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v

In the network era we live in today, many organizational actors in posi-
tions of management or expertise increasingly play important roles in 
building, organizing, coordinating, and developing business relation-
ships, networks, or even entire ecosystems. In doing so, they face chal-
lenges for how to influence the actions of their partner firms as well as 
how to align their own firms with their business partners. These “bound-
ary spanners” strive to build a shared understanding between the mem-
bers in a network. The DIMECC REBUS (Towards relational business 
practices) research program was inspired by the relational view introduced 
first by Dyer and Singh in 1998. The research program also wanted to 
result in concrete deliverables that would have practical value for network 
management, that is, developing and then studying relational business 
practices in industrial networks. Therefore, the research utilized design 
science approach.

The idea for a book that combined the central findings of these research 
and development efforts arose from the recognition of the multidisci-
plinary nature of network management. All coauthors of this book have 
written numerous papers for scientific journals and conferences on their 
research results. However, writing for highly focused scientific journals 
has not allowed a full exploration of the multidisciplinary nature of this 
work and the systemic nature of network dynamics. In real business life, 
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vi  Foreword

relational network management practices are strongly connected between 
themselves and other business practices, and not much has been written 
about that aspect. Further still, the text and style in the focused scientific 
papers follow the lingo of each particular discipline and may be difficult 
for an expert from another discipline to understand fully. In this book, 
therefore, we have tried to explain the multidisciplinary content in a way 
that can be understood by those from different backgrounds. Indeed, the 
book targets a wide range of academic readers but also reflective practi-
tioners from industry.

Altogether, 36 authors have contributed to this edited collection of 
ideas. The content of the book was formed through numerous group dis-
cussions between all the authors during the research effort. For each part 
(I–III) named persons were responsible for introducing the respective 
category of practices and papers. Mika Viljanen and Peter Zetting were 
responsible for the introduction to Part I titled, “Networks-as-Coordinated 
Social Systems”. Rainer Breite wrote the introduction to Part II titled 
“Networks-as-Knowledge-Creating Platforms”. Magnus Hellström was 
responsible for the introduction to Part III, which focused on “Networks- 
as- Value-Generating Entities”. All the chapters discussing the tools were 
peer reviewed by at least two other contributors. As editors, we have put 
our combined efforts into shaping the book into a coherent and high- 
quality scholarly presentation that presents a novel system framework for 
network dynamics. Further still, the book establishes a clear path toward 
the use of the network-as-practice view in studying inter-organizational 
relationships.

The editors thank all 33 coauthors for their contributions related to 
the tools presented in the three main sections of the book. We also thank 
all the participating boundary-spanning managers in the 22 innovative 
organizations in our consortium (and some adjacent ones) that shared 
their networking experiences and practices with us during the research 
effort. It was part of the research program, “Towards Relational Business 
Practices” (REBUS), one of the research programs in the portfolio of the 
open innovation vehicle DIMECC (the Digital, Internet, Materials & 
Engineering Co-Creation Company). The DIMECC REBUS program 
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was funded by TEKES—the Finnish Funding Agency for Innovation, 
22 participating companies, and seven participating research institutions. 
We also thank them for their valuable contributions.

August 30, 2016 Jukka Vesalainen 
Tampere Katri Valkokari

Magnus Hellström
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 Engaged Scholarship in Network Management 
Studies

A network as a form of organizing economic activity has been tradition-
ally positioned in between markets and hierarchies. Markets are coor-
dinated by the invisible hand, a metaphor that refers to the power of 
market mechanism. Hierarchies, again, are developed by the visible hand, 
referring to the intra-organizational power that derives its legitimacy 
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from organizational authority. In this setting, a network is considered 
a hybrid model coordinated by both invisible and visible hands (Powell 
1990). In fact, networks are coordinated by three different mechanisms. 
In addition to hierarchical power residing in inter-organizational depen-
dencies and the use of market mechanism, trust has been considered the 
third independent coordination mechanism in networks (Adler 2001). 
Trust, unity, commitment, and so-called relational norms constitute the 
basis for relational business practices (as opposed to transactional). It is, 
however, important to observe that these practices are always intertwined 
with other practices that do not have relational origins, but competitive 
and hierarchical ones. Thus, network management is a mix of all these 
mechanisms with varying emphasis. While this book approaches inter- 
organizational relationships and interaction from the relational perspec-
tive, it examines relational practices within the comprehensive context 
constituted by the three mechanisms of organizing economic activity 
mentioned above.

Today network management and relational view (Dyer and Singh 1998) 
are established concepts in the academic field and there are several partially 
overlapping academic discussions on (inter-organizational) relationships, 
alliances, networks, and other collaborative business settings.1 Still, firms 
struggle with implementing the approach and easily turn to a transactional 
business conduct, not the least due to failing attempts to convince their busi-
ness partners (i.e. their networks) of the benefits of a relational approach. 
Moreover, the hybrid form of organizing is all the time finding new, specific 
areas of application, such as innovation ecosystems or, more generally 
speaking, various meta-organizational contexts (Gulati et al. 2012).

One of the key problems with applying network theories (and looking 
beyond the single-firm perspective) in practice and managing them as 
one entity is the fact that networks and their management are a multi- 
level and systemic phenomenon. At least three levels can be found.  
First, they manifest themselves at the dyadic level of interaction in a  
partnership type of buyer–seller relationship. Second, networks are triadic 

1 Throughout the book we use the term “network” as a general expression for various network con-
stellations (dyadic business relationships, groups of firms, and even business ecosystems). If the 
term “network” refers to a certain type of network, it is defined more closely.

2 J. Vesalainen et al.



and multi-firm constellations, which look for collaborative advantage 
by joining forces against competitors. Third, at the ecosystems level, the 
symbiosis of different firms and their relationships constitutes a competi-
tive platform (especially in an innovation context), and their objective is 
to outperform other ecosystems or firms outside these systems by supe-
rior mutual strategic and operational fit. It is worth noting, however, that 
a network or business relationship is not usually considered a managed 
entity. Even if the actors in these relationships have common goals, the 
managerial power to implement those goals is much weaker than in an 
intra-organizational context. The wider the network, the less manageable 
it is as an entity.

Hence, there seems to be a need for more actionable knowledge and 
tools for managing business networks over inter-organizational boundar-
ies. To our knowledge, there are very few research-based tools2 addressing 
the challenges managers face, in particular the ones that are used as a 
kind of boundary object in the relationship or network. This book aims 
to fill that gap in the network management literature by presenting a set 
of research-based tools that managers may find helpful in managing net-
works. Pursuing engaged scholarship (Van de Ven 2007), however, does 
not mean a mere managerial contribution, but can at best provide new 
insights for theory building. As the relational approach and network orga-
nization are applied in new areas, we can, through the tools, obtain new 
information, for example, on the impact of contextual factors. Increase 
in digitalization and globalization (and hence competition) also calls for 
new, often practice-based, network management theories. Moreover, for 
knowledge to be actionable, it must bear on what and how managers do 
in reality, that is, praxis at the micro-level. Not only is such reality at best 
embedded in these tools but it also manifests itself in their sometimes 
unexpected use (Jarzabkowski and Kaplan 2015). Tools-in-use offers an 
interesting new point of view within the emerging strategy-as-practice 
discourse (Jarzabkowski and Kaplan 2015). Furthermore, research on 
tools-in-use may offer a deeper understanding on what is considered to be 
important when crossing inter-organizational boundaries at the network 
level and, conversely, what is not. In other words, certain tools are selected 

2 The term “tool” is defined as a generic name for frameworks, concepts, models, or methods.
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for creating common language about networks’ goals as well as offering 
spaces for the negotiation of interests. This brings out new understand-
ing on the relational business practices, that is, instrumental aspects and 
institutional norms guiding the praxis of managers. Advocating a practice 
view within network management can thus be seen as one of the first steps 
toward something we term network- as- practice approach(cf. Chakrabarti 
et al. 2013). This is also the grand theoretical aim of the book. We shall 
elaborate the concept further in the concluding chapter of this book.

 The Purpose of the Book: Novel Tools 
for Better Networking Praxis

Traditionally, management has been an intra-organizational function 
that gets its legitimacy from organizational hierarchy. However, in the 
network-era, many organizational actors in positions of management 
or expertise increasingly play roles in building, organizing, coordinat-
ing, and developing business relationships, networks, or even entire eco-
systems. In doing so, they face challenges on how to influence on the 
action of the partner firms as well as to how to align their own firms with 
partners. Such “boundary spanners” strive to build shared understanding 
among the other members in a network. Further, each function within 
an organization (from sourcing to sales) typically has its own views about 
how to act in business networks. In order to avoid such one-sided func-
tional and firm-based views on managing within business relationships, 
there is a need for a novel and comprehensive managerial thought process 
for approaching networks as systems. This systems view of networks is 
one of the key principles underpinning this book and also forms the basis 
for the “networks dynamic”-framework presented further below.

As indicated above, it is our firm contention and belief that this com-
plexity, brought about by the systemic nature of networks, can be ren-
dered more manageable through suitable managerial tools. All managers 
are familiar with strategy-making tools such as SWOT analysis, BCG 
matrix, or Balanced Scorecard, which are used in daily managerial praxis 
to support situation analysis and to develop and analyze strategic choices. 
As argued above, there seems to be a lack of scientifically grounded 
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network management tools that enable spanning inter-organizational 
boundaries. Our three-year participative research program, DIMECC 
REBUS3 was set up to fill this void by addressing relational business 
practices. It has produced new practice-oriented knowledge on network 
management in the form of tools and practices; this book is the result of 
that development work. The DIMECC REBUS program (especially the 
tool development), as well as this book, is based on three perspectives that 
also form the basis for the network-as-practice view as shown in Fig. 1.1.

First, we defined a novel framework which shows networking in a new 
light, highlighting the comprehensiveness and systemic nature of the 

3 Dimecc, the Digital, Internet, Materials & Engineering Co-Creation Company, manages joint 
research and pre-emptive development actions. The program was funded by TEKES—the Finnish 
Funding Agency for Innovation, 22 participating companies, and 7 participating research 
institutions.

Network 
dynamics: 

A framework 
with three 

dimensions of 
practices

Research 
method: 

Design science 
approach

Managerial 
tools (and 
praxis) for 

spanning inter-
organizational 

boundaries

Network-as-
practice

Fig. 1.1  Network-as-practice view of the book
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phenomenon (presented in the next section), as well as three practices 
driving network dynamics. The developed tools and practices are posi-
tioned into this framework to logically structure the presentation of the 
tools.

Second, we have followed the principles of design science to maximize 
the practical relevance of tools and practices to be developed. Even though 
our ideas for developing solutions for network management problems 
derive from theory, we do not strive for scientific validity but rather for 
practical relevance. To achieve this, all the tools are developed in close 
interaction with real-life boundary spanners and are laid open to practi-
cal judgment by testing them in various network contexts. Actually, we 
take a critical stance toward the tools developed, and together with the 
practitioners involved in the development process, we analyze the tools, 
their usage, and their value for real-life network management.

Third, we approach networking from the boundary spanning per-
spective. The tools and practices are expected to help boundary span-
ning managers (e.g. supply chain managers, purchasing managers, or 
sales managers) overcome the evident cognitive, social, affective, and 
competition- based boundaries in inter-organizational settings. By adopt-
ing the boundary spanning approach, we want to highlight networking as 
an issue common to network members—not a firm-centered issue typical 
to supply chain management or customer relationship management. No 
firm can network alone or impose only its own will. They have to cope 
jointly with contradicting strategic and operative goals, and in this task 
the boundary spanners play a critical role. Throughout the research work, 
we followed a specific “managerial tools” perspective. However, we do 
not focus on tools as mere “materialized objects”, but highlight the use of 
tools (managerial processes) as another important facet of network man-
agement. Consequently, with network-as-practice we refer to the combi-
nation of tools, their use, and the benefits they bring about with the three 
practices describing fundamental differentiation between organizational 
intentions. This is in line with the three general steps through which 
managerial tools are to be understood: tool selection, application, and 
outcomes (Jarzabkowski and Kaplan 2015).

While we are able to present a collection of 17 novel managerial tools 
for network management, we do not present them as an exhaustive or 
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even an ideal toolbox, but rather as a set of theoretically grounded tools 
that have been developed and tested in practice, and which have varying 
practical value in terms of collaborative advantage for networking firms 
in different situations and business environments. We believe each tool in 
this book has significant value. At the very least, a reader will get fresh and 
theoretically grounded ideas about how to improve inter- organizational 
interaction by using a deliberate managerial approach.

In the following sections, we explain in more detail the three 
perspectives that guided the creation of new understanding about 
network-as- practice and development of relational network manage-
ment tools.

 Network Dynamics: A Systemic 
and Comprehensive Framework

In order to manage inter-organizational relationships and networks, one 
has to understand how they work. Therefore, in addition to highlight-
ing the coherency of our development efforts, we defined a unifying 
conceptual framework that strives to grasp the very essence of network 
dynamics (Fig. 1.2). A recent meta-analysis of inter-organizational rela-
tionships found two basic purposes for their various forms: co-exploration 
and co-exploitation (Parmigiani and Rivera- Santos 2011). Co-exploration 
is defined as a cooperative agreement to create new knowledge, tasks, 
functions, or activities. In other words, it creates new business poten-
tial. Co-exploitation, on the contrary, refers to cooperative activities that 
deploy existing resources to generate value. While co-exploration focuses 
on learning and innovation, co- exploitation focuses on expansion and 
efficiency.

The essence of our framework is three network practices that fall in line 
with this fundamental differentiation between organizational intentions. 
The networks-as-knowledge-creating platforms perspective represents 
the co-explorative purpose of inter-organizational interaction, and the 
networks- as-value-generating entities perspective represents the exploit-
ative inter-organizational interaction. In addition to these two funda-
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mental perspectives, we highlight the importance of a third practice, 
which serves as an enabler for the two former ones and addresses network- 
building. These practices are based on the social embeddedness of inter-
organizational relationships approaching networks-as- coordinated social 
systems.

The practices, in turn, rest on three fundamental cornerstones:

• The resource base. Firm-specific tangible resources and capabilities in 
a network available for the network’s use, usually firm-specific prop-
erty, can be shared through legal arrangements

• Knowledge. Individual and firm-specific information, knowledge, 
and skills relevant for business purposes usually possessed by firms, but 
more easily transferrable and shared than tangible resources

• Social capital. The prevailing relational atmosphere in a network in 
terms of trust, unity, and social norms, typically a product of interper-
sonal and inter-organizational interaction, not a property of any firm

Social capital

Knowledge Resources

Networks-as-coordinated social systems
The practices for network-building

The praxis of network
management and inter-

organizational
interaction 

Fig. 1.2 The building blocks of network dynamics and management
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The framework, illustrated in Fig. 1.2, helps us understand the network 
dynamics from a systemic perspective and therefore helps form the basis 
for relational business practices pursuing collaborative and firm- specific 
competitive advantage through co-exploitation or co-exploration. It is 
also important to note the managerial point of view concerning the prac-
tices as they actually constitute the basis for network management. The 
managerial activities are at the core of the framework and give networks 
their goal-oriented and intentional character.

Based on the three cornerstones, we can further elaborate on the three 
practices:

 1. Networks-as-coordinated social systems. Social capital does not 
develop by accident, but has to be developed through deliberate man-
agerial actions; this practice builds interpersonal and inter- 
organizational relationships. It relates to the fundamental problem of 
boundary spanning, that is, how to overcome cultural, social, and 
informational differences as well as competitive pressures to create a 
benign atmosphere for open and fruitful interaction between network 
members. However, no single manager is responsible for this kind of 
network leadership, but it is more or less the common activity of all 
network actors that affects the development of social capital. Network- 
building efforts are mainly embedded in daily interaction between 
network members. Various social events and deliberate actions alike 
are important, but a good network atmosphere is largely based on 
concrete acts and styles of communication when people interact in 
inter-organizational contexts.

 2. Networks-as-knowledge-creating platforms. This practice consists 
of activities and interactions that enhance inter-organizational learn-
ing, knowledge  integration, and new knowledge development; it also 
explores new opportunities and creates new business potential. The 
question is about inter-organizational learning, which has two facets. 
First, networks learn as networks, which means that network mem-
bers develop common practices and therefore learn to act more inno-
vatively and effectively together. Second, networks serve as learning 
contexts for individual firms. Firms can thus develop firm-specific 
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knowledge and resources inspired and facilitated by the other network 
members. Furthermore, firm-specific and individual knowledge 
becomes available for network-level use if there is enough social capi-
tal in a network to interact openly and to co-create new knowledge 
and innovations. In practice, knowledge creation is about knowledge 
integration, and the results manifest themselves as improved business 
potential. Processes where firms involve their customers and suppliers 
in new product development represent typical network learning in 
practice. Still, in the current business environment, knowledge cre-
ation requires a broader view and involvement of other stakeholders 
than merely direct customers and suppliers.

 3. Networks-as-value-generating entities. This is the practice that gen-
erates value for stakeholders in and outside the network; it is typically 
defined as a value stream, value chain, or value network. This practice 
generates and captures value by exploiting the resources, knowledge, 
and social capital in a network. It deploys the current resources of 
network firms by coordinating the inter-organizational value stream. 
The main task of network management is to coordinate the networks’ 
resources into effective value generation. Both value creation and 
value capture must be considered. We highlight the term optimized 
value creation and capture to refer to the praxis based on the win–win 
principle. Getting rid of harmful zero-sum games in a network is a 
must if a network is aiming for collaborative advantage. Furthermore, 
the higher the quality of the resource base and the better it is coordi-
nated as a value system, the better the value generation capability.

 Design Approach to Maximize Practical 
Relevance

The research work was built on the principles of design science (Simon 
1978). Due to its prescriptive nature, design science is usually con-
trasted with descriptive science. In mainstream descriptive sciences high-
lighting the validity of research, quality is judged by other researchers, 
whereas in design studies highlighting the relevance of research, quality is  
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evaluated against practice and judged by practitioners (Romme 2003;  
van Aken 2005). Originally, the term design science referred to medicine 
and engineering (and other like disciplines), which share the charac-
teristic of being solution-based. These practice-oriented disciplines are, 
however, grounded on theories from chemistry and physics, for example. 
With the help of design science, the common goal in our approaches has 
been the researcher developing a “means to an end”, an artifact to solve 
a practical problem in network management (Holmström et al. 2009). 
This resonates well with the practice-based perspective we advocated ear-
lier. Note that practice-theorists differentiate between practice, the insti-
tutionalized and more general form of activity-level undertakings, and 
praxis, the more emergent undertakings at the micro-level, that is, actual 
activities (Whittington 2006).

To meet the scientific quality, design science has to fulfill the follow-
ing criteria: (1) the results have to be tested or justified in practice by 
practitioners; (2) the solution has to be grounded in certain theoreti-
cal principles; and (3) the solution has to be generalizable or transfer-
rable into other contexts, too (cf. Romme 2003; van Aken 2004, 2005). 
Justification is usually realized through a participatory research design, 
where the solution is developed by researchers in collaboration with 
practitioners. Justification thus links the created artifacts with practi-
tioner needs in real-life situations. The theoretical grounding of solu-
tions connects a design study to the relevant previous knowledge and 
reveals the underlying generative mechanisms expected to deliver an 
anticipated effect. Thus, grounded practical solutions are not merely 
documented best practices but theoretically linked constructions with 
a deeper understanding of the premises and mechanisms related to the 
focal problem.

A design study is generally a solution to a specific problem, guiding 
practitioners to find the most appropriate way of acting in the situa-
tions they face in real-life work settings. A solution shows a context-
specific way of acting to achieve anticipated results: in situation x, do 
y to achieve z (Argyris 1993; van Aken 2005). The instrumentality of 
design thinking refers both to tools and their use to solve problems 
or to generate value. Design thinking in general is interested in value 
generation and the following formula, which represents the design issue 
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in its entirety: what + how = value. What represents tools as material-
ized objects, how represents the usage of tools, and value represents the 
perceived value as an outcome of the usage of the tool (Dorst 2011). In 
managerial practice this would be, for example, the use of the SWOT 
analysis framework (the tool) in a managerial team meeting; the mem-
bers first present their own SWOT analysis of a situation (how the tool 
is used), leading to a rich analytical discussion and the best possible 
strategic decision in a certain situation (the value). The design task is 
thus about (1) definition of the value sought; (2) choice or development 
of a tool to be used; and (3) definition of the process and principles of 
the chosen tool’s usage.

Design scientists talk about ill-defined (or wicked) problems and 
refer to situations where all the factors in the design task are unknown 
(see e.g. Buchanan 1992; Romme 2003). It is thus not always certain 
that the problem or value sought is clear from the very beginning of 
the design process. In these ambiguous situations, thinking backward is 
recommended, beginning with the definition of value. In fact, value and 
managerial interaction (the way the tools are used) form the core of the 
value-generating process. It is important to understand the generative 
mechanisms by which certain activities generate specific values. In the 
above SWOT example, the open interaction among a managerial team 
enabled the effective use of the tacit knowledge of all the team members. 
The team possibly succeeded in forming a common understanding of 
the decision situation and made the best possible strategic choice. An 
example of the generative mechanism of such a practice can be traced 
back to Nonaka and Takeuchi’s (1995) SECI model, highlighting the 
mechanisms of the externalization of tacit knowledge. Thus, the main 
value-creating effect in the SWOT example was the link between value 
sought and the way the management team approached the task. The tool 
as such (the SWOT analysis framework) represents a common way to 
rationalize the impact of internal strengths and weaknesses and external 
opportunities and threats. The tool also offers the management team a 
discursive template to approach the issue through a shared framework 
that gives analysis a clear structure and thus increases the effectiveness of 
interaction.
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 Managerial Tools for Spanning Inter- 
organizational Boundaries

As mentioned earlier in this introduction, management is basically an 
intra-organizational function that gets its legitimacy from organizational 
authority. However, many organizational actors in positions of manage-
ment or expertise have a role in building, organizing, coordinating, and 
developing networks and business relationships, and they often face chal-
lenges what comes to influencing the conduct of the other firms in a 
network. These people are sometimes called boundary spanners and the 
work they do can be called boundary spanning. Boundary spanners use 
boundary objects and boundary processes in order to build shared under-
standing among the members of a network. In management literature, 
a boundary refers mainly to the challenges of knowledge transfer and 
creation between two different communities of practice (teams, depart-
ments, etc.). In organizational contexts, boundaries develop due to dif-
ferences in language, expert terminology, managerial mindsets, goals, and 
other important cognitive and affective reasons (Hsiao et  al. 2012). A 
community of practice is thus any constellation of experts who work 
closely together and share a common interest. Inside a firm, the various 
departments or teams represent typical communities of practice, where 
people use certain types of language and share similar views and a com-
mon understanding of best practices.

In inter-organizational context when complexity or uncertainty of 
the situation increases or when the knowledge boundary deepens due 
to different knowledge bases and dependencies of the cooperating com-
munities of practice, the need for boundary spanning becomes more 
important. Within these more challenging cooperative contexts, the 
focus of spanning shifts from mere information sharing to the building 
of a shared understanding (Carlile 2004). Thus, processes which generate 
shared meanings (Dougherty 1992) become crucial as a means of dealing 
with the spanning problem. The need for effective boundary spanning 
also increases when parties have different interests and those interests col-
lide (Carlile 2004).
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Managerial tools represent “technologies of rationality” (March 2006) 
or “procedural rationality” (Simon 1978) by helping managers to make 
rational choices in the ambiguous situations they face in managerial real-
ity. On the other hand, they illustrate the practice relevant in a certain 
network management setting. Managerial tools are, then, supposed to 
structure strategy-makers’ thinking by offering models of causal struc-
tures, providing spaces for collecting data, and establishing decision rules 
for selection among alternatives (Jarzabkowski and Kaplan 2015). Along 
with rationalization, managerial tools can be considered “discursive tem-
plates” for dialogue (Tsoukas 2009, 947), thus enabling shared sense- 
making in a group of actors. Leadership is mostly based on high-quality 
communication, and the key to good communication is a mutual under-
standing based on language, terminology, analytical frameworks, and 
cognitive structures. Managerial tools may offer templates for dialogue 
to improve the actor’s ability to participate in the discussion and thus 
work toward a common understanding and make the best possible deci-
sions. Managerial tools also have a role in sense-giving when a person in a 
managerial position tries to “interpret and sell” his or her vision or other 
strategic goals and means to the members of a network.

Managerial tools can be considered a materialization of managerial 
praxis, that is, they represent its instrumental aspect. Tools are not self- 
sufficient, however, but need to be used in order to get results. Although 
there is no single right way to use a certain managerial tool, there should 
be a clear understanding among the users of how to use a tool in a mana-
gerial process. Research has shown that the practices vary even within the 
same planning episode, thus indicating that the users’ interpretation of a 
tool’s inherent logic may be unstable.

Boundary spanners use these managerial tools as boundary objects, 
which function as a means for information transfer, building of shared 
meanings, knowledge creation, and alignment of interests (Carlile 2002). 
Effective boundary objects have to be applicable for various different 
communities of practice in those situational practices that belong to their 
daily work. At the same time, a boundary object should also be robust 
enough to serve as a platform that steers common interest and discussion. 
An effective boundary object is also tangible, concrete, up to date, and 
accessible (Levina and Vaast 2005).
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 The Organization of the Book

In this introduction, we have argued for the need for a book on net-
work management tools, outlined the purpose and basic ideas under-
pinning it, and presented a novel system framework for understanding 
network management. The rest of book is organized in line with the sys-
tems framework presented above (Fig. 1.2). Thus, in the first part of the 
book, we present the papers related to Networks-as-coordinated social sys-
tems practices; in the second part, you will find the papers dealing with 
the Networks-as-knowledge-creating platforms practices; and the third part 
covers papers addressing the Networks-as-value-generating entities prac-
tices. A short introduction to each part, further elaborates mechanisms 
and summarizing the corresponding papers from the framework’s point 
of view, is also provided. The concluding chapter develops the network- 
as- practice view, outlines some managerial implications, and includes a 
future research agenda on the topic.
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2
Introduction to Part I—Viewing 

Networks as Social Systems

Peter Zettinig and Mika Viljanen

In industry settings that are defined by stagnation or diminishing mar-
kets, firms often face pressure to rationalize and seek sustainable margins. 
Three responses are typical. Firms may (a) seek new economies of scale 
and attempt to increase their overall market size or decrease costs; (b) 
develop economies of scope and seek new synergies between the different 
activities the firm is performing so as to distribute overhead and fixed 
costs across a wider range of products and services, often achieved by 
measures such as cross-selling; or (c) differentiate through innovation and 
forge new markets or expand existing ones.

While options (a) and (b) typically entail cost-leadership approaches 
(e.g., more standardization), increasing productivity (e.g., increasing the 
output per given resource at the same cost) or cost-saving approaches (e.g., 
relocating activities to lower cost locations), option (c) is qualitatively 
quite different. This option requires the firm to develop new  products, 
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services, systems, or business models. While firms typically organize and 
implement the first two options through traditional planned research and 
development activities, the third option has components characterized by 
high complexity and often a degree of uncertainty.

In recent decades, many industrial firms have attempted to imple-
ment the third option by developing and launching different solution 
business models. Solution business models require constant product 
and business models innovations. However, the biggest challenges often 
stem from the deep-cutting transformations that such solution business 
models instigate in value chain constellations, market structures, inter-
nal processes, and participant mindsets. The instigating firms must be 
able to, for example, recraft their product offerings and develop often 
unprecedented service capabilities, challenge and transform stubborn 
core assumptions about the firm’s role in the value chain, and transform 
internal mindsets on both the firm’s own role and the roles of its part-
ners by redesigning existing, often already firmly established processes, 
routines, and mindsets.

Despite its vast scope, internal change is often not enough. Solution 
business refers to the cocreationary and cooperative relationships wherein 
former “customers”, “suppliers”, and “contractors” turn into value- 
creation partners. Thus, the instigator firms must be able to trigger simi-
lar transformations across organizational boundaries (see Tuli et al. 2007; 
Windahl and Lakemond 2006).

Triggering, controlling, and sustaining these internal and external 
transformation processes is a risky proposition at best. Consequently, 
solutions business model launches are often complex, uncertain, and 
unpredictable events fraught with surprises, unexpected difficulties, and 
even failures, as the ongoing environment is typically stacked against those 
who seek to disrupt the status quo. Success is typically conditional upon 
a kind of stubbornness, strong beliefs, and unwavering commitment to a 
firm’s vision, as transformational processes may have plenty of doubters 
and the excuses not to instigate change can be many. Senior manage-
ment in instigator firms must foster a can-do attitude, shared across the 
entire organization. These firms must also cultivate a new sensitive aware-
ness of the probable and improbable changes in the environment and 
the solution delivery network and be able to interpret these changes in 
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terms of the perspective of their own transformation to  solution business. 
When this internal mindset is in place, the organization is internally set 
to embark on the new journey.

The business environment is typically stacked against transformation 
and transformers. What, then, do firms need to do to overcome resis-
tance from outside? Power, many say, is the key to success. Firms need to 
gain power in their industry and across their value network in order to 
create new markets. This aspect raises the question of how power forms 
in an industry and how a firm can use the power it has to control its 
networks. Some say that a firm has power when others are dependent 
on it, on either its resources or capabilities, and that firm is in a posi-
tion to influence how others achieve their own objectives. How much 
one firm depends on others, on the other hand, will define its degree of 
power asymmetry or who is more powerful in a given network. In this 
current narrative, success is dependent on the instigator finding the right 
position and the efficient levers it can use to force the other actors to sub-
mit. While this is a very appreciable economic explanation of power, the 
explanation has clear limitations in the context of creating new markets 
or increasing market size because the objects within which power can or 
should be exercised do not yet exist.

The other possible approach for organizations is having a different 
understanding of business relationships. Whereas in the power view, 
business is a bloody fight, a competitive zero-sum game where one actor’s 
gain is another’s loss, a co-creating, trust-based accounting stresses the 
potential gains to all participants from the market structure changes. The 
instigator does not seek to force action against the will of the competing 
actors but rather demonstrate and convince those actors that its offering 
is value-adding for all value chain actors. This approach requires a novel 
set of capabilities. The instigators have to develop real value-adding ser-
vice offerings and instruments that demonstrate the value of the offering 
and how it adds to outside actors, foster trust in its offerings’ potential 
and implement pricing models to allocate that added value legitimately 
between all the value chain partners. This approach fits the solution busi-
ness development processes better than the former power narrative. A 
non-existing market is thus created via a recursive co-creating negotiation 
process.
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Both the power and trust-based approaches will result in long and 
winding market and network creation processes. After the initial creation 
phase, solutions business value networks will remain complex social sys-
tems. How then can we understand this very abstract process of market 
creation that redefines industry structures?

We believe it is through action, as actions create structure. Creating 
new markets requires people who see an empty field as an opportunity to 
shape their own preferable paths, not see a threat. These pioneers must be 
neither scared of getting their hands dirty nor fear the absence of struc-
ture and take that absence as a negative cue. Instead, the lack of structure 
must be seen as an opportunity to create a new more desirable structure. 
It requires these pioneers to have the capacity and the belief in their own 
abilities to carve the new path, a can-do identity that sees no limitations 
to using that capacity in full. They must also interpret what is missing in 
a positive fashion as a way to shape the things still to come.

Actions create structure. In the power narrative, pioneers and the early 
adopters define the new dependencies, and these dependencies then 
define the network’s power positions. In the co-creation narrative, the 
pioneers go out on a limb and develop and push their vision of a future 
where they believe everybody is better off.

What can top management learn from this example? Find the pioneers 
who can imagine new markets, who are committed to shaping the paths 
and creating something new. Empower their capacities and make “doing 
it” a part of organizational identity—the things we do that make us 
enduringly different—which will generate the movement that will create 
momentum through early adopters; that momentum will then structure 
your desirable future and deliver it.

This sub-section of the book is concerned with the approaches that 
shape network leadership that then develops new ways of being a pioneer 
in determining the market and structure of an industry. The collection of 
approaches introduced here can be seen as a sequence that helps connect 
what we assume to be and what could be when we better understand the 
challenges and thinking of network partners.

This section begins with the chapter, “Stakeholder Identification, 
Salience, and Strategic Mindset Analysis”, which explains how and 
why certain members in industrial networks should matter when you 
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 strategize or develop new business models. It answers the question of 
whom we need to collaborate with and why, and it forms the basis for 
understanding network partners’ situational settings and the rationales 
these partners display when going about their business. It provides a 
deeper insight into the possible decision-making options they are enabled 
and/or constrained by. This aspect is to be the starting point for the next 
four articles in this section, which are concerned with network partners’ 
sense-making.

The second chapter, “Leading Human Values in Complex 
Environments”, focuses on the question of how operational level leadership 
is based on basic human values and understanding which then furthers the 
leaders in the network to let them better influence their partners to move 
in a desirable direction. The third chapter, “Network Picturing As a Sense-
making Tool to Envision Network Change”, uses an approach that reveals 
the preferences and requirements of network partners to others to enable 
focal managers to take the driver’s seat and illustrates an approach that 
uses sense-making of the processes between network partners to develop 
new ways to span organizational boundaries. All these chapters focus on 
the social component of understanding network partners, and they relate 
to the subsequent paper in this part of the book by showing how dif-
ferent approaches to sense-making guide further actions. That chapter, 
“Functional Contracting for Network Creation and Governance”, is an 
approach for creating and governing industrial solution business networks. 
The paper conceptualizes the many challenges instigator firms face dur-
ing the network creation phase as integration problems and puts forth a 
functional contracting framework to overcome these challenges. The final 
paper in this part of the book, entitled “Boundary Spanning and The Art 
of Persuasion”, returns to the question of power and trust and how both 
are established in a social network context. It guides our attention toward 
individuals and the social contexts within their networks as well as their 
abilities to influence, shape, and negotiate how organizational boundaries 
can be spanned by utilizing relational persuasion tactics.

All chapters, we believe, share one common feature. They all consider 
solution business value as complex social systems. These social systems are 
networks of multiple actors and must be painstakingly created, coordi-
nated, and managed. The tools used for these processes, however, have to 
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be developed and negotiated by pioneers in each unique network assem-
blage. Each network will need its own park with unpaved streets where 
networking-in-practice processes can take abstract tools and fit them suc-
cessfully into individual contexts.
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3
Stakeholder Identification, Salience, 

and Strategic Mindset Analysis

Danijela Majdenic, Jonathan Van Mumford, 
Milla Wirén, and Peter Zettinig

 Introduction

 Stakeholder Theory: Who or What Really Counts?

Operating within a particular network for some years may lead a firm 
to take for granted the relationships it has with its external stakehold-
ers, the nature of these relationships, and their importance; the truth of 
the assumptions upon which such judgments are based may go unques-
tioned in the course of “business as usual.” For the most part, a firm may 
only focus on the relationships it has with its direct customers or suppli-
ers, and may be blind to its position relative to other actors within the 
greater business ecosystem in which it resides. It is therefore a potentially 
important and valuable exercise for managers to periodically evaluate 
who the firm’s stakeholders are, how they are important to the firm, how 
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the firm is important to them, and most importantly, the reasons why. 
For conducting such an exercise, a firm’s managers must critically evalu-
ate their assumptions, test what they believe they know about their posi-
tion relative to others, and potentially uncover unexpected information 
that could open new paths to create value through strategic action. On 
the other hand, managers who take what they believe they know about 
their stakeholders for granted do so at their own peril, with unidentified 
stakeholder interests representing both potential opportunities as well as 
potential threats.

Firms operating in industries characterized by long and complex 
value chains are particularly susceptible to either holding false assump-
tions about or being ignorant of where value is actually created, who it 
is created by, and for whom. While a company may know what its direct 
customers demand, they may not know what the needs of their custom-
ers’ customers are, or who their suppliers’ suppliers are, and so on. Such 
knowledge can be invaluable, and represent unexplored opportunities to 
implement more farsighted strategies to help cement or improve a firm’s 
network position. The first step for managers who wish to map out their 
firm’s position in the greater network is to identify who their stakehold-
ers are, and determine in what way they are salient. In the second step, 
managers must ask themselves “what to do next?”

 Strategy: Business Environment, Mindset, 
and Rationality

There is a classical way of answering the question, “what to do next?” 
It requires formulating a plan about the desirable outcome and finding 
ways to reach it. These plans hinge on the existing knowledge of not only 
the capabilities of the company but also of the business environment 
in which the company operates. In order to create this roadmap-type 
strategy, a company must know what to expect along the road, which is 
increasingly difficult as the business environments of companies become 
more complex, even threatening. Planning a strategy reliant on the per-
ceived stability and predictability of the environment and disregarding 
disruptive dynamism of the market can be fatal: if the plan relies on false 
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assumptions of the environment, not only are the chosen ways of pursu-
ing the goal ineffective but also the definition of what a desirable goal is 
may be flawed.

