formal, explicit contragists and attempts to fully determine the righig a
responsibilities of each party. The OCR model @isolves the design of a contract for the exchange
of goods/services, but it is embedded in a wideb wé social relations between the parties.
Obligational contracting puts more emphasis ordéheslopment of trust and relationship continuity.

In line with the above discussion, there has rdgdmten increased interest in the comparative
performance of relational/trust-based and contedajovernance mechanisms. Overall, there seems
to be a disagreement in the literature, with canteand trust being regarded either as substitutes o
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complements (e.g. Lee and Cavusgil 2006; Carsicad., 2000) or even as both substitutes and
complements (Woolthuigt al., 2005). This research stream has been criticieedconflating
contracts and business relationships. Collins (L88&usses the business relationship, the deal and
the contract agreement as distinctive frames ddregice for evaluating contracting practice. In
contrast to the discrete-relational contract disemy, he argues that all three dimensions are ptese
but contractual behavior may attribute a dominasifpon to one or another at any particular time or
case (Collins, 1999). For example, a supplier nosstate a payment delay and avoid requesting for a
penalty to be paid (according to contractual sadedg) on the expectation of securing more business
from a specific customer in the future. Howevere thame supplier can invoke the contract
agreement at any time when it no longer valuesocust relationship continuity or when economic
cost-benefit analysis dictates contract enforcer@nCollins, 1999).

However, contracts are more than just planning oh@nis whose role is to prevent opportunistic
behaviour. The extant literature suggests that tfesn fulfill alternative functions in the broader
context of inter-organisational relationships:

1) co-ordination function — reducing ambiguity during the exchapgeod and delineating roles
and responsibilities bewteen parties (e.g. Blontcgtial., 2005).

2) communication function — increasing understanding between Eadigring the contracting
process (e.g. supplier understanding of buyer’sirements) and enhancing information and
knowledge sharing flows during the exchange pef#og. Poppo and Zenger, 2002).

3) codification function —constructing a shared definition of #wchange (e.g. Lindberg and
Nordin, 2008) and codifying accumulated inter-fikmowledge and efficient collaboration
methods developed over time (e.g. Mayer and Argyeg4)

4) learning function — explicating inter-firm learning devekap over time in contractual
negotiations and embedding it into contracts (Aegyet al., 2007).

5) adaptation function — having the built-in flexiblity that ales for service exchnage
adaptation and relationship re-negotiation in casehanging circumstances (e.g. Mouzas
and Ford, 2006; Poppo and Zenger, 2002).

2.3 Synthesis

The IMP notions of stability and change in integamisational relationships are synthesised with
contracting literature with the purpose of exangniservice exchange relationships from
contractual point of view. This remit is deemed necessary and importanbagacting appears to
form a vital part of exchange relationship formatend evolution (cf. Harrison, 2004; Mouzas and
Ford, 2006; Kern and Willcocks, 2000). It shouldrmed that the two theoretical perspectives are
used in a complementary fashion without any intenplay down differences in their ontological
assumptions. Rather, the overarching aim is tooegphe role of contracting into service exchange
relationship dynamics.

Building on recent research regarding the dynarafcservice exchange definition (cf. Selviaridis
and Spring, 2007; Araujo and Spring. 2006; Lindbang Nordin, 2008; Mouzas and Ford, 2006),
we hypothesise that the process of negotiatingvenitthg the contract as well as renegotiating the
exchange through the contractual frame instigayetes of stability and change/adaptation within
the exchange relationship. The notions of stabaityl change are further operationalised here in
terms of activity links and resources ties betwéem service provider and customer firm (see
Hakansson and Snehota, 1995). Based on literagwiew, we develop a preliminary conceptual
framework proposing that contracting and contraotdd be conceived as a meanstabilising and
changing activity and resource structures within servicehemge relationships (see Figure 1). The
preliminary analytical frame is put forward for emgal testing and is subject to further
refinement/extension.
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CHANGING FUNCTION

CONTRACTING

STABILITY <]Activities & Resourc> CHANGE

STABILISNG FUNCTION

Figure 1: The Role of Contracting in Stabilising an  d Changing Service Exchange Relationships — A
Preliminary Conceptual Framework

The process of contracting can help increase utadelisig of service requirements as well as shape
and codify service activities and resources. Thereot agreement stabilises, only temporarily
though, the object of exchange. Contractual promsiand clauses can help co-ordinate adaptations
and changes in service activity and resource strestwith the aim of strengthening and further
stabilising the exchange relationship. We usetttesretical pre-understanding to empirically
explore the role of contracting in service excharegationship formation and development. In
particular, we are interested in exploring thedwiing research questions:

1. How, and to what extent, does contracting (and its product i.e. contracts) helps in shaping and

stabilising activity links and resour ce ties within the exchange relationship?

2. How, and to what extent, do contracts help in managing change/adaptation in terms of activity

links and resour ces ties within the exchange relationship?

3. Method

The case study method was employed to addresgdbarch aim for two key reasons. Firstly, case-
based research allows developing in-depth undetistgn(cf. Voss et al., 2002) of business
relationships which are complex and dynamic in r@tBuilding on recent research, this paper aims
to explore the role of contracting in exchange tretship formation and development and case
studies are ideal for such exploratory enquirieg,(X2003). In-depth, qualitative study allowed
gathering data on contracting (e.g. specificationutinents and contracts) as well as on the broader
context of relationships (e.g. past exchanges)or@g, and in line with the theoretically-driven
intention to treat contracting as a means of s&hg and changing exchange relationships, case
research allowed capturing business relationshipaoiycs. Data on the contracting process were
gathered largely in a retrospective fashion (cbrard-Barton, 1990).

A single, exploratory case study was conductednswar the posed research questions. The case
company is a service provider of project managemdasign co-ordination and construction
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management services for industrial building. Thiget of industry context can be considered as
suitable empirical study on service contracting ttuéhe specific nature of these types of services.
As they are related to constructing and engineetypically different types of regulations determin
much of the actual work in projects. Thus in thiested industry context the role of contracting is
very important. It is vital that all the needed ukegions are followed and this is typically secured
through contracts. On the other hand, the existehdéeng customer relationships, which is typical
for the selected case company, enabled us to alsodlook at role of contracting at the relatiopsh
level. The service provider company recently addpée novel contracting process based on
engineering, procurement, construction and comomasg of capital expenditure projects principles.
This contracting tool can be described as a vetgildd way of defining the tasks and activities of
the individual managers involved and their resgaifises in the service projects.

Data were mainly collected through semi-structurgdrviews with service provider personnel as
well as managers from two customer companies. iRiffietypes of documents, e.g., customer
magazines, company web sites, product brochureghendontracting software presentation were
also proved as important sources of evidence afmkdhen triangulating interview accounts (Yin,
2003). Five persons from the service provider camgpaere interviewed at the service provider and
four persons from two customer companies (see Thbl&he interviews covered, quite broadly,
issues around the customer-service provider relstips, project cycles and service processes. More
specific themes and discussions were based ardumddifferent aspects of contracting. The
interviews were recorded and transcribed.

Table 1: Interview Data

Date/ duration of theinterview

Organization Status of the interviewee (hour :min)

Case company Quality Manager 21.1.09 1:27

(service provider) Department Manager 23.2.09 1:41
District Manager 5.2.09 1:08
Office Manager 13.2.09 1:18
Vice President, Project 27209 1:38
Management

Customer Company A Factory Service Manager 28.1.09 1:16
Automation Specialist 5.3.09 1:19

Customer Company B Large Industry Project's Owners’
Representative and 13.2.09 0:51

Production Manager

Data coding and analysis was initially informed e preliminary conceptual framework (see
Section 2.3). The data analysis was conducted ugiegNVivo software. All the transcribed
interviews were imported into the software andhia tirst round of analysis the data was categorized
using two main codes derived from the conceptuaiméwork. These codes were 1) resource
contracting and 2) activity contracting. After thest round of coding both of these themes were
analyzed separately and in more detail, focusingthan stabilizing and changing functions of
contracting and contracts.

4. A Case Study of Professional Services

The case company is a professional service firnviging engineering and project management
services. The company operates worldwide and hasatpns in 45 countries and personnel of about
8,000 people. The company’s turnover in 2006 wases650 million Euros and its three main
business areas each represent about one thirce dlithover. The company’s business consists of
project assignments covering the entire lifecycfetteeir customers’ investment projects. The
company provides both management consulting senacel technical professional services. The
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services of the company can vary extensively frormsinaple engineering service (e.g. structural

engineering) to a complex EPCM (Engineering, Prexent, Construction and Management)

project and even intense management consultinguirempirical study, we especially focused on a
particular unit providing wide-ranging professiosalvices based on technical expertise in planning
and implementation of industrial building.