In addition to the impacts from environmental variation, strategizing 
is also governed by the mindsets of the people participating in the strat-
egy work. Underlying the roadmap style, strategic planning is a specific 
understanding of rationality: rational behavior begins with choosing a 
goal, and continues with seeking the means to achieve it. However, just 
like the stable market is one of many possible environments, this defini-
tion of rationality is one of many possible mindsets driving the behav-
ior of decision-makers. In the contemporary business world, where an 
increasing amount of the value a company produces is actually co-created 
in networks, understanding this diversity is vital. Network-level strategic 
alignment may be difficult to come by when the networking partners 
each engage in mutual strategy work armed with dramatically different 
assumptions of the business environment and rationality.

In the following paragraphs, we describe a two-pronged tool for stake-
holder identification and mindset analysis and the theories upon which 
it is grounded, which can be used to systematically classify and compare 
those stakeholders that are important and influential to a firm’s opera-
tions. The practical tool defined in this chapter consists of methods that 
companies can use to assess the following vital but basic assumptions 
inherent in both their own strategy work and in that of their networking 
partners: Who are our stakeholders and why are they important to us? 
What kinds of environments are we doing business in? What do we con-
sider rational behavior? Furthermore, networking partners can employ 
some possible methods illustrated here in order to establish a common 
ground upon which they can build value co-creating network-level strate-
gies. Therefore, the tool serves a fourfold purpose:

 1. It helps to identify the network surrounding the firm and the firm’s 
position within it.

 2. It helps to assess the nature of the environments in which network- 
level strategies are formed.

 3. It aids organizational units in identifying their own underlying strate-
gic mindsets as well as those of their networking partners.
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 4. It poses relevant questions that illuminate how an organizational unit 
can bridge the different mindsets identified in network partners under 
given environmental conditions.

We go on to describe how the tool was utilized by a systems supplier, 
and how it enabled them to make the transition from being merely a 
transactional business to being a solutions provider.

 Theoretical Background

 The Theory of Stakeholder Identification and Salience

According to Mitchell et al. (1997, 854), the theory of stakeholder iden-
tification and salience asks a fundamental question in a systematic way: 
“which groups are stakeholders deserving or requiring management atten-
tion, and which are not?” To find the answers to those questions, man-
agers should further inquire: “who (or what) are the stakeholders of the 
firm?” and “to whom (or what) do managers pay attention?” (Mitchell 
et al. 1997, 853). The first step for managers is stakeholder identifica-
tion—managers are asked to logically identify who the firm’s stakeholders 
are; the second step is stakeholder salience—managers are asked to clas-
sify the identified stakeholders using three attributes: power, legitimacy, 
and urgency.

Who are stakeholders? In Strategic Management: A Stakeholder 
Approach, Freeman (2010, 46) defines a stakeholder as “any group or 
individual who can affect or is affected by the achievement of the orga-
nization’s objectives.” The first part of the tool we present in this chapter 
involves stakeholder analysis. The first step of stakeholder analysis is to 
identify those stakeholders who have the ability to influence, in a posi-
tive or negative way, the firm’s outcomes of strategy, behavior, or success. 
After identification of the stakeholders, the next step is to classify them 
according to the number of attributes (power, legitimacy, and urgency) 
they have, if any (see Fig. 3.1).

According to Mitchell et  al. (1997), power, legitimacy, and urgency 
present the three most important relationship attributes among stake-
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holders who have independent or interactive roles in the business sce-
nario. It is important to note that all three attributes are transitory; each 
can be gained or lost over time.

Power is the first attribute proposed by Mitchell et al. (1997) and it sug-
gests that one stakeholder has the ability to influence another stakeholder 
to do something that otherwise would not have been done. Stakeholders 
with “high” power possess the ability to influence the firm’s survival by 
controlling the ownership of, and/or access to, various resources which 
are relevant to the firm. However, some stakeholders might not have 
power but can still influence the firm’s present and future because the 
claims they have upon the firm are legitimate.

The second attribute, legitimacy, is defined as “a generalized percep-
tion or assumption that the actions of an entity are desirable, proper or 
appropriate within some socially constructed system of norms, values, 
beliefs and definitions” (Suchman 1995, 574). Here, legitimacy refers to 
the relationship between the stakeholder and the firm, and to the stake-
holder’s actions in terms of its expectations of properness, or appropri-
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Fig. 3.1 Stakeholder typology (Mitchell et al. 1997, 874)
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ateness. By seeing legitimacy as desirable, stakeholders’ actions within a 
system of standards, values, beliefs, and definitions can be used on dif-
ferent levels of analysis (i.e., in an individual, organizational, or societal 
way) (Wood 1991).

Mitchell et al. (1997) state that the interactions with, and dynamics 
between, the firm and stakeholders are not only influenced by attributes 
of power and legitimacy. Indeed, powerful and legitimate stakehold-
ers may not have cause to influence the firm due to a lack of urgency. 
Urgency is the third and final primary attribute and is understood to be 
a measure of the immediacy of attention that the stakeholder merits. It 
is based on two further attributes—time sensitivity and criticality. While 
time sensitivity is understood as the degree to which a managerial delay 
in attending a stakeholder’s claims might be considered unacceptable, 
criticality refers to the importance of a claim or the relationship to the 
stakeholder Mitchell et al. (1997).

The theory of stakeholder identification and salience is further com-
plicated by the fact that it is also a dynamic theory, and stakeholders may 
gain or lose salience to a firm depending on circumstance. Gain or loss 
can happen for three reasons:

 1. Stakeholder attributes are variable, not steady state.
 2. Stakeholder attributes are a socially constructed, not objective, 

reality.
 3. Consciousness and willful exercise may or may not be present (Mitchell 

et al. 1997, 868).

The level and nature of stakeholder salience depends on different 
combinations of the power, legitimacy, and urgency attributes, and is 
commonly depicted as a Venn diagram (Fig. 3.1), where the three crite-
ria overlap to create seven stakeholder types. A final “non-stakeholder” 
group lies outside the diagram, creating eight stakeholder types in total. 
These stakeholder types and their attributes are summarized in Table 3.1.

As can be seen from the table, stakeholders with one of the three attri-
butes are labeled as latent stakeholders and include dormant, discretion-
ary, and demanding stakeholders. Even though dormant stakeholders 
possess power to enforce their will, due to lack of legitimacy and urgency, 
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their power remains dormant. However, there is a high possibility that 
dormant stakeholders can gain urgency and legitimacy. Examples include 
stakeholders who could potentially coerce or benefit the firm greatly 
through contributions of resources (money), or stakeholders who could 
potentially bring attention to the firm (positive or negative) through the 
media. Discretionary stakeholders possess legitimacy but are not able to 
influence the firm due to their lack of power or urgent claims. Examples 
include voluntary organizations and NGOs. Demanding stakeholders 
have urgent claims, but without power and legitimacy, those claims can-
not be enforced; for example, a lonely picketer.

Stakeholders who possess two of the three attributes are the expect-
ant stakeholders and they include dominant, dangerous, and dependent 
stakeholders. Dominant stakeholders have power and legitimacy but 
their demand is not urgent. They have high expectations and the firm 
should give them a lot of attention. Examples include the boards of direc-
tors, employees, HR departments, public relations, and so on. The firm 
should be able to identify dangerous stakeholders due to their powerful 
and urgent claims, even though they lack legitimacy. The reason these 
stakeholders are categorized as dangerous is because they are prone to 
using violence and resorting to coercion; for example, employee sabotage 
or coercive/unlawful tactics used by activists. Even though they possess 
legitimacy and urgency, due to their lack of power, dependent stakehold-
ers, on the other hand, depend on other stakeholders (e.g., dominant 

Table3.1 Stakeholder classification (adapted from Mitchell et al., 1997)

Attributes
Stakeholder 
subcategory

Stakeholder 
category

Stakeholder 
salience

Power Dormant Latent Low
Legitimacy Discretionary
Urgency Demanding
Power & Legitimacy Dominant Expectant Moderate
Power & Urgency Dangerous
Legitimacy & 

Urgency
Dependent

Power & Legitimacy 
& Urgency

Definitive Definitive High

None/can gain Potential or 
non-stakeholders

N/A N/A
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stakeholders, who possess power, and therefore, can help the dependent 
stakeholders to impose their will); for example: bystanders, community 
members, and so on.

Finally, stakeholders with all three attributes are defined as definitive 
stakeholders. These stakeholders are considered the most important and 
influential because they hold power over the firm and present legitimate 
and urgent claims. For example, stockholders who decide their legitimate 
interest in the firm is not being met may take drastic action, such as hav-
ing managers of the firm removed.

 Network-Level Strategizing

Many contemporary corporations operate in global industries with busi-
ness environments defined first and foremost by complexity and uncer-
tainty. In fast-paced markets, it is often not possible to define with any 
level of certainty the one desired goal guaranteed to still be desirable at 
the time of its achievement, especially when the time frame is anything 
other than short-term. Nor is it possible to factor in all the surprising 
variables that influence the chosen methods of pursuing the goals, even 
over a relatively short time. Viewing strategy as a plan that incorporates 
both the goal and the path for reaching it has its merits in some circum-
stances, but the current international business environment also requires 
other approaches to strategizing.

In order to understand the requirements different environments pose 
to strategizing, we first need a method with which we can map environ-
mental diversity. Reeves et al. (2015) inspire three questions that help to 
position the environment along three continua, creating a firm- or unit- 
specific pattern:

 1. To what degree is the business environment predictable?
 2. To what degree can you influence it either alone or with others?
 3. To what degree does the environment pose serious threats to 

survival?

If we consider strategizing in the traditional way, we notice that it 
requires specific answers to each of these questions. In order to formulate 
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a goal we deem still desirable by the time of its achievement, we need an 
environment that is predictable enough to allow the creation of such a 
goal. On the other hand, in traditional strategizing, the environment is 
a given: it influences us and we need to find the right way of reacting to 
it—we cannot change it. Also, if we face an imminent threat to our sur-
vival, we will most likely not have the luxury of reveling in formulating 
long-term goals.

These answers begin to reveal the impact of the business environment 
on the fundamental assumptions driving strategizing processes. How do 
we answer the question of what to do next if we believe that we can 
shape the environment, but not predict it? What is a survival strategy? 
Interestingly, the business environment can also vary within an indus-
try, depending on the position of an actor in the value chain, and even 
within a firm, depending on how a unit contributes to the value cre-
ation process. Considering network-level strategizing, how do we align a 
traditional roadmap strategy born out of perceiving the environment as 
predictable, safe, and non-malleable with a survival strategy born out of 
a heightened notion of perceived threat?

The first assumption that underlies the strategy work is how we per-
ceive the environment in which we act. The second assumption relates 
to our understanding of rational behavior—our strategic mindset. In 
his seminal paper on balancing exploration and exploitation activities 
of the firm, James March (1991) highlights the often perceived dichoto-
mous relationship between activities related to innovation and the firm’s 
attempt to achieve economies in their actions. The exploitation features 
are often addressed by managerial behavior, whereas exploration requires 
entrepreneurial qualities of the firm; in this chapter, we present these 
qualities as something possessed by those who are involved in strategiz-
ing, not in an identifiable individual entrepreneur.

This dichotomy is the first clue toward illuminating the underlying 
mindsets of strategizing. The managerial and entrepreneurial mindsets 
have been further explored by Saras Sarasvathy and her colleagues, who 
uncovered two distinct rationalities, causal and effectual. Causal rational-
ity proceeds in the manner of the strategy process defined at the begin-
ning of this chapter: it begins with goals and continues by procuring the 
resources necessary to achieve them. Effectual rationality is evidenced in 
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entrepreneurial action: it begins with an assessment of immediately avail-
able options creating the goal as an outcome of the chosen activities. The 
mindsets underlying these two rationalities form the foundation of the 
mindset identification matrix drafted here.

Just as with assessing the business environment, the evaluation of 
the mindsets begins with answering specific questions. Wiltbank et  al. 
(2006) managed to identify two questions that reveal a great deal of the 
underlying mindset of firm decision-making: (1) Do we believe that it is 
possible and desirable to be able to predict the future? (2) Do we believe 
that we can change aspects of the environment or are we controlled by 
them? Even though the questions seem remarkably similar to the ques-
tions posed by Reeves et al. (2015), they focus on unveiling a different 
assumption—revealing how we begin to answer the initial strategizing 
question, “what to do next?”

Answering the two questions by Wiltbank et  al. (2006) provides us 
with a matrix consisting of four different archetypical mindsets that 
underlie our possible approaches to strategy work. The traditional mode 
of strategizing requires us to answer the questions in a specific way: we 
need to value and believe in the possibility of predicting, and we need 
to regard the environment as something we cannot control. These fea-
tures define the managerial approach or the exploitation qualities of the 
firm. However, wielding entrepreneurial logic, we are prone to answer the 
questions differently: underlying effectual logic is the notion that we can 
change our environments and that our actions have an impact. Likewise, 
as entrepreneurial action begins by utilizing immediately available means, 
the emphasis on being able to predict is considerably lower—we do what 
we can and see what happens.

To summarize, the second part of the tool we are about to introduce 
helps network strategy makers identify two assumptions upon which 
they and their network partners build their strategy. Answering the three 
questions about business environments gives a unit- or company-specific 
pattern of our environmental assumptions. Finding answers to the two 
mindset questions positions the strategy makers in the rationality matrix. 
Understanding the diversity of possibilities in both of these assumptions 
creates a solid foundation for network-level strategizing.
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 Environmental Assessment Method

As previously mentioned, assessing the business environment begins by 
posing three questions:

 1. How predictable is the business environment? (High-low)
 2. How malleable is the business environment? (High-low)
 3. How threatening to survival is the business environment? (High-low)

Depending on the industry or circumstances of the firm, the predict-
ability of business can be assessed along two dimensions: the anticipated 
level of certainty in predictions; and the anticipated duration of time the 
predictions will span. If the predictability is high, the environment is sup-
portive of goal-oriented, planned strategizing, whereas in an unpredict-
able environment, the firm should focus its strategic efforts on increasing 
adaptability and dynamic capabilities.

The market position, technological leadership, or level of networked-
ness of the firm may have an impact on the ability of the firm to shape 
its markets and environment. If the firm perceives the environment to be 
malleable, it has more control over the contingencies, and needs to invest 
less effort in adapting or predicting the environmental change.

Finally, if the firm is facing an immediate threat to survival, its strategic 
core must be the revival of its viability. In assessing the level of threat it 
faces, the firm should also look beyond the immediate financial situation 
and assess the soundness of its basic business: in the long run, does the 
revenue exceed the costs by a healthy enough margin? If the answer is no, 
the level of threat should be reevaluated.

 Strategic Mindset Identification Method

Like identifying environmental factors to fit the strategy with the situ-
ation at hand, recognizing the assumptions of rational strategic action 
begins by posing questions: (1) Do we believe that it is possible and 
important to be able to predict the future? (2) Do we believe that we can 
change and/or control the environment?
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The quadrants in this matrix are planning, adaptive, transformative, 
and visionary. Next, we will take a look at each quadrant to help further 
identify the inherent mindset of the strategizing company/unit (Fig. 3.2).

Planning mindset. The planning mindset is the one most managers are 
familiar with. It underlies roadmap-like strategies, and is taught to 
most business practitioners in business schools. The planning mindset 
gives weight to predicting the future to a sufficient degree, which pro-
vides enough knowledge to formulate a desirable goal and to assess the 
most efficient methods of reaching it. Environment is viewed as 
 something that happens to us, not something that can be molded by 
our actions.

Adaptive mindset. This mindset is typical in very fast-paced industries 
where disruptive innovations are mundane (e.g., technology indus-
tries). It shuns the notion of predictability, and instead emphasizes 
alertness, reaction speed and dynamic capabilities of the company. An 
adaptive mindset doesn’t believe in the possibility of predicting the 
future to any relevant degree, and strategizing with this mindset tends 

PLANNING

ADAPTIVE

VISIONARY

TRANSFORMATIVE

P
R
E
D
I
C
T
A
B
I
L
I
T
Y

C O N T R O L L A B I L I T Y

+

+

-

-

Fig. 3.2 Prediction-control matrix (adapted from Wiltbank et al. 2006)
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to highlight the adaptive capabilities of the firm/unit. It is similar to 
the planning mindset in its view of environment as something given 
and to be reacted to, not something to be changed by the actions of the 
company/firm.

Transformative mindset. Unlike the mindsets on the left side of the 
matrix, it has faith in the firm’s ability to actually change its environ-
ment and control the market to a degree. Creating a strategy endowed 
with a transformative mindset doesn’t involve attempts of predicting 
the future, but is instead firmly rooted in its immediately perceived 
opportunities. If the underlying logic in the planning quadrant states 
that “We can control what we can predict,” the transformative logic 
inverses the statement into, “What we can control we don’t need to 
predict.”

Visionary mindset. Genuine visionaries seem to be a rare breed. Not 
only does the visionary believe in the possibility of changing the 
world—or at least the portion of it nearby—but simultaneously 
believes in predicting and singlehandedly shaping the future. If a com-
pany wields a visionary mindset, it is likely a market leader with major 
first-mover advantages.

 Summarizing the Stakeholder Identification 
and Network Strategy Co-creation Methods

The methods described above can be applied on many levels. At the indi-
vidual level, they help the people responsible for strategizing to better 
understand their own perspectives and assumptions. At the team and 
unit levels, they provide fertile ground for uncovering the collective 
understandings of the perceptions and mindsets driving the collective 
action. They provide valuable input at the firm level that supports market 
analyses and other methods of gaining sufficient knowledge and under-
standing that is used as the foundation of the major strategic decisions of 
the company.

However, our interest lies in the ability of these methods to create a 
common ground for strategizing on the network level. In practice, we 
suggest a method where all the network partners first answer the two 
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sets of questions independently, then hold a workshop or series of work-
shops where the different initial assumptions can be identified, discussed, 
and negotiated to a degree that facilitates creating a common ground for 
network-level strategizing.

 Case: Transforming from Transactional 
Business to Solution Business

The development of this tool was driven by the needs of a real case in 
the context of a globally operating systems supplier in the ship-building 
industry. Due to the stagnant market growth in certain types of ships, a 
business concept innovation project was launched. The objective was to 
find new ways to redefine the markets of the case firm and, as result, cre-
ate a new business model. The core idea of the project was to transform 
the business from selling products and systems to base business on the 
provision of solutions.

Solutions business follows a particular logic: it decouples the transac-
tional value (the price a customer pays) from the value-in-use. This means 
that ultimately the value doesn’t reside in the product/system as the object 
of sales, but is defined as the value generated by the use of the object. In 
our case, it meant shifting the emphasis from supplying maritime systems 
to developing a wider perspective of the value a merchant ship produces 
over its lifetime for the user(s) of the ship.

Essentially, this required broadening our understanding of who the 
customers are, what affects their balance sheets, and how the systems 
supplier can support the long-term performance of diverse customer and 
user groups in terms of both costs and revenues. To achieve this, it was 
vital to understand customer groups better: their market situations, how 
they operate, what drives their business, and how they perceive the world 
they operate in. The tool drafted here was created and used to help in this 
process.

First, we carried out a stakeholder analysis that identified the key 
stakeholders. We used the stakeholder identification and salience tool to 
help the managers of the systems supplier to identify those stakeholders 

 D. Majdenic et al.



  41

that are important to the firm’s activities and business. The tool allowed 
industry participants to estimate the relative strength and importance of 
the identified stakeholders. In many cases, industry participants may only 
have an incomplete picture of who the most important stakeholders are 
for their activities. This tool brings a much needed systematic approach 
to the identification and categorization of stakeholders and their relative 
importance.

The stakeholder identification and salience tool was implemented 
in a workshop attended by managers. Using the tool, the participants 
were able to identify those stakeholders that “really matter” to their firm. 
According to the aforementioned themes, the managers identified these 
stakeholders as: shipyards, system suppliers, financiers, designers, the 
International Maritime Organization (IMO), classification societies, ship 
owners, non-operative owners, cargo owners, port operators, alliances, 
and government (Table 3.2).

Applying the typology allowed managers to determine what approaches 
and responses are appropriate for different stakeholders, and which stake-
holders warrant greater attention as they have strategic implications.

We implemented this tool in two stages. In the first stage, participating 
managers from the system supplier were requested to nominate stake-
holders to be included in the analysis by deciding who and what counts 
for their firm. We asked the firm’s managers to conduct a brainstorm-

Table3.2 Identification of a system supplier’s stakeholders based on Mitchell 
et al. (1997)

Stakeholder Power Urgency Legitimacy

Shipyards 1 X X
System suppliers
Financiers X
Designers X X
IMO X
Classification societies X X
Ship owners 2 X /indirect
Non-operative owners X X /indirect
Cargo owners
Port operators
Alliances x
Government varies x
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ing session in order to list people/groups/institutions that are related to 
the firm. We asked them to focus on these themes: Who are the stake-
holders that have a fundamental impact on the firm’s performance? Who 
exercises influence over other stakeholders? Does the firm’s management 
know exactly what it wants from the stakeholder? Would the firm be able 
to exist without the stakeholder or can the stakeholder be easily replaced? 
In the next stage, the identified stakeholders were categorized based on 
the judgment of the managers according to their power, legitimacy, and 
urgency attributes. Once categorized, the stakeholders could then be sit-
uated in the Venn diagram typology and their salience to the firm could 
be analyzed.

The utility of the tool does not end with the simple categorization 
described above. The exercise also made explicit the assumptions that the 
managers held in regard as to why they thought each stakeholder pos-
sessed the attributes they did. These would later be tested and verified 
or disproven in the field by meeting with the relevant stakeholders and 
hearing first-hand what they had to say. Using the analysis produced, in 
combination with the mindset analysis we discuss below, the managers 
could then ask themselves what can be done differently. By manipulating 
the attributes of the various stakeholders, they were able to construct a 
number of different scenarios and could imagine what effect these would 
have on the firm’s core business. One of the most important and valuable 
outcomes of the stakeholder identification and salience exercise was that 
it helped the firm’s managers to identify that shipyards, their traditional 
direct customers, consist of different stakeholders groups within. This 
was an important insight made explicit because it is vital to generate 
value-in-use for other identified key stakeholder groups (direct  customers’ 
customers = ship owners, and subsequently their customers = ship opera-
tors). As it turned out, each stakeholder group with their differentiated 
claims operates under a variety of logics that need to be considered and 
served when trying to construct a network level strategy.

Once stakeholder identification and salience was established, we used 
the strategic mindset analysis tool in a series of intensive workshops con-
sisting of managers with different expertise and experience from several 
functional departments of the division. After that, we analyzed the cur-
rent market development of the identified key stakeholders, from their 
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own perspective, against the three environmental aspects: how predictable 
is their business environment, which aspects of it do the stakeholders try 
to control, and what poses threats to them? The findings of this analysis 
were further tested by the managers of our case company through direct 
communication with individuals in the stakeholder organizations, and it 
soon became clear that many of the assumptions about what the stake-
holders know and how they perceive their business environments needed 
reconsideration. As a result, after these series of assessments, we began to 
better understand how the business environment shapes the playing field 
of different stakeholders and how that matches the perceptions of the 
business environment of our case company.

In the next phase, we initiated another round of workshops with the 
same group of managers to discover the strategic mindsets of the differ-
ent interest groups (corporate level, division level, and project team level) 
within the case company. It was soon evident that the corporation level, 
represented by the top management, subscribed to the planning mindset, 
the exploitation of knowledge in formulating medium-term roadmap- 
style strategies. However, the division level was more adaptive to the 
changes unfolding, and the project team identified with a transformative 
mindset, emphasizing what can be controlled in its own partner network.

This mindset identification exercise was repeated with the stakehold-
ers to identify the partners who were the most responsive to building 
network- level strategies, and who were the most receptive to the notion 
of a solutions-oriented business approach. As a result, we developed a 
deeper understanding of how to drive a network to develop common 
strategizing efforts to implement a business model driven by value-in- use. 
We also understood that the better insights one has about the  business 
logic of the stakeholders, the more power one holds to drive the net-
work-level strategizing. Subsequently, these insights into the mindsets 
and business environments of the stakeholders have been used to develop 
better means to influence the engagement of network-level strategizing.

The result of the analysis conducted by the managers in the workshops 
and their subsequent footwork out in the field was that they developed 
a more comprehensive understanding of the industry and network in 
which they were operating. It is worth noting that the company did not 
previously have any formal discussion on stakeholders other than about 

3 Stakeholder Identification, Salience, and Strategic Mindset... 



44 

their direct customers, but now they constantly monitor what is hap-
pening in the ecosystem and analyze how these changes influence their 
immediate stakeholders and the company itself. The company’s ability to 
see the big picture—understanding the needs and logic of stakeholders 
beyond the immediate customers and suppliers—allows it to reimagine 
the firm’s value proposition and establish itself as a solutions business 
rather than a simple transactional business. By understanding who or 
what is important, how they are important, and why, a firm can ensure 
that their own role in a network of stakeholders is a vital one.

 Conclusions

In the course of doing business as usual, it is sometimes easy to lose sight 
of, or take for granted, the position of one’s own firm in the broader 
ecosystem in which it operates. Managers who remain ignorant of the 
nuances of their stakeholder network too long run the risk of their firm’s 
losing relevance in an ever-changing business environment. We strongly 
advocate for the systematic identification and analysis of stakeholders for 
any business. The stakeholder identification and salience tool we have 
described provides a better understanding of the priority and level of atten-
tion that needs to be given to any particular stakeholder. Furthermore, 
the tool helps managers choose the proper communication approach for 
each stakeholder group. It also classifies stakeholders according to their 
salience toward the firm based upon the attributes of power, legitimacy, 
and urgency. Managers are then better able to  distinguish more impor-
tant—or salient—stakeholders and prioritize them as well as actively 
communicate with them.

Analyzing an organization’s business networks is also insightful in 
terms of knowing each key partner’s perceptions about the business envi-
ronment and the respective strategic mindsets that drive their actions; 
analysis enables an organization to take the driver’s seat for network-level 
strategizing. Understanding each key stakeholder’s environment and stra-
tegic response propensity is equally as valuable. It allows for strategizing 
based on forming shared meanings, which are often not given when inter-
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acting partners have substantially different baseline assumptions about 
the nature of the environment and the options on how to react to them.

We hope we have tangibly illustrated here the importance and utility 
of stakeholder identification and salience, and strategic mindset analysis. 
With today’s ever-complex value chains and dynamic business environ-
ments, the ability to see the forest for the trees is not only necessary for 
continued survival but is also a valuable source of new opportunities. We 
affirm that to know how and why others are important to you enables you 
to ensure that you are valuable to them. The practical tool we described 
in this chapter, however, should not be seen as a normative tool. It allows 
for sketching out different tactics that subsequently serve to build better 
interactions and conversations in the pursuit of co-creating strategies and 
value at the inter-firm level.
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When engineering projects are procured, the contractor is required to 
assemble a temporary organization that consists of several actors, for 
example, sub-contractors and suppliers; this is referred to as a project net-
work (Powell 1990). The contractor may or may not be familiar with the 
actors and has limited time to achieve the required integration and com-
mitment. The project becomes a network that the contractor is required 
to coordinate and maintain in order to complete the project. The project 
network may include adversarial actors with divergent interests that may 
decrease project performance (Hellström et al. 2013). If it is a global proj-
ect, which the projects that were involved in the development of this tool 
are, there are also several legitimate organizational and cultural norms 
and assumptions that may impact performance (Orr and Scott 2008). 
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According to the Project Management Institute (PMI) “Project manag-
ers accomplish work through the project team and other stakeholders” 
(Project Management Institute 2013, 17). This is consistent with research 
that shows that high levels of emotional competence correlates with proj-
ect success (Müller and Turner 2010). Lately, project management as a 
research field has become increasingly interested in stakeholder manage-
ment (Pollack and Adler 2015). Additionally, as technical competences 
grow in non-western countries, western countries cannot compete merely 
by technical know-how, nor do they have similar possibilities to compete 
with price. Hence, customer satisfaction has grown to become an impor-
tant part of construction project management, that is, the requirements 
of “soft skills” have increased.

Still it seems that “soft skills” is a relatively novel topic in project man-
agement (Pant and Baroudi 2008). Research in project management has 
focused mainly on planning techniques and developing various incentive 
mechanisms and organizations. These are still crucial elements of project 
management and our purpose is not to diminish them. However, there is 
a clear lack of understanding “people skills” and what these comprise in a 
project context. Here, people skills refer to the project managers’ ability 
to coordinate actors within the project network to act according to the 
project requirements while ensuring the highest possible level of satisfac-
tion. Research that offers concrete methods for coordinating the project 
network with soft means is scarce. Let us refer to soft means as leader-
ship: the means to influence someone’s behavior by rhetoric and action. 
A project manager is faced with various projects, none of which are iden-
tical (Lundin and Söderholm 1995). Therefore, project managers can-
not rely on a single, universal, leadership style but are rather required to 
adapt their leadership according to their operational context, that is, their 
stakeholders and the environment in which they perform their tasks.

 Project Leadership

Many conventional leadership theories have been applied in project 
management; however, many of them are constrained by the character-
istics of projects, namely, temporality, uniqueness, boundary-spanning 
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and dynamism (Lundin and Söderholm 1995; Tyssen et  al. 2013). 
These characteristics separate the project domain from traditional orga-
nizations. A major challenge for establishing constructive relationships 
in projects is the temporary nature of the projects. Contrary to func-
tional organizations, project relationships are discontinuous and the 
development of authority is restricted by the duration of the project. In 
order to lead the project, managers need to identify their project leader-
ship style early on in the project. However, as projects rarely comprise 
the same constellation of stakeholders, project managers are required 
to modify their leadership style to correspond with the requirements 
of the project (Müller and Turner 2007). Beyond that, project manag-
ers are required to approach each stakeholder in a suitable way that 
may vary greatly within a project. A universally applicable leadership 
style is therefore unlikely to be found even within a project, and hence 
project managers are required to adapt their style according to each 
stakeholder. This is true particularly when the success of projects relies 
on the cooperation of various stakeholders. Under such circumstances, 
managers have to engage in “boundary- spanning” activities, that is, 
project managers have to influence stakeholders beyond their own orga-
nizational boundaries (Brion et al. 2012). It is especially important as 
project success relies on the joint performance of various stakeholders. 
Hence, cooperation between each stakeholder within the project net-
work is crucial.

 Moving from Transactional to Relational 
Practices

Developing “soft skills” is linked to relational practices as the satisfaction of 
external parties becomes important in order to create long-term relation-
ships and reap their benefits (Dyer and Singh 1998). Project  companies 
have traditionally focused on product quality, costs and the time it takes 
to complete specified tasks or products. The focus has been on one- off 
business cases where short-term gains have dominated and services that 
add value to the customers have received less attention (Savolainen and 
Ahonen 2014). The benefits of repeat and long-term business have been 
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emphasized recently as strategically advantageous (Johnsen and Lacoste 
2016). Dyer and Singh (1998) advocate a relational turn in mainstream 
transactional business. Relational business practices are expected to 
accumulate wealth through increased collaboration and “sharing” of 
resources. Whereas a transactional approach emphasizes maximization of 
profits from transaction, more or less at the expense of the other party, a 
relational approach focuses on long-term gains that sustain the collabora-
tion between the parties and increases the efficiency of the trade through 
formal and informal integration. In a world dominated by transactional 
practices, convincing other organizations of one’s good intention may be 
a challenging task; additionally, such relationships can be expected to be 
quite delicate. Therefore, it is important that managers are able to under-
stand their potential partners at a personal level, and how they should 
manage the relationship.

Conventional methods for managing complexities and uncertainties 
in projects include a number of strategies: increasing and improving 
leadership, which seems to be assumed to be a universal solution (Blom 
and Alvesson 2015); matching each project with an appropriate leader-
ship style (Munns and Bjeirmi 1996; Müller and Turner 2007), which 
assumes a project manager with suitable traits would always be avail-
able; increasing monitoring (Turner and Simister 2001), which limits 
agility and increases expenses by resource allocation; increasing plan-
ning and information collection (Maylor 2001), which is both expen-
sive and time consuming with varying results; and devising various 
forms of incentives (Badenfelt 2011; Laan and Dewulf 2011), which 
may or may not be sufficient in order to regulate behavior in the desired 
way and may ruin relationships in the worst case. These methods are 
resource-intensive in terms of money, people and time, yet often fail 
to mitigate the risks. Despite the highlighted importance of various 
forms of collaboration in project management, current stakeholder 
management tools do not offer solutions to what interests or motivates 
stakeholders (Jepsen and Eskerod 2009) nor does the current project 
leadership literature provide practical methods for project managers. In 
order to close this gap, we developed a tool that creates a framework for 
analyzing stakeholders and provides the user with suggestions on how 
to manage the stakeholder.
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 The Theoretical Foundation of the Project 
Leadership Tool

Due to the nature of projects, the tool is required to be both dynamic and 
universal. In other words, the tool needs to be based on a theory that has 
a globally proven validity; second, it has to be able to be updated during 
the project as new stakeholders are introduced. In order to ensure that the 
tool is as universally applicable as possible, we turned to Schwartz (1992) 
theory of basic human values. The framework is especially applicable as it 
identifies ten universal factors that motivate people. Therefore it offers a 
relevant framework for bridging the gap that Jepsen and Eskerod (2009) 
identified.

Schwartz built his theory on Rokeach’s (1973) early theory of human 
values. Schwartz’s theory has been tested in 32 countries, with later exten-
sion to over 50 countries. The initial studies showed remarkable strength 
in the theoretical structure of the thesis, and the data clearly illustrated 
ten value theorized “domains” (see Fig. 4.1). These domains, called moti-
vational types, represent the social and psychological needs that values, 
core beliefs, are based on. The motivational types were later (Schwartz 
et al. 2012) refined into 19 motivational types, adding subcategories to 
universalism, power and security values, as well as adding humility and 
face values.

The motivational types on different sides of Fig. 4.1 are opposites; 
for example, if one seeks power or recognition, he is expected to value 
equality and the well-being of others less (Schwartz 1992). Similarly, if 
one reveres traditions one is likely to enjoy variation (stimulation value) 
less than continuity (tradition) (for a complete overview of values see 
Schwartz (2012). Values are a prominent feature of human life; how-
ever, their relative importance varies (Schwartz 1992). The variance in the 
importance of values is referred to as a value structure. A value structure 
is the basis for how individuals evaluate actions and situations (Bardi 
and Schwartz 2003), and this structure is expressed in attitudes (Rokeach 
1973), that is, a person who regards security as important will have a 
“negative attitude” toward risky endeavors. Identifying the stakeholders’ 
value structure is, therefore, a relevant point of departure when a proj-
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ect manager needs to influence his stakeholders, especially beyond for-
mal arrangements. The value structures can be utilized in constructing a 
favorable frame for actions and events that the manager wants to advance 
in a project. Project managers’ influence on stakeholders becomes a 
 question of them framing their proposition in a manner that fulfills their 
counterpart’s needs (Schwartz’s motivational types). This should not be 
restricted to mere rhetoric, but comprise the symbolism that is inherent 
in actions. Therefore, the project manager should not merely understand 
what should be communicated to stakeholders, but how it should be 
communicated and what actions communicate it.

Fig. 4.1 Schwartz’s (1992) ten motivational types
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 Description of the Tool

Overall, the tool is aimed at enabling project managers to influence stake-
holders and lead projects efficiently. More specifically, the purpose is to 
provide tactical advantage in negotiations or, in layman’s terms, to identify 
what buttons to push. The tool offers an intuitive and user-friendly inter-
face that enables users to analyze various stakeholders within the frame-
work of the theory of basic human values. The tool consists of three phases 
as summarized in Fig. 4.2: (1) an evaluation matrix where the tool presents 
a set of questions to determine the values and needs of a stakeholder; (2) a 
response matrix, which provides advice on how the stakeholder should be 
lead and managed; and (3) a profile component that provides an overview 
of the project stakeholders. The fourth step, the leadership style, is a result 
of following steps 1–3. However, it is likely that project managers need to 
reconfigure their leadership style during the project, in an iterative fashion. 
Therefore, the process is described as circular rather than linear.

The mechanics are simple and intuitive. In the first step (see Fig. 4.3), 
the user chooses the statements that describe the given stakeholder by 
answering the main questions listed in Table 4.1. These questions repre-
sent contextualized versions of Schwartz’s (1992) ten motivational types. 
As the user chooses a statement that describes his stakeholder, a pop-up 
with further sub-questions appears (see Table 4.2). The pop-up contains a 
three-color scale of green-yellow-red: “I can handle it”; “Need additional 
resources”; and “Potential disaster.” The evaluation of the stakeholder 
shows in the matrix as the chosen color on the scale; therefore, it is easy 
for the user to get an overview of the project at a glance.

1. Stakeholder
evalua�on

2. Response
Sugges�on

3. Stakeholder
Overview

4. Leadership
Style

Fig. 4.2 The stakeholder analysis process
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The second step is a list of responses as shown in Fig. 4.3. The responses 
are triggered by several factors. If, for example, the evaluation matrix sig-
nals that the stakeholder is motivated by security and power values, a 
different response will be triggered than if the evaluation matrix signals 
that the stakeholder is motivated by security and achievement. Similarly, 
combinations of sub-questions trigger different responses. Step 3 is a 
 profile picture based on how the user has answered the questions in step 1  
and offers the user an overview of project stakeholders. The identified 

Table 4.1 The main questions that represent the ten motivational types

Values Main questions

Universalism This stakeholder is constantly worried about fairness and 
equality in the project.

Benevolence This stakeholder is too focused on his organization’s 
interests.

Conformity This stakeholder is not comfortable making decisions that 
contradict his colleagues’ or supervisors’ opinions.

Tradition It is important for this stakeholder that his way of working 
is followed.

Security This stakeholder finds many aspects of the project 
threatening.

Power This stakeholder constantly asserts his power in the project.
Achievement Image and reputation is very important for this stakeholder.
Hedonism This stakeholder actively avoids taking on tasks he does not 

enjoy.
Stimulation This stakeholder is constantly looking for exciting things in 

the project at the expense of routine tasks.
Self-direction This stakeholder makes his own decisions and does not care 

for other’s recommendations.
Competencies This stakeholder has lacking competencies.

Table 4.2 An example of sub-questions (the sub-questions are from the power 
category)

Power value sub-questions

S/he is convinced his/her organization knows everything better than others.
S/he gets annoyed easily.
S/he does not possess the knowledge needed for the project and does not 

care for advice.
S/he is easily offended when flaws in her work are pointed out.
S/he is ignorant.
S/he makes all the decisions.
If s/he has a goal s/he will pursue it regardless of its impact on others.
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motivational types are ordered according to the order of the original the-
ory. The profile picture offers the project manager the information in a 
visually attractive form and provides him with an overview of the stake-
holder’s values. It contains the responses in pop-ups that are rendered on 
the basis of the user’s evaluation.

The tool was tested with a workshop format where the main author 
assisted the project managers in interpreting and using the tool in prac-
tice. The projects (n = 13) were followed with approximately four months’ 
intervals and the strategies were updated according to the stakeholder 
changes in the projects. This step is extremely important as the proj-
ects are quite dynamic and the stakeholders may change quite suddenly. 
Whenever a stakeholder enters the project, the project manager needs to 
assess him/her in a systematic fashion and make sure his/her leadership 
style matches the stakeholder’s values.

 User Comments

The leadership tool is aimed at practitioners that operate in complex and 
dynamic environments. The tool has been tested in 13 projects around 
the world with 10 different project managers. Here are some comments 
after and during workshops:

After testing the tool on his turnkey project in the middle-east a sea-
soned project manager remarked:

It’s incredible how accurate responses it produces by so few questions.

Project managers are often flustered by planning the technical aspects 
of projects and do not have sufficiently time to analyze the stakeholders 
adequately. A senior project manager facing a potential addition of seven 
simultaneous projects concluded:

This is really good we don’t always have time to think who we are dealing with.

One of the project managers involved in piloting the tool was confronted 
with a tricky situation. He had to convince his stakeholder of a solution 
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that was not completely in accordance with their agreements, but which 
would enable a more efficient execution of the project. Regardless of the 
benefits, the customer did not want to accept it. As he had identified that 
the key motivators for the stakeholder were security and achievement, 
he used this knowledge to his advantage when he was debating with his 
stakeholder:

This is really interesting, otherwise I would not be involved. I got the chance to 
try this during negotiations in one of my projects and it worked really well.

The PM increased the use of the tool from one to three projects during 
piloting.

 Conclusions

The complexity, temporariness and interdependencies of projects make 
them an ideal context to develop a leadership tool. As businesses become 
more dependent on other stakeholders, they will benefit from similar 
tools. The strength in the tool lies in the utilization of Schwartz (1992) 
theory of human values, which is currently the most refined tool for 
investigating individual values and needs. The tool itself arose from the 
increased interdependencies with stakeholders and is designed to offer 
project managers support in aligning and framing their propositions with 
stakeholder needs and values. The tool supports business relationship 
maintenance and leadership and managers’ transition from transactional 
planning-monitoring methods to relational practices. What we argue is 
that in order to become a leader, a manager is required to understand his 
stakeholders’ core beliefs, that is, their motivations. Framing and aligning 
propositions and actions with stakeholder core beliefs and motivations 
makes tasks more attractive to stakeholders.

We have preliminary proof that as managers become capable of reflect-
ing in a structured manner on how to frame their arguments to their 
stakeholders, they will experience an increase in stakeholder satisfaction. 
However, the benefits are not merely restricted to stakeholder satisfac-
tion but will decrease petty disputes and, consequently, make the proj-
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ect manager’s day-to-day work easier. As project managers are able to 
formulate themselves in a compelling manner, their valuable time will 
not be wasted on prolonged disputes about matters of questionable rel-
evance. Projects may flow more smoothly and repeat orders may become 
more commonplace due to increased stakeholder satisfaction.

Although decision-support systems is an established research field, 
additional research is required to understand how decision-making sys-
tems, such as the one described here, affect the leadership proficiencies in 
organizations. As the tool is used, it may become an integral part of how 
its users interpret their environment; however, these effects should be fur-
ther investigated. Additionally, our method is based on one case company. 
In order to ensure its applicability in other contexts, it should be tested 
in several companies, and preferably from different industries. With the 
rapidly developing technological working environment, the possibilities 
to develop and implement different decision-support systems dealing 
with qualitative values increases. This offers an alternative to mainstream 
leadership courses for managers who want to improve their leadership 
skills without consuming too much time and energy. We believe that the 
research community will experience a boom in developing tools address-
ing leadership challenges in the near future (Gudauskas et al. 2015).
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5
Making Sense of Network Dynamics 

through Network Picturing

Tiina Valjakka, Valtteri Kaartemo, and Katri Valkokari

 Introduction of the Problem

Constant change is often seen as the main challenge facing firms in 
today’s economy, and therefore research interest has also focused on the 
types of networks that enable dynamics (e.g., agility, renewal, and even 
exploration of new business opportunities). When approaching networks 
as systems including several sub-systems, as described in the introduction 
of this book, it can be understood how the future structure and paths of 
dynamic business network development are fundamentally unknowable. 
It is because they are co-produced through interactions within the sub- 
systems and not traceable in any simple way to the individual actions 
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of the participants. The managerial challenge is to guide the develop-
ment within a business network over the boundaries of organizations. 
Thus, practical tools are needed to better understand how actors’ network 
strategies actually come into being in continuous interaction between the 
organizations. In line with earlier studies of strategy-as-practice research, 
this chapter reflects utilization of strategy tools and how they facilitate 
the work of strategists (e.g., Kaplan 2011; Jarzabkowski et al. 2013).

The network-picturing tool extends our understanding of strategic 
management in dynamic business networks. We explicate this through 
two cases. In the first case study, we showcase how network picturing 
helps in recognizing alternative network trajectories and to develop value 
propositions that are beneficial to the network, to the dominant actors, 
to the ones serving the dominant actors, and to those who are challeng-
ing the status quo. The second case study focuses on the downstream 
(demand) dimension of business networks, including from the perspec-
tives of sales, distribution, after-sales, and service networks. In the con-
text of a business network, each of these actors has its own perception 
of the network and its position within it. In a way, network pictures are 
the actor’s network theory, its individual beliefs (theories in use) of what 
the relevant business network looks like and how it “works.” In practice, 
this is one of the reasons why attempts to manage a network often fail 
or create no response while actors have not considered the interests of 
other parties. Therefore, drawing from the management point of view, 
the network-picturing tool aims to support managers in making sense: 
how can they picture and combine the different network perspectives in 
order to better manage the network?

 Background of Network Pictures as a Sense- 
Making Tool

Networks are multilevel systems. According to Moliterno and Mahony 
(2010), network theory of the organization should therefore be multi-
level in its scope, considering how networks at one level of the orga-
nizational system influence networks at higher and/or lower levels. In 
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order to  manage actors and their activities within the network-system 
level, managers need to understand the perceptions and interests the 
other actors have (Valkokari 2015). In addition to joint business activi-
ties and strategic intents, managers should make sense of the evolving 
and dynamic nature of networks. Thus, the network dynamics consist of 
a complex pattern of activities, both intentional and emerging. Emerging 
from these activities and interactions between the business network actors 
are the network- system level dynamics that we can observe as changes in 
the network’s characteristics (i.e., in structures, relationships, actors, and 
roles of actors) (Valkokari 2015).

In the IMP (Industrial Marketing and Purchasing) literature, network 
pictures have been defined as business actors’ subjective mental represen-
tations (or frameworks) of their surroundings, and thus as sense-making 
tools that underlie decision-making in networks (Mattsson 2002; Ford 
et  al. 2003). They have also been used as a tool by either researchers 
or practitioners to grasp the actors’ understanding of their surround-
ing business network (Henneberg et al. 2009; Ramos and Ford 2010). 
Furthermore, Laari-Salmela et al. (2015) state how an interesting topic 
for research includes opening up the relationship between network pic-
tures and the sense-making taking place between organizations. In such 
cases, network pictures can be utilized as boundary-spanning mechanisms 
(Hawkins and Rezazade 2012), which serve as an interface between dif-
ferent organizations (Koskinen and Mäkinen 2009). Network pictures 
are particularly useful in revealing both multilevel structures as well as 
processual realm, thus enabling sense-making of a changing network 
(Kaartemo et al. 2015).

The network actors build a shared understanding about the network’s 
strategic intent through formal business negotiations as well as infor-
mal interactions (Valkokari 2015). Thus, the managers’ understanding 
of perceptions across boundaries is a key to firm’s success in complex 
business environments, where knowledge and resources are dispersed and 
value co-creation for customers requires integration of resources. In other 
words, network management requires understanding of networks as a 
system and furthermore getting a clear picture of the different mecha-
nisms within this system.
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 Network-Picturing Tool

The network-picturing tool builds on the assumption that through 
understanding relationships, activities, and interactions between net-
work members, the development path of networks can be managed and 
guided by influencing other network actors. As mentioned in the intro-
duction (Chap. 1), this kind of boundary-spanning network leadership is 
the common activity of all network actors that affects the development of 
social capital, that is, networks-as-co-ordinated social systems. Thus, a care-
ful review of a firm’s own position among the networks as well as differ-
ent networking directions offers managers new theories in use, how their 
business networks will currently operate, or how they should look in the 
future. In other words, network pictures are strategic sense-making tools 
that can be utilized in shaping stability and change in business networks. 
Firms are simultaneously acting in various networks in different roles as 
illustrated in Fig. 5.1.

INTERNAL 
networks and 
collabora
on

Partnerships with CUSTOMERS

INNOVATION NETWORKS

HORIZONTAL NETWORKS and alliances

VERTICAL
Supply networks

Fig. 5.1 Network-picturing tool
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Often, companies anchor themselves to a single vision of their cus-
tomer needs and network structures, which may preclude considering 
the viewpoints of other network actors. Many businesses have a complex 
nature, and network picturing makes it possible to see beyond the most 
obvious and traditionally proximate actors. In other words, missing 
links between the actors and structural holes are also considered within 
network picturing. Managers who understand the different forms of 
inter-organizational relationships are also able to manage their dynam-
ics and consequential uncertainty better while they are more aware of 
the choices and decisions of others and their influence to the game as a 
whole.

The focus of vertical customer–supplier networks and relationships 
is, by definition, typically to supply present products. Joint operations are 
usually managed in direct business relationships and through formal gov-
ernance mechanisms like agreements. Naturally, customers are important 
sources of knowledge about needs, requirements, wants, and ideas that 
are crucial for developing new offerings that meet market demand. On 
the other hand, in addition to direct supply in the form of products or 
resources, there is a range of intangible knowledge such as reputation, 
network connections, and experiences which are important to business 
development. In customer–supplier collaboration, the vertical relation-
ship often guides the actors toward a one-track mindset of action, where 
the customer is a major player and the supplier an object of the action. 
In such relationships, the feedback loops and bi-directional interaction 
are often missing. For smaller supplier companies especially, the claim 
for and protection of their rights in relationships with larger customers is 
typically inconvenient.

Horizontal development networks and alliances cover different 
direct and indirect relationships with other companies, consultants, and 
regional development agencies. The focus is, for instance, on development 
learning, benchmarking, or joint activities in limited areas like research, 
marketing, or export. Thus, horizontal relationships may counterpoint 
equality between the actors and thereby overlook the need for vision and 
mechanisms for decision-making and management of the operations. 
Universities, research centers, innovation intermediators, and funding 
agencies act as important sources of knowledge about  information, tech-
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nology, and finance for the innovation process within innovation net-
works. In such co-operation settings, the similarity between knowledge 
bases as well as network positions has a significant influence on the pos-
sibilities and willingness to share or transfer knowledge.

In practice, network management is typically disturbed in different 
operational units within one firm, and the focus of network manage-
ment differs in each dimension. Thus, there are two basic purposes 
for the various forms of inter-organizational relationships, that is, co- 
exploration and co-exploitation (Parmigiani and Rivera-Santos 2011). In 
line with that our framework distinguished (see Chap. 1) network prac-
tices, networks-as-knowledge-creating platforms (co-exploration), and 
networks-as-value-generating entities (co-exploitation). The exploration 
of new ideas for innovation and the exploitation of present knowledge 
to develop their offerings require firms to integrate different knowledge 
sources and network actors into their dynamic business development. 
On the other hand, the exploitation requires co-ordination of the net-
works’ resources into effective joint value generation. It is important to 
note that besides formal observable business relationships, there are less 
noticeable informal relationships between the actors—and these social 
networks and interconnections may be an even more efficient way to find 
new solutions and fill structural holes within network operations.

Network dynamics and timing pose challenges to management; net-
work actors can have different perceptions of how the network should 
work, what its interests should be, and why they are participating. For 
instance, one of the network actors might consider the objective to be the 
exploration of new knowledge and future business opportunities, while 
others operate within the present business model and expect that the 
benefits will materialize faster. The role and network position of the firm 
are critical factors in the selection of suitable methods for network devel-
opment and management. The choices and decisions of network actors 
can be perceived only when managers have an understanding about their 
development agenda and strategic targets.

Furthermore, it is important to evaluate the network pictures (i.e., 
actors, their targets, and relationships between them) regularly. While 
firms are sold and bought and the strategies change, this causes changes 
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at the network-system level. The scenarios of different value propositions 
can help to foresee the development paths of networks. In the following 
section, we present two cases which showcase how network picturing 
may be used for envisioning and driving changes in networks.

 Network Picturing as a Tool to Envision 
Network Change by a Multinational Company

The first case company is a large multinational company (MNC) that 
designs and supplies cargo systems for global container shipping industry. 
The main customers are Asian shipyards. The company has decades of 
history in serving container shipyards. The case company gave up manu-
facturing already in the early 1990s and has since then delivered cargo 
handling systems manufactured by their suppliers. In the aftermath of 
the financial crisis in 2008, the market for new container ships dimin-
ished drastically. In order to survive in the challenging market condition, 
the case company created new solutions team which questioned the reli-
ance on shipyards as customers and started portraying its network from 
a novel angle.

In the following paragraphs, we present how network picturing was 
employed to help developing value propositions for multiple actors under 
alternative scenarios, which were identified in workshops with the case 
company managers. There is an extensive amount of literature on and 
around scenario workshops (Miesing and Van Ness 2007), and therefore 
we do not go into detail on running the workshops here. Instead, we 
focus on the unique part of the process, namely the development of value 
propositions for multiple actors under alternative network scenarios (Fig. 
5.2).

First, in our two workshops, we envisioned multiple network scenarios 
about how the future might evolve for global container shipping, and we 
discussed the potential role of the focal company under each scenario. We 
ended up describing alternative scenarios in terms of the dominance of 
different actors (A, B, and D) and spent some time imagining what kinds 
of network practices might be characteristic to these scenarios.
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Second, in order to define the needs of various actors under each sce-
nario, we ran another workshop. Starting with pre-defined scenarios and 
related network practices, we asked case company managers about the 
basic network principles: (1) What is needed by the dominant actor in 
the given scenario? (2) What is the position of the other actors? As a 
result, we were able to identify not only the needs of the dominant actor 
but also the needs of those serving the dominant actors and those willing 
to challenge the dominant actor under each network scenario. Based on 
the discussion in the workshop, the researchers drew network pictures 
that visualized the roles of each actor under each scenario.

Third, we initiated a discussion on what kind of value the focal com-
pany could propose to each actor under each scenario. This gives guid-
ance to the focal company in determining what kinds of capabilities are 
needed in-house in the future. In addition, drafted value propositions 

Envision alternative
network scenarios

Define needs of various
network actors under each

scenario

Design value propositions to
potential business partners

under each scenario

Needs of 4 network
actors:

B, C, D and E

B, C, D, E and F

B, E and F

Value propositions to
actors:

B, C and D

Value propositions to
actors:

B, D and E

Value propositions to
actors:

B, E and F

A
C

D

B

E

FE
D

C

A

B

B

E
F

A

Needs of 5 network
actors:
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Fig. 5.2 The process of developing value propositions to multiple actors 
under alternative network scenarios
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should also initiate internal processes in the R&D department to launch 
research and development that enables the proposition of value to vari-
ous actors in the future. Thus, the exercise helps the company tackle the 
changes in the network.

In our workshop, the consensus was that our focal company would 
prefer two scenarios over one, and therefore it was deemed necessary to 
drive the network toward desired future. In addition to designing value 
propositions that may be attractive a decade from now, the method also 
facilitated discussion about potential activities that the focal company 
could perform in order to guide the network development toward a pref-
erable future. Thus, it is also useful for deciding upon more short-term 
development projects.

The discussion further highlighted the importance of understanding 
customer problems and providing solutions for them. Employing the 
method not only enabled the focal company to focus on one solution 
approach to one customer segment but also broadened the horizon for 
long-term value proposition development for multiple actors. Moreover, 
the network-picturing workshops initiated discussion on how the focal 
company could communicate its network proposition (i.e., what the focal 
company does to improve the viability of the ecosystem, proposing value 
that is beneficial for multiple actors). Furthermore, the method is useful 
not only for imagining different situations but also for considering early 
on what kind of value could be proposed to network actors when actual 
events indicate that one scenario is becoming more likely than the others.

 Network Picturing as a Tool to Drive Network 
Change by an SME

The second case company is an SME (Small and medium-sized enter-
prise) that develops and manufactures machines for construction, multi-
purpose machines, and utility machines for demanding applications. The 
main market area of the company is the Nordic region, where the typical 
customer is a privately owned SME or an entrepreneur. The company has 
a strong history in development and manufacturing; previously, sales and 
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service functions were responsibilities of a specialized partner company. 
Due to changes in the market, the case company started to build its own 
sales and service organization and downstream network seven years ago.

In our second case study, we utilized network picturing as a tool for 
strategic management in the case company. We first drew two focal com-
pany perspectives, factory (Fig. 5.3 upper left) and sales (Fig. 5.3 upper 
right), identified their most important connections, and described the 
roles and content of interaction with these first-level partners.

The managing director and the main owner of the company is respon-
sible for strategic-level issues, but the operations are run by the factory 
director, so they are the key actors whose network pictures are considered. 
Sales representatives are responsible for sales and customer  relationships 
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in certain geographical areas. Most of them have a long history and expe-
rience in the industry, thus knowing their traditional customer base, com-
petitors, and the machines they sell. There are loyal customers in each area 
that ideate new solutions and applications for the machinery in order to 
enhance their businesses. The machines are customized, and dealing with 
the versatile customer requirements and requests is the motivation of the 
regular communication between the sales and the product development 
and production. Also, the tenders and order-to-delivery process require 
co-operation. The company has built a maintenance network in the field, 
but the sales representative is often the first contact concerning repair or 
maintenance.

The broader network perspectives of the two “end-customers” were 
sought in application areas where the machines of the case company 
are used (Fig. 5.3 lower left and lower right). These network pictures, 
snapshots from different network actors’ perspectives, were then utilized 
to draw the network management perspective. The first end-customer 
is a public service provider operating in one large city. The other end- 
customer perspective is from a private sector service provider specializing 
in power network services (e.g., designing and building wind farms). The 
main collaboration partners of both end-customers were their own cus-
tomers and the parallel actors (i.e., other public service providers for the 
first and other large contractors in joint projects for the second). The end- 
customer views of the network and their own non-existent role in those 
pictures were eye-opening for the case company.

Network picturing resulted in the identification of new relevant net-
work actors and the needs for building connections to them (Fig. 5.4). 
The strategic aim of the case company management is to act as a driver of 
change to guide the industry in the direction they believe is profitable to them 
and also to the other relevant network actors (e.g., service purchasers, service 
providers, and contractors). Their vision is that the mobile multipurpose 
machinery they offer is more productive and environmentally friendly 
than other solutions. Traditional methods and approaches still dominate 
at work sites and sub-optimization is common. The current focus of sales 
is to their direct customers, the contractors. This is a slow bottom-up 
approach for change: the contractors work and market their versatile 
machines to service providers. Thus, our case study suggests that different 
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network-picturing tools can be utilized as a means of transformation in 
companies seeking growth in new markets and internationalization.

 Conclusions

Although no firms are in such a position that they could manage the 
whole network system, every firm, MNC or SME, is able to manage 
its own position and role within their networked environment. This 
requires systematic and strategic analyses of the network environment, 
its actors, and their targets. In this chapter, we showcase how network 
picturing may be utilized in sense-making network dynamics and associ-
ated needs of various network actors. Based on these analyses, firms are 
able to make more conscious decisions, take calculated risks, and leap 
at emerging opportunities by making explicit the potentially beneficial 
value propositions that would otherwise remain hidden. Thus, we expli-
cate that network picturing is particularly beneficial in envisioning and 
driving change in business networks. Naturally, the strategic analyses of 
networked business environments are challenging and time-consuming, 
thereby requiring more open dialogue between different units of the firm 
as well as with network actors. Visualization of networks through simple 
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pictures can anyhow provide a helpful tool for such discussion and sup-
port managers in sharing their own network theories in use. To sum up, the 
workshop process included the following key questions: (1) Where are we 
now and in the future (strategic positioning)? (2) What are our targets 
and where do we want to go (vision)? and (3) With whom and how do we 
get there (strategic change and required network relationships)?

This chapter contributes to the emerging network-as-practice research 
by describing the sense-making tool and the relevant workshop process. 
Originally Jarzabkowski and Seidl (2008) had discussed the role of meet-
ings in the social practice theory and defined three critical aspects of those 
strategic episodes in meetings: initiation, conduct, and termination. The 
workshops facilitated utilization of network picturing as a strategy tool 
and supported the interaction of strategists in dynamic business network 
setting. Strategic discussion in the workshop meetings socially validated 
the current order and served as a place for participants’ sense-making 
(Weick 1995). On the other hand, through network picturing, the strat-
egists explored and generated change in their shared strategic orienta-
tions over boundaries of a company or its units. Our cases brought out 
three workshop praxis that can support critical aspects of the strategic 
meetings: initiation, conduct, and termination. First, for initiation, it 
is important to have quite open and informal agenda, in order to allow 
organizational members to step out of their daily routines, to reflect on 
them and, based on that, to propose variations to the existing strategic 
orientations. Second, for conduct, researchers’ active role in guiding the 
workshop supported open discussion and joint problem-solving. Third, 
for termination, visualization of network picture enabled to recouple the 
workshop results, that is, the abstract network theories in use, to the out-
side processes in the daily routines of workshop participants.

In a dynamic environment it is necessary to constantly reflect one’s 
value propositions against the development of the network. This is the 
only way to ensure that value propositions are appealing to those in 
power and that they serve the dominant players or alternatively that they 
help the challengers to break the status quo. Here, it is important that 
a company identifies certain events that are needed for the scenario to 
actualize. Therefore, as a managerial implication we suggest companies to 
run network-picturing workshops on a regular basis.
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organizational Integration?

Creating and sustaining solutions business networks pose considerable 
challenges to network leader firms. These challenges, in our contention, 
often stem from inadequate integration. To achieve integration—“a unity 
of effort”—among the solutions business network participants, managers 
deploy a wide variety of integration mechanisms, ranging from technical 
integration (Davies and Hobday 2005; Iansiti 1995; Martinez and Jarillo 
1989; McCord and Eppinger 1993) and formal integration to relational 
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(or social) integration (Barki and Pinsonneault 2005; Barnard 1968; 
Galbraith 2002; Henderson and Clark 1990; Hobday et al. 2005).

Even if the different types of integration mechanisms are not mutually 
exclusive but are constantly overlapping and interacting (Liinamaa and 
Wikström 2009), mainstream accounts tend to stress the importance of 
technical and relational integrations. Creating and sustaining a network 
require considerable amounts of relational work in building boundary 
objects to transfer and synchronize technical knowledge, to build com-
mon understandings across organizational boundaries, and to ensure per-
sistent alignment of values and objectives.

We argue, though, that the stress put on technical and relational inte-
grations leads to the relative neglect and underutilization of what are 
typically understood as formal integration techniques. Our contention, 
in particular, is that innovative contracting techniques have untapped 
potential in business network creation and governance. On a more 
abstract level, we argue, in line with Poppo and Zenger (2002), that for-
mal contracts may have relational uses and can, thus, supplement or out-
right replace some relational integration efforts.

 A Case Study of Functional Contracting

Our conclusions are based on an explorative action research case study on 
deploying an innovative contractual structure as a value-adding network 
creation and governance tool. To demonstrate and test the potential a set 
of non-standard contracting techniques might have in the creation and 
governance of a dyadic solution delivery network, we contributed to the 
development of a new solution business model and its concomitant sales 
process within a division of a global logistical equipment firm, Gamma 
(see in detail Liinamaa et al. 2016).

The case firm had made a decision to transform from a traditional 
equipment manufacturer to a solution seller. As a part of its migration 
efforts, the company planned to abandon its traditional technical sales 
orientation and cost-plus-pricing approach, and replace the two with 
a value-based selling methodology (Storbacka 2011; Terho et al. 2012; 
Töytäri et al. 2015) backed up by a value-based pricing scheme (Töytäri 
and Rajala 2015; Töytäri et al. 2015; Liinamaa et al. 2016).
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Successful implementation of value-based selling and pricing requires 
companies to overcome a number of barriers (Töytäri and Rajala 2015; 
Töytäri et al. 2015; Liinamaa et al. 2016). The barriers encountered in 
introducing a value-based pricing approach typically derive from two 
intertwined sources.

First, the value-based pricing approach unsettles a dominant incum-
bent business practice: the cost-plus-pricing pattern. This is risky as the 
majority of market participants will likely perceive the incumbent prac-
tices as fair and will be unreceptive to the change. Network participants’ 
reluctance stems from the fundamentality of the concomitant transfor-
mation. Value-based selling and pricing recast the relationships within 
the delivery network. The cost-plus approach enacts and performs 
the network within a transactional setting. The parties’ value-creation 
processes are discrete and unentangled. An outside product or service 
enters the parties’ value-creation processes as a discrete factor of produc-
tion. Value- based pricing, however, unravels the frame and reforges the 
relationships into co-creationary partnerships. This shifts the expecta-
tions that govern value-sharing. A partnership is a single value-creation 
entity, where multiple network participants have claims to the value 
the individual firms generate. Studies suggest that the resistance can 
only be overcome by concerted, well-designed marketing efforts that are 
implemented consistently. Even then, successful implementation may 
be possible only if the seller has an extremely strong market position and 
no feasible, traditionally priced alternatives for the seller’s offering exist 
(Töytäri et al. 2015).

Second, drafting and devising a value-based pricing model entail serious 
legal-technical difficulties, in part stemming from the complexity of the 
network value function. In our case study, the value function contained a 
bewildering array of variables, including (1) the mechanical performance 
of the solution platform; (2) its usability; (3) market conditions; (4) idio-
syncrasies in the network participants’ value capture and pricing models; 
(5) the particular uses the end users chose to deploy the platform; (6) the 
network actors’ operational capabilities; and (7) pure luck. Complexity 
forces highly complicated contracts. In Gamma’s case, the pricing mecha-
nism had to build on an extensive simulation-based  infrastructure. The 
infrastructure was expensive to build and run. Moreover, the pricing 
model had to be tailored to each individual solution network in a co-
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creationary process. Our research suggests that contracting in such an 
environment requires considerable resources and efforts.

In order to overcome the challenges, Gamma not only had to con-
vince the network participants of the benefits of its technological offering 
but also had to induce the other parties to accept the contractual model 
implementing it. The company, however, had no established tools to 
market the new network business model and its concomitant contracts. 
To meet this need, the project team, which comprised researchers and 
Gamma personnel, designed new sales and contracting processes. The 
contracting process was designed using a functional-contracting approach 
as a theoretical template.

 Theoretical Background of the Functional- 
Contracting Process

As discussed earlier in this chapter, our contention is that many of the 
previously mentioned challenges are, in fact, integration problems stem-
ming from inadequate alignment of the network participant organiza-
tions. Thus, integration theory is the first cornerstone of our tool.

Integration is key to successful pursuit of solutions business, as solu-
tions providers aim to initiate co-creationary relationships with their cus-
tomers and often their customer’s customers. The network, be it a dyad 
or consisting of more than two participants, must be able to function as a 
co-ordinated whole to facilitate complex co-dependent performances and 
make the solutions business models feasible.

Multiple possible integration mechanisms have been proposed for use 
in achieving the “unity of effort” complex performances require. Technical 
integration refers to techniques and mechanisms firms use to align their 
technological offerings to complement and co-function with one another 
(Davies and Hobday 2005; Iansiti 1995; Martinez and Jarillo 1989; 
McCord and Eppinger 1993). Formal and relational (or social) integration 
mechanisms ensure that the organizations are interoperable and capable 
of functional co-operation (Barki and Pinsonneault 2005; Barnard 1968; 
Galbraith 2002; Henderson and Clark 1990; Hobday et al. 2005). The 
literature further suggests that different types of integration mechanisms 
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are not mutually exclusive but constantly overlapping and interacting 
(Liinamaa and Wikström 2009). For example, managers employ greater 
levels of relational integration mechanisms when contracts are custom-
ized. Similarly, they are more likely to increase contractual complexity as 
they develop greater levels of relational governance (Poppo and Zenger 
2002).

Functional-contracting theory is the second cornerstone of the tool 
as it views contracts as active management tools crucial to business suc-
cess (Barringer and Harrison 2000; Saxena 2008). In this paradigm, the 
contracting focus moves from safeguarding and codifying a deal to active 
co-ordination and adaptation of a co-creationary process (Schepker et al. 
2014; Eigen 2012).

When in the traditional safeguarding and codifying mode, firms 
typically perform contracts as devices that allow them to lock in certain 
futures. The contract, as an artifact, documents and ossifies what the par-
ties are to do, when and how to achieve the future. After the contract is 
signed and closed, the document loses its significance as anything but a 
to-do checklist—until a dispute arises. Then the contract becomes rel-
evant again as parties fight over who is liable for failing to bring about the 
locked-in future (see e.g., MacNeil 1978).

When contracts are used to serve the co-ordination and adaptation 
functions, the picture changes. To illustrate, imagine a greenfield delivery 
contract for power generation plant construction. If in the safeguard-
ing mode, the parties will draft an exhaustive, unambiguous contract 
which spells out an immutable list of performance requirements detail-
ing what the parties must do, how they must do it, and when. However, 
if the parties’ contracts are designed for co-ordination and adaptation 
purposes, the contracts will look different. In addition to outlining the 
scope and extent of each party’s performance obligations, the parties will 
agree, for example, upon (1) the procedures to be used for managing the 
inevitable revisions to performance requirements the unforeseen changes 
will trigger and (2) the processes and methods used to facilitate concrete 
co- ordination and co-operation during project implementation. The 
processes and methods may include forging appropriate organizational 
interfaces (integration of legal departments, escalation procedures) for 
communication and problem-solving, and incentive structures to align 
organizational and staff interests.

6 Functional Contracting for Network Creation and Governance 



84 

The innovation in our tool is to combine integration and functional 
contracting by transporting contractual integration to the precontractual 
phase. We argue that contractual techniques can be used to govern sales 
processes. In fact, our findings suggest that an appropriate precontrac-
tual integration model may be an important success factor that determines 
whether lead firms can introduce and entrench value-based pricing mod-
els. In practice, the integration model refers to a collection of integra-
tion mechanisms that allows the network lead firms and other network 
participants to align their sales and purchasing processes, synchronize 
their value perceptions, and become convinced of the beneficiality of 
the proposed new value-sharing arrangements. A functional-contract-
ing process, thus, may be crucial in facilitating the alignment of parties’ 
value- quantification tools, communication methods, decision-making 
sequences, and even negotiation ethics.

 Outline of the Functional-Contracting Process

The functional-contracting process (Fig. 6.1) deploys functional, adaptive, 
and co-ordinative contracting tools and builds on the idea that contrac-
tual techniques can be used as point intervention devices to co-ordinate 
interactions between the network participants during the precontractual 
negotiation phase.

The tool was designed to function in an environment where the lead 
firm had already decided to implement a value-based selling approach 
and seeking to introduce a value-based pricing model. The background 
assumption was that the lead firm was likely to encounter resistance from 
other network participants who viewed the pricing model with suspicion 
and were unwilling to share a portion of the value the lead firm’s offer-
ing would generate. Initially, the tool was designed to help the lead firm 
to effect changes in the network participants’ organizations in order to 
induce them to adopt the offered value-based pricing model. During the 
process, as new challenges emerged, the tool developed into a full-blown 
precontractual integration model.

Technically, the tool consists of four memoranda of understanding 
(MoUs). The MoUs are contract-like instruments that utilize contractual 
impact pathways even if their exact legal-technical nature is, by design, 
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ambiguous. The key objectives of the MoUs are to align the organizations 
to facilitate successful negotiations. The MoUs are sequential, where each 
MoU is customized to match and address the specific challenges the par-
ties are expected to confront during the negotiations.

MoU 1 is designed to frame the negotiation process. Consequently, 
the document (1) sets forth the basic outline of the contracting process, 
(2) offers a preliminary “marketing” description of the value-based pric-
ing model and its related contracts, (3) outlines the principles for infor-
mation exchange during negotiations, and (4) establishes obligations to 
negotiate in good faith and to terminate the negotiations if it becomes 
clear that either party will not conclude the final contract. MoU 1 also 
contains important non-utilization and non-disclosure terms.

MoU 1 serves several purposes. First, it formulates a clear structure for 
the negotiation process. The MoU establishes a gate (milestone) struc-
ture for the participants to track the progress toward the final contracts. 
Second, it communicates the terms on which the lead firm is willing to 
negotiate with the other participants. As such, MoU 1 is also an internal 
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commitment device for the lead firm: the gates are integrated as key per-
formance indicators into its management system. Third, the MoU—the 
good faith negotiation and prompt termination obligations as well as 
the non-utilization and non-disclosure terms, in particular—attempts to 
mitigate the risk that the parties engage in opportunistic behavior by 
binding them to an explicit negotiation ethics and establishing penalties 
for unauthorized use of the other parties’ information or designs. Fourth, 
the memorandum serves as a strategic business intelligence tool. If a pro-
spective participant is not willing to sign the MoU, which only weakly 
binds the parties, the lead firm gains important information about the 
party’s motivation and interests. Fifth, MoU 1 engages in legal sales by 
introducing the structure of the final contract and informing the gate-
keepers of its crucial features.

MoU 2 is designed to govern the pricing model co-creation process. As 
indicated previously, value-based pricing models are often complex and 
have to be adjusted to the particular business models and monetization 
methods each participant employs. MoU 2 contains a blueprint for this 
co-creationary process and sets up a pricing model co-creation organiza-
tion that consists of both lead firm’s and other firms’ employees.