The service provider has a long history of prowidiangineering services for the industrial
customers. It has grown from a small engineeririigeto a global provider of professional services
to several industries. It has many very long custorelationships dating back several decades. On
the basis of its long history, it has been ablddweelop many processes which it can utilize inisgrv
different customer industries. Based on its longegence in project management services, the
company has recently adopted a novel contractimgegss based on engineering, procurement,
construction and commissioning of capital expenditprojects principles. The model is a project
management method which defines the areas of thegbrand tasks that are needed in every capital
investment project. The model enables a clear dieimnof the responsibilities of the parties invetl/

in a project. All the processes needed in planaimg) implementing complex investment projects are
built-in the software. Every task that needs todoae is carefully depicted in terms of what is
included and who is responsible for each proceea and task. As a result of this model, the
software in question produces up to 1,000 diffedaduments automatically.

This software is used as tool in marketing, conimgcand project implementation. At the initial
phases of prospecting for a potential project, wimeeting with the potential customer they can use
the software to present on the general level th#etyaof services they can offer in complex
investment projects. During the contract negotregiohey go more in-depth through the process
areas and activities of a project using the sofwkmally, during the project implementation phase
they use the software and the documents createdghiit as guidelines for the actual work. Also, if
during the implementation phase some needs forgthgithe contract emerges they can return to the
software and define the scope of the project aaddblponsibilities of the actors again.

The actual software was not yet used to any gedanein the company’s customer projects. This is
due to the fact that the software has only recdmign taken in use but also because the software is
regarded as too heavy tool for managing small assegts and projects with existing customers. The
model is regarded as best suitable for large antptax projects and when starting co-operation with
new customers or customers to whom the projecesemt a unique and perhaps once in a life-time
project. The service provider felt that the mowitional ways of contracting were more suitable
when operating with old customers through persar@mitacts involving trust. However, the
developed software reflected the way the serviaaviger perceived the problems related to
contracting in complex professional services thaytprovided. In other words, even though they did
not use the actual software every time, the way tperated with a customer typically followed the
same principles.

5. Case Analysis

5.1 Sabilising Function

The service provider operates in a project busireess often the services are related to large
investment projects of the customers. These kifgsapects are typically very complex and require
vide range of different activities ranging from jact planning, technical planning work, applying
for different types of permissions from authorifipsocurement, management of sub-contracting and
actual construction etc. In the contract, the serig typically defined in terms of task lists whiare
based on national building information foundatiostggestions.

"If we consider the planning and implementationaotypical industrial investment project, there
exists a quite many small things that if we wouldtevthese all down, it would be a huge list. And
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who would be able to evaluate such an offer? Cingclithere is all that is needed?” [Department
Manager].

In order to handle this complex set of activitieeded and the responsibilities related to these, th
company had developed the contracting software. 3tféware includes four main functions
covering project, engineering, procurement and ttooson. For example, project management
consist of ten processes. For example, contrachgenent is one of these and it is in turn further
divided into several tasks including various diffietr types of deliverables. The software also dsfine
important areas such as health, safety and enventahaspects that need to be considered in
industrial infrastructure projects. By using thétware, the service provider attempts to ensuré tha
all tasks needed in any type of project are peréoinon time and that all parties know their
responsibilities. The level of responsibility thae service provider is willing to accept is stigteld

in the contract as well. This is important duehe way the services provided by the case company
can be intertwined to the offerings of other coypaets, e.g. technology or equipment providers.

“If we make the plan that, OK, here we have theeqmoduction process and here we have a specific
water pump or a suchlike peripheral device, weresponsible for planning it right. However, it et
equipment manufacturer that is responsible fortioning of the device, not us. We want to go these
things through very carefully in the contract. Wth&es the responsibility of different decicionsisit

an essential issue in terms of the contract. " §\Reesident, Project Management].

Concerning the contracting process, during the tetgmns the responsibilities are seen as very
sensitive issues. The case company does not watatiowith creating an impression that they do
not want to have any responsibility over anythifigis can create a very negative atmosphere. The
case company as a set of bullet points that thely #ime go through with the potential customer in
order to have a joint understanding of the thirgg should be discussed. This list is in line wiité
general structure of the contracting software wtiatows the bullet point list. They also see titat

is important to be able to make the customer umaedsthat they need to take the responsibilities
into account when pricing the services becausee@onsibility may become very expensive.