MoU 3 is designed to address a specific problem the lead firm expected 
to encounter. While the other firms’ frontline employees may become 
convinced of the functionality of the lead firm offering, the pricing model 
might not be acceptable for the actual decision-makers. This problem will 
likely result in sales resource misallocation and, possibly, other adverse 
consequences. MoU 3 attempts to force the other firms to escalate the 
pricing model to their board for agreement-in-principle relatively early in 
the contracting process. If and once the firms agree to the pricing model, 
it is locked-in; adopting parties are committed to the value-based pricing 
logic.

MoU 4 is signed after all network participants have made their invest-
ment decisions and commit to the pricing model. MoU 4 includes the 
final solution delivery scope and pricing model, the final details for the 
performance measures, and the model for sharing value within the net-
work. It also documents the remaining contractual issues the firms agree 
to before closing the final agreement.
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 Conclusions and Managerial Implications

Migrating toward the value-based selling with value-based pricing model 
in industrial solution business is an illustrative example of a situation 
where complex multi-layer intra- and inter-organizational transforma-
tions must take place. Our contention is that a functional-contracting 
process may be an effective tool for achieving these transformations and 
may thus have great potential as managerial tool. Moreover, functional- 
contracting process has both formal and relational uses and can, thus, 
supplement other relational governance efforts.

Although our study concerned the precontractual sales phase integra-
tion efforts, functional contracting as a heuristic for contract use carries 
promise outside the ambit within which it was tested. Similar contrac-
tual solutions could be used and are used to govern, in particular, long- 
term co-creationary processes which are situated in the gray area between 
Williamson’s two governance extremes: the market and the hierarchy.

The process opens up new mechanisms that may be used to influence 
market structures, and create and govern business networks, adding a 
new significant impact pathway to the management repertoire. Although 
our study primarily concerned dyadic seller–customer relationships and 
did not produce quantitative data on the effects of the process on suc-
cess rates, the process demonstrated potential on a conceptual level. 
Functional contracting may enable boundary spanners to co-ordinate 
and affect expectations along the value chain, prompt the co-creation of 
new added value allocation patterns, and initiate and guide the develop-
ment of appropriate organizational interfaces. These techniques may but-
tress the boundary spanner’s relational integration efforts, increase trust 
between networks participants, create credible commitment, and, thus, 
contribute to the social capital on which the co-creationary business net-
works are dependent. For example, MoU 1 was designed to entrench 
the new sales and contracting process within Gamma and affect parties’ 
behavior during negotiations, creating an honest negotiation space; MoU 
3 attempted to force a new interface in network participants by requiring 
them to commit to escalate the pricing model to their board for approval 
before the negotiations proceed.
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A more general-level lesson is that the creation of a new business net-
work may require not only the development of a contractual governance 
model for the network but also serious legal marketing and sales efforts. 
Should a firm try to disrupt incumbent business practices, it will likely 
face, among other challenges, the legal entrenchment effect: existing con-
tract structures and patterns have inertia of their own and are, conse-
quently, hard to change.

The underlying causes of this effect are speculative. On the one hand, an 
intuitively appealing explanation is lawyers’ professional identity, predi-
cated upon risk identification and uncertainty reduction (Penland 2006). 
On the other hand, our research in Gamma suggests that value- based 
pricing and its concomitant contracts sit awkwardly with the underlying 
traditional contract law structures, which stress unambiguity, complete-
ness, and certainty (Macneil 1978, 862–865). The same goes for con-
tractual governance models for networks in general. Drafting a network 
governance contract that satisfies the lawyers’ yearning for risk reduction 
and certainty will be difficult as will be demonstrating the other network 
participants that the contracts are functional and reliable. Thus, contracts, 
like value, have to be marketed. The target audience, legal experts and 
executives with the power to ratify fundamental business model changes, 
is typically not addressed in sales processes, has different expectations 
than the traditional business audience, and resides in organizational silos 
that are inaccessible to traditional sales processes and guarded by gate-
keepers. Traditional integration tools will likely fail to open up access and 
convince this audience. We think the functional- contracting process is an 
effective methodology under these circumstances.

However, our experience with Gamma and its partners suggest that 
implementing the functional-contracting approach requires considerable 
conceptual dexterity. The contracts and contractual techniques we refer 
to here are not the deal codifications, namely the final contracts, but 
much smaller-scale objects, point intervention devices deployed to serve 
particular limited functions and address specific process governance and 
integration issues. They might not even live up to the conventional legal 
standards on what binding contracts are.

The required change in our perception of contracts will pose a con-
siderable challenge to both business executives and legal experts. Agile 
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functional contracting requires not only inter-organizational but also 
deep proactive intra-organizational integration of all business functions, 
including, for example, legal, sales, procurement, execution, and business 
and product development departments. Further, the adoption of func-
tional contracting will require deep mindset changes. First, it requires 
lawyers to proactively engage in business and product development 
processes and serve a forward-looking role in developing creative legal 
governance structures for emerging business models. Second, business 
functions have to recognize that lawyers may contribute substantively to 
value-adding innovations during business development.
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7
Boundary Spanning and the Art 

of Persuasion

Jukka Vesalainen, Anni Rajala, and Joakim Wincent

 The Challenge of Managing in Relationships

Networks differ from organizations in basically two ways. First, they do 
not have an owner, and second, they cannot be managed on the basis 
of hierarchical positions held by managers. In other words, people with 
boundary roles do not have any authority over others in the network. 
Firms and boundary-role persons (BRPs) can, however, exercise power 
over each other through their relative positions in the market and in 
the network. Typically, the market mechanism functions as the legiti-
mizing source for the use of power because it is socially acceptable for 
firms to choose the partners they aim to do business with. It is not only 
the bargaining of certain transactions or business deals that is important 
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but also the threat of competition that is a relevant means for exercis-
ing power over business partners. The exercise of power manifests itself 
in inter-firm communication, and parties of a business relationship may 
refer to competition or market situations in order to strengthen their 
own firm’s position. Suppliers, for example, blame customers for using 
the “China card” in negotiations or other interaction episodes which 
they refer to as the customers’ urge to highlight “another alternative” 
from a low-cost country. Power asymmetry may also manifest itself in 
the form of a hierarchical position taken by one party of the relationship. 
The most usual source of asymmetry in business relationships is the size 
of the firm. Bigger firms tend to have certain types of power over the 
smaller ones. Representatives of more powerful firms may easily take a 
hierarchical position which manifests in their communication as utter-
ances highlighting, for example, their own firm’s position as a customer 
or their better know-how on how things should be done. Business part-
ners can also be influenced by using a relational tone during interaction. 
Relational interaction is based on trust, commitment, and unity between 
the parties, and the win–win principle is often highlighted as the basis 
for partnerships. Research on networks and business relationships leans 
strongly on the firms’ and BRPs’ relational orientation and collaborative 
capabilities as the foundation for collaborative advantage.

In our project, we observed that firms are generally not aware of their 
boundary-spanning behavior orientation. At least they do not use various 
persuasion tactics as deliberate means to manage in networks. In some 
extreme cases, firms run into boundary-spanning behavior issues as in 
the example of our partner firm, which found one of its buyers to have 
an extremely hierarchical and competitive attitude during interactions 
with his suppliers’ representatives. His behavior raised bad blood among 
the suppliers, and finally, the buyer was moved to another position. The 
point of departure in this tool development process was the notion that 
boundary-spanning behavior may vary, but is not usually controlled 
as a strategic principle or a code of conduct that has to be followed in 
inter-organizational interaction. A firm may have a relationally oriented 
sourcing strategy, but it does not fit with the buyers’ interaction styles. 
Implementation, thus, does not follow intention.
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The developed tool and managerial processes using the gathered infor-
mation are expected to enhance network building. By making boundary- 
spanning behavior explicit, we aim to raise new important issues to be 
discussed in business relationships. It may be possible to define a rela-
tionship or network-specific code of conduct, which outlines what kind 
of behavior is preferable in the focal network. The information about 
one’s own boundary-spanning behavior at least serves as a valuable point 
of departure when single firms analyze and develop their collaborative 
capabilities.

In the following sections, we present the results of an experimental 
project where boundary-spanning behavior was cross-analyzed in a sup-
ply network. We begin with a review on the theoretical foundations of 
boundary-spanning behavior, followed by a short section explaining the 
tool development process and the presentation of the analysis tool itself. 
We continue by describing the pilot project and showing the results of 
the cross-firm boundary-spanning behavior evaluation in four supply 
networks. The chapter ends with a discussion of the managerial value this 
kind of tool and related managerial practices may create.

 Theoretical Foundation for Boundary- 
Spanning Behavior

 Rhetoric—The Art of Persuasion

We define boundary-spanning behavior as rhetoric by which BRPs try to 
influence the conduct of the representatives of partner firms while pursu-
ing their task-oriented goals. Rhetoric concerns the persuasion-oriented 
part of discourse (Heracleous and Marshak 2004). Cheney et al. (2004), 
for example, define rhetoric as “the conscious, deliberate and efficient use 
of persuasion to bring about attitudinal or behavioral change.” Rhetoric 
has a persuasive role in situations where a credible source, clear evidence, 
or background in logical support is missing. Referring to Aristotelian 
rhetoric, broadly defined as the art of persuasion (Rapp 2010), a task- 
oriented goal in a conversation between a buyer and seller can be boosted 
by emotional or other utterances in the discussion. A BRP’s persuasion 
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tactics rely on psychological influence to convince or compel a partner 
firm’s representative to assent to his/her position and act accordingly. In 
Aristotelian terms, ethos, pathos, and logos are the elements of persuasive 
communication. Ethos refers to the charisma of the speaker; pathos is the 
tone of speech that appeals to the audience; and logos describes how 
the speaker appeals to the intellect or to reason (Rapp 2010). Moreover, 
the organizational rhetoric perspective emphasizes that discourse is pro-
duced by organizations, not individuals (Crable 1990), and that indi-
viduals interact with an organizational voice (Boyd and Waymer 2011). 
In our context, BRPs use organizational rhetoric in order to implement 
organization-level purchasing strategies into practice through relation-
ship governance modes. Thus, boundary-spanning behavior is also based 
on multiple governance theory.

 Persuasion Tactics in Cross-Border Communication

Boundary-spanning behavior, as we define it here, is derived from the 
multidimensional governance theory, which defines governance as 
market- oriented, hierarchical, and relational. These ideal-typical modes 
of organizing appear in varying proportions in different institutions: 
“inter-firm relations in real markets embody and rely on varying degrees 
of trust and hierarchical authority, even if their primary mechanism is 
price” (Adler 2001, 216).

We expect these governance principles to manifest themselves as 
embedded in the communication of BRPs. As pointed out above, com-
munication and discourses in general have two parts: the task-oriented 
part and the persuasion-oriented part. For its persuasion-oriented part, 
we assume boundary-spanning behavior to be colored by the three above-
mentioned persuasive arguments. Consider the following examples of 
communication where a buyer firm’s representative discusses the sup-
plier’s quality problems:

 (a) You have recently had serious quality problems in your deliveries. 
This low level of quality is hard to tolerate because there are plenty of 
qualified suppliers in the market and we are seriously considering 
opening negotiations with one of those.
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 (b) You have recently had serious quality problems in your deliveries. As 
a customer we cannot tolerate this low level of performance from any 
supplier and we expect you to tackle this issue as soon as possible.

 (c) You have recently had serious quality problems in your deliveries. 
Would it be possible to look at the problem together with our 
specialists?

The task-oriented issue in each of these examples deals with supplier’s 
quality problems, but the rhetoric by which the message is expressed 
varies. In example (a), the speaker uses a competitive tone; in example 
(b), a hierarchical tone; and in example (c), a relational tone. Boundary- 
spanning behavior thus refers to a particular type of rhetoric, which indi-
cates how an issue is communicated.

We expect each BRP to have the propensity to use a certain kind of 
persuasive style. The style is a product of personality, the position held by 
the person, a firm’s culture and strategy, and various situational factors, 
such as the type of operations the focal BRP is working with. A firm’s 
boundary-spanning behavior is the sum of the individual BRPs’ styles, 
which is the reason why it is so difficult to manage.

Examining boundary-spanning behavior as a multidimensional phe-
nomenon also means that all of the modes of persuasion can “score low” 
simultaneously. This makes the presence of a laissez-faire (or neutral) 
boundary-spanning behavior possible for BRPs. In this respect, our theo-
rizing and empirical exercise communicates to classic managerial models 
(Lewin et al. 1939), which introduced laissez-faire managerial behavior, 
where neither the autocratic nor the democratic style clearly dominates. 
We assume this view is also relevant for investigating BRPs’ boundary- 
spanning behaviors.

 Competitive Persuasion Tactics

From a market governance perspective, a BRP prefers to use competitive 
tactics (Walker and Weber 1984), which means offsetting investments 
in other relationships to signal the existence of market forces. Through 
the use of competitive tactics, the industrial purchasers’ goal is to opti-
mize price. Arm’s-length relationships are typical in industrial business, 
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and a buying firm usually applies the competitive force of the market by 
requesting competitive bids from multiple suppliers (Dyer and Ouchi 
1993). Along with the bargaining itself, the market-driven behavior of a 
BRP is based on the threat of using alternative partners implicitly by sig-
naling such a possibility or by highlighting the existence of competition 
by referring to the other firms.

 Hierarchical Persuasion Tactics

In the inter-organizational context, hierarchical tactics exist when the 
parties in a relationship try to exercise power over each other by refer-
ring to their own superiority or position. Power can be defined as the 
ability of the BRP to influence the intentions and actions of the other 
party (Maloni and Benton 2000). The literature identifies five bases of 
inter-firm power: reward, coercion, expert, referent, and legitimate power. 
Exercising power through reward presumes that the BRP has the ability 
to mediate incentive for the target firm (e.g., when the customer can 
offer additional business to a supplier). Coercion power refers to the 
BRP as an actor to mediate punishment for the target firm. For example, 
the customer can reduce the volume of business with a supplier or cease 
to do business with it altogether. When the BRP and the source firm 
have access to knowledge and skills that the target firm desires, they 
may use expert power. Referent power refers to a situation in which 
the target firm wants to be identified with the firm a BRP represents. 
Legitimate power can be used when the target firm believes that the 
partner has the right to request and expect things to be done accord-
ing to its requirements as part of the relationship (Maloni and Benton 
2000). The amount of power and its direction are determined by the 
dependencies in a relationship. The higher and more asymmetric the 
dependency, the more potential there is for authoritarian behavior in a 
relationship (Ritter 2007). We expect that the abovementioned sources 
of power all represent potential content for the rhetoric used to persuade 
the partner firm.
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 Relational Persuasion Tactics

Relational tactics leverage social capital and relational orientation to 
maintain relationships in contrast to using the threat of termination 
(hierarchical enforcement) or maintaining competition (market gover-
nance) (Heide 1994). Instead of continuously looking for new partners, 
firms develop joint values and expectations about “proper and accept-
able behavior” (Macneil 1980, 38). Drawing on Macneil’s work, schol-
ars of marketing management have defined ten norms as a basis for 
relational behavior. Through long-term orientation, the use of relational 
tactics refers to the desirability and benefit of a supplier or buyer hav-
ing a long-term relationship with a specific exchange partner, and thus 
the relevance of BRPs to think and act from such a perspective (Ivens 
2004). Using role integrity, BRPs signal that they will behave properly 
and care for the relationship in all circumstances (Blois and Ivens 2007). 
Moreover, relational tactics imply using relational planning to empha-
size proactive and bilateral goal setting for future joint actions. This is 
thought to be central in the use of relational tactics among BRPs that 
want to signal the importance of a long-term relationship with mutual-
ity, the belief that a party owes its success to the mutual benefits of a 
partnership. Relational tactics also imply that BRPs should show soli-
darity, particularly in situations in which one partner is having difficul-
ties, because relational tactics include the expectation that joint rather 
than individual outcomes are highly valued (Ivens 2004). Moreover, 
relational tactics imply a readiness to adapt an existing agreement to new 
environmental conditions and changing needs in the buyer–supplier 
relationship (Cannon and Homburg 2001). This includes the willing-
ness of the parties to proactively provide all information that could be 
useful in information exchange (Ivens 2004). Through conflict resolution, 
BRPs are expected to use informal and personal mechanisms to resolve 
conflicts. Finally, the expectation that actors will not apply their legiti-
mate power to the detriment of their partners is classified as the norm of 
restraint in using power. We expect these norms to represent the sources 
for relational persuasion tactics.
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 Monitoring Boundary-Spanning Behavior 
in Networks

In order to make the boundary-spanning behavior explicit, the partner 
firm in this project found it relevant to experimentally conduct an eval-
uation of their boundary-spanning behavior style. The evaluation was 
conducted in 24 supplier relationships so that the representatives of the 
suppliers evaluated the boundary-spanning behavior of the customer 
firm by using the developed scale.1 Along with the evaluation conducted 
in the focal network, we invited three other supplier networks to join 
the evaluation in order to get comparative data. The boundary-spanning 
behavior data used in this chapter thus consists of four supplier networks 
and 65 supplier–customer relationships. In the following section, we take 
the focal network’s (Network Delta) and the focal customer firm’s (Delta) 
perspectives to analyze the current situation in terms of the customer’s 
boundary-spanning behavior.

 Boundary-Spanning Behavior at the Network Level

Delta’s boundary-spanning behavior profile was found relatively balanced 
as none of the styles score extremely high (Fig. 7.1). In comparison to 
the other customer firms’ profiles, Delta seems to behave more hierarchi-
cally than the others (especially Alpha and Gamma). Delta (along with 
Beta) also uses strong competitive rhetoric in its interaction with sup-
pliers. The customers Alpha and Gamma quite clearly behave in a less 
competitive way, at least when it comes to the competitive rhetoric they 
use in supplier relationships. The level of Delta’s relational rhetoric is a 
bit lower than that of Beta and Gamma. Only Alpha seems to stand out 
as a strong relational actor. In sum, the boundary-spanning behavior pro-
file of Delta (along with Beta) at the general level corresponds with the 
competitive/hierarchical style found in the pilot research. Network-specific 
profiles seem to vary when boundary-spanning behavior is reviewed at 

1 On the development and validation of the tool, see Vesalainen et al. (2016); the boundary-span-
ning behavior scale was found statistically to differentiate between the three persuasion tactics.
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the  network level; in the network Alpha, the customer has clearly adopted 
the relational style, and in the network Gamma, the customer has the 
laissez- faire style.

The network-level comparison enables Delta to critically scrutinize 
its boundary-spanning behavior against the comparative data. Does the 
result of evaluation and comparison to other networks correspond to the 
firm’s overall understanding of its interaction with suppliers? One can 
also ask if the result is in line with the supply chain management strategy 
chosen by Delta.

 Boundary-Spanning Behavior at the Supplier Category 
Level

Supplier relationships are—and should be—different. From the cus-
tomer firm’s perspective, it is not necessary to build close relationships 
with all the suppliers, but it should differentiate relationships into catego-
ries according to various reasons and practice differentiated  relationship 
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Fig. 7.1 Customer firms’ boundary-spanning behavior profiles in four sup-
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management in each category. This differentiation also concerns bound-
ary-spanning behavior with different persuasion tactics and rhetorical 
emphasis. In the network Delta, the customer firm divides suppliers into 
three categories: strategic suppliers (delivering sub-systems and technol-
ogy designed and owned by the supplier), contract manufacturers (deliv-
ering parts and sub-assemblies designed by the customer), and standard 
suppliers (delivering standard parts). We continued the analysis with a 
comparative setting where Delta’s boundary-spanning behavior is com-
pared in the three supplier categories (Fig. 7.2).

Delta’s boundary-spanning behavior seems to be quite competitive in 
interaction with the strategic suppliers. This is understandable because 
suppliers in this category generate a great deal of purchasing costs, which 
make the customer very interested in using the market to bargain for 
lower prices. Concerning the contract manufacturing relationships, the 
competitive rhetoric of Delta seems to be quite low. These suppliers 
are mainly local actors, and Delta has put quite a lot of effort to help 
them develop manufacturing and logistical operations. These business 
relationships are basically cooperative and the governance mechanism in 
general relies on means other than competition and market mechanism. 
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Against that background, it is surprising that relational and hierarchi-
cal boundary-spanning behaviors do not manifest themselves at a higher 
level. Furthermore, it is also surprising that Delta seems to use relational 
rhetoric, especially in relationships with standard product suppliers. Is 
it possible that relational boundary-spanning behavior is a question of 
personal chemistry rather than a deliberate managerial means?

The above analysis, taking a specified look into boundary-spanning 
behavior data, is, of course, only one analytical setup. It would be use-
ful to conduct analyses by differentiating between supplier types such as 
local versus international suppliers, small versus large firms, or ownership 
structures and nationality. This kind of analysis would more accurately 
expose the focal firm’s behavioral orientation in its supplier network. The 
analysis is important to extend even to single relationships in order to find 
out whether there is something that does not fit in the picture. In Delta’s 
network there is, for example, a strategic supplier who perceives Delta’s 
boundary-spanning behavior as extremely competitive. Is this in line 
with what the purpose was, or is there some kind of  misunderstanding 
on the supplier’s part or a harmful overkill that happened in the supplier–
customer interaction?

 Managerial Practices and Value Related 
to Boundary-Spanning Behavior Analysis

From the managerial point of view, the crucial question is: does the eval-
uation procedure have any use in network management, and how can 
these possible gains be achieved? From a researcher’s point of view, the 
first valuable aspect of using this kind of tool is the fact that it makes 
boundary-spanning behavior with various persuasion tactics and rhetori-
cal means visible. When BRPs acknowledge the importance of alternative 
communication styles, they can evaluate if this aspect of network man-
agement is useful for them or not.

From a customer firm’s (like Delta) perspective, boundary-spanning 
behavior analysis is valuable only if it is used in connection with sup-
ply chain management. If supplier relationships are an important part 
of a firm’s supply chain strategy, then managerial consideration directed 
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to boundary-spanning behavior and its related issues become relevant. 
We see boundary-spanning behavior with various persuasion tactics as 
an important means to influence other firms’ BRPs. The ultimate goal 
is to deliberately define a firm’s boundary-spanning behavior tactics on a 
general level, particularly in different supplier categories where the effects 
of different persuasion tactics may vary. It may also be useful to fine-tune 
persuasion tactics even at the relationship level because firms and BRPs 
differ from each other in so many ways.

Boundary-spanning behavior is basically a firm-specific feature. From 
the managerial perspective, it can be linked to networking as a firm- 
specific capability. This means that a firm like Delta benefits if its business 
partners give feedback on the boundary-spanning behavior of its BRPs. 
However, Delta may not want to involve suppliers in the discussions 
dealing with their persuasion tactics. It is a firm’s internal issue.

Networking is about coopetition (competition + cooperation). The fact 
is that firms do not lean on relational interaction as the only  behavioral 
orientation. Boundary-spanning behavior as a comprehensive concept 
makes it possible to address relational behavior as one dimension of a 
firm’s persuasive arsenal. Relational persuasion tactics are thus embed-
ded in competitive and hierarchical orientations, and these three together 
constitute the firm’s basic orientation.

Boundary-spanning behavior belongs to concepts that are basically 
subjective and thus hard to measure. The boundary-spanning behavior 
measure used here fulfills the scientific criteria in terms of validity and 
reliability. Still, its relevance for managerial purposes is questionable if 
evaluation procedure does not enable comparisons. Comparative data 
thus adds the value of evaluation because it offers a calibrated yardstick 
telling what is a lot and what is a little.
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8
Introduction to Part II—Knowledge 

Integration in Networks

Rainer Breite

In order to achieve the needed competence and knowledge in the business 
world, companies more and more today need and indeed must depend on 
their external knowledge sources. In this section of the book, we examine 
networks as external knowledge sources, from a focal company’s and net-
work node’s point of view. Knowledge integration in this context means 
learning the processes, in other words, the needed knowledge collected 
from network parties that is performed for a specific purpose to accumu-
late existing knowledge of the organization. Our examination is based 
on epistemological assumptions. We understand that knowledge sharing 
and utilization of a company’s external knowledge are not self-evident 
processes. They are both strongly related to individual learning; that is, 
different forms of knowledge (tacit or explicit) are needed for different 
learning or knowledge acquisition methods that in turn lead to differ-
ent ways of examination. Further, according to cognitivist epistemology, 

R. Breite (*) 
Tampere University of Technology, Tampere, Finland



108 

when an individual gathers information from an external environment 
(from his/her own organization or a network partner’s organization), the 
person stores and interprets the received information based on his or 
her own existing experiences. On the other hand, connectionist episte-
mology emphasizes the large number of integrating units (e.g., network) 
more than the individuals. According to this epistemology, units have 
the possibility to affect one another using stimulus connections. Both 
epistemological assumptions do examine information processing as the 
basic activity of the system. However, the connectionist assumption 
emphasizes the system itself, and then relationships and communication 
become the most important issues of cognition.

This assumption is close to our viewpoint of network practice. In our 
context, a network node is like a system that forms a knowledge entity, or 
entities, that then facilitates the knowledge of all its members and con-
tinually transforms itself. We suggest that a network node or focal com-
pany is like a learning organization, that is, an organization that learns via 
its individual members where the learning process is different at both the 
individual and node levels. This focus implies that individuals’ cognitive 
activities play an important role in the acquisition of knowledge, that is, 
when individual has already acquired knowledge and then utilizes own 
memory for specific purpose, or individual will acquire new knowledge 
for the specific purpose and accumulates this new knowledge into his 
or her memory. Thus, a node can be seen as a cognitive system that is 
autonomous with respect to knowledge, the creation of knowledge, and 
the application of knowledge distinctions and its norms. It can thus be 
suggested that learning occurs within a node when an individual gains 
new knowledge, behavior, skills, values, preferences, or understanding.

Each network node or focal company is also an autonomous node. 
In this context, the concept of the autonomous node means it has its 
own knowledge and it makes knowledge decisions motivated by self- 
organization at the local level. Although a node may exist independently 
of particular individuals, it is necessary to recognize that people work-
ing for a company need to acquire that sufficient knowledge in the exe-
cution of their tasks. The five tools presented in this section represent 
practices of knowledge sharing that are more related to the connectionist 
 epistemology point of view. Then the tools are presented and used more 
for the focal company (integrating units) than on individual levels.

 R. Breite
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According to this design thinking (see Chap. 1), the abovementioned 
new knowledge, behavior, skills, values, preferences, or understanding 
of learning “outcomes” represent value as the key outcomes of the use 
of those tools. In line with our framework in Fig. 8.1, these tools focus 
on capabilities for enhanced system-level knowledge creation and on 
a knowledge-sharing mechanism that moves toward a common or an 
organizational goal. The tools that are mainly used in areas of networks-
as-knowledge-creating platform also partially reflect the area of networks-
as-value-generating entities.

As mentioned above, knowledge sharing and learning are not self- 
evident processes. Knowledge and information sharing are  contextualized 
and in turn relate to the receiver or user’s background that will set the 
challenges for knowledge sharing. Therefore, efficient and effective 
knowledge sharing in networks recognizes the cognitive, relational, 
and structural-based confines of knowledge sharing. For this purpose, 

Fig. 8.1 The influence areas for the suitable tools (adapted from Fig. 1.2)
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“third- party- controlled benchmarking” (Chap. 10) and “knowledge inte-
gration system” (Chap. 9) tools have been developed. Both of these tools 
also reflect networks-as-value-generating entities, which mean that the 
ultimate purpose of knowledge sharing is new knowledge and organiza-
tion learning that creates greater value for the network node and its cus-
tomers. Tools like “Value Proposition Co-development” (Chap. 11) and  
“Relational Factors as Part of Network Relationship Evaluation” (Chap. 12) 
also represent method, and with its help network partners can strive for 
greater mutual value, both in forming and knowledge sharing. The tool 
“Increasing Supplier–Buyer Fit in Global Project Business” (Chap. 13) 
offers a different facet to use for the knowledge-creating platform.

In the “Expert Knowledge Integration—A Systematic Approach for 
Multi-Stakeholder Innovation” (Chap. 9), the focal company can, in a 
systematic way, create new knowledge with its network partners. This 
tool integrates separate knowledge sources according to the pre-set goal. 
It helps to collect the necessary network resources and their knowledge 
and harnesses them to create new knowledge, for example, for R&D or 
investment projects, where the stakeholders are network partners. This 
tool also takes into account the social capital aspects, especially the rela-
tional point of view, the resource aspect, and the knowledge point of 
view (see the top triangle and the bottom left triangle in Fig. 8.1). With 
this tool, knowledge management activities are centered around the focal 
company’s internal functions and also the capabilities of the company’s 
network partners (see Table 8.1).

Correspondingly, the main idea of the “Third-Party-Supported 
Benchmarking for Reciprocal Learning” (Chap. 10) tool is to collect 
and recognize the information needed for successful benchmarking in 
a company network. With the help of this tool, it is possible to share 
and receive knowledge with network parties. It also helps an organiza-
tion recognize its capability need and then structure the organization’s 
knowledge need. The tool takes into account the social capital aspect 
(the top triangle in Fig. 8.1) and considers knowledge as an external and 
separate source (the bottom left triangle in Fig. 8.1). With the help of 
this tool, existing knowledge can be efficiently shared with all network 
parties. From a management point of view and the purpose of knowledge 
integration activities, this tool can help focus on the operations of both 
the focal company’s and its partners’ internal functions (see Table 8.1).
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Table 8.1 Sum of the tool descriptions and management situations, where the 
tools can be utilized (P = Problem, S = Solution)

Tool Description
Management situation and 
activities

Third-party-controlled 
benchmarking

P: How to benchmark 
complex practices in a 
network

S: The tool structures 
practices into 
manageable elements

Knowledge integration 
between focal company 
and its partner company 
to be further utilized in 
focal company’s network

Knowledge 
integration system

P: How to integrate 
knowledge in a 
multi-stakeholder 
environment

S: It integrates knowledge 
from different sources 
according to a pre-set 
goal

Knowledge integration 
between multi- 
stakeholders, especially, 
focal company’s internal 
functions and company’s 
network partner

Relational evaluation 
of service 
outsourcing value 
potential

P: How service providers 
and customer 
companies could 
systematically evaluate 
potential outsourcing 
value

S: It forms an effective 
boundary object that 
facilitates knowledge 
sharing, knowledge 
integration, and joint 
sense making

Drawbacks and advantages 
of outsourcing should be 
estimated, and potential 
service providers should 
be evaluated

Supplier integration 
system with 
relational factor

P: How to ensure 
relational fit between 
network partners

S: The tool scans 
relational factors and 
their consistency

Knowledge integration 
between focal company’s 
network partners

Increased cognitive 
ergonomics in 
operative supplier 
selection in a global 
context

P: How to avoid 
inappropriate supplier 
selection in a global 
supply network

S: The tool scans suitable 
factors for global supply 
and sourcing 
management

Knowledge integration 
between focal company’s 
internal functions

8 Introduction to Part II—Knowledge Integration in Networks 
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The tool for “Value Proposition Co-development” (Chap. 11) helps com-
panies find and estimate a suitable network partner as outsourcing activities 
are thought through fully. The tool highlights co-creation value and presents 
both a practice and a method for evaluating the potential of an outsourcing 
value (see Chap. 11). The concept is based on utilizing the relational fac-
tors that, in turn, then form an effective boundary object that facilitates a 
common endeavor to share and integrate knowledge. The tool highlights the 
social capital aspects, especially the relational point of view, and the knowl-
edge aspects of knowledge sharing, knowledge integration, and mutual 
understanding (see the top triangle and the bottom left triangle in Fig. 8.1). 
Knowledge management activities are then centered on both creating value 
and positive outsourcing between all the network partners (see Table 8.1).

Correspondingly, the “Relational Factors as Part of Network Relationship 
Evaluation” (Chap. 12) tool was developed to estimate the pre-conditions 
for successful co-operation and knowledge sharing between network part-
ners. It also helps estimate relationship quality and offers steps for an estima-
tion route for boundary spanning. It can be well utilized when relationships 
are being improved between a focal company and its network partners. The 
tool utilizes the theory of social capital (see Chap. 12), and especially rela-
tional factors (such as power, trust, collaboration, and commitment), and 
their role as boundary spanners are a focus (see the top triangle in Fig. 8.1). 
With this tool, managers of knowledge integration endeavor stay in focus, 
as the focal company co-operates with network partners (see Table 8.1).

The four tools mentioned above focus mainly on contributing knowledge 
sharing to all the network nodes. The fifth tool, “Increasing Supplier–Buyer 
Fit in Global Project Business” (Chap. 13), collects the necessary informa-
tion about the current and new potential suppliers from a global supply 
network point of view. It emphasizes the company’s internal development 
activities of the network by delivering background information on the cir-
cumstances related to the supply environment. With the help of this tool 
(Chap. 13), it is possible to collect necessary information about options for 
both global sourcing and supply chain activities. The tool scans and increases 
a new potential supplier in a holistic way as it expands a company’s supplier 
network and increases that company’s understanding of its suppliers’ capa-
bilities and weaknesses (see Chap. 13). Therefore, the tool affects the bottom 
left triangle in Fig. 8.1. The objectives of these knowledge integration activi-
ties also emphasize the focal company’s internal functions (see Table 8.1).
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9
Expert Knowledge Integration—A 

Systematic Approach for Multi- 
stakeholder Innovation

Anu Suominen, Sari Mäenpää, and Rainer Breite

 Introduction

Global competition set demands on rapid knowledge exchange through-
out industrial networks. For example, transferring product changes into 
the manufacturing network in a more agile way is a necessity, whether 
they were initiated by internal operations, such as R&D or production, 
or external stakeholders, such as customers. Therefore, it is important 
that all internal operations understand the big picture, that is, the broader 
network-level needs. Thus, tools are needed for industrial networks to be 
able to rapidly react—and to act collaboratively on change demands from 
various parts of the network, such as R&D or the customer.

When companies are developing their products or production, they 
often face complex problems that demand networked, system-level, 
boundary-spanning innovations, often calling for diverse expertise that 
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does not exist within one company or even in its immediate network. 
Therefore, networks can function as knowledge-creating platforms, in 
which with the help of practices, the diverse expertise of various network 
stakeholders can be exploited. These practices may consist of activities 
and interactions enhancing inter-organizational learning, knowledge 
integration, and new knowledge development. Therefore, since innova-
tion, especially networked innovation, requires expert knowledge inte-
gration (Grant 1996), the applied activities and interactions should 
focus on supporting the integration. Specifically, in the case of cross- 
learning type of knowledge integration, the applied activities and interac-
tions should focus on communication and extensive knowledge sharing 
(Enberg 2012).

According to Tiwari (2015, 13),

Knowledge integration refers to the ability of the project network to trans-
form knowledge into action.

Furthermore, due to the complexity of the problems in cross-learning 
knowledge integration, transformation into action should be carried out 
in simultaneous collaboration (i.e., in the presence of multiple stakehold-
ers). However, besides common knowledge and understanding (Grant 
1986) in such an inter-organizational setting, knowledge integration 
requires overcoming organizational boundaries (Carlile 2004) with the 
help of concrete (Star and Griesemer 1989; Star 2010) and metaphoric 
(Koskinen 2005) boundary objects. Management tools give means to the 
participants to engage in various organizational processes (Jarzabkowski 
and Kaplan 2015), such as innovation. Therefore, companies need a tool 
or method that allows them to carry out these complex innovation proj-
ects, which require the integration of multi-stakeholder expert knowl-
edge in a systematic manner.

Knowledge integration system (KIS) tool is a method for transform-
ing expert knowledge into action in a systematical manner. The KIS tool 
combines the two categories of knowledge management practices of 
networked innovation, transaction, and co-creation networks. Applying 
to some extent the transaction network viewpoint, KIS includes three 
systematic stages of knowledge integration: knowledge identification, 
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 knowledge acquisition, and knowledge utilization in co-ordination 
(Tiwari 2015). Additionally, to those three stages, also new knowledge 
creation is supported in co-creation processes, where interaction and con-
nections between actors are enabled with the participatory method of 
workshop, which creates space for social interactions. The main goal of 
the KIS tool is to transform expert knowledge into action. It focuses par-
ticularly on identifying knowledge from different sources and integrating 
it—through co-ordination and collaboration—to be usable for innovation 
efforts in a multi-stakeholder environment (Enberg et al. 2010; Koskinen 
2012; Tiwari 2015). The tool utilizes the participatory method of work-
shops or series of workshops due to their inherent communication and 
knowledge-sharing characteristics. Furthermore, when experts from vari-
ous fields and organizations communicate and share knowledge, themes, 
operations, or organizational boundaries may occur. Therefore, boundary 
objects were also included in the method, as the multi- stakeholder envi-
ronment requires the spanning of different boundaries. With the help of 
boundary objects, knowledge integration can become understandable for 
everyone, and therefore, efficient and effective.

In a piloted case in a project network, the overall objective was to 
integrate the various types of expert knowledge in a process aiming to 
accomplish functional solutions that would benefit not only the focal 
company but the entire network. In that pilot, the KIS tool was useful in 
supporting expert knowledge integration, which is carried out by com-
municating and sharing knowledge collaboratively in a multi-stakeholder 
environment, to create both new solutions for products and production 
systems.

 Characteristics of Knowledge Integration 
and Knowledge Integration Tools in Project 
Networks

Prior research on management tools via practice lens has highlighted 
that tools people utilize in organizations require a few characteristics, 
such as aid in building a common language, creation of space for social 
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 interactions, and flexible content and structure. A common language 
should be created across hierarchical, functional, and geographic bound-
aries; that is, tools should have boundary-spanning interpretive parts for 
the participants to focus and make sense of the problem at hand. The 
space for social interactions signifies possibilities to negotiate and legiti-
mate the solutions the participants are working on. Flexible content and 
structure denote tools’ possibilities for improvisational use and its adapta-
tion for various types of, for example, innovation endeavors. Additionally, 
the success of tools should be evaluated from various viewpoints and in 
multiple levels such as in organization level with their level of adaptation 
and part of organization’s routines, and in actor level with, for example, 
the ways the tool provokes new explorations and enables interim deci-
sions moving the project or organization to go forward (Jarzabkowski 
and Kaplan 2015).

Innovation is a process of idea transformation into new, value- adding, 
tangible or intangible outcome (Merx-Chermin and Nijhof 2005, 137; 
Martins and Terblanche 2003). Innovation can also occur across firm 
boundaries by sharing ideas, knowledge, expertise, and opportunities; 
thus, the outputs are called collaborative innovations (Ketchen et  al. 
2008). In networked innovation, interdependent but independent net-
work actors co-produce the innovation outcome (Valkokari et al. 2012).

Networked innovation occurs through relationships that are negotiated in 
an ongoing communicative process, and which relies on neither market 
nor hierarchical mechanisms of control (Swan and Scarbrough 2005, 916).

Networked innovation has the following characteristics: (1) the col-
laboration of multiple actors is seldom open to everyone, (2) collabora-
tion has always a particular purpose, and (3) the collaboration models 
deal with both the knowledge transfer and co-creation functions between 
actors (Valkokari et al. 2012). Organizational and networked innovation 
requires combining different expertise (i.e., the technical, procedural, 
and intellectual knowledge of individuals) (Amabile 1998). Yet some-
times, yielding innovation requires organizations to cross organizational 
borders for ideas (Amabile et al. 1996) and knowledge (Enberg 2012), 
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and also maximizing the benefits of their own resources and capabili-
ties call for co-operation (Arora and Gambardella 1990; Cassiman and 
Veugelers 2002).

Distinctive particularly for project networks is their temporal nature, 
the co-operation of various organizations (none of which have a com-
pletely dominating role), and an aspiration toward precise and specified 
objectives (Tiwari 2015). Therefore, knowledge integration introduced 
by Grant (1996), according to Enberg (2012, 772), is a

goal-oriented process with the purpose of taking advantage of knowledge 
complementarities which exist between individuals with differentiated 
knowledge bases

and needed when knowledge is specialized and dispersed among indi-
viduals. Knowledge integration can be enabled by the use of different 
integration mechanisms. Some mechanisms emphasize frequent commu-
nication and extensive knowledge sharing, also called the cross-learning 
approach (Enberg 2012), which our view is also based on.

Knowledge integration has three stages aiming at their seamless con-
nection: knowledge identification, knowledge acquisition, and knowl-
edge utilization. Particularly in a multi-stakeholder environment, an 
important intermediate process is also knowledge co-ordination, which 
presupposes collaboration (Tiwari 2015). However, in project networks 
the essence of knowledge integration is the ability to transform knowl-
edge into action (Tiwari 2015, 13), meaning that identifying needs and 
acquiring knowledge are not enough; the knowledge has to be altered, or 
utilized, in operations.

Knowledge integration in inter-organizational environment demands 
common knowledge and comprehension (Grant 1986), thus crossing 
knowledge boundaries between organizations (Carlile 2004). Boundary 
objects are concrete or abstract bridges (e.g., maps, repositories, and 
standardized forms) that enable contribution to a broader overall tar-
get between groups with various views and goals (Star and Griesemer 
1989; Star 2010). Additionally, to concrete and abstract, there are also 
metaphoric boundary objects, which may be particularly helpful when 
tacit knowledge and comprehension is shared between people (Koskinen 

9 Expert Knowledge Integration—A Systematic Approach... 



118 

2005). Therefore, boundary objects should be taken into account while 
designing tools for knowledge integration.

 Knowledge Integration System

The KIS, or KIS tool, was developed and piloted according to the design- 
science approach. KIS tool development for use in the multi-stakeholder 
innovation process focused on the method or artifact design. Peffers et al. 
(2006) define this type of design-science approach, which occurs after the 
problem and objectives have already been acknowledged, as the design 
and development centered approach. In practice, this means that the lack 
of knowledge integration methods for communication and knowledge 
sharing with multiple stakeholders had been acknowledged prior to the 
design. Therefore, the objective of the solution was to enhance commu-
nication and knowledge sharing by putting the knowledge into action. 
Thus, in the research’s entry point, design and development, the designed 
artifact or tool is a method for knowledge integration that includes 
boundary objects to create a common language and ensure boundary 
spanning (c.f. Jarzabkowski and Kaplan 2015) in a multi-stakeholder 
collaboration. Demonstration is an essential part of the design-science 
approach, and therefore, in the pilot, the designed artifact has been used 
to solve an existing problem within a real-life organizational case.

 Designed Artifact: A KIS Tool with Boundary 
Objects

The designed artifact is a process-type method for knowledge integration, 
KIS tool. The tool focuses on expert knowledge sharing and communi-
cation in collaboration. Additionally, complex problem-solving requires 
learning from all stakeholders during the process via active participation 
and involvement. Thus, a workshop has many benefits of interactive 
learning, as well as its typical facilitation of problem-solving and decision- 
making, communication skills, and thinking on your feet (Steinert 2010). 
Therefore, workshops as participatory methods, which create a space for 
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social interactions (c.f. Jarzabkowski and Kaplan 2015), were chosen as 
part of the tool, as they provide a collaborative environment where the 
same information, in the same form, utilizing the same boundary objects, 
is conveyed to all participants simultaneously, allowing for further con-
current communication. Thus, workshops increase the potential for the 
creation of collective understanding.

 Pilot Case Description

KIS tool was piloted according to the design-science approach in the con-
text of a temporary R&D and innovation project in an industrial orga-
nization’s network. The networked organization contemplated a major 
manufacturing investment that would alter their production process, and 
early on, they noticed that they did not have all the internal capabilities 
needed to come up with decisions required by the investment. In a pro-
cess aiming to accomplish a functional solution for a production system, 
which later expanded to include new product solutions, the goal of the 
pilot case was to integrate the various types of expert knowledge that 
would benefit not only the focal company but also the entire network. 
Figure 9.1 illustrates the connections of the many stakeholders in this 
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Fig. 9.1 Pilot context in a temporary R&D and innovation project
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pilot. The process involved the operations of various focal companies (i.e., 
internal stakeholders such as R&D, procurement, and production). As 
external stakeholders operated the customers, suppliers, technology sup-
pliers, and research institutes, the facilitator co-ordinated the knowledge 
integration process with the multiple stakeholders. The boundary objects 
expedited knowledge sharing among both the internal (i.e., operations) 
and the external stakeholders.

The temporary R&D and innovation project was initially concerned 
with the production process development. In the end, the project required 
the introduction of a new production method for the focal company.

 KIS Tool Description and Observations from the Pilot

In practice, the KIS tool combines a set of workshops planned accord-
ing to three knowledge integration process phases with usable boundary 
objects for boundary-spanning communication and knowledge sharing. 
The knowledge integration process phases are (1) knowledge identifica-
tion, (2) knowledge acquisition, and (3) knowledge utilization (see Fig. 
9.2). The boundary objects can be either concrete or metaphoric. As a 
result, the tool starts with the two phases of knowledge identification, 
followed by co-ordinated knowledge acquisition and three phases of co- 
ordinated knowledge utilization. At the end come conclusions and pro-
posals, followed by the final phase, actions.

 1. Knowledge Identification

 a. Internal Knowledge Identification: First, the organization discovers a 
problem that needs to be solved and recognizes that they do not have the 
capabilities to solve it internally.
In the pilot, the internal knowledge identification lasted for two 
months. And early on, the preparation team in the focal company 
recognized that it did not have the required knowledge or capabili-
ties to implement the production method nor the insight into the 
potential change or problems that might interfere with its produc-
tion. The focal company turned to the facilitator for assistance in 
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expert knowledge integration. Internal knowledge identification 
started the process.

1. Knowledge Idenfication

2. Coordinated Knowledge Acquisition

3. Coordinated Knowledge Utilization

Outcomes of  knowled geintegration

4. Conclusions and proposals
Summarizing the processand the solution(s)

5. Actions
Putting into practice

c. Analysis workshop

b. Innovation workshop

a. Ideation workshop
Creating common mindset

Collaboration of 
Stakeholders

Boundary objects

Boundary objects

Boundary objects 
Analyzing ideas and selecting the suitable one(s)

Discussing focal requirements and objectives

Discovering the main problem that
needs to be solved

a. Internal Knowledge Identification

b. Coordinated Knowledge Identification
Discussing the problem and potential

stakeholders with the know-how
related to the problem

Expert know-how mapping:
Coordinating the problem-relatedexperts

Fig. 9.2 KIS tool phases with collaborative workshops and boundary objects 
(adapted from Tiwari 2015, 14)
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 b. Co-ordinated Knowledge Identification: The organization and the 
facilitator discuss the problem and potential internal and external 
stakeholders that might contribute to the solution.
In the pilot, in the external knowledge identification phase, the 
focal company and facilitator discussed potential technologies and 
concluded that the complexity of the project would benefit from a 
multi-stakeholder approach. This approach required experts to fill 
the knowledge gap and inquire about their availability and willing-
ness to collaborate with this production process development.

 2. Co-ordinated Knowledge Acquisition: The facilitator contacts the 
various stakeholders and maps the expert know-how and potential experts 
available for collaboration.

In the pilot, the facilitator mapped the needed expertise, contacted 
its experts, and set up the first workshop, and this phase lasted for 
one month.

 3. Co-ordinated Knowledge Utilization

 a. Ideation workshop: Together, the facilitator and internal and external 
stakeholders have the first ideation workshop. In it, the problem is dis-
cussed in more detail with various experts about potential solutions to 
the problem. Various concrete boundary objects can be used, such as 
expert presentations, blueprints, and so on. Some of the experts might 
realize that they do not have the expertise needed to resolve the issue 
and may withdraw from the project. On the other hand, the group of 
stakeholders might be lacking in some area of expertise and will seek it 
as soon as possible. However, the final solution is more in the sketching 
phase and is not yet drawn. At this point, the problem might be either 
limited to a smaller entity or enlarged, depending on the case.
In the pilot, in a first half-day multi-stakeholder workshop, a fairly 
large number of various internal and external experts gathered 
together. They gave presentations and had group discussions about 
different aspects of the problem, and contemplated introducing 
new production technology. The experts noticed that this new pro-
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duction method might require deployment of a new technology 
and thus changes to the product design as well. Therefore, the proj-
ect expanded from production process development to include a 
product development process. Consequently, the new product 
design had implications to the production processes of the suppli-
ers too.
 – To share knowledge, boundary objects included presentations 

and a memo that were written and distributed to all 
participants.

 b. Innovation workshop: In this workshop, the problem is discussed in 
collaboration with various internal and external stakeholders, and two 
to three potential solutions are drawn up to be analyzed in the third 
collaborative workshop. This phase allows for the use of various bound-
ary objects, both concrete, such as presentations, blueprints, sketches, 
photographs, and metaphoric (e.g., hourglass or plank).
In the pilot, in this second half-day multi-stakeholder workshop, 
the technology provider as well as the customer worked with experts 
from suppliers, research institutes, and the focal company. The 
stakeholders contemplated potential problems in using the new 
production solutions and the required changes for the product.
 – To share knowledge, boundary objects included presentations, 

blueprints, pictures, and a memo that was written and distrib-
uted to all participants. Also, at this stage, the stakeholders started 
using two metaphors: one for the old product structure and one 
for the new one.

 c. Analysis workshop: The third collaborative workshop aims to choose 
one of the two to three potential solutions drawn in the innovation 
workshop. Various experts can give their input on rating the solution 
that they feel should be selected. Various boundary objects can also be 
used in this phase.
In the pilot, in this third half-day workshop, the required product 
changes were discussed, and a new product structure was designed 
at the basic level.
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 – To share knowledge, boundary objects included a tour of the 
production facilities in the factory, presentations, blueprints, pic-
tures, and also a memo that was written and distributed to all 
participants. Also, two metaphors (e.g., round and cubicle, not 
used in this case) were utilized to convey needed changes to the 
product structure.

 4. Conclusions and proposals: The organization and the facilitator analyze 
the whole process and the proposed solution. They may consider revisiting 
some of the previous steps if the solution is not operable for one reason or 
another.

In the pilot, this phase lasted altogether five months. The facilitator 
and the focal company gathered together to discuss the process and 
its outcomes. The company was satisfied with both the process as 
well as its result and will utilize this multi-stakeholder knowledge 
integration tool with other internal and external knowledge inte-
gration cases.

 5. Action: The organization with the problem puts the solution into practice 
and collaborates with one or all of the experts if needed.

In the pilot case, the focal company will put the new production 
method into practice within one year, along with other stakehold-
ers, and the changes to the product structure are currently being 
fine-tuned.
In the pilot, there were altogether six utilized boundary objects 
within the three multi-stakeholder workshops. The four concrete 
 boundary objects were workshop memos, pictures and blueprints, 
presentations, and a factory tour (third workshop); there was one 
metaphoric boundary object for the new structure and one for the 
former structure.

 A. Suominen et al.
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 Pilot Process Outcome: The Manifestation 
of the KIS Knowledge Integration Tool 
on a Practical Level

On a practical level, the manifestation (outcomes) of the knowledge inte-
gration process shows in the form of new relations, new business oppor-
tunities, and new technical solutions and operating models. The main 
outcomes of the piloted knowledge integration process are as follows:

 1. A focus on new structure as its most critical part in relation to 
automation

 a. enables cost savings with benefits such as reduced production times 
and improved quality,

 b. requires a focus on assembly, and
 c. relocates component production to subcontractors (more subcon-

tractors are needed).

 2. Possibilities for research tasks, for which the universities will offer spe-
cific research packages for the focal company.

 3. New business cases between suppliers as well as between universities 
and suppliers.

 4. New concept/model (i.e., knowledge integration/sharing platform) 
for multi-actor collaboration to be used in other cases as well.

KIS was also found useful in supporting expert knowledge integra-
tion while communicating and sharing knowledge in a multi-stakeholder 
environment and collaborating to create solutions for both new products 
and production systems. Viewed from actor level, the tool provoked new 
explorations and enabled interim decisions which moved the project for-
ward. From organization level, the focal company indicated that the tool 
will be adopted more widely within the organization and its network, 
and made as part of the organization’s routines. Therefore, the tool may 
be evaluated as a success from various viewpoints and in multiple levels 
(c.f. Jarzabkowski and Kaplan 2015).
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 Conclusions

Networked innovations are essential for the success of companies in the 
current business environment. Networked innovations require the co- 
production of outcome by the interdependent but independent network 
actors. The innovation outcome calls for expert knowledge integration 
of those network actors. With its practices including systematic activities 
and interaction, KIS tool helps the network to function as knowledge- 
creating platform. KIS combines the needed knowledge transfer and 
co-creation functions for the systematic cross-learning type of expert 
knowledge integration and new knowledge development. KIS brings it 
about by emphasizing frequent communication and extensive knowledge 
sharing in its activities and interaction.

In practice, the piloted KIS tool employs a multi-stakeholder approach 
by utilizing a participatory method of workshops or series of workshops 
to integrate required expert knowledge through communication and 
knowledge sharing. The KIS method includes boundary objects to assist 
experts in various fields in crossing organizational, operational, and sub-
ject boundaries. With the help of boundary objects, knowledge integra-
tion is understandable to everyone and is, therefore, efficient and effective. 
Thus, combining workshops and the use of boundary objects, KIS both 
aids common language creation and boundary spanning, required in suc-
cessful management tools (c.f. Jarzabkowski and Kaplan 2015).

In the pilot case, neither the focal company nor its suppliers were 
familiar with the newly selected production technology, so both product 
and production changes required the acquisition of technical expertise 
from new external stakeholders, such as technology suppliers and uni-
versity researchers. Thus, the chain of requirements led to a collaborative 
development process with multiple inter-organizational stakeholders, 
necessitating knowledge integration that relied on communication and 
knowledge sharing.

The use of KIS encourages its application to other network develop-
ment projects. We suggest that this tool is applied to cases where the 
complexity of expertise and knowledge presupposes the utilization of 
boundary objects, and the possibilities of boundary spanning have to be 
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estimated. The phases used in our case may have to be tailored on a case- 
by- case basis, but most of them are general enough to be used for other 
cases. Cases can be at the network level (i.e., multi-lateral relationships) 
or in purely dyadic relationships where different organization functions 
co-operate for common purposes. Therefore, both the content and the 
structure of the KIS tool are flexible, providing possibilities for improvi-
sational use and its adaptation for various types of, for example, innova-
tion endeavors, which are requisitions for successful management tools 
(c.f. Jarzabkowski and Kaplan 2015).
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10
Third-Party-Supported Benchmarking 

for Reciprocal Learning

Sari Mäenpää, Anu Suominen, and Rainer Breite

 Introduction of the Problem

Benchmarking is a widely known and used method for companies to 
learn from each other (Reider 2000). However, applying a relational and 
practical approach, that is, managing a benchmarking process in a man-
ner that both parties would gain or that it would actually solve practi-
cal problems, is not an easy target. Furthermore, the organization may 
not have capabilities or resources to learn the process of benchmarking 
and possible tools and techniques to handle the gathered information, let 
alone to train the whole team to do it. Therefore, a third-party involve-
ment is in many cases beneficial, along with a systematic proceeding pro-
cess for the benchmarking.

The developed third-party-supported benchmarking (3P BM) is a 
systematic process type of benchmarking tool. It includes a five-step 
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 procedure: definition, team forming, selecting the target, comparison and 
implementation. The 3P BM focuses on knowledge sharing and learn-
ing both on intra- and inter-organizational levels and therefore includes 
boundary objects also. Additionally, process coordination and support 
implemented by a third party is in a focal role. The goal of the tool is to 
provide the needed guidelines with focus on essential themes and steps 
for successful benchmarking, that is, collecting data, comparing, recipro-
cal learning and gaining support for particular views (Jarzabkowski and 
Kaplan 2015). The 3P BM is applicable in any kind or a mixture of sev-
eral benchmarking types.

In the piloted case, the practical problem the focal company wanted 
to improve was its R&D processes, that is, to evaluate the operability of 
its existing R&D-related operations and to plan for improvements. The 
overall objective was to integrate the focal company’s design and manu-
facturing (i.e. steel structure). The method for this was comparing the 
differences between operations, discussing and sharing experiences with 
the comparison partner company. Benchmarking was chosen as a suit-
able method because of its familiarity among the decision-makers in the 
focal company as well as its apparent simplicity. Thus, Jarzabkowski and 
Kaplan’s (2015) statement of “selection of tools being influenced by the 
degree to which they are simple and easy to remember and use” is rein-
forced. The two companies are not direct competitors, but there is some 
level of comparability as they both operate as networked manufacturing 
companies.

As Jarzabkowski and Kaplan (2015) state, tools are used as essential 
devices enabling actors to focus attention on and make sense of focal 
issues for themselves and for others. Also in this case, the themes for 
benchmarking helped to map on the existing essential interests of the 
actors in the focal company. Here, the themes to be benchmarked were 
design, congruence of design criteria and documentation, product devel-
opment project, make or buy, supply chain, manufacturing, life cycle and 
training. The list of themes was quite broad, but it was decided to start 
with this extensive view to be further focused later.

The 3P BM was used as a tool to find solutions for company-specific 
development needs, for example, recognized poor process operability. 
Using benchmarking, new ways of acting as well as successful practices 
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were sought over the organizational boundaries. Benchmarking was 
found to be a useful tool to support collaborative culture among the par-
ticipating companies and for its part enabling knowledge sharing and 
creation between different organizations. Thus, benchmarking tool can 
be seen as a boundary object “opening eyes” and providing a common 
language for conversation between actors across different boundaries, as 
Jarzabkowski and Kaplan (2015) also state.

 Benchmarking Theory

According to Reider (2000), benchmarking is a method to learn success; 
that is, it is a learning method which is accomplished by transferring 
knowledge from one company to another. Inter-organizational bench-
marking requires common knowledge and understanding (Grant 1986), 
therefore also overcoming the possible knowledge boundaries between 
organizations (Carlile 2004). Boundary objects are concrete or abstract 
“bridges” that allow contributing to a more comprehensive objective 
between groups with different perspectives and aims (Star and Griesemer 
1989; Star 2010); thus, they should be taken into account while design-
ing, for example, methods for knowledge sharing. A philosophical defini-
tion of benchmarking is that “it is the practice of being humble enough 
to admit that someone else is better at something, and being wise enough 
to learn how to match them and even surpass them at it” (APQC 1993).

The justification of benchmarking lies in the question “why re-invent the 
wheel?” (Kleemola 2005). In principle, benchmarking is setting goals and 
learning from others. Bhutta and Huq (1999) and Andersen et al. (1999) 
have used the phrase “benchmarking wheel” (see Fig. 10.1), adopting 
Deming’s plan-do-change-act (PDCA) approach, to describe the process of 
benchmarking. The steps of the wheel are (1) plan the study, (2) search for 
benchmarking partners, (3) observe the partners’ process, (4) analyze the 
gaps in performance and the causes of them, and (5) adopt the best practice.

There are different benchmarking types, for example, internal, exter-
nal, competitor, functional and industry benchmarking (Bendell et  al. 
1993). Cooperative and collaborative benchmarking are the most talked 
about (Boxwell and Boxwell 1994). In cooperative benchmarking, an 
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organization that wants to improve a particular activity through bench-
marking contacts the target firms and asks them if they are willing to 
share knowledge with the benchmarking team. Usually, the target com-
panies are not direct competitors of the benchmarking company which 
secures better cooperation. However, some level of comparability should 
be found between the companies. The benefits and learning success are 
often unidirectional—from the target company to the benchmarking 
company—in cooperative benchmarking. Thus, the targets typically give 
more than they receive. In practice, the benchmarking process is often a 
mixture of several benchmarking types.

As Kleemola (2005) has stated, the whole benchmarking process 
might feel quite difficult from the benchmarking organization’s view-
point. The organization has to learn the process of benchmarking and 
train the whole team to do it. It also has to know the possible tools and 
techniques to handle the gathered information. It must have sufficient 
understanding to pick up the appropriate method for the information 
it has and for the analyzing to be done. As the benchmarking process 
interacts with and involves the different entities of the organization(s), 
a systematic approach is needed when full benefits of the benchmarking 
process are aimed for.

In a benchmarking process, there are usually two or more different orga-
nizations sharing knowledge and learning from one another. However, 
when the worlds of these organizations intersect, a difficulty may appear. 
Thus, boundary-spanning actors and activities are needed to overcome 
organizational or other boundaries to enable reciprocal knowledge sharing 
and learning. Boundary objects are artifacts, documents and vocabularies 
that can help people from different organizations to build a shared knowl-
edge. In the context of benchmarking, the most appropriate boundary 
object would be a standardized form (Star and Griesemer 1989).

The theory of knowledge creation and the model of knowledge spi-
ral, from socialization to externalization to combination and finally to 
internalization (SECI), by Nonaka and Takeuchi (1995) can be applied 
to benchmarking. Socialization is the process of sharing tacit knowledge 
of individuals. Before the participants of benchmarking process gather 
together to answer the focal questions (to fill the form), they have shared 
their knowledge with other people in their organization. Externalization 
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is a process articulating tacit knowledge into explicit knowledge. It is 
often triggered by dialogue using metaphors, analogies, concepts and dif-
ferent models, that is, boundary objects, helping in their articulation. 
Combination takes place through editing and systemizing or combining 
different pieces of explicit knowledge. During a benchmarking visit, one 
company gives pieces of information to another company which edits 
and combines it to its existing knowledge. In internalization, the newly 
created explicit knowledge is converted into the tacit knowledge of indi-
viduals. After learning the better ways of doing activities, the company 
applies the new knowledge into its own processes, products and organiza-
tion. The explicit knowledge converts to tacit knowledge of individuals 
through learning by doing, training and simulation (Kleemola 2005).

There are several enabling factors essential for benchmarking pro-
cesses and also affecting the success of knowledge creation and learning. 
Simatupang and Sridharan (2005) propose three collaborative enablers, 
namely information sharing, decision synchronization and incentive 
alignment. Kleemola (2005) also suggests three enabling factors as pre-
requisites for benchmarking process. First, motive is a natural factor in 
benchmarking process as in all development programs. Second, openness 
is a key factor when the exchange of information is dependent on com-
munication and willingness to share knowledge. Third, past experience 
is a basis in benchmarking process because the only way to learn is to 
produce new knowledge by using existing knowledge. Also, knowledge 
creation is dependent on the cultural factors such as organization’s coop-
erative and collaborative abilities, and it requires the willingness of par-
ticipants to collaborate and share knowledge to mutual benefits.

 Third-Party-Supported Benchmarking

A benchmarking process traditionally follows a five-step procedure 
(definition, team forming, selecting the target, comparison and imple-
mentation, cf. Matters and Evans 1996). The developed 3P BM pro-
cess complements the traditional procedure in three central ways: first, 
the focus in this procedure is on knowledge sharing and learning both 
on intra- and inter-organizational level. Second, the focal role of process 
coordination and support implemented by an outside professional third 
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party (i.e. research organization) deserves attention. Third, the boundary 
objects are central as the systematic benchmarking process itself forms a 
boundary-spanning object, and also, the used questions, blueprints, pic-
tures and diagrams act as boundary objects helping people from different 
organizations to learn and build a shared knowledge. Furthermore, this 
procedure is systematic; that is, the five main steps of benchmarking are 
included (Fig. 10.2).

 Case: Finding Solutions for Company-Specific 
Development Needs

 Purpose

The proposed 3P BM process is based on a pilot that aimed at developing 
novel methods and solutions to support innovation management in local 
and global R&D networks of an industrial manufacturing company. The 
main objective was to find solutions for quite a broad set of company- 
specific development needs in R&D.

Foc company:
Real-life problems, 
development needs

BM visits:
open discussion, data,

informa�on

Recognizing problems
and bo�lenecks

Focal company:
Priori�zing, tes�ng,

implemen�ng,
developing

Knowledge
integra�on

1. Focal company and research organiza�on in
collabora�on (dyad se�ng)

2. Choosing a suitable target company
3. BM visits (triad se�ng)
4. Analysis, development proposi�ons (dyad

se�ng)
5. Development ac�ons, BM benefits

1.

2.

3.

4.

5.
Intra-organiza�onal level

Inter-organiza�onal level

Inter-organiza�onal level

Target company:
willingness to share and

receive

Researchorganiza�on:
Relevant pre-
understanding

Research organiza�on:
Organizing, repor�ng,

analyzing

Research organiza�on:
Idea�on, finding

answers and conclusions

Fig. 10.2 Process of third-party-supported benchmarking
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Benchmarking was chosen as a development tool because new ways of 
acting as well as successful practices were sought over the organizational 
boundaries. The aim was to detect and utilize good, existing practices 
instead of developing everything from scratch. Benchmarking was also 
found a useful tool to support collaborative culture among the participat-
ing companies.

 Starting Point and Objectives

The preparation team in the focal company made self-assessment and 
formed a list of bottlenecks and problems to be resolved. The list of 
activities to be benchmarked was quite broad (see Fig. 10.3), but it was 
decided to go on with this extensive view to get a big picture and to be 
further focused later.

Based on the identified bottlenecks and problems, the following list 
(see Table 10.1) of more detailed questions was delivered to the target 
company before the actual benchmarking visit. The list was developed 
based on the focal company’s internal, tacit knowledge and information 
needs. Articulating these needs in an explicit manner ensured that the 
most important, “right”, questions were asked.
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BENCHMARKING OF STEEL STRUCTURE
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documents, cost target, design valida�on
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Based on: Availability, cost, mechanical proper�es,
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Criteria of MOB decisions, choice of manufacturing 
technology

Training material, methods, principles, par�cipants

Scope of Ac�vi�es Discussion areas

Revision management, a�er-sales management 

Fig. 10.3 Activities to be benchmarked
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Table 10.1 Themes and questions to be discussed

Problem
What is needed? Information request for 
the benchmarking partner

Design
The strengths and weaknesses of 

different organization models of 
design and product development

How are R&D, product development and 
supply planning organized?

Where to get information about 
global requirements and 
opportunities?

Where to get information about 
requirements and opportunities in 
different continents, and tolerances and 
country-specific materials?

Possibilities to utilize prototypes 
and product testing

Producing prototypes? How else to ensure 
validation?

Managing customer changes in 
supply project

How to manage changes in delivery 
specifications?

Congruence of design criteria
There are no common design 

criteria
Example of documented design criteria

No sufficient feedback between 
parties

Network’s internal feedback system

Lack of common design criteria is 
not seen as a problem or a 
necessity

Good justification for common design 
criteria

Congruence of documentation
Documentation is cultural Example of operating between different 

cultures
Tacit knowledge does not transfer 

along the documents
Way of listening to the partner, model of 

transferring both know-how and tacit 
knowledge

Changes do not transfer between 
parties

Network’s internal knowledge sharing, 
example of managing changes

Product development project
How and who starts a new product 

development project?
What kind of project team formulated?
Who owns/funds the project? Who has the 

biggest decision-making power?
How is the need for resources evaluated?
How are R&D, research and product 

development projects interconnected?
Official regulations and qualification 

approvals?

(continued)
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Table 10.1 (continued)

Problem
What is needed? Information request for 
the benchmarking partner

How to consider possible special 
applications in product development 
phase?

Make or buy
Criteria for decision-making. How 

does the chosen technology 
affect?

What are the focal criteria for selection?

How does the manufacturing technology 
affect selection?

Supply chain
Supply chain management and 

communication in project 
development phase

How do subcontractors bring their own 
know-how into product development 
project?

Supplier ramp-up and organizing support
Inspections and approvals 
How to manage the direct deliveries from 

supplier to customer?
How to manage subcontractor’s 

subcontractors?
Manufacturing
How can production best support 

product development project?
How much resources from production are 

involved in production development 
phase?

How and where are manufacturing 
instructions made?

Tools and device investments? Are they 
part of product development project?

How is testing in production phase defined 
and validated?

Are incoming goods also inspected?
How long does the product development 

process last? Up to first ones are 
completed, delivered, …?

Life cycle and training
Preconditions and resources for 

preparing training material
In what phase is training material 

prepared?
Change management during the 

life cycle
How to cope with version management?

Different functions (service, 
production, procurement, 
technical descriptions) may have 
different needs

What kind of documentation is there? 
Separate for service, production, 
procurement, …?
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The immediate objective for benchmarking was to compare differences 
between the operations, to discuss and to share experiences. Also, the aim was 
to get acquainted with working practices to help in solving the bottlenecks 
and problems of the focal company. The long-term target was to develop the 
quality and profitability of the participants as well as to support the forma-
tion of a collaborative culture and ongoing development in the network.

 Comparison Partner

The target company was selected as a comparison partner on the follow-
ing grounds:

 1. Global company should be known for its good and working 
practices.

 2. Information sharing was supposed to be easier than with straight 
competitors.

 3. Both companies were participating in the same research program and 
project.

 4. Both companies shared an interest toward R&D collaboration.
 5. Both companies were interested in managing supplier networks and 

supplier partners.

 Schedule and Activities in BM Process

The steps and schedule for 3P BM process were as follows:

 1. Self-evaluation in focal company, 4–8 weeks
 2. Analysis and further actions planned (choosing the themes to bench-

mark, questions to be asked), 4–6 weeks
 3. The first comparison visit was organized three months after 

self-evaluation
 4. The second visit was organized four months after the first visit
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 5. Aftermaths (analysis, choosing the solutions to be piloted, preparing 
an action plan for improving the focal company’s practices, report-
ing), 10–12 months after starting the BM process

The roles and activities for the third-party professional actor (research 
unit) and participating companies are shown in Fig. 10.4.

 Benchmarking Partners, Comparison Visit 
and Development Plans

The focal company requested the opportunity to benchmark with the 
target company which is known for its good practices. Furthermore, both 
companies saw benchmarking as a beneficial development tool. Planning, 
congruence of design criteria and documentation, R&D project, make or 
buy, supply chain, production, life cycle and training were chosen as the 
topics for the first benchmarking visit. The members of the preparation 
team and the experts of each benchmarking topic attended the bench-
marking visit. The collected information was processed in workshops and 

Researchers

• Relevant pre-understanding
(theoretical views, research
results)

• Organizing
• Facilitating
• Reporting
• Analyzing
• Ideation, finding answers and

conclusions

Companies

• Real-life problems, development
needs

• Data, information
• Recognizing problems and 

bottlenecks
• Open discussion, willingness to

share and receive
• Prioritizing
• Testing, implementing,

developing

ROLES AND ACTIVITIES IN BM PROCESS

Fig. 10.4 Roles and activities in 3P BM process

 S. Mäenpää et al.



  143

used as a benchmark when evaluating the workability of current opera-
tions as well as in planning improvements for current procedures. Based 
on analysis the solutions to be piloted were chosen and an action plan for 
improving the focal company’s practices was made.

 Conclusions

As stated by Jarzabkowski and Kaplan (2015), social processes, such as 
3P BM, produce multiple potential outcomes. Often the outcomes are 
known only in the long run, but in the short term, use of tool may, for 
example, help the organization to move forward, increase internal dis-
cussion, help to gain support for particular views as well as help moving 
from suboptimization toward a more holistic view as was the case here. 
Along the pilot, the similarities and differences were detected during the 
course of process (BM visits 1 and 2), and as a result, development prop-
ositions related to the focal company’s product processes, R&D manage-
ment, supplier collaboration, as well as modeling, testing and training 
were named. Immediately after the benchmarking process, three out of 
five development propositions were launched.

At the end of this process, the third-party actor (research unit) dis-
cussed with the focal company’s key actors to summarize the reasons for 
the company to choose benchmarking at the first place, to find out what 
was expected from the process and what will follow from it. All in all, the 
focal company representatives found the piloted process quite successful 
along with benefits identified from the process. This kind of client satis-
faction is one relevant outcome of the use of the tool (cf. Jarzabkowski 
and Kaplan 2015). In relation to the identified benefits, people from the 
focal benchmarking participant commented that 3P BM process

          increased internal discussion
         made to look into the mirror
         helped to identify the stimulants
         reinforced the assumptions
     increased the development of operations on the whole instead of 

sub-optimizing.
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The piloted 3P BM tool connects a systematic approach of bench-
marking, third-party attendance as well as a suitable set of both boundary 
objects and participants to collaborate in a network for reciprocal learn-
ing and to find solutions for specific practical problems. In the 3P BM 
tool, a systematic approach and the third-party attendance are empha-
sized as the organizations often lack the capabilities and resources to learn 
the process of benchmarking, use possible tools and techniques to handle 
the gathered information and train the whole team to do it. The experi-
ence of the use of 3P BM tool encourages applying it to other improve-
ment and development projects too.
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11
Value Proposition Co-development

Juho Ylimäki and Jukka Vesalainen

 Introduction

As companies increasingly focus on their core business, they often 
develop a need to outsource service functions that were once carried out 
in-house. When outsourcing needs go further and edge closer to critical 
services, outsourcing companies face important questions around which 
service functions are safe and efficient to outsource, and whether there are 
some functions that would be risky to outsource. The value potential of 
an outsourcing project is often unclear because it is difficult to establish 
in advance how well a potential services partner could meet the project 
requirements. These issues are more critical when the services in question 
involve high levels of collaboration and when they are strongly tied with 
customer processes. Some services such as basic cleaning or real estate 
maintenance have only a weak connection to a purchasing company’s 
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core processes and are easy to manage, whereas other service functions 
such as machinery repairs or scheduled maintenance closely affect core 
processes and, thus, have the potential to cause major problems when 
unexpected issues arise.