In terms of professional services, the personndl their expertise are the main resources of the
service provider. In our case, especially in thetaomer relationships with long history, the
importance of the particular know-how of a certakpert was evident. Customers who had previous
experience wanted the exactly the same engineeodvad in new projects as well. It was typical,
that specific experts were mentioned in the cotdracat least in the appendices.

"If not in the contracts, at least in the appenslia® want to have a list of names. This is becthese
quality relies in the people and if we know alreaéytain experts, we usually want to engage them in
to the project.” [Head of maintenance services t@usr organization]

Since the role of person-specific expertise in tkisd of service business, the experts were
considered as essential resources also in termggtitiating the contracts. Typically, in technical
engineering services the experts were classifieéd @ couple of classes on the basis of their
education and professional experience. This claaibn was based on the national level by the
central organization of the industry. This clagsifion was used in pricing the services. For exampl
they might have a clause of a contract stating tiimae engineers of class A and four engineers of
class B are in the specific project. During the ategions, they could negotiate the price by
changing the classification of the specific expagghe following quotation illustrates.

“l have seen some tough negotiations where we tdamended that certain engineers with a high

classification are bought using a rate of a lowasdification.” [Head of maintenance services,

Customer organization].
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Concerning the definition of the resources in cacts, the definition of incentives, that is bonuses
and profit-sharing or cost/saving agreements ireotd increase resource efficiency in the project
was also essential. One of the main issues whetingtplanning a new deal is to decide whether it
is to be a fixed price of an hourly rate —basedjguto Basically, of course the problem of
determining a fixed price is related to problemslefining the activities beforehand. On the other
hand, from the customer’s perspective, the houalyeld pricing creates the uncertainty related to the
work efficiency and professional skills of the emggrs involved in the project. Through using
incentives that generate a concrete mutual goaeth@ent use of resources in the project can be
strengthened.

“If we built the incentives right, it is evidentdhit is also in our interest to make thinks e#frdiy and
fast. It directs everything more clearly towardsatvthe customer wants. So that our only goal is not
to make more money. Creating right kinds of inogdiis important from the initial phase of
contracting.” [Head of maintenance services, Custaonganization A]

5.2 Changing Function

Contracting is seen to play a twin role during pineject implementation phase. On the one hand it
was considered, that if everything goes well, tloatiact is actually an unnecessary piece of
document which they never have to look again after signed. This was typically related to small
projects and projects with existing customers. Heaewe especially in terms of more complex
projects, the contract was considered at best taslbaore as a tool for managing the projects which
are continuously used and supplemented duringrthjeqa.

“There in the contract we have the jointly agrealés of the game and if we need to make changes to
them we will make a proper appendix. It might batttiuring a project there are twenty appendices
that are added to the contract. And it is not nem@ly a negative thing it is more like an indicatiof

the way both counterparts make adaptations ani@xible. Of course, there are instances when the
contract is used to make claims for damages.” [Wmsident, Project Management].

Especially in complex investment projects, thew saveral factors which can create needs to make
changes to the contracts. For example, in contelk&se technologies develop at high speed, during
a long investment project simply the emergenceetiieb technological solutions may create needs to
make modifications to the exchange through the reotial clauses. Also, sometimes the
improvements come up during the project based e®xipertise of the service provider. The projects
typically involve a great number of different adpe.g. sub-contractors and technology providers.
These actors may prove to be incapable or have ofpes of needs to change their role in the
project. This can also create needs for changhdrcontracts, e.g. increase the work load of the
service provider. In some cases the customersvgithrhaving a lot of responsibility over the prcie

by themselves. As the project goes on, they may ifitoo demanding to take such a big role and
renegotiate the contract so that the service pesvehds up having a bigger role in the project.
Finally, sometimes also the customer may want te tenore responsibility over the project
management or changes in personnel may createémesake modifications to the contracts.