It is typical for a firm aiming to outsource aspects of its business to 
evaluate the value potential in service outsourcing itself. The problem 
with that one-sided practice is that the outsourcing company is not aware 
of the most suitable service available, which means it is not necessar-
ily making very reliable decisions on service outsourcing. Furthermore, 
when a firm invites tenders based on a one-sided evaluation of value 
potential, the tendering service providers’ knowledge of the customer’s 
specific needs is limited and those service providers cannot offer the opti-
mal service solution owing to the information asymmetry.

We suggest that a relational business approach applied to evaluating 
outsourcing value potential would help to unify the outsourcing custom-
er’s need information (information about market need) and the service 
provider’s how information (information about how to serve that need) in 
an objective analysis. It follows that to achieve relationality in outsourc-
ing projects, firms need new boundary objects designed for collaboration.

To provide a solution to the challenging question of how service pro-
viders and customer companies could collaborate to systematically evaluate 
potential outsourcing value, and to find the best mix of outsourced services, 
we take a practical view and describe a tool for the joint evaluation of the 
outsourcing value of service functions with the potential to be outsourced. 
The tool has been developed by us, university researchers, in collabora-
tion with two companies, factory maintenance service provider (acronym 
Serv used further on) and manufacturing company (acronym Manu used 
further on), and aims to ensure that outsourcing decisions are based on 
objective evaluation, sufficient knowledge sharing, and joint sense mak-
ing. The used methodology represents a design science approach as the 
research led to the construction of a scientifically grounded tool that was 
then used to solve a practical business problem, meaning it was validated 
by members of the project from the company side. The tool developed 
is an effective boundary object that facilitates knowledge sharing, knowl-
edge integration, and joint sense making.

Following this introduction, the second section explains the need for 
relationality and co-creation in outsourcing projects. The third  section 
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then presents the tool for collaborative evaluation of outsourcing poten-
tial and it explains its use. The fourth section presents the case that 
prompted the development of the tool. The chapter then concludes with 
a discussion of the developed tool and its potential in the area of collab-
orative outsourcing projects, and of some further potential applications.

 Theoretical Basis for Joint Evaluation 
of Outsourcing Value Potential—The 
Relational View of Strategy and Value 
Co-creation

The theoretical basis for the tool and its application in general lies in 
the relational view of strategy. According to that relational view (Dyer 
and Singh 1998; Lavie 2006), companies can achieve benefits that in 
turn create collaborative advantage through joint actions and func-
tional, long-term relationships. These benefits can only be achieved 
when companies collaborate. Such benefits are based on relation-
specific assets and capabilities, knowledge-sharing routines, comple-
mentary resources, and relational governance. These elements are 
interconnected and can create a self-strengthening cycle as the collabo-
ration progresses. To achieve the benefits of collaboration, companies 
should avoid arm’s-length, market- type relationships, and move toward 
relationships that include attributes that boost commitment and long-
term relationships.

In the setting of a decision whether to outsource services, the poten-
tial benefits of collaboration derive from factors such as the service pro-
vider having a highly developed knowledge of the other party’s needs 
and capabilities, efficient communication flowing from a developed joint 
language, and from the usage of resources applied in the relationship 
being optimized. Knowledge of the other party’s needs and capabilities 
develops over time as companies collaborate and resolve everyday issues 
related to the services produced. Daily communication helps compa-
nies to adapt to each other’s language and terminology, which in turn 
enhances the efficiency of the communication. In addition, the optimal 
resource combination allocated to collaboration is typically finalized only 
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after the parties have learned about each other’s capabilities in practice, 
which usually involves a trial-and-error learning process. Furthermore, 
sometimes inflexible contracts, which are typical of arm’s-length relation-
ships, can hinder such learning and development.

Although the mechanisms behind the collaborative benefits are path 
dependent and require time to evolve, this tool takes a view that the 
development of sources of joint benefits can be facilitated to a remark-
able degree by using systematic tools to enhance collaboration. The tool 
described in this chapter could assist companies to create collaborative 
advantage by facilitating knowledge sharing and enhancing the search for 
complementary resources. As a prerequisite, companies need to have evolv-
ing relational governance, which means that they need to trust each other 
and share similar targets for the collaboration (Ylimäki and Vesalainen 
2015). If, as a result of the analysis, firms implement an outsourcing proj-
ect, they are committing themselves to developing relationship- specific 
assets and capabilities. As an example of the interconnection of collab-
orative elements that create benefits, these relationship-specific assets and 
capabilities further enhance knowledge sharing (Shou et al. 2013) and 
mitigate the risks posed by opportunism (Williamson 1985).

Another basis for the tool presented in this chapter is derived from the 
value co-creation literature (Prahalad and Ramaswamy 2000; Grönroos 
2011). As companies collaborate in the realm of services, they co-create 
value when both parties contribute in the area of service production. 
Depending on the viewpoint, either the customer (Heinonen et al. 2010) 
or the service provider (Prahalad and Ramaswamy 2000) can leverage 
service production by using the other party’s competences. It should be 
noted that value co-creation is not about consuming the other party’s 
competences to take advantage of a reduced workload in an organiza-
tion. In contrast, involving a partner in value creation should improve 
the service experience while requiring less overall effort in the relation-
ship owing to the optimization of capabilities.

In outsourcing projects, seamless collaboration in terms of value cre-
ation is essential, and both parties to the collaboration have essential 
roles in its success. Service providers seeking new customers aiming to 
outsource services formerly produced in-house need to find out how 
to efficiently manage the co-creation of solutions with their customers. 
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Similarly, from the customer’s perspective, the buyer (the outsourcing 
company) should have a clear understanding of how to engage the ser-
vice provider efficiently in the co-creation of an optimal package of out-
sourced service functions. Although co-creation leans on a sound logic, 
its application can in practice be challenging. Scholars have, for example, 
questioned whether customer companies can actually communicate their 
needs in a fully understandable way (Nordin and Kowalkowski 2010), 
and thus, it is not clear if service providers can really understand the 
challenges faced by their customers. The tool for the co-evaluation of out-
sourcing value potential assists companies intending to co-create value 
as it helps to define which service functions to keep in-house and which 
should be carried out externally.

 Evaluating Service Outsourcing Value Potential

The tool presented in this chapter balances two essential dimensions in 
the analysis of outsourcing possibilities: risk level and outsourcing value. 
The former is further divided into elements of criticality and probability 
and the latter into elements of cost efficiency and utility value. These ele-
ments, in turn, consist of eight factors that are evaluated in relation to 
the current way of organizing services. All service modules being consid-
ered for outsourcing are analyzed individually and the outcome is a chart 
presenting the relative positions of these modules in terms of achievable 
outsourcing value and risk level.

Utilizing the tool involves four stages. First, the entities to be evalu-
ated are selected. These should be service functions that could either be 
outsourced or produced in-house. The current way of organizing these 
entities does not matter as the analysis does not preclude functions that 
are currently organized via external service providers.

Second, the analysis must identify the most important factors affect-
ing outsourcing decisions. Following discussions with the case companies 
involved, two main dimensions were identified: outsourcing value and 
risk. Including risk dimension to the tool was particularly in the interest 
of Manu. To balance these dimensions and to ensure sufficiently broad 
analysis, the first half of the evaluated factors should consider outsourcing 

11 Value Proposition Co-development 



152 

value from four different viewpoints and the second half should incorpo-
rate four risk measures. Combining these two aspects makes it possible to 
build a two-dimensional analysis to support the selection of the service 
functions best suited to outsourcing. We found evaluating eight factors 
made assessing the different service functions both simple and efficient. 
Outsourcing value was broken down into cost efficiency and utility value 
sub-dimensions. These, in turn, were divided into cost, efficiency, spe-
cial expertise, and lead time. On the risk side, two sub-dimensions were 
identified, namely, probability and criticality. Then, these were further 
divided into quantity of objects, malfunction probability, tied capital, 
and degree of criticality of the process. Figure 11.1 presents the structure 
of these eight factors used in our Manu—Serv case. When utilizing the 
tool, the above eight factors should be modified to fit the case-specific 
environment.

Third, the service provider and customer firms jointly rate the selected 
eight factors in the evaluation process for each service function that 
might be outsourced. All ratings are agreed in collaboration and should 
represent a joint opinion on the effects of outsourcing each service func-
tion compared to organizing it internally. In our case study, agreeing the 
rating for some service functions was simple, whereas evaluating others 

Outsourcing risk

Outsourcing 
value

Risk level

Cost 
efficiency

Utility value

Cost

Efficiency

Tied 
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Degree of the process 
criticality
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expertise

Lead time
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Malfunction 
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Evaluated 
factors

Scores 
through the 
analysis

Data gathered by joint 
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simple “Outsourcing potential 
score” and location in 
Outsourcing value/risk chart.

Outsourcing potential
chart

Outsourcing 
value

Fig. 11.1 Structure of the systematic evaluation of outsourcing potential
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required considerable discussion before agreement was reached. In the 
Manu—Serv case, the rating exercise was conducted at a joint meeting 
using a web-based tool to ease the data handling and gathering process, 
and that method enabled all participants to concentrate on the evaluation 
discussion.

Fourth, the data are analyzed and an outsourcing potential chart  
(Fig. 11.2) created. In this fourth stage, the outsourcing potential chart 
acts as a boundary object that facilitates joint sense making in terms of 
the optimal organization of a broad service solution. Comparison of the 
outsourcing potential of different service functions is simple because 
their position on the outsourcing potential chart is based on reliable and 
well- grounded information that is jointly agreed upon.

Following a joint discussion, systematic outsourcing decisions can be 
made by the buyer company and possible implementation can then be 
discussed with the service provider. In the Manu—Serv case, systematic 
analysis led to adjustments in the organization of factory maintenance. 
However, it did not support the initial idea of broadly outsourcing fac-
tory maintenance to Serv.
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outsourcing value/risk 
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outsourcing value/risk 
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Fig. 11.2 Outsourcing potential chart
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 Finding an Optimal Mix of Factory 
Maintenance Functions for Outsourcing

The tool is connected to a case in which two industrial companies and a 
team of university researchers developed a broad collaborative process for 
service development. This process included five stages. First, companies 
jointly checked each other’s orientations in the relationship. Second, they 
analyzed the present state of the collaboration. At the third stage, com-
panies evaluated outsourcing value potential. At the fourth stage, com-
panies designed service process, and at the final stage, they planned the 
relational governance to support continuous development in relationship.

This chapter focuses on the third stage and especially on the out-
sourcing evaluation tool developed in collaboration with the university 
researchers. At that stage of the overall process, the three-party collabora-
tion resulted first in the development of the evaluation tool and then in its 
implementation into an actual evaluation of outsourcing value potential.

The development work involved an industrial company Manu that 
needed to evaluate the potential to outsource its factory maintenance and 
a service solution provider Serv that was willing to assist in the evaluation 
process and to co-develop a tool for the joint evaluation of potential out-
sourcing value. The companies agreed that deep and open collaboration 
would serve as a good basis for the development.

It is noteworthy that, in this case, the time invested in developing the 
new tool was justified by reasons that went beyond the evolving collabo-
ration: the service provider wanted to find new ways that it could incor-
porate into its marketing to other customers and the industrial company 
was interested in possible approaches to systemizing outsourcing evalua-
tion in a broad sense.

The two firms had dealt with each other before entering the evaluation 
process. Serv had delivered ad-hoc services and some small service com-
ponents for Manu. The relationship was relatively long but was under-
developed as Manu had unfilled needs in areas where Serv operated. The 
situation was well set for collaboration on the development and applica-
tion of the outsourcing evaluation tool.
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Factory maintenance was originally organized by an internal mainte-
nance department and services purchased in a transactional manner from 
up to 40 service providers including Serv. This way of purchasing services 
from a relatively broad group of suppliers led to high transaction costs for 
Manu. Serv’s business is concentrated on factory automation and provid-
ing maintenance services for machinery and tools. In this case, Serv was 
willing to broaden its business focus to include full-service solutions for 
factory maintenance, and thus, was interested in finding ways to establish 
the partnership with Manu.

The development of the tool required two joint development meetings 
in which representatives of both companies and university researchers 
were present, three interviews of company decision-makers, and feedback 
via email on the initial versions. The tool was also refined during pilot-
ing, which involved reducing the original 16 factors to eight factors and 
evaluating all the factors by comparing the current way of organizing to 
an outsourced option instead of evaluating both separately. The initial 
aim was to evaluate each factor independently at both companies, but 
co-evaluation seemed to be beneficial because it facilitated discussion and 
the companies sharing understanding.

The discussions guided by the evaluations and the analyzed data led to 
the following main findings: (1) the direct cost of the workforce was the 
same under the evaluations of Manu and Serv; (2) in the case of some 
service functions previously bought on a transactional basis, direct costs 
could increase because of repeated profit margins; (3) the increased flex-
ibility in the outsourcing model could improve efficiency in the use of 
the workforce; (4) more expert knowledge would be available under the 
new model; (5) the new model might enhance efficiency of the supervi-
sion and coordination of the maintenance workforce (including exter-
nal personnel); (6) the total maintenance cost would be more accurately 
accountable; and (7) Serv would have to increase the service level by mak-
ing investments that would be beneficial only in the relationship in ques-
tion, which would reduce its flexibility on costs.

The usage of the outsourcing potential evaluation tool enhanced joint 
problem solving and knowledge sharing as it allowed the parties to avoid 
rigid buyer and seller roles. In light of these findings and of the accompa-
nying discussions, it became clear that the service provider was only able 
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to offer limited improvements in the context of outsourcing the whole 
factory maintenance department. However, in the case of some service 
functions, outsourcing looked to be beneficial. At the beginning of the 
collaboration, Manu’s representative had explicit and tacit knowledge of 
the plant’s maintenance requirements and of existing practices, and Serv’s 
representatives possessed explicit and tacit knowledge of various types of 
maintenance services and the applicability of various specialized manu-
facturing and maintenance technologies. During the evaluation process, 
these different accumulations of knowledge were shared and the par-
ties were able to form a mutually held view of the optimal combination 
of outsourced service functions. Overall, joint analysis led to a shared 
understanding of value creation in factory maintenance, and of the most 
critical maintenance functions.

 Conclusions

The analysis tool developed offered a beneficial platform for discussion. 
It systematically supported decision making in terms of which service 
functions it would be beneficial to outsource. The tool also revealed the 
critical characteristics of different service functions in terms of a value/
risk score. The analysis guided Manu to make the right outsourcing deci-
sions and Serv learned valuable information about the areas it would have 
to work on to attract Manu and other similar industrial companies.

Applying the tool developed served as a relational practice that facili-
tated joint learning (Huikkola et al. 2013). The tool supports all three 
elements of joint learning: joint sense making, knowledge sharing, and 
knowledge integration (Selnes and Sallis 2003). The structure of the eval-
uation process enhances the commitment to the results as each rating is 
jointly discussed and agreed upon after both parties presented their argu-
ments at each step, which enhanced joint sense making. Furthermore, 
joint evaluations increased the knowledge sharing between the companies 
as both parties explained their assumptions and the known facts under-
pinning them. Analysis of the ratings and the documented outsourcing 
potential chart assisted the companies to integrate created knowledge 
into the relationship. This information helped the companies not only 
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to make the outsourcing decisions but also to shed light on the enhance-
ments of the most suitable service functions and their elements. These 
dimensions of joint learning are elements that strengthen the relation-
ship themselves and are essential factors in the creation of collaborative 
advantage.

The tool was developed to address a scenario where firms were aiming 
to optimize service outsourcing of factory maintenance. However, the 
same tool could easily be used in outsourcing decisions related to other 
services that involve high levels of uncertainty or when it is difficult to 
formulate an optimal service solution. The essential phase then is to care-
fully select the outsourcing value and risk factors to be evaluated. The 
tool and its basic idea could be further modified to assist in any service 
purchase. In that case, companies might also want to adjust the main 
dimensions (value and risk) to meet their specific needs. These modifica-
tion options enable the broad usage of the core of the developed tool and 
the accompanying evaluation process.
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12
Relational Factors as Part of Network 

Relationship Evaluation

Rainer Breite, Sari Mäenpää, Anu Suominen, 
and Mika Perho

 Introduction of the Problem

Nowadays, network management is becoming more and more delicate. 
However, the demands for network management are still increasing. The 
demands for different networks vary, but in general, networks should be 
more flexible, efficient, effective, and easily managed. In this context, the 
Supplier Evaluation System tool is presented. The overall purpose of the 
tool is to map the level of relational factors in order to evaluate the poten-
tiality for increasing self-direction between network parties and decrease 
the need for the focal company’s control. That is, the higher the level 
of the relational factors is, the more capable the network parties are to 
share the focal company’s control tasks. After the mapping, the improve-
ment measures of flexibility factors of the network can be considered and 
the potentiality to reduce the need for control contemplated. This tool 

R. Breite (*) • S. Mäenpää • A. Suominen • M. Perho 
Tampere University of Technology, Tampere, Finland



160 

 utilizes the theoretical framework that includes the examination aspect of 
social capital. In this tool, together the relational factors, including both 
relational properties and relational behavior aspects, form a platform that 
enables or restricts self-direction. Relational properties are trust, commit-
ment, collaboration, and power. Relational behavior includes six various 
aspects: initiating behavior, signaling behavior, disclosing behavior, inter-
action frequency, richness, lateral involvement, and vertical involvement. 
The development process of the tool includes the features of design sci-
ence (Simon 1996). That is, it has been developed with the help of practi-
tioners for specific practical network relationship problems (Holmström 
et al. 2009). For this purpose, the theoretical framework has been created 
by the researchers. Correspondingly, the relevance of its functionality has 
been tested in the case company’s supply network.

The practical and managerial purpose of the tool is to evaluate and 
give an overall view on whether there is potential to decrease the need 
for the control in a network, especially in cases with multiple smaller and 
larger suppliers. Due to the complex business environment and largish 
supply network, the network management can be demanding, requiring 
resources and time. Therefore, the long-term purpose of the focal com-
pany could be to decrease the need for network control. That is, the overall 
objective is diminishing the control of the focal company by transferring 
control to its suppliers. Then, with the help of the tool, the focal compa-
nies can estimate the circumstances and possibilities to reduce their own 
network control. However, due to the result of the company’s external 
and internal contingency factors, the usage and applications of the tool 
vary. As Jarzabkowski and Kaplan (2015) have mentioned, the affordance 
of the tool varies among organizations, and its usage and applications 
depend upon the agency of actors.

In the piloted case, the overall objective was to evaluate the levels of 
the relational factors in a pursuit to transfer the focal company’s project 
control to suppliers in the future. Here, this tool was found to be useful 
to evaluate the relational factors, and based on the evaluations, project 
control and management tasks transferred to the suppliers. That is, with 
the help of the tool, the relational properties between the network parties 
can be estimated in the systematic way.
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 Theoretical Background of the Tool

Social capital comprises both the network and the assets that may be 
mobilized through the network (cf. Burt 1992). Social capital is owned 
jointly by the parties in a relationship, and although it has value in use, 
it cannot be traded easily (Nahapiet and Ghoshal 1998). Social capital 
can be seen as the “relational glue” in inter-organizational relationships 
and a focal antecedent for collaboration. Burt (1992) and Loury (1977) 
have conceptualized social capital as a set of social resources embedded in 
relationships. A broader definition includes not only social relationships 
but also the norms and values associated with them (Coleman 1988; 
Putnam 1995).

According to Krause et al. (2007) and Lawson et al. (2008), building 
social capital is important for achieving benefits in an inter-organizational 
relationship. Social capital resides in relationships, and relationships are 
created through exchange (Bourdieu 1986). Frequent inter- organizational 
interactions between parties on different hierarchical levels promote the 
sharing of information, leading to faster problem resolution and synchro-
nized inter-firm processes. Several scholars have studied how building 
social capital creates value for companies participating in collaborative 
relationships (Villena et al. 2011; Krause et al. 2007; Cousins et al. 2006; 
Cousins and Menguc 2006). Among others, these scholars suggest that 
building social capital between buyers and suppliers allows them to gain 
access and leverage the resources embedded in their relationships. They 
also highlight the fact that social capital reduces the likelihood of con-
flicts and promotes collaboration because of its association with shared 
objectives, trusting relations, and social ties.

Partnership-type relationships require antecedents, that is, “soft” fac-
tors, that current practices do not consider sufficiently (Agostini and 
Nosella 2015). Relational properties are embedded in social capital, 
which makes it possible to achieve something that cannot be achieved 
without it in social exchange process in business context as well. 
Relational properties concern matters that are reflecting and affecting to 
relationship(s) between two or more interrelated actors. A relationship 
can be characterized in part by relational properties. Relational properties 
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like trust, commitment, collaboration, and power differ from each other 
by the nature and scale (see Ivens 2006; Gummesson 2008; Leuthesser 
1997; Leuthesser and Kohli 1995). Therefore, relational properties of 
a relationship must be on a good enough level to form and develop a 
well- functioning network relationship in the purpose of becoming the 
integrated part of the key partner supply network. In network context, 
control and governance are easier to implement and manage when rela-
tional properties are in a good state. This, in turn, allows reducing the 
amount of effort and resources in the controlling and monitoring tasks 
and activities within a network.

Leuthesser and Kohli (1995) found at least three important aspects 
of relational behavior from literature review of group theory, market-
ing, and organization behavior. The first aspect relates to the type of 
information a supplier obtains from and provides to a buyer. Behaviors 
that appear to be central in this respect are initiating, signaling, and 
disclosing behaviors. The second aspect of relational behavior relates 
to the frequency of interaction and the richness of the medium of that 
interaction. The third aspect of relational behavior indicates the extent 
of lateral and vertical involvement in interactions between organiza-
tions’ functions and hierarchical levels. (Leuthesser and Kohli 1995, 
221–222) Relational properties can be seen as a foundation for a busi-
ness relationship and relational behavior part as an apparatus to uphold 
customer’s satisfaction in continuous relationship. In relational skills, 
both relational behavior and properties are taken into account. The 
better the relational skills an actor has the better the aspects of rela-
tionship are taken into account with continuous desire to improve the 
relationships.

 Supplier Evaluation System with Relational 
Factors

In order for the focal company to reach the ultimate goal of reducing 
some or all control to its supplier, there are many phases. The process 
consists at least of four steps, but the supplier evaluation system with 
relational factors regards the first three of these steps (see Fig. 12.1):
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 1. Motivation for cooperation development: key suppliers’ motivation for 
long-term cooperation is preliminary estimated, together with the 
network constellations, that is, which company controls certain activi-
ties within the network, also the participants for the evaluation are 
chosen.

 2. Evaluation of Relational factor levels: the levels of relational factors are 
evaluated. During this step, suppliers’ potential of the cooperation 
and readiness to take responsibility are defined. This definition is 
made by using the chosen relational factors.

 3. Choosing the right cooperation strategy: the cooperation strategy between 
the company and suppliers is defined. The chosen strategy is based on 
the idea that the level of relational factors is identified and suppliers 
have potential to cooperate together and they are ready to take more 
responsibility.

 4. Reducing control activities step by step: the company and its supplier 
make a plan on how some or all of the control of activities is trans-
ferred from the focal company to its suppliers.

This tool operates in the area of social capital and its purpose is to define 
the level of the relational factors in a focal company led supply network. 
With the tool, the level of relational factors, including relational proper-
ties of trust, commitment, collaboration, and power, together with rela-
tional behavior aspects of initiating, signaling, and disclosing behaviors, 
frequency of interaction and richness of the medium of that interaction, 
and lateral and vertical involvement are evaluated. Thus, with the results 
of the tool the network’s suppliers’ readiness for more self- directness, and 
in turn, the focal company’s possibility to decrease the need for control 
can be determined. The theoretical and empirical background of the tool 
lies in Leuthesser’s and Kohli’s (1995) and Perho’s (2015) model of rela-
tional behaviors and properties (see Fig. 12.2).

Fig. 12.1 Steps for the estimation of the potential control reduction by the 
focal company
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The tool consist of phasis:
Phase 1. “Motivation for cooperation development”:
The estimation and improvement measures are carried out according 

to three steps:

 (a) “Defining the partners/actions”: the actions that have partners are 
identified.

 (b) “The Defining the Network Constellations”: the network constellations, 
that is, which company controls certain activities within the network 
(see Fig. 12.2) are defined. The ways company’s suppliers cooperate 
together and position themselves in the network, strongly affect the 
company’s network management. For this purpose, this is an impor-
tant part of the tool. At this stage, the mutual relations of the net-
work partners are examined. Figure 12.2 is an example of the mutual 
relations. It illustrates a relationship constellation between three par-
ticipants. The main point of this phase is illustrating participants’ 
relative position and affection with respect to each other (cf. Johnston 
et al. 2004).

 (c) “Selecting participants”: the participants that should be a part of the 
relational factor evaluation are selected. “Which are the right or best 
suppliers for the company?”, is the fundamental question for the suc-
cessful network companies. This question makes room for “Selecting 

Fig. 12.2 An example of relationship constellations
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participants” that forms one of the main elements of the tool. The 
basic idea is to scan the company’s potential suppliers. For this pur-
pose, suppliers’ importance for the company’s business and their will-
ingness for long-term cooperation are preliminary estimated.

Phase 2. “Evaluation of Relational factor levels” (Fig. 12.3):

 (a) The relational factors, that is, relational properties (C) of trust, com-
mitment, collaboration, and power, together with relational behavior 
(A) of initiating, signaling, and disclosing, frequency of interaction 
and richness of the medium of that interaction, and lateral and verti-
cal involvement are evaluated on a scale of 1–5 or with verbal evalu-
ation. The evaluation questions are presented below (evaluation 
questions).

 (b) The level of the relational factors is presented to a focal company.

Fig. 12.3 Relational factors and their consequences (modified from 
Leuthesser and Kohli 1995; Perho 2015)
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Evaluation questions:

Triad objectives (O) flexibility, good cooperation, technology and 
economic benefits. 

Function of the focal company + supplier SS + [supplier S1, S2, S3, 
S4, S5]

Backgrounds (B)

 1. size of company, domain, turnover, and profitability
 2. interviewee’s role/position/task
 3. cooperation organizations: primary customer/supplier/subcontractor, 

others
 4. collaboration form

 a. how did collaboration start?
 b. duration (years, months)
 c. based on project, annual or partnership contract?
 d. how many projects

Relational factors for evaluating possibilities to cooperate in triad
Relational properties in survey: trust, commitment, collaboration, and 

power
Trust (T)

 1. Do suppliers trust each other and how does it appear?
 2. Do suppliers trust the buyer and how does it appear?
 3. Has there been any reliability problems with the organization or per-

sonnel, what?
 4. Describe reputation of the cooperation organization?
 5. Describe reputation of the counterparty person in the other 

organization?
 6. What kinds of experiences and impressions have been got from the 

cooperation so far?
 7. What is the basis of trust?

 A. affective
 B. cognitive
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 1. prediction of behavior (calculated),
 2. perceive consistent behavior (knowledge), or
 3. mutual understanding and common values (similarity).

 8. Level of trust (1–5): poor(1), adequate(2), good(3), very good(4), 
excellent(5)
 (a) F - S
 (b) S - F
 (c) S - SS
 (d) SS - S

 9. Is there reciprocity in the relationship, what kind?
 10. Is there solidarity in the relationship; how does it occur?
 11. How do the organizational culture and norms differ in 

organizations?
 12. Does principal control work too little, enough, or too much?

Commitment (Com)

 1. Is the supplier committed to the cooperation and common target of 
another supplier; how does it occur?

 2. Are both parties aiming for a long-term collaborative relationship?
 3. Are suppliers committed to work together to achieve common 

objectives?
 4. Have objectives been accepted together?
 5. Have relation-specific investments been made? (e.g., equipment, 

training, certificates)
 6. Level of commitment (1–5): poor - excellent.

 (a) F - S
 (b) S - F
 (c) S - SS
 (d) SS - S

 7. Does the supplier keep agreed schedules?
 8. Estimate the supplier’s attitude (1–5) in task execution?
 9. Estimate the supplier’s motivation (1–5) in task execution?
 10. How has cooperation affected desire to cooperate in future 

(increased—decreased)?
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Collaboration (Col)

 1. Describe communication with counterparty:
 (a) open?
 (b) confidential?
 (c) informal or formal?
 (d) frequency, regularity?

 2. Describe communication between suppliers.
 3. Is there enough information exchange?
 4. Have the objectives set together?
 5. Which of the following describe the relationship best: new, expand-

ing, troublesome, static, or lifeless?
 6. How has collaborative relationship evolved over time?
 7. How frequent are conflict situations (0–5) and how are they resolved?
 8. Is there opportunism in relationships?
 9. Does the supplier have the will and capability to more autonomous 

and self-directedness way of doing business?
 10. How would you describe the short- and long-term flexibility of 

resources for changes in requirements and demand?
 11. Do the counterparties have common social relations outside of busi-

ness; for example, what kind of hobbies?
 12. How well is the collaboration going? Estimate between 1 (poorly) 

and 5 (excellently)
 13. How important is the collaboration in future? Estimate between 1  

(it is not important) and 5 (it is very important)

Power and responsibility (P)
 1. Does the supplier take responsibility of its own and co-partner’s work 

and how does it occur?
 2. Does the supplier have competence and will to take care of increas-

ing project management responsibility?
 3. Are the tasks assignment, order, and responsibility clear to all actors?
 4. Who coordinates the whole and how?
 5. Has there been abuse of power?
 6. How much has the actor had to adapt in cooperation (0–5)?
 7. Has the actor been forced to submit to demands (0–5)?
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 8. Can the supplier be empowered to do work self-directly? How does 
it happen?

 9. How is the suppliers’ cooperation achieved?
 10. What changes triad business model causes in the current tasks and 

job descriptions (in the focal company) compared to the current 
dyadic business model?

Relational behavior (R)

 1. Do personal and social characteristics have conducive, none, or restric-
tive impact on doing business?

 2. Is building and maintaining of personal relationships important 
(0(not at all)–5(very important))?

 3. Does the supplier act proactively in finding needs and requirements of 
the customer and contribute to the competitiveness of the customer; 
how does it occur?

 4. Do suppliers communicate horizontally with each other (0(not at 
all)–5(very much))?

 5. Do suppliers communicate vertically with each other (0(not at all)–
5(very much))?

 6. To what extent does the actor provide sensitive/confidential informa-
tion about itself and is the information withheld from others?

 7. Quality of relational behavior

 (a) initiative
 (b) advance notice of intended and impending changes
 (c) disclosure of sensitive information
 (d) attraction

(economic benefits, access to important resources, and social 
compatibility)

 (e) personal chemistry match
 (f ) total satisfaction
 (g) interaction frequency (times/week), and
 (h) richness (face-to-face, others)

 8. How does another (what?) actor-actor relationship effect on coopera-
tion in own dyadic relationship?
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The ways in which the network companies can really achieve partner-
ship and estimate the possibilities for the relationship developments are 
the basic aspects of the competitive advantage. For this reason, Supplier 
Evaluation System with Relational Factors focuses on describing the eval-
uation process for the successful partnership.

 Case: From Functional Project Management 
to Visualized Network Management

The empirical material is a case study of one supply network of maritime 
organizations in project-based industry, producing massive constructions 
with extreme quality requirements. This case has been documented in 
more detail in Mika Perho’s master thesis (Perho 2015). The focal com-
pany’s supply networks consist of around twenty key suppliers and plenty 
of minor suppliers. The focal company of this network operates in project 
business. Typical for project business is that the contracts are principally 
bid and (re)negotiated for each project. However, the length of the rela-
tionships with the focal company and subcontractors has been even up to 
20 years. The organizations have a long-term view on collaboration and the 
effects of relational factors on cooperation. The case company operates in a 
complex of oil and gas business. With high-risk level and varying capacity 
requirements, the project control is a major issue for both focal company 
and its suppliers. Thus, the number of potential suppliers is limited.

Motivation for cooperation development:

 a. Defining activities and purposes. In this phase, the case company defined 
the common activities and purposes with its suppliers. After that, the 
context was decided. In this case, the context was formed according to 
five key activities and one support activity that are strongly related to 
the chosen key activities. Furthermore, subcontractors who have been 
in the long-term relationship with the case were chosen. The suitable 
relational factors, both relational properties of trust, collaboration, 
commitment, and power and relational behavior of initiating, signal-
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ing, and disclosing behaviors, frequency of interaction and richness of 
the medium of that interaction, and lateral and vertical involvement 
were chosen according to social capital literature.

 b. Defining the Network Constellation. The relationship constellation was 
carried out the following way: first the case company’s network was 
roughly described and the key suppliers and their relative positions 
and affection with respect to each other were defined and the common 
service supplier (SS) was discovered (see Fig. 12.4a). Next, the triad 
constellation was described for the relationships between the case 
company (F), key supplier (S1, S2, S3, S4, S5), and key supplier of 
support activities (SS) (see Fig. 12.4b). The aim of this step is to define 
the context or framework where the possibilities of the control shift 
and further collaboration with the suppliers will be examined.

 c. Selecting participants. In this phase, six key subcontractors were 
selected. One subcontractor represented support activity and five other 
subcontractors represented the key chosen activities. Every subcon-
tractor has a long-term relationship with the case company and they 
were estimated to have potential for a long-term strategic partnership 
with the case company in the future.

Fig. 12.4 (a) A part of the case company’s supply network (on the left-hand 
side). (b) The context of the relationship definitions  (on the right-hand 
side).
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Evaluation of Relational factor levels. The relational factors were decided to 
evaluate and map in the context of the triad framework. According to 
this context, the query with questions and discussion themes was car-
ried out above (Evaluation questions). At this phase, the suppliers’ 
potential for cooperation and readiness to take responsibility were 
evaluated according to the results.

Choosing the right cooperation strategy. The company’s purpose, according 
to the results from phase 2, was to figure out the subcontractors’ readi-
ness to cooperate together, whether the suppliers are at a level where 
they can be allowed to take more responsibility of project control.

Reduce control activities step by step. This has not been done yet. In the 
future, the focal company and its supplier will plan how a part of con-
trol activities can be transferred from the focal company to the suppli-
ers. Furthermore, in project management, it will be taken into account 
that the need for the network-based control activities will decrease.

 Benefits for the Case Company

Although the use of the tool brings new needs for the company’s network 
and project management, several benefits can clearly be indicated. (1) Its 
network management is more visual that, in turn, is simplifying network 
management itself. (2) The need for the control of project activities may 
be decreased in the future that, in turn, is simplifying project manage-
ment. (3) Cost saving is expected. The expectations are based on the con-
ception that project management is more efficient, improved cooperation 
between subcontractors, and the area of subcontractors’ responsibility is 
more explicit.

 Conclusions

Companies’ competitive advantage is based more and more on their net-
work management. Therefore, demand, and also utilizing the possibilities 
of the network, is increasing all the time. For this reason, the tool has 
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been developed. It brings the new systematic way to utilize relational 
factors when the project is developed for transferring project control 
within the network. The theoretical background of the tool is based on 
social capital and its role in relational factors. Although the tool has been 
applied to only one company, the results of its usage are reassuring. It has 
helped case company to see network and network management from the 
different point of view, it has brought the systematic way to improve and 
utilize company’s relationship management.

The experiences of the use of the tool encourage us to apply it to other 
network development projects. We suggest that this tool can be applied 
to the cases where the focal company would benefit from insight to the 
level of the supplier relationships, or is in process to transfer more project 
control to its suppliers. As Jarzabkowski and Kaplan (2015) have brought 
forward, tools provide space for collecting data for decision making and 
different solutions. But they have also emphasized the dynamics of tools 
in use, and therefore, the affordance of the tool varies and the agency of 
actors affects the use and application of the tool and final outcomes. For 
example, some of the statements and questions have to be tailored case 
by case, but most of them are generally quite easy to use and apply for 
other cases. These cases can be both at network levels (i.e., multilateral 
relationships) and in pure dyadic relationships.
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13
A Tool for Increased Cognitive 

Ergonomics in Operative Supplier 
Selection in a Global Context

Tomi Nokelainen, Magnus Hellström, 
and Robin Wikström

 Introduction

It is common for buying organizations, especially those with a global 
reach, to have multiple suppliers for the products, components, or sub- 
assemblies (henceforth called components for simplicity) they procure. 
Reasons for doing so may include, for example, a desire to limit the 
volume of purchases from any given supplier, maintaining bargaining 
power toward suppliers with multiple available suppliers, or using dif-
ferent suppliers for different customer projects because of their different 
locations, and therefore, their geographical proximities to a given project 
(e.g., Berger et al. 2004).

While such an approach undoubtedly comes with a number of ben-
efits, especially in complex products and engineer-to-order supply chains, 
or more commonly project business, it also creates certain challenges. In 
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a multi-supplier context, it is important to be able to determine which 
of the available suppliers best fit a given particular supply need—in con-
trast to generally, on average, or in a typical case—such as a new cus-
tomer project (c.f. Kauffman and Leszczyc 2005). That is, some suppliers 
may be outright unsuitable due to a lack of tangible capabilities (such as 
required production facilities, equipment, or specific production tech-
nology), or may be economically sub-optimal for a specific sourcing need 
despite being highly viable suppliers with an excellent strategic fit to the 
buyer organization in general.

Thus, when making the procurement decision, in a buying organiza-
tion, there must be an established practice for ascertaining need-supplier 
fit in concrete specific cases. Such a practice must enable buyer’s pro-
curement personnel to access all necessary information available, both 
about the requirements of the procured components and the available 
suppliers’ corresponding relevant capabilities and other pertinent proper-
ties. Naturally, this issue is accentuated in a global and globally dispersed 
(sourcing) context.

Large corporations strive to cope with this issue by introducing formal 
supplier evaluation practices with explicit evaluation criteria, as well as 
centralized purchasing schemes in an attempt to leverage synergies such 
as bargaining power through increased purchasing volumes (Rozemeijr 
2000). Such formal practices, however, often focus on relatively higher- 
level supplier characteristics, such as financial health and product and 
process certifications. Moreover, such practices often are engaged only in 
the very beginning of a buyer-supplier relationship (evaluating supplier 
fit), or periodically (e.g., once a year, to reassess supplier fit). Such prac-
tices, quite evidently, are neither appropriate nor designed for the needs 
of specific procurement decisions such as those typical in complex and 
customized products’, or projects’ supply chain.

Furthermore, according to a rather recent study, the most common 
supplier evaluation criteria proposed by academic research include high- 
level constructs like quality, delivery accuracy, price/cost, general man-
ufacturing capability, service, management, R&D, finance, flexibility, 
and reputation (Ho et al. 2010). While such characteristics certainly are 
important and serve as good proxies for general-level capabilities, they 
may tell very little about the tangible, actual “low-level” capabilities, 
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such as production equipment maximum capacities for pieces of certain 
geometry or achievable tolerances in a specific application, which are 
required to produce specific sourced components in specific quantities 
with sufficient efficiency, or even at all. Such low-level capabilities are 
especially relevant in manufacturing and assembling complex products 
with bespoke designs (Stinchcombe and Heimer 1985; Hobday 1998).

Academic research, in turn, has tended to focus on formal decision- 
making models of a mathematical nature, often criticized for being 
incompatible with the highly emotion- and intuition-driven practice 
of actual purchasing work (de Boer et al. 2001). It is argued, however, 
that the increased complexity and strategic importance of the purchasing 
function requires a systematic approach (rather than pure judgment), the 
incorporation of qualitative (as opposed to only quantitative) and con-
figurable (as opposed to static and pre-determined) criteria (Huang and 
Keskar 2007), more flexible models encompassing the entire purchasing 
process rather than only the selection itself (de Boer and van der Wegen 
2003).

In other words, there seems to be a need for a systematized method-
ology that supports actual sourcing practice by providing an appropri-
ate mixture of formal and informal approaches (i.e., bringing structured 
criteria-based procedures to supplier selection while allowing for human 
judgment). Such methodology would, at the same time, complement 
human judgment by applying pre-determined criteria for “easy” or more 
mechanistic aspects of the decision at hand, and leverage the human abil-
ity to manage vast amounts of “fuzzy” information, which is difficult if 
not impossible to codify in any criteria-based system.

Furthermore, putting more emphasis on such low-level capabili-
ties and informal criteria are likely to promote relational (rather than 
arm’s length or transactional) business practices. Nevertheless, to con-
stitute a fully-blown inter-organizational or (organizational) boundary- 
spanning practice, such appropriate buyer need-supplier capability fit 
requires mutual adjustment and selection practices. For example, sup-
pliers can proactively increase their fitness if they can exercise foresight 
in terms of buyer’s needs (both quantitatively and qualitatively) in the 
future. Correspondingly, buyer’s fitness judgment is enhanced by vis-
ibility to supplier’s capacity utilization in the relevant period into the 
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future. (Tuomikangas and Kaipia 2014) Such capabilities require inter- 
organizational practices built on inter-organizational information access 
and exchange which, in turn, requires significant trust and mutualistic 
commitment to the relationship (c.f. Butler 1999).

We, however, maintain that it is essential to develop such practical 
systematic procurement practices first internally within an organization 
before making an attempt to extend such practices to inter-organizational 
or (organizational) boundary-spanning settings. This is because required 
sense making is more challenging and complex in multi-organizational 
settings (c.f. Lundgren-Henriksson and Kock 2016) with representatives 
from different (organizational) discourses (Mantere 2013), procedures 
for decision-making (Jarzabkowski and Seidl 2008), and governance 
structures and organizational cultures (Jarzabkowski and Wilson 2002). 
For this reason, as Tsvetkova, Nokelainen, Gustafsson, and Eriksson in 
their respective chapter in this volume also suggest, inter-organizational 
practices, and especially changes in those, are markedly different from 
organizational ones (e.g., Lounsbury and Crumley 2007). In effect, fol-
lowing Gomez and Bouty (2011), we maintain that through mindful and 
demonstrably performance-appropriate practice development within an 
organization, an organization is in a significantly better (influential) posi-
tion to subsequently affect inter-organizational practices.

In other words, we posit that the practices and especially the supplier 
selection tool put forth in this chapter constitute a necessary platform 
upon which inter-organizational practices and accompanying tools or sys-
tems may be built. Correspondingly, we refer to this intra- organizational 
practice development as “Stage 1,” and the inter-organizational or 
boundary-spanning setting as “Stage 2.” The majority of this chapter is 
concerned, consistent with our empirical case, with Stage 1 development, 
with extensions into Stage 2 discussed toward the end of the chapter.

The Stage 1 decision support system we put forth outlines a supplier 
selection system which aims at complementing human judgment in spe-
cific supplier selection cases by weeding out inappropriate suppliers for 
the purposes of a customer project while letting the user exercise full 
judgment over the remaining ones. This approach is also motivated by 
our observation of supplier selection in project-based business, often as 
much a question about “avoiding the worst” as about “selecting the best.” 
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That is, performance-wise, supplier relationship management is often as 
much about avoiding wrong choices as about distinguishing between the 
best and the second-best choices.

Regarding the informational side of the proposed system, while 
supplier- related documentation is often stored in corporate intranets and 
made accessible to purchasing personnel, especially in large corporations, 
it often predominantly includes high-level information such as supply 
and pricing agreements and process certification documents. In other 
words, such documentation may not provide relevant tangible informa-
tion about suppliers’ actual low-level capabilities to support operative- 
specific procurement decisions. Needless to say, in project business, a 
misinformed purchase decision which fails to identify necessary low- 
level capabilities may ruin the project time schedule and undermine the 
supplier’s and/or buyer’s profitability and customer satisfaction. This, in 
turn, may damage the relationship between the supplier(s) involved, and 
once damaged, the focal organization may be exceedingly difficult and/or 
time-consuming to restore (c.f. Bell et al. 2002).

Experienced purchasers, however, typically do possess large amounts 
of relevant low-level information required in making informed supplier 
selection decisions. This information is accumulated over time through 
repeated interactions with suppliers and by visiting them, and most likely 
as a result of learning from some misinformed erroneous decisions as 
well.

While such experience-based information undoubtedly is a great 
asset for the buying organization, it is not readily accessible for other 
employees because it is tacit (i.e., not codified) (Haldin-Herrgard 2000). 
Thus, new purchasing personnel must accumulate this store of informa-
tion themselves through interaction with the experienced individuals 
and the supplier base over a prolonged period of time, and most likely 
through making some misinformed decisions themselves. Moreover, if 
an experienced purchasing employee leaves the organization, his or her 
non-codified decision-relevant information is no longer available in the 
organization in any form (Droege and Hoobler 2003).

Taking the preceding discussion together, there is often a need for a 
decision support system which codifies and makes the following readily 
accessible:
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 1. Suppliers’ relevant capabilities—notably including the low-level 
ones—and other characteristics needed to assess suppliers’ suitability 
for any given specific purchasing need, such as a customer project.

 2. Components’ requirements which are consequential with regard to 
selecting the most suitable supplier in any given specific purchasing 
need.

 3. The relevant linkages between the above (i.e., their meaning).

In short, the aims of the system described here are to provide purchas-
ing employees with all relevant information so that they can relatively 
effortlessly match available suppliers with procurement needs for the best 
overall results. Consequently, one of the particular aims of the system 
is to eliminate erroneous or otherwise inappropriate supplier selection 
decisions in specific cases due to lack of decision-relevant information. A 
simple example of such an inappropriate decision would be to order large 
components from a supplier, which, in principle, is capable of producing 
those, but whose automated production machines can only manufac-
ture smaller components, which then leads to long lead time and vari-
able quality due to the high amount of manual labor required. In this 
case then, on a high level, the supplier is an appropriate selection for 
the assignment, but if one takes the low-level capabilities into account, 
appropriateness is not at all evident.

Therefore, we maintain that there is a practice-motivated need for a tool 
providing cognitive ergonomics in operative supplier selection, which to 
our best knowledge is a novel way of approaching supplier selection prob-
lematics. The tool aims at an appropriate balance between criteria-based 
ranking and filtering (“avoiding the worst”), and leveraging purchasing 
professionals’ expertise and human judgment (“selecting the best”).

In terms of organizational practices (Simpson 2009), the tool can be 
understood just as such: a tool to organize daily (or frequently occur-
ring) routine praxis (c.f. Kaplan 2011). Or, if one emphasizes the soft-
ware manifestation of the tool (e.g., user interface, tight coupling with 
computer equipment in actual use), the tool can be fruitfully perceived 
even as an artefact which shapes practitioners’ perceptions of the orga-
nizational and inter-organizational reality (Jarzabkowski et al. 2013). In 
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such capabilities, the tool serves also as a platform for Stage 2 extensions 
into inter-organizational praxis, as noted above.

The tool has been developed at a case company, a marine product 
manufacturer with global operations and a globally dispersed supplier 
network. From the very beginning of its development, the intention at 
the case company has been consistent with what has been said above—to 
increase cognitive ergonomics in procurement by ‘automatically’ filtering 
out clearly inappropriate supplier selection choices while allowing the 
corporate procurement professionals to exercise full judgment concern-
ing the ultimate selection, with subsequent Stage 2 extensions follow-
ing successful Stage 1 adoption and refinement in the case organization 
itself. At the time of writing, the tool is being transitioned into Stage 1 
implementation.

 Supplier Selection Tool as Increased Cognitive 
Ergonomics

Cognitive ergonomics refers to ergonomics in general, or the study of how 
to design products and systems so that they are suitable to be used by 
humans, given the distinctly human qualities (Dui et al. 2012). While 
ergonomics is more commonly known in terms of physiological suit-
ability, cognitive ergonomics is about the very same phenomenon, but in 
terms of psychological suitability.

The need and rationale for cognitive ergonomics emerges from funda-
mental human psychological qualities, and in one way or another, these 
qualities essentially have to do with departures from perfect rationality 
and infinite computing power. Examples of such departures include, for 
example, bounded rationality (Simon 1991) and various cognitive heu-
ristics and biases (Kahneman et  al. 1982). Put differently, the aim of 
cognitive ergonomics is to design systems which take into account and 
complement the inherently human cognitive “limitations.” A very simple 
example of such a cognitive ergonomics aid is a checklist, which is in 
widespread use in situations such as surgery (Urbach et al. 2014), nuclear 
plant operation (Roth 1997), and aviation (Degani and Wiener 1993). 
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Hence, cognitive ergonomics in this case means incorporating the use 
of the checklist in workflow, thereby outsourcing some of the required 
memory and recall to the “system” (Ely et al. 2011).

Thus, attempts at increasing cognitive ergonomics typically take the 
form, or otherwise involve, a tool or an artefact through which the focal 
practice (i.e. the actual behavior of the practitioners involved) is shaped 
(c.f. Kaplan 2011). Or more generally, cognitive ergonomics can be seen 
as being about changing the perceptions of the practitioners “about the 
world” in ways deemed appropriate (c.f. Jarzabkowski et al. 2013).

To date, studies specifically related to cognitive ergonomics are rather 
sparse. However, with the increasing collaboration between machines and 
humans in both business and consumer domains, there will undoubtedly 
be a surge in this line of inquiry. The increasing importance of cognitive 
ergonomics is also motivated by the transfer of systemic outsourcing from 
physical tasks (e.g., physical tools, automation, and robotization) where 
the development is quite mature already, to mental or cognitive tasks, 
where it is significantly less mature. Indeed, while there were some nota-
ble fears decades ago over automatization- and robotization-induced blue 
collar unemployment (e.g., Kinoshita and Yamada 1989), the discussion 
has more recently shifted to software-induced white collar unemploy-
ment (e.g., Brynjolfsson and McAfee 2011) (i.e., systemic outsourcing of 
cognitive tasks). As cognitive tasks are, no doubt, more complex and less 
readily codified and automated, at least fully, cognitive ergonomics will 
be needed as a mediator between the domain of the software and that of 
the human (Brinkman and Neerincx 2011).

The cognitive ergonomics perspective of the supplier selection tool 
we put forward also includes outsourcing the most readily codifiable 
elements of the decision-making process to the system and supplying 
the user with sufficient decision-relevant information to exercise his or 
her judgment concerning the rest of the process. To give a very simple 
example, supplying a cast part that is seven meters in diameter is simply 
impossible for a furnace with a diameter of five meters, no matter how 
good a strategic fit a supplier has with the buyer. This aspect of the deci-
sion process can be outsourced to the system with no ambiguities what-
soever, and all associated errors due to a factor like inattentiveness, for 
example, can be removed. However, at the other end of the continuum, 
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all social considerations such as not allocating an order to an appropriate 
and capable supplier in order to “make a point” because of a recent inap-
propriate behavior may be outright impossible to capture formally, and 
thereby, best left for human judgment.

This noted, we will turn next to outlining the system (the Stage 1 sup-
plier selection tool) in more detail.

 The Stage 1 Supplier Selection Tool Described

As suggested, the supplier selection tool put forward and described in 
this section is basically a decision support system which aims at increas-
ing cognitive ergonomics in operative, specific supplier selection deci-
sions. More tangibly, it is a repository of decision-relevant information 
with an appropriate user interface for convenient access. Thus, the tool 
constitutes an “electronic artefact” (Jarzabkowski et  al. 2013) which is 
intended to shape the operational organizational procurement practice 
in desired ways.

In the focal case organization, the manifestation of the system is a 
functional module in the web-based corporate supplier portal to which 
purchasing personnel have access. Consistent with the view that detailed 
or micro-level aspects are highly relevant in organizational practices and 
their outcomes (Rouleau 2005), the tool described in some detail (though 
not by any means exhaustively because of space limitations).

The system consists of four basic elements:

 1. Supplier capability database
 2. Component database
 3. Database of manufacturing (i.e., suppliers’) process descriptions
 4. User interface

Figure 13.1 illustrates the mutual relationships between these elements.
Of the four basic elements, for each purchased component, the sup-

plier capability database includes all the suppliers with which the orga-
nization has an established relationship as well as categorically arranged 
information about their relevant capabilities, essentially including their 
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relevant low-level capabilities. At the case organization, this is not to serve 
as a “master database” of suppliers (because such a database already exists 
there, which is likely to be the case in large organizations in general), but 
instead to focus on tangible supply-related low-level capabilities which 
are the most consequential in operative purchasing decisions.

Fig. 13.1 The basic elements (1…4) of the Stage 1 supplier selection tool

Table 13.1 An exemplary subset of supplier capabilities for a bronze cast 
component

Capability Measure

Primary furnaces Count
Primary furnace capacity Tons
Secondary furnaces Count
Secondary furnace capacity Tons
Available cooling floor area Square meters
Breadth of moulding box Meters
Length of moulding box Meters
Pattern technology One or several:

(1) wooden
(2) polystyrene
(3) patternless

Valid certifications One or several:
Certification body A + valid through date
Certification body B + valid through date
Certification body C + valid through date
….
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For example, in the context of the case organization, Table 13.1 pres-
ents an exemplary subset of supplier capabilities recorded for suppliers of 
a bronze cast component.

Next, the component database lists, again for each purchased com-
ponent, all the purchasing-relevant properties. This information may 
already be codified and readily available in a buying organization if, 
for example, relevant component properties can be easily inferred from 
selling-related product databases. In such a case, the system must link 
to such databases. Otherwise, a component property database must be 
constructed so that each component property has a relevant purchasing 
decision-related linkage.

For example, in the context of the case organization, an exemplary 
subset of properties for a bronze cast component is listed in Table 13.2.

The purpose of manufacturing (i.e., suppliers’) process descriptions 
is to facilitate assigning meaning to supplier capabilities. This is needed 
because the relevance of some such capabilities may not be immediately 
obvious, especially for inexperienced purchasing personnel. Figure 13.2 
illustrates the basic manufacturing process for a bronze cast part.

In addition to a basic process diagram, Fig. 13.2 importantly depicts 
the process descriptions, including those of all the process phases, along 
with illustrative photographs, typical phase durations and their main 
determinants, typical quality risks, and associations to other phases in 
the process. In sum, the process descriptions are intended to help the 
sourcing professional understand how suppliers’ tangible capabilities are 
related to and may affect the sourcing choice at hand.

Table 13.2 An exemplary subset of properties of a bronze cast component

Property Measure

Finished weight Tons
Cast weight Tons
Cast unit cross-section Square meters
Assembly type One of the following:

(1) single piece
(2) modular

Components in end product Number
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Referring to the Fig. 13.2, it is straightforward to ascertain that a 
supplier with one 10-ton primary furnace and one 5-ton secondary fur-
nace is unable to supply a component with a casting weight of 20 tons 
because there is not enough furnace capacity to melt the metal for the 
cast required. However, the real meaningfulness of the process descrip-
tions becomes evident in more complex considerations. To give a rela-
tively simple example, a customer’s order of six products of a certain type 
may imply a need for 24 cast components of a certain size to be procured 
(component database). Given a set of 24 components, it turns out (pro-
cess descriptions) that the most cost-efficient way of manufacturing these 
is typically with a combination of pattern-making method 2 combined 
with machining method 3, though the combination of pattern-making 
method 1 combined with machining method 2 will save a certain amount 
of time. In both cases, the throughput time is dependent on how much 
floor area a supplier has for solidification and cooling (supplier capabil-
ity database), because this determines how many casts can be done in a 
batch. Furthermore, once assembled, the procured component has such 
properties that road transportation requires a special truck delivery neces-
sitating permits from road traffic authorities, whereas sea transportation 
requires an open top container which, in turn, necessitates a specially 
arranged placement on a containership which must be reserved several 
weeks before the shipment (“flags”).

Fig. 13.2 The basic manufacturing process for a bronze case part
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Hence, certain suppliers can be automatically filtered out of a consid-
eration set based on their unambiguous capability mismatch with the 
requirements of the order at hand (supplier capability database, com-
ponent database), thereby “avoiding the worst” being outsourced to the 
system. However, the mutual degree of appropriateness between the 
suppliers within the remaining consideration set may be a very com-
plex question not amenable to algorithmic ranking. It is here where the 
proposed supplier selection tool complements (as opposed to replaces) 
human judgment by supplying the user with ample information to sup-
port his or her human judgment.

As noted above, very experienced buyers are likely to possess most of 
this information already, as it accumulates over time in such decision- 
making processes, though most likely through erroneous decisions, a 
powerful yet potentially costly “tool” for learning (Sitkin 1992). Yet, 
not all organizational buyers are very experienced—at least in the long 
term—and even the most experienced ones are subject to fundamental 
human cognitive limitations (c.f. Simon 1991; Kahneman et al. 1982). 
Furthermore, from the knowledge management perspective, the supplier 
selection tool can serve as a means of codifying this tacit experiential 
knowledge for wider organizational access and retention.

 Current Status and Envisioned Stage 2 
Extensions

As noted, at the time of writing, the Stage 1 tool has been jointly speci-
fied with the research team and the case company, and is in the process of 
being transitioned into implementation.

Like in any information system development and adoption project, it 
must not be assumed that a preconceived system with seemingly appar-
ent benefits will ultimately succeed in being embraced by the users (or 
practitioners) as a part of their daily workflow (or praxis). User resistance 
can result from things like difficulty of use, little or no perceived benefits 
in comparison to current practices, perceived loss of status (e.g., if current 
practice is seen as a form of “craft” or “art”), or gradual obsolescence of 
available information if not appropriately updated (c.f. Legris et al. 2003).
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Moreover, in practice-based research, it has been noted that it is fairly 
common that the developers of tools aimed at changing organizational 
practices are disconnected from actual praxis, and therefore, tend to 
develop tools which are not entirely relevant for the target practitioners 
(Moisander and Stenfors 2009).

For this reason, both development and implementation must be seen 
as a non-trivial organizational and social psychological process, visibly 
embraced and tangibly supported by the organization, especially the 
(top) management (Nah et al. 2001). Especially consequential individu-
als are the most experienced intended users because (1) their expertise 
to a large degree constitutes the content to be codified in the system, 
and therefore, (2) they are likely to feel the most threatened by it. In 
addition, (3) such individuals often are looked up to by their peers, and 
hence, may serve as opinion leaders in their department or other such 
organizational unit.

As noted earlier, at Stage 2, the system should be taken in a signifi-
cantly more relational direction by opening up some relevant aspects of 
it to the suppliers. In other words, at Stage 2, the aim is to develop the 
tool to facilitate inter-organizational practice for the benefit of both the 
focal buyer and its (selected) suppliers. The basic rationale for doing so 
is to achieve better and more transparent access to and flow of informa-
tion between the focal buying organization and the suppliers, so that all 
the involved organizations can make better-informed decisions because 
of more and better available information. In the case of the suppliers in 
particular, this essentially enables planning with foresight and proactive 
improvement of fit.

Doing so-that is, extending the tool to incorporate inter- organizational 
information sharing and interaction—requires trust in, and strategic 
commitment to, the relationship from both the buyer and the supplier(s), 
because increased informational exposure quite automatically implies 
increased exposure to abuse as well (Butler 1999).

The first envisioned step toward this direction is to open the order 
books of the respective organizations—the focal buyer and the selected 
strategic suppliers—so that they can prepare their operations with knowl-
edge of each other’s order books. Figure 13.3 illustrates such Stage 2 
extensions (denoted with inverse colors).
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For the focal organization, this allows for a more mindful allocation 
of orders because it is possible to estimate how a given order would fit a 
given supplier’s foreseeable production schedule. For a supplier, in turn, 
this allows for a more mindful bidding and accepting of orders because 
of an improved visibility to the expected flow of orders from the buying 
organization. But, as said above, this requires mutual long-term com-
mitment to the relationship and mutual trust because of the increased 
informational exposure. Moreover, such openness must be supported 
by inter-organizational communication and other trust-inducing prac-
tices (see e.g., Panteli and Sockalingam 2005) on top of mere order book 
access. For example, communication may include a mutual discussion 
about what a given buyer’s order book situation likely means (e.g., what 
the buyer’s intentions are, given the situation) for a given supplier, and a 
good-faith discussion if a given intention does not materialize in concrete 
order as expected.

In any event, in this manner, the supplier selection tool can and is 
intended to serve, at Stage 2, as a platform for better relational business 
by enabling tangibly meaningful informational transparency and com-
munications between a focal buyer and its (strategic) suppliers. However, 
we underscore that it does not constitute a sufficient practice enabling 
this in and of itself. Rather, it must be seen as a means—or a mediating 
artefact (Jarzabkowski et al. 2013; Kaplan 2011) in a web of related prac-
tices—toward this end.

Fig. 13.3 Selected relational Stage 2 extensions to the selection tool
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 Discussion and Conclusions

In the contemporary global purchasing context, and especially in proj-
ect business with non-recurring deliveries, selecting the most appropriate 
suppliers is arguably more crucial, and at the same time, harder than it 
was previously. Often, established corporate sourcing practices focus pre-
dominantly on suppliers’ high-level capabilities and other characteristics 
that are not very useful in ascertaining suppliers’ actual, tangible appro-
priateness for the idiosyncratic needs of a particular customer project. 
In other words, existing sourcing practices are not entirely appropriate 
to the routine praxis—a typical situation with respect to practices insti-
tuted by organizational members other than the focal practitioners (c.f. 
Moisander and Stenfors 2009).

To bridge this practice-praxis gap, we have put forth and outlined a 
tool, a mediating artifact, for supplier selection in specific procurement 
decisions (as opposed to supplier “fit” in general, or on average), with a 
particular focus on suppliers’ tangible capabilities. The overarching gen-
eral aim of the tool is to structure routine sourcing praxis by increasing 
cognitive ergonomics of this work by automatically filtering out unam-
biguously inappropriate suppliers for a given specific procurement need. 
In addition, the tool aims to provide the procurement professional with 
ample information to support his or her expert human judgment con-
cerning the relative goodness of different options within the remaining 
consideration set. Consistent with established practice-based research 
underscoring the consequentiality of the very micro-level or organiza-
tional practices (Rouleau 2005), the tool is premised on an assumption 
that the devil is in the details regarding success or failure in a given spe-
cific procurement decision, and consequently, procurement professionals, 
especially less experienced ones, should have ample informational assis-
tance at their disposal when making these decisions.

In this manner, the tool goes a long way toward codifying the decision- 
making logic of the experienced purchasing professionals of an organi-
zation, as both the information to be included in the system and their 
interconnections are to a large degree based on what the experienced indi-
viduals have found useful over time. Thus, the buy-in of such individuals 
is crucial for the success of the project because their reluctance can thwart 
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the project at any stage of its life cycle (design, construction, adoption, 
and use). For this reason, they must be seen as the primary stakeholders 
of the project from the very beginning. In this manner, it is also pos-
sible to avoid the typical practice-praxis disconnect (c.f. Moisander and 
Stenfors 2009), whereby developed tools are not entirely appropriate for 
actual daily work.

The tool, as stated, must not be perceived only as a Stage 1 tool for the 
focal organization to conduct its business more economically on a trans-
actional basis but also—importantly—as a platform which can enable, 
at Stage 2, a deeper and more mutualistic relationship between a focal 
buying organization and its suppliers. This entails opening up the infor-
mational contents of the tool in both directions between the suppliers and 
the focal organization for increased transparency and more meaningful 
inter-organizational practices. This, however, requires (but also supports) 
a high level of trust and long-term commitment between the organiza-
tions, and can by no means be accomplished with a tool alone. Thus, we 
remind again that the tool, by no means, constitutes a sufficient practice 
enabling inter-organizational practices with beneficial outcomes in and 
of itself. Rather, it must be seen as a one piece in a web of related practices 
toward this end.
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14
Introduction to Part III—Moving Toward 

Mutual Benefits and Increased Total 
Value

Magnus Hellström

In order to achieve business goals, companies are more and more seek-
ing help from their external relationships. In some cases, these relation-
ships form a system of their own with a common goal (i.e., a meta-goal). 
Such system-level goals, on the one hand, require input from more than 
one company and, on the other hand, they come with an expectation of 
higher total value (cf. Zott et al. 2011). By definition, organizing net-
works of companies for meta-goals and higher total value means avoid-
ing sub-optimization and focusing on synergies rather than only on pure 
self-benefits, a viewpoint that often entails developing a long-term per-
spective. The essence of this part of the book is managing networks as 
value-generating entities (the right side of the main triangle in Fig. 14.1) 
and aiming at enhanced value co-creation and maximum value capture 
by the network actors.
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Managing networks as value-generating entities borders on and com-
bines the knowledge and capability aspects of networking and the social 
system point of view. Hence, the tools presented in this section focus on 
the capabilities for enhanced system-level value creation and the struc-
tures and mechanisms that lead networks toward common goals. In other 
words, they present network management practices that turn their net-
works’ tangible resources and knowledge into customer value (with the 
help of social capital or other similar intangible resources). To act inten-
tionally, networks need a common understanding of the strategic and 
operative goals to be achieved and the means to implement the objectives 
that are set. It is our belief that such understanding can be enhanced 
through various managerial activities through which networks find their 
goal-oriented and intentional character.

Network management, however, differs from the management of orga-
nizations in that it does not possess the ownership- and authority-based 
power that organizations do (Gulati et  al. 2012). Acknowledging this 
fact as a starting point, we distinguish among three types of network 

Social capital

Knowledge Resources

The praxis of network 
management and inter-

organizational
interaction

Networks-as-coordinated social systems
The practices for network-building 

Fig. 14.1 The networking system (adapted from Fig. 1.2)
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management: (1) network or relationship-level strategic and operative 
management; (2) network leadership and relationship management; 
and (3) network governance. This section offers tools for the first type 
of network management, which consists of “hard” managerial issues like 
relationship- specific investments, integration of information systems, 
developing joint service offerings, strategic analysis, or building network- 
level operations systems. Network leadership, on its part, refers to the 
“soft” side of relational issues, like the development of trust, unity, and 
commitment of and between partners (considered in Part I of this book). 
By network governance, we mean legal or other formal agreements hav-
ing a special character known as relational contracting (touched upon in 
Chap. 6). As there are no positions called network managers, network 
management occurs through the activities of boundary-spanning actors.

The system level of networks, nevertheless, comprises a bundle of sin-
gle dyadic relationships. For this reason, the idea underlying the tools 
presented in this part of the book is to provide the means to measure, 
manage, and communicate value co-creation, first at the level of single 
relationships and then at a consolidated network or system level. When 
analyzing value creation in networks, we can differentiate the commu-
nication of the proposed and potential value, on the one hand, and the 
measurement of the created value, on the other hand. In network rela-
tionships, the communication of the added value of certain products and 
services is challenging, as their features often are (a) seemingly intangible, 
(b) long-term and relational, and (c) complex and may concern several 
parties beyond the immediate buyer and seller.

It is also challenging to master the sales of such products and services, 
as doing so requires careful direction and  follow-up within the supply 
organizations. For this reason, in the DIMECC REBUS program, we 
have developed tools for both planning and communicating as well as 
measuring and monitoring the added value. This discussion presents 
seven such tools, all of which can be positioned along a continuum where 
the one end centers on the more operative development and communica-
tion of value and the other end focuses on strategic analysis and follow-
 up so that the devised relational investment creates value for both (or all) 
involved parties. Figure 14.2 summarizes and positions the chapter along 
this same continuum.
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The chapters also feature a number of other issues and phenomena 
present during system- or network-level value creation. The first three 
chapters are what could be classified as sales tools.

• The first one, “Life Cycle Cost Calculations as the Means for Value 
Communication in Networks” (Chap. 15), adopts a life cycle perspec-
tive on the evaluation of product benefits and provides the seller (and 
buyer) with a quantified value proposition.

• The application area of the tool in the next chapter, “The Service 
Configurator—How to Optimally Split Project Scopes” (Chap. 16), is 
similar in that it strives to see benefits an (service) offering  from a 
broader angle. It adopts a “best-for-the-project” mentality and eluci-
dates qualitative value propositions.

• The service configurator is developed to go along with the solution 
design process presented in the third chapter, “The Value-Based Sales 

Tool Description

Chp. 15. Life cycle cost calculation

P: How to change thinking and the sourcing criteria of customers towards 
life-cycle costs
S: LCC tool configured and tested with customers

Chp 16. The service configurator

P: How to identify the optimal service scope and communicate its value?
S: Configurator as a tool for value-driven selling utilized at two interfaces i) 
internally between delivery and sales, and ii) externally between a salesman 
and a customer

Chp. 17. The value-based sales 
approach 

P: A new kind of logic needed in solutions sales
S: A solution design process with three distinct stages

Chp. 18. Value co-creation analysis

P: How to analyze the most valuable customers, on which the relational 
practices should be focused? What kind of value we should create to our 
customers.
S: Value functions and value creation process based measurement

Chp. 19. Value curve as a 
multipurpose tool

P: Evaluation of business performance, customer satisfaction, 
differentiation, value proposition redesign, and business strategy
S: Value curve tool using two dimensions: Horizontal dimension for the 
individual value elements and vertical for the rating of each individual 
dimension

Chp. 20. A framework for 
ecosystemic strategizing and 
change

P: How to change and overcome the inertia of established but sub-optimal
business ecosystems?
S: A three-stage framework that ranges from current state analysis to 
performance metrics for new ecosystems coming into being.

Chp. 21. Network performance 
management

P: How to overcome barriers related to asymmetric information in value 
potential evaluation of service outsourcing projects?
S: Evaluating services against the criteria for risk and performance.
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Fig. 14.2 The tools positioned along the communication—follow-up 
continuum
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Approach—Design Process, Tools, and Needed Capabilities to Create 
a Solution” (Chap. 17). This process enables the co-creation of innova-
tive and problem-based solutions with customers.

The next three chapters, in turn, provide tools for market and indus-
trial analyses.

• The fourth chapter, “Value Co-creation Analysis in Customer-Supplier 
Network Relationships” (Chap. 18), offers insights into how co- 
creation can be facilitated through better understanding of the cus-
tomer’s value creation logic.

• In the fifth chapter, “Value Curve as a Multipurpose Tool—From Self- 
Assessment to Forming Collaborative Networks” (Chap. 19), the 
authors have adopted a well-known strategy tool (the value curve) for 
analytic use in a network context.

• The sixth chapter, “A Framework for Ecosystemic Strategizing and 
Change” (Chap. 20), is also analytical by nature, but rather than con-
sidering customers or competitors as in the previous chapter, it adopts 
a business ecosystem perspective and asks how the functionality of an 
entire industry (or sector) can be improved.

Finally, we take a look at network performance as a whole.

• The last chapter, “Network Performance Management: Measurement, 
Scorecard, and Boundary Processes” (Chap. 21), shows academic 
ambition by addressing the network performance measurement issue.
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15
Life Cycle Cost Calculations 

as the Means for Value Communication 
in Networks

Susanna Kunttu, Outi Kettunen, and Tero Välisalo

 Introduction

Today industrial production systems, buildings, working machines, and 
so on are created by a network that contains several companies that pro-
vide the different components of the end product. Thus, the value of an 
end product is the result of the combined work of all these companies, 
and the value created by one partner in the network is not necessarily 
transparent to other participants. In such a network-based environment, 
there is a need for methods and tools to enhance understanding of the 
value created by the different actors.

Roughly speaking, the role of companies in networks can be catego-
rized into three main types, namely, equipment manufacturers, sub- 
system assemblers, and end users (see Fig. 15.1). All companies have the 
objective of a profitable business, but because of their different positions 
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in the network, they do not necessarily have a common goal, such as 
minimizing the cost of ownership, the goal of end user. This aspect makes 
it challenging for a single company, especially if it is a small- and medium- 
sized enterprise (SME), to manage or influence its network (Valkokari 
et al. 2013). Different managerial tools, such as a life cycle cost (LCC) 
tool, can be utilized as a boundary-spanning objective (i.e., a means of 
communication by SME companies) (Valkokari and Valkokari 2014).

A demonstration of the value that one company can provide to the 
end user is typically required in purchase negotiations, where a sub-sys-
tem provider is selecting equipment and components for its offering, or 
the end user is selecting solutions. Business-to-business negotiations are 
typically dominated by the purchase price, especially in cases where the 
other negotiation partners are not responsible for operation and LCCs. 
The situation can be challenging for a manufacturer who is producing 
high-quality products with relatively high purchase prices, as well as for 
an end user whose interest is to get the best solution from the cost- of 
-ownership perspective. One reason for focusing on purchase price has 
been the lack of LCC information, which we are now trying to elimi-
nate by presenting the approach of using a LCC applied to industrial 
networks.

The LCC calculation is one possible tool to use for presenting the value 
of a solution in monetary terms, which is widely used as decision crite-
ria. Purchase prices are basically always available in any  decision- making 
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Manufacturer 1

Manufacturer 2

Manufacturer X
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Fig. 15.1 Structure of the industrial network(s)
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situation, but other benefits that can be achieved by different solutions 
are typically communicated by more abstract value propositions, such as 
less downtime, longer life, and short reaction time for failures. Obviously 
those kinds of promises are desirable and easily seen and accepted as 
important objectives. On the other hand, these value propositions are 
often presented only on a general level without any clear or precise indi-
cation of their effects on end user business. Thus, the information is not 
particularly useful where the goal is to compare alternatives or decide 
whether to buy or not. To make such benefits more concrete and pro-
vide explicit indicators, all companies in the network should be able to 
transform at least part of these effects to actual monetary values, which 
then can clearly indicate whether the provided solution is worth the cost 
in money.