6. Discussion and Conclusions

The purpose of the study is to explore the roleaftracting in the formation and development of
service exchange relationships. More specificaklyset out to explore the role of contracting ased it
outcome, i.e. contracts, in shaping and stabilidimg exchange object so as to make services
tradable. Also, we are interested in finding outvhand to what extent, contracts help in managing
and adapting the exchange relationship. In the eyain@l part of the study we synthesise IMP and
contracting literature to develop our analyticainfework. In the empirical part of the study a sngl
exploratory case study has been conducted to artbe/@osed research questions.
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Preliminary research findings provide some suppartthe main argument that contracting is a
means of stabilising and changing/adapting serexehanges in terms of associated activity and
resource structures. Empirical evidence highligit® aspects of the stabilising function of
contracting: a) developing common understandinge¥ice requirements at the early stages of
exchange relationship formation and b) explicatamgl stabilising the exchange definition through
the contract. In our exploratory case the speciiictracting software acted as a tool for making the
service activities and resources more visible ® dlent and service provider. In this way parties
were able to construct a common understanding ficge exchange requirements. By carefully
going through and defining all the needed actigiaied determining the key resources (experts) for a
given project, the contracting parties were ablehare and stabilise an acceptable definition ef th
exchange and thus make the service tradable. Dsdasaggest the contracting fulfils a changing
function insofar as it allows for activity and resce adaptations. Contracting provided for actual
and potential adaptations to the exchange (e.qaga®ain responsibility allocation during project
implementation, change in resources utilisatioterms of expert personnel and potential changes in
technology). This was achieved both through cotuedcclauses and the contracting software
capabilities.

Further work is of course needed to develop thiskvio-progress paper; both in terms of refining
the conceptual framework and conducting furthere casearch. In particular, we plan to collect
more detailed data on service activities and resolinks and examine, in a longitudinal fashion,
how these are adapted. More case studies in atywarieservice contexts should be conducted,
including cases where contracts are used to teten@ahange relationships and ‘break’ activity and
resource links. Future research would also focusotirer potential aspects of stabilising and
changing functions of contracting e.g. codificatioh inter-firm learning accumulated over past
exchange episodes through the contract agreemesthdped that such forthcoming developments
will enhance our understanding of contracting raledorming and managing service exchange
relationships.

References

Araujo, L. and Easton, G., (1996), "Networks in i®economic Systems - A Critical Review," in lacobyd., (Ed.)
Networksin Marketing. Sage, Thousand Oaks, pp. 63-107.

Araujo, L. & Spring, M. (2006). Services, produatdd the institutional structure of productidndustrial Marketing
Management, VVol. 35 No 7, pp. 797-805.

Argyres, N., Bercovitz, J., and Mayer, K. (2000 0mplementarity and evolution of contractual primns: An
empirical study of IT services contract®rganization Science, Vol 18 No 1, pp. 3-19.Axelsson, B. and Easton,
G. Eds., (1992)ndustrial Networks: A New View of Reality, Routledge, London.

Blomqvist, K., Hurmelinna, P., and Seppanen, ROB0"Playing the collaboration game right - balagdrust and
contracting",Technovation, Vol 25 No 5, pp. 497-504.

Callon, M., Meadel, C., & Rabeharisoa, V. (2002)eTeconomy of qualitie&conomy and Society, Vol. 31 No 2, pp.
194-217.

Callon, M. & Muniesa, F. (2005). Economic marketscalculative collective device®rganization Sudies, Vol 26 No
8, pp. 1229-1250.

Cannon, J., Achrol, R., and Gundlach, G. (2000prt€acts, norms and plural form governandgademy of Marketing
Science, Vol 28 No 2, pp. 180-94.

Collins, H. (1999)Regulating Contracts, Oxford University Press, Oxford.

Ellram, L. M., Tate, W., & Billington, C. (2008)Offshore outsourcing of professional services. A transaction cost
economics perspective. Journal of Operations Management, Vol 26 No 2, pp. 148-163.

Gadde, L.-E. and H. Hakansson (1992) “Analysing rgleaand Stability in Distribution Channels - A Netk
Approach” in Axelsson B. and Easton G. (EdBwlustrial Networks: A New View of Reality, London,
Routldegepp. 166-79.

Harrison, D. (2004), "Is a long-term business fetahip an implied contract? Two views on relatlips
disengagementJournal of Management Studies, Vol 41 No 1, pp. 107-25.

Hakansson, H. and Johanson, J., (1992), "A Moddhdfistrial Networks," in Axelsson, B. and East@h, (Eds.),
Industrial Networks: A New View of Reality. Routledge, London, pp. 28-34.

Hakansson, H. and Snehota, |. (19%vel oping Relationshipsin Business Networks, Routledge, London.

Hakansson, H. Ed. (1982hternational Marketing and Purchasing of Industrial Goods: An Interaction Approach, John
Wiley, Chichester.

11



Abstract preview

Kern, T. and Willcocks, L. (2000), "Exploring infmation technology outsourcing relationships: Theamy practice",
Journal of Srategic Information Systems, Vol 9 No 4, pp. 321-50.

Lee, Y. and Cavusgil, T. (2006), "Enhancing allemerformance: The effects of contractual-basedugerelational-
based governanceJournal of Business Research, Vol 59, pp. 896-905.

Leonard-Barton, D. (1990), "A dual methodology frase studies: Synergistic use of a longitudinaglsirsite with
replicated multiple sites'Qrganization Science, Vol 1 No 3, pp. 248-66.

Lindberg, N. and Nordin, F. (2008) From productseovices and back again: Towards a new servicgipement logic.
Industrial Marketing Management, Vol 37, No 3 pp. 292-300.

Lundgren, A. (1992) “Co-ordination and Mobilisati®mocesses in Industrial Networks” in Axelsson Bd &. Easton
G., Industrial Networks: A new View of Reality, London, Routledgeop. 144-65.

Lyons, B. (1996), "Empirical relevance of efficieztntract theory: Inter-firm contractsQxford Review of Economic
Palicy, Vol 12 No 4, pp. 27-52.

Macaulay, S. (1963), "Non-contractual relationdusiness: A preliminary studyAmerican Sociological Review, Vol
28 No 1, pp. 55-67.

Macaulay, S., (2003), "The Real and the Paper Oeapirical Pictures of Relationships, Complexitydahe Urge for
Transparent Simple Rules," in Cambell, D. and @s]liH. and Wightman, J., (Edslipplicit Dimensions of
Contract: Discrete, Relational and Network Contracts. Hart Publishing, Oregon, pp. 51-102.

Mayer, K. and Argyres, N. (2004), "Learning to qawt: Evidence from the Personal Computer industyganization
Science, Vol 15 No 4, pp. 394-410.

Mclvor, R. (2008).How the transaction cost and resource-based theories of the firm inform outsourcing evaluation.
Journal of Operations Management, In press.

McNeil, 1. (1980),The New Social Contract: An Inquiry into Modern Contractual Relations, Yale University Press, New
Haven.

Mouzas, S. and Ford, D. (2006), "Managing relatigusin showery weather: The role of umbrella agreets",Journal
of Business Research, Vol 59 No 12, pp. 1248-56.

Poppo, L. and Zenger, T. (2002), "Do formal cornsaand relational governance function as substitute
complements?3rategic Management Journal, Vol 23 No 8, pp. 707-25.

Ring, P. S. and Van de Ven, A. H. (1992), "Struamrrcooperative relationships between organisatjo8sategic
Management Journal, Vol 13 No 7, pp. 483-98.

Sako, M. (1992)Prices, Quality and Trust: Inter-firm Relationsin Britain and Japan, Cambridge University Press, New
York.

Sako, M. (2006), "Outsourcing and offshoring: Inoptions for productivity of business service€%ford Review of
Economic Policy, Vol 22 No 4, pp. 499-512.

Selviaridis, K (2008)he Process of Service Definition in Third Party Logistics. Lancaster: Lancaster University
Management School (Unpublished PhD Thesis).

Selviaridis, K. and Spring, M. (2007), “Understamglthe dynamics of service exchange design instréil markets:
The case of third party logistics”, #8rd IMP Conference, 30 August-1 September 2007, Manchester Business
School, Manchester, U.K.

Woolthuis, R., Hillebrand, B., and Nooteboom, B0@8), "Trust, contract and relationship developrhe@tganization
Sudies, Vol 26 No 6, pp. 813-40.

Voss, C., Tsikriktsis, N., and Frohlich, M. (2002;ase research in operations managemént&;national Journal of
Operations and Production Management, Vol 22 No 2, pp. 195-219.

Yin, R. K. (2003),Case Study Research: Design and Methods, (3rd ed.), Sage, Thousand Oaks.

Youngdahl, W. & Ramaswamy, K. (2008xploring new research frontiers in offshoring knowledge and service
processes. Journal of Operations Management, 26 (2), 135-140.

Zheng, J., Roehrich, J.K, and Lewis, M. (2008), dymamics of contractual and relational governalaédence from
long-term public-private procurement arrangemenistynal of Purchasing and Supply Management, Vol 14,
pp. 43-54.

12