 The LCC Calculation

The goal of LCC is to recognize and estimate all lifetime costs rather than 
only investment or purchase costs (Woodward 1997). As the lifetime of 
a system could be upward of several decades, usage/operating costs (such 
as the cost of energy and maintenance) can end up being several times 
higher than the original acquisition price. A typical case for LCC calcu-
lation is a decision-making situation where the aim is to select an opti-
mal alternative among different options. By taking into account LCCs 
instead of pure purchase price, decision makers have a better opportunity 
of optimizing the total cost of ownership and achieving better profitabil-
ity in the long term.

Economic values of alternatives can be compared by using LCC or life 
cycle profit (LCP) calculations. The focus of LCC calculations is on costs 
and can be used in those cases where the aim is to minimize costs. In cases 
where the objective is to select an option that gives the best profit, for 
example, investments to increase capacity, LCP calculations provide the 
required information needed to select the best option (e.g., Götze et al. 
2008). For example, an air-conditioning system, that is described later in 
more detail in the case section, does not increase the capacity of a produc-
tion system (e.g., in a food factory), and thus, the appropriate question is 
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which solution will minimize the total cost of air conditioning. For this 
kind of case, the proper method is LCC estimation. LCCs emphasize the 
objective of minimizing total costs instead of individual cost items. For 
example, a product with a higher purchase price may need less mainte-
nance when lower LCCs can be achieved.

 Phases That Calculate LCC

LCC calculation sounds like a simple task—just sum up all costs related 
to the product and/or service in question. Especially in industrial net-
works, the challenge may be how to consider all relevant cost factors and 
how to create reliable estimates for different factors. The IEC standard 
(IEC 60300-3-3 2004) presents the general process, using five main steps 
to establish LCC calculation. This systematic process is also applicable 
for establishing LCC calculations in a networked environment to ensure 
both quality and usefulness of results.

 Definition of a Calculation Case

A clear definition of the calculation case will help one focus on essential 
costs and avoid extra complexity in other calculation phases. Definition 
needs to be done for the utilization of results to ensure the usefulness 
of the full LCC estimations. There are questions to be answered before 
calculations: Who will utilize the results, and what kind of information 
is useful for the various companies? Is the calculation case unique, and 
does it aim to support one decision situation or is the case more general 
and one that can be repeated in different situations by changing relevant 
parameters according to each case? Which product of a product family do 
the calculations cover? Is the calculation case a product of one company 
or a larger entity created by several companies?

LCC calculations are typically done purely for a physical product by 
taking into account basic operation and maintenance costs. However, it 
should be noticed that in addition to better physical features, LCCs can 
also be reduced by relevant services. Thus, where applicable, available 
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services provided by the manufacturer or another company in the net-
work be included in the calculation.

Product-service systems (PSS) can be distinguished as three main 
types: (a) product-oriented services, which are centered on product sales, 
including additional services like maintenance and take-back agreements; 
(b) user-oriented services, which are based on product leases, rentals, shar-
ing, and pooling; and (c) result-oriented services, which provide specific 
outcomes, such as the creation of a pleasant climate in offices (Tukker 
and Tischner 2006).

 The Cost Breakdown Structure

The second step is to create a cost breakdown structure as a hierarchical 
representation of costs related to the case in question. It divides a rather 
abstract LCC value into more concrete and thus more easily estimated 
cost elements. Level of structure details are kept practical (e.g., in pur-
chase negotiations), the purchase price is available as such, and there is no 
point in dividing it into detailed cost factors like design and manufactur-
ing, although those elements do belong to the LCC.

To ensure comprehensive consideration of all relevant aspects related 
to cost factors, a cost breakdown structure should be created by a group 
of experts from different areas of expertise. Depending on the case, 
needed expertise can be found inside one company or inside the indus-
trial network. A company having the role of manufacturer as described in 
the Fig. 15.1 might have the required information on cost factors inside 
the company. A sub-system provider typically needs more communica-
tion with other stakeholders though they necessarily do not have all the 
required competencies for the products of other partners.

 Estimation of the Calculation Parameters

The third step includes the definition of reliable data sources and the col-
lection of numerical values for elements of the cost breakdown structure. 
Numerical values for calculation parameters can be estimated by either 
qualitative or quantitative methods (e.g., as presented by Niazi et  al. 
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2006). Depending on the case, statistical data can be available for estima-
tion or numerical values need to be produced by expert judgments. The 
quality of results is entirely dependent on the quality of cost estimates, 
so sufficient effort for data collection is required. On the other hand, the 
typical aim in practice is a comparison of alternatives when the correct 
magnitude is more important than precise values. The estimation of val-
ues is balancing the quality of estimates and the practical limitations of 
the actual available data.

As the definition of a cost breakdown structure requires cooperation 
between the companies in the industrial network, the same holds for the 
estimation of calculation parameters. Companies in the network have 
different knowledge and data. For example, end users can provide the 
best estimates for unavailability costs, and manufacturers will have a bet-
ter ability to estimate maintenance costs.

 Sensitivity Analysis

LCC calculations are typically used to support decision-making, which 
means that these calculations are performed before the costs are realized, 
and the calculations are based on estimates of future values, which are 
inherently uncertain. The robustness of the LCC calculation results for 
the change in cost parameters can be evaluated, however, by a sensitivity 
analysis (e.g., Saltelli et al. 2008). The simplest way to conduct a sensi-
tivity analysis is to change the variable values to demonstrate the best or 
worst case and then re-calculate the results (i.e., a what-if analysis).

 Presentation of Results

The last phase defines which result indicators are presented and how they 
are presented. The main indicator is obviously the estimate of the LCC, 
but estimates of the main cost categories and the accumulation of costs 
are also relevant information for decision-making. Utilization and the 
users of results need to be considered when designing a presentation of 
results. Do the different network actors need different information, and 
how can all the various information needs be best fulfilled? Visualization 
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of results provides a quick way to adopt the main information. When 
designing this visualization, it is essential to consider the usefulness of 
graphs and focus on relevant information while avoiding unnecessary 
decorations that might hinder the best interpretation of the results (e.g., 
Cleveland 1985).

 Barriers to LCC Calculations

LCC calculation methods have been developing for decades and are quite 
well established. Despite that history, however, many companies still do 
not widely and systematically utilize LCC calculations in their decision- 
making processes (Korpi and Ala-Risku 2008). Different companies have 
various reasons why they do not utilize LCC calculations. Some of the 
common reasons are a lack of reliable data, uncertainty related to predic-
tions, and limited resources to establish the calculations.

All these barriers are relevant for a single company case as for a net-
work of companies. In a networked environment, the challenge is to col-
lect reliable data. In networks, the required data and expertise is spread to 
several companies, so the collection of good quality data can be a labori-
ous task, further hampered if companies are strictly protecting their data. 
Thus, all participating companies should be willing to provide the rel-
evant data they have to ensure the reliability of data used in calculations. 
Reliability of data is crucial in any analysis; bad data do not lead to good 
or accurate results.

LCC calculations are usually done during a decision phase before 
costs are realized when it is obvious that even at best, LCC values are 
only predictions and inherently uncertain. Sensitivity analysis is a tool 
to use to assess how much the results will change if the values of calcu-
lation parameters are not realized as estimated. Sensitivity analysis can 
produce a range of values for the most profitable acquisitions. One of 
the challenges with LCC calculations is its uniqueness because detailed 
cost structures and calculation values will vary case by case, and laborious 
calculations need to be established from the beginning every time. Thus, 
it is important to consider those cases where the value of the calculation 
results is worth the used resources. In a networked environment, one 
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way to overcome this particular barrier is to consider which company 
has the best possibilities to establish its calculations and collect data and 
also utilize its ready calculations on more than one case. For example, a 
manufacturer can utilize well-structured calculations for several cases by 
changing certain customer-specific parameter values.

 A Practical Case for LCC Implementation

We conducted a case-specific implementation of the LCC tool with a 
manufacturer of air-conditioning equipment. The company is the largest 
in Finland and operates internationally. It produces cold water stations 
that can be delivered with remote access service that makes it possible 
to remotely monitor and access the cold water station control system. 
By using this remote access, company experts can ascertain the status 
and history of the cold water station, change parameters, resolve failure 
situations quickly, and react rapidly to certain abnormalities in the per-
formance of a cold water station. The case is described in more detail by 
Kunttu et al. (2015).

The case company’s challenge was how to communicate to its custom-
ers and/or end users the benefits of its high-quality products that are 
more expensive to purchase originally compared to competitors, as well 
as how to communicate the benefits of their unique remote access service. 
That challenge is even more demanding due to the complexity of the net-
work. (see Fig. 15.1). In the construction business, the network of actors 
is often quite extensive. In addition to a supplier, there are architects and 
engineering designers that become involved in the sales process. They can 
influence the customer’s final decisions by making designs with certain 
types of equipment. This choice means that the supplier often needs to 
convince the designers first. There are also various kinds of customers. 
The buyer might be a construction company or one of its subcontractors. 
It can also be a real estate investor or another kind of building owner, 
and especially with the service being offered, the customer can even be a 
property maintenance company. Sometimes the customer of the product 
and the service supplier are the direct users of the building (e.g., a hospi-
tal, hotel, or industrial company). Thus, the network involved in using 
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a LCC tool can be extensive with the actor having its own views on the 
solution’s pros and cons. In order to optimize value creation and capture 
it at the network level successfully, this kind of tool enabling communica-
tion over varying organizational boundaries is required (see Introduction, 
Fig. 15.1).

To fully support the ability of the case company to communicate the 
value of its products to other companies in its industrial network, it was 
decided to establish LCC calculations for the premium product. The 
LCC method was selected since purchase decisions are typically based on 
monetary values. This first calculation case was limited to the premium 
product, however, since it was considered to benefit this kind of commu-
nication approach the most.

The goal of the case can thus be divided into two main objectives. 
The first aim was to establish a LCC calculation for the product ser-
vice system containing the cold water station and the remote access 
service. Detailed LCC calculations for this case were conducted by fol-
lowing the previously noted steps. The main working method chosen 
was workshops between experts who were familiar with the air-condi-
tioning systems and researchers who were familiar with the structured 
development of LCC.

The second aim was to develop specifications and a prototype for a 
tool that supported fluent progress of meetings with customers. This 
tool includes a cost breakdown structure, all cost parameters with 
default values, and formulas to calculate the required results. Some 
of the calculation parameters were customer-specific and needed to 
be defined for each individual customer case, and some of the cases 
needed adjustment of the default values. The tool also includes an 
interface for data input, which provides an easy way to change the 
parameter values and also create a natural situation for discussing the 
factors that affect LCCs. In the top of its form, the second interface 
created in the tool contains a determination of the product service 
systems to be compared, and at the bottom of the form, a presenta-
tion of results (see Fig. 15.2). Results are updated instantly if any 
options are changed by hitting buttons at the top of the form; thus, 
it is very simple to compare different options instantaneously when 
meeting with a customer.
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 Summary of User Feedback

Toward the end of the development process, the tool was tested with 
key actors in the manufacturer’s network. These included architects, 
engineering designers, constructors, and final users. The purpose was to 
ensure that the tool would be easy to use for all necessary actors in the 
network and thus facilitate their cooperation. The tests were conducted at 
actual sales events where the main goal was to promote the manufactur-
er’s equipment to the customer; however, these customers were informed 
before the meeting that the main aim was to test the tool.

The general feedback from the network companies was very positive. 
The LCC topic presented in this way was considered to be novel and very 
useful. It opened the eyes of the participants to be better able to think about 
the whole life cycle of the product. The tool was seen as providing infor-
mation that was clearly visualized and thus supported decision- making. 
Customers also pointed out that this kind of information increased the 
understanding of proper usage and the available benefits for professional 
adjustments and service of the physical product. Customers’ trust in the 
results, however, might still be an issue for this kind of calculation when 
not all calculation parameters are presented and not all stakeholders have 
the necessary deep competence to assess the reliability of all the parameters.
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It was also seen that in this industrial branch, it is very rare to have 
this kind of precise tool. However, it is an emerging issue, and interest is 
growing strongly. For some customers, the LCC information already has 
had an effect on their decision-making.

 Conclusions

In this chapter, we presented the basics of the LCC calculation, its role 
in an industrial network, and an example of a tool that supports posi-
tive discussion in a construction sector network consisting of a service 
provider, an architect, an engineering designer, and various types of 
potential end customers. The main aim of the LCC calculation and the 
tool in this context is to improve the ability of the network actors to 
communicate the key factors affecting operating costs and the value of 
different solutions in terms of LCCs. Therefore, the tool can support a 
network’s operation as a “value-generating entity” with shared under-
standing about any solutions’ pros and cons and the viewpoints of all 
the network actors.

Calculation of LCCs is basically simple mathematics; the real chal-
lenge is how to reliably estimate costs that will actually be realized over 
a long period following the investment decision. Sometimes this uncer-
tainty is even used as an excuse to omit life cycle calculations. Despite this 
inherent uncertainty, estimates of LCCs do provide relevant information 
on the magnitude of costs and the differences between alternative solu-
tions. By collecting this relevant data, more accurate estimates can be 
produced and offered. Thus, the design of data collection over organiza-
tional boundaries is part of the LCC calculation in this kind of case when 
the calculations are intended to be repeated over a long period.

Another challenge is the uniqueness of the cases. Cost structures and 
cost values need to be created or at least tailored to every case. In net-
works, LCC calculations should be established by those companies who 
have the best possibilities of gathering the required data and who are able 
to re-utilize the established calculations in other cases with the smallest 
modifications. For example, in the case study presented in this chapter, 
the case company can use the calculations several times by just adjusting 
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the value of a few case-specific parameters or/and selecting different com-
ponents and services.

According to the feedback given in the use case, product service provid-
ers, together with other network partners, can support their customers’ 
decision-making and increase their knowledge about the factors affecting 
operating costs, by using LCC estimates for different solutions. The tool 
facilitates the discussion between different actors in the complex network 
of the construction business. The partners considered information pro-
duced by the tool as trustworthy even though all calculation parameters 
are not visible to customers. Currently, similar approaches to commu-
nicate LCCs at a network level are sparse. It is expected that customers 
will become more and more interested in utilizing LCC information for 
their purchase decisions. Thus, providing this kind of information as a 
network can give a company a competitive edge.

In addition to the above-mentioned benefits achieved through com-
munication with customers and other network actors provided by this 
kind of LCC information, the development process itself can be a valu-
able opportunity for networked companies to develop the calculations 
to improve their understanding of cost composition. The development 
process stimulates discussion and the exchange of information between 
companies, different departments, and organizational levels, as the tool 
building process requires the participation of other key actors in the net-
work during the testing phase.

LCC calculations offer an industrial network the means to discuss cost 
structure and demonstrate both positive and negative financial effects of 
different solutions. It also helps to communicate the LCC viewpoint (i.e., 
the pros and cons of a solution over its life cycle) for decision makers at 
different companies in the network. Thus, it can be a valuable tool to use 
for supporting customers and helping them make their most appropriate 
purchase decisions.

References

Cleveland, W. S. (1985). The elements of graphing data. Belmont, CA: Wadsworth 
Publishing Co Inc.

Götze, U., Northcott, D., & Schuster, P. (2008). Investment appraisals methods 
and models. Berlin Heidelberg: Springer-Verlag.

 S. Kunttu et al.



  217

IEC 60300-3-3. (2004). Dependability management—Part 3-3: Application 
guide—Life cycle costing (2nd ed.). Geneva.

Korpi, E., & Ala-Risku, T. (2008). Life cycle costing: A review of published case 
studies. Managerial Auditing Journal, 23(3), 240–261.

Kunttu, S., Reunanen, M., Raukola, J., Frankenhaeuser, K., & Frankenhaeuser, 
J. (2013). Executing sustainable business in practice—A case study on how 
to support sustainable investment decisions. In P. W. Tse (Ed.), Engineering 
asset management—Systems, professional practices and certification. Proceedings 
of the 8th World Congress on Engineering Asset Management (WCEAM, 2013) 
& the 3rd International Conference on Utility Management & Safety (ICUMAS) 
(pp. 1095–1107). Switzerland: Springer International Publishing.

Kunttu, S., Välisalo, T., Kettunen, O., & Aulanko, S. (2015). Life cycle cost 
calculations supporting service offering; A case study of air conditioning sys-
tems. In K.  T. Koskinen, H.  Kortelainen, J.  Aaltonen, T.  Uusitalo, 
K. Komonen, J. Mathew, & J. Laitinen (Eds.), Proceedings of the 10th World 
Congress on Engineering Asset Management (WCEAM, 2015) (pp. 381–388). 
Verlag: Springer International Publishing.

Niazi, A., Dai, J. S., Balabani, S., & Seneviratne, L. (2006). Product cost estima-
tion: Technique classification and methodology review. Journal of 
Manufacturing Science and Engineering, Transactions of the ASME, 128(2), 
563–575.

Saltelli, A., Ratto, M., Andres, T., Campolongo, F., Cariboni, J., Gatelli, D., 
et  al. (2008). Global sensitivity analysis: The primer. Chichester, UK: John 
Wiley & Sons Ltd.

Tukker, A., & Tischner, U. (2006). Product-services as a research field: Past, 
present, and future. Reflections from a decade of research. Journal of Cleaner 
Production, 14(17), 1552–1556.

Valkokari, K., & Valkokari, P. (2014). How SMEs can manage their networks—
Lessons learnt from communication in animal swarm. Journal of Inspiration 
Economy, 1(1), 111–128.

Valkokari, K., Valkokari, P., Rantala, T., Palomäki, K., Kunttu, S., & Reunanen, 
M. (2013). How to co-create sustainable solutions within manufacturing 
networks. In Proceedings of the XXIV ISPIM Conference—Innovating in Global 
Markets: Challenges for Sustainable Growth (pp. 1–14). Helsinki: Lappeenranta 
University of Technology Press.

Woodward, D. G. (1997). Life cycle costing—Theory, information acquisition, 
and application. International Journal of Project Management, 15(6), 335–344.

15 Life Cycle Cost Calculations as the Means for Value... 



219© The Author(s) 2017
J. Vesalainen et al. (eds.), Practices for Network Management, 
DOI 10.1007/978-3-319-49649-8_16

16
The Service Configurator—How 
to Optimally Split Project Scopes

Magnus Hellström, Víctor A. Sifontes Herrera, 
Robin Wikström, and Johnny Långstedt

 Introduction of the Problem

The transition from products to services continues to be a challenge for 
manufacturing companies (Kowalkowski et al. 2015). Many project com-
panies have widened the scope of their offerings from mere equipment 
to full-fledged turnkey or engineering, procurement, and construction 
(EPC) solutions, and a wide variety of hybrids in between. However, one 
size does not fit all; customers require individual solutions, starting from 
the scope of supply, which not only includes hardware but also project- 
related services (such as procurement management, safety management, 
and quality management) with varying degrees of intensity (the extent 
to which the supplier will assume responsibility for a given aspect of the 
project). At the same time, too much customization leads to a situation 
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in which the supplier may not be able to establish a common way of 
 delivering different services and therefore may not be able to reap the 
benefits of scale economies. How, then, should one choose an appropri-
ate scope of supply that both satisfies the customer need and leans on an 
established, high-quality way of working? Ideally, the scope formation 
would depart from (1) the needs of the project (i.e., a best for the project 
mentality) and (2) shared responsibility in the way that tasks (risks) are 
handled by the stakeholder most capable of dealing with the respective 
risk.

The problem often is that the determination of the scope of project- 
related services takes place at an early stage, when there is not enough 
information about the needs and competencies required by the project 
and the customer. It is often the case that some services impact the proj-
ect more deeply than others, and so a precipitate service offering dur-
ing sales may have negative consequences on overall performance: for 
example, a technically simple project running on a very tight schedule 
might depend more on time management than on engineering-related 
services. However, a contractor rarely possesses enough knowledge in the 
early sales phases of the project, and the pursuit of just the adequate offer-
ing is thwarted by

• lack of information flow between sales and delivery divisions 
(Savolainen and Ahonen 2014);

• different incentive strategies for sales and delivery; while the former is 
typically awarded for margins sold, the latter is for the project’s final 
margins;

• inability of the sales team to translate the contextual factors into appro-
priate sales arguments; that is, the contextual factors should be utilized 
in the mapping of customer needs rather than merely relying on the 
output/promise of the given product;

• overemphasis on cost-related selection criteria by the purchaser;
• lack of knowledge of the value and purpose of the services among the 

sales personnel; and
• inability of the delivery team to communicate the value of the services 

it provides.

 M. Hellström et al.



  221

 Theoretical Background

As such, the lack of information flow between sales and delivery is a 
classical case in cross-functional integration (Galbraith 1973). In the spe-
cific context of delivery projects and project business, studies of the sales- 
operations (projects) interface has been approached as a resource (i.e., 
capacity) problem, which can be solved using common operations sched-
uling tools (Cooper and Budd 2007). Turkulainen et al. (2013), in turn, 
adopt an information processing perspective to develop a contingency 
framework for choosing among different integration mechanisms. They 
developed propositions for the use of a specific integration mechanism 
in the sales phase along all four contingency dimensions: (1) uniqueness 
is associated with the use of liaison persons, (2) ambiguity and (3) com-
plexity with managerial-level cross-functional teams and meetings, and 
(4) dispersion with co-location. These recommendations are undoubt-
edly ideal and analytically powerful. However, and according to our 
experience, sales seldom lets itself be restricted by either the shortage of 
resources or the lack of a suitable integration mechanism. Hence, we 
would like to introduce another, perhaps more practical, tool to bridge 
the sales-delivery gap, and more generally, to provide an approach to 
solve all the above-mentioned problems.

 Decision-Making

Essentially, the tool aims at supporting decision-making during the sales 
phase of projects. Given that construction projects are often one-off 
endeavors that are executed in various contexts, the project team cannot 
exclusively rely on automatic responses or assumptions. However, research 
shows that people’s reflective capabilities are considerably restricted in 
even slightly stressful situations (Greene 2013). Therefore, sales and proj-
ect teams need support in sorting out the elements that affect the project: 
Is the project knowledge-intensive? What kind of customer are they facing? 
What competencies can be found locally? The stressful and sometimes con-
fusing first contacts with the project increase the sales team’s cognitive 
burden and render them more prone to react to situations rather than 
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to reflect on them. In order to cope with the stressful environment, sales 
teams need a clear framework that alleviates the burden they bear in order 
to reflect on their responses. Unfortunately, such a clear framework rarely 
exists because the continuous shifts scope of supply that occur in projects 
requires that newcomers become acquainted with the context, and the 
scope is therefore constructed in parallel with the project.

To address this, and building on the notion of cues derived from sense- 
making (Weick 1995), our tool provides the sales team with an initial 
understanding of the context in which it operates. Because project manag-
ers are not usually involved from the beginning of the sales of the project, 
it becomes the salesman’s task to chart the critical factors in the project. 
In order to provide focus on critical factors and to improve the informa-
tion exchange between sales and delivery departments, the knowledge of 
both divisions should be properly collected and made subsequently avail-
able throughout the execution phase; that is, a knowledge transfer layer 
should be incorporated in addition to decision-making support.

 The Need to Support and Facilitate Decision-Making

Developing solutions and tools that support and aid decision-making 
processes has emerged as a vital activity, not only in research but among 
practitioners as well. As explained before, it is often the salesperson’s 
task to chart the critical factors of a potential project. Thus, our aim 
was to produce a tool that could aid salespersons and project managers 
in charting the service requirements of a project by providing a frame-
work on which to focus their knowledge and insights, while simultane-
ously decreasing stress and confusion and increasing efficiency. In other 
words, we are striving toward making people think and encouraging 
them to actually take time to reflect upon the situation at hand: a suc-
cessful decision support tool would facilitate the information assimi-
lation and improve the information flow between sales and delivery 
(Aharoni et al. 2011).

The need for different decision support tools is further supported by 
the fact that human brains are not suitable for handling uncertainty 
and are even worse when making big and well calculated decisions 
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(Gray 1999). Providing the user with a tool based on historic project 
 information can make the whole process more efficient in time and 
quality by (1) decreasing the amount of uncertainty and (2) aiding in 
characterizing the project. With the configurator, we are assisting the 
user in finding the perfect bundle for the customer—a rather complex 
task, where most of the information and clues are provided in batches 
(face-to-face meetings, e-mails, etc.). Therefore, a tool that can aid 
the user to concentrate their thoughts and pick up the relevant cues 
after receiving a batch of information is essential. With this, the goal 
is to diminish the overlooked critical factors by drafting a profile of 
the project.

 Configurators

Configurators are one specific type of decision support systems, initially 
developed to enhance product development decisions and to enforce 
the use of standard parts and modules in an assembly; that is, to man-
age the variety in the order acquisition and fulfillment process (Forza 
and Salvador 2002; Riitahuhta and Pulkkinen 2001). Configuration 
as such can be seen as an engineering activity where certain configura-
tions (constellations) of a product or system are developed by choosing 
from a platform of more or less standard modules or building blocks 
(Riitahuhta and Pulkkinen 2001). Rogoll and Piller (2003) describe a 
configurator as a tool by which a product/service is modeled to corre-
spond to a specific customer’s needs, or in other words, a tool used for 
customizing product/service configurations. Configurators can belong to 
a larger group of computer- aided selling (CAS) tools aimed at achiev-
ing customer integration (i.e., the idea of utilizing the customer as a co- 
designer), as they enable fast visualization and simulation of different 
product configurations.

A prerequisite of configurators is a modular product architecture 
(Riitahuhta and Pulkkinen 2001), which allows one to configure cus-
tomized solutions from a set of standard modules that can be combined in 
various ways. Earlier studies found that modularity is a suitable approach 
for typical construction project services such as logistics (Bask et  al. 
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2011), engineering services (Rahikka et al. 2011) and delivery manage-
ment (Hellström 2014).

In a recent study by Hellström et  al. (2016), the following general 
design rules for configurators for knowledge-intensive and complex ser-
vices were outlined:

 1. Must address problems that the project or customer deem valuable 
(Brady et al. 2005), for example, project risks (Edkins et al. 2013);

 2. Must take into account uncertainty (Edkins et al. 2013; Winch 2015) 
and the co-creative nature (Ramirez 1999; Vargo and Lusch 2004) of 
the project front-end; and

 3. Must be based on a modular service architecture (Riitahuhta and 
Pulkkinen 2001; Salvador 2007).

 Method

The idea of developing the service configurator came about when the 
case company, engaged in the delivery of large engineering projects, 
had expressed an interest in capitalizing on information from previ-
ous projects to improve its service-offering strategies. Viewed from the 
angle of the tools-in-use framework for examining existing strategy tools 
(Jarzabkowski and Kaplan 2015), our approach responds to a different 
implementation of the framework; we do not focus on long-established 
strategy tools, but instead on directing the results of our observations to 
the actual development of the configurator (i.e., our stance is more akin 
to that of tools-in-development). In other words, we collect insights along 
the three stages mentioned in the framework (selection, application, and 
outcomes of tools) for directly influencing the affordances of our tool. 
This connection will become clearer in the following sections, where we 
illustrate how the tool is tested in an ongoing project (application), the 
extent to which its output resembles the project’s current service offering 
(outcomes), and how the tool could find a niche within the processes of 
the case company (selection). Our research strategy is problem-centric 
rather than product-centric: we identify common, real-life challenges 
that projects face and link them to the case company’s current service 
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offering, which includes services such as project management, engineer-
ing, logistics, and installation supervision. This means that customized 
services are a response to customer and project needs, rather than stan-
dard product (or service) features.

We analyzed data from 203 projects with 619 reported challenges col-
lected during a three-year period from the case company. The data were 
analyzed, and 143 questionnaire items were constructed according to the 
process visualized in Fig. 16.1. In order to avoid biases, the challenges were 
analyzed individually by three researchers. The researchers attributed each 
challenge to a service that would respond to its requirements (e.g., some 
delays could be attributed to logistics or engineering or both, depending on 
the causes of the delays and what service would prevent such delays). Next, 
the researchers discussed diverging attributions and merged similar chal-
lenges. The challenges within the services were thematically and hierarchi-
cally ordered when they were attributed and merged. The interdependent 
nature of services required us to ensure that changes in one service impact 
the scope of other services, too. For example, the extent of engineering 
impacts construction services, as non-standard design implies that standard 
ways of working may not be applicable, which, in turn, tends to increase 
resource requirements. The end result of the research process is a dynamic 
and structured interactive questionnaire that is embedded into a predefined 
logic for selecting the most relevant services based on the user’s answers.

Finally, a logic and process was developed around the tool, as explained 
in the next  section. This logic was further refined during the practical 
implementation of the tool (see further below).

 Description of the Configurator

The tool we developed is aimed at proposing an optimal (i.e., best for the 
project) scope of project-related services by charting customer needs in 
terms of project requirements, aiding in the subsequent identification of 
the required services and extent of requirement. This logically demands a 
precise definition of the supplier’s service portfolio (corresponding to the 
standard modules mentioned above) so that connections between require-
ments and services can be properly established. A number of  factors 
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impact customer needs and the optimal scope, such as institutional fac-
tors, customer capabilities, project needs, and supplier capabilities.

The charting of customer needs and project requirements is achieved 
by presenting parameters to assess and efficiently manage the require-
ments of the customer and the project context at large; these parameters 
take the form of questions such as “Is the customer contract-oriented?”, 
implying a focus on transactional arrangements rather than relational 
ones (Müller and Turner 2007). The tool then processes this assessment 
and suggests a breakdown of services related to the project and the criti-
cal tasks that should be in the supplier’s scope in order to guarantee the 
overall performance of the project.

In more detail, this tool, referred to as the configurator, is an interac-
tive questionnaire that aims at (1) collecting relevant information avail-
able at the initial stages of the project while simultaneously (2) prompting 
the user (sales representative, project manager, etc.) to reflect upon the 
requirements of the customer and the project itself. The output of this 
initial phase is a tentative bundle of services (hereafter referred to as the 
“basic bundle”). In the following phase, the basic bundle is fine-tuned 
with a second round of more specific questions that are answered as more 
information becomes available. This second phase has an iterative charac-
ter, and the user can re-evaluate the questions as many times as needed. 
That is, as more knowledge is acquired regarding the project, the con-
figurator can be utilized over and over again. The final result is a service 
offering that closely matches the requirements of the project and that the 
sales team can use as the foundation for the final offering (i.e. the “cus-
tomized bundle”). Figure 16.2 shows an overview of the configuration 
process with the configurator tool acting as a facilitator of sales–customer 
interaction and a hub for collecting and processing information; as infor-
mation becomes available (through meetings, conversations, e-mails, 
etc.), it is fed into the configurator tool and tentative service bundles are 
proposed—these tentative bundles constitute the basis of further nego-
tiations that enable a deeper understanding of the needs of the project. 
In fact, the process shown in Fig. 16.2 is adapted from the corresponding 
process of value-based selling presented by Luotola et al. in Chap. 17 of 
this book (see also Liinamaa et al. 2016).
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 Practical Implementation of the Web-based 
Application

The tool was created so that the project participants would have a func-
tioning demo to test and discuss. The tool is web-based and works together 
with all major web browsers, meaning that all project participants with 
the login details can access the tool from anywhere in the world and test 
the newest version.

On the start screen of the configurator, the user is able to freely navi-
gate through the different stages of the questionnaire, from basic ques-
tions to detailed ones, with continuous adjustment of preliminary and 
final outputs. The tool has an input phase, consisting of three main steps: 
map (as certain countries have specific requirements and thus trigger spe-
cific questions); meta-questions (basic-level questions that trigger other 
questions and result in the basic bundle); and sharpening questions (more 
detailed questions meant for fine-tuning the output, resulting in the cus-
tomized bundle). An internal risk check can also be included in the third 
step to ensure that the output does not contain any major risks for the 
supplier itself. The output consists of a graphical illustration showing the 
service need of the project and a qualitative description of the project at 
hand. The outputs change as the user modifies the inputs; this is iterative 
and can be done and redone as much as the user wants (see Fig. 16.2).

The goal of the meta-questions is to create an as-good-as-possible out-
put with as few questions as possible. Furthermore, the questions should 
be of such a character that the user could also fill in the answer using 
qualified guesses. Mostly, we employed yes/no alternatives, scales, and 
predefined choices. After the initial input data (geographical location and 
meta-questions) have been collected, the model will already produce an 
output (the basic bundle). Naturally, as the input from the user at this 
stage has been rather limited, the output will also be rather rough and so 
should be considered to point in the right direction. The tool provides 
two kinds of output: a scope of supply for the service part and an accom-
panying value proposition; the value proposition reads along the follow-
ing lines (a hypothetical example):
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In this project…

• Especially the construction appears to be challenging.

For the purpose…

• Construction management service provides an effective means for selecting 
the best subcontractors, controlling their progress and supervising their 
work so as to complete the project on time, within budget, and according 
to customer requirements.

In general, …

• The package offers a proven, bankable solution with effective transfer of 
both performance and completion risks with a single point of contact and 
responsibility.

• It provides an efficient means for a customer who wishes to concentrate on 
business and leave the rest to an experienced team.

If the outputs do not please the salesperson or if more information 
becomes available, he/she can move on to the sharpening stage, where 
the user can open up the different services and answer further questions 
related to that service (one question can trigger more than one service, 
thus creating links between services). A set of service-specific (i.e., regard-
ing the project management service) questions are listed in Table 16.1. 
The basic bundle, produced with the input from the map and meta- 
questions, can therefore be further refined and become more realistic.

The model behind the outputs is rather straightforward: each question 
is connected to one or more services and carries a certain weight depend-
ing on its impact on the service. We then implemented a scoring sys-
tem, in which answering a certain question in a certain way increased or 
decreased the different service levels proportionally by weight. Naturally, 
one needs to answer a certain amount of questions connected to a service 
to activate that service; that is, if the user did not answer any question 
regarding a specific service, it will not be triggered.

As points are accumulated, different service levels are activated: higher- 
demand levels are suggested as more points are assigned to a given service. 
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The final output of the tool is the scope of supply for project services and 
their demand and risk levels: what services are needed and to what extent 
they are needed in order to avoid or tackle challenges?

 The Case of an Evolving Scope of Supply

During the later phases of tool development, we conducted a workshop 
with a senior salesperson from the case company. The goal was to test the 
developed tool and method on a real case.

The chosen test case was an ongoing sales lead in Mexico. Together 
with the salesperson, we went through the configuration process two 
times. The first time, we went with the mindset and knowledge they 
had at the early stages of the negotiations; the second time, we used the 
knowledge they had at the moment of performing this test.

This exercise found that in the beginning of the negotiations, the 
customer was planning (hoping) to conduct the project using the mini-
mum amount of services. Yet the project context appeared challenging, 
for example, in terms of meeting local design standards, which normally 
would be a task of the supplier: that is, demanding the correspond-
ing service prompted by positive (“Yes”) responses to statements in the 

Table 16.1 Sharpening questions for the project management service

Project management sharpening questions

There are many influential stakeholders in the project Yes/No
The customer or financier insists that the project be executed in a 

consortium
The project scope-split or set-up will be unclear or complex
The customer has implied needs or hidden expectations
There will likely be issues with the customer’s organization
The customer has a very tight schedule or expects a fast-track 

delivery
The client makes reference to a certain scheduling technique (e.g., 

client’s own scheduling system)
A party in the project requires daily or weekly planning and 

reporting routines on site
The client emphasizes the role of quality in the project (e.g., already 

has a preferred quality system)
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configurator, such as “demanding local standards or special industrial 
requirements apply” and “the customer has demanding standards and 
procedures.” Hence, the first iteration resulted in a bundle containing a 
number of services with high levels of engagement (in particular, in the 
engineering part of the project, which deals with standards). However, 
during a year of negotiations and further investigations that followed 
the initial discussions, it turned out that neither the customer nor the 
local authorities required specific design standards. Hence, the positive 
responses were changed to negative ones (i.e., “No”; see Table 16.1), and 
consequently, the case company was able to offer its ordinary engineering 
module at a competitive price. To successfully finalize the project based 
on the initial negotiations would have required many more services, and 
if the case company would have rushed into the deal at an early stage, it is 
likely that the project would have resulted in red bookkeeping numbers. 
The salesperson that performed this exercise was impressed by the fact 
that the configurator managed to point out the issues they had over-
looked in the beginning. As soon as the case company discovered the 
actual scope of the project, they approached the customer differently and 
were able to negotiate a deal that was better for both parties.

Based on the experience gained from the test, the salesperson noted 
that the configurator would be especially beneficial in situations where 
an inexperienced person is participating in a potential project negotia-
tion, such as those intended for projects in new and unfamiliar sectors 
or countries. This makes the configurator a suitable tool for identifying 
general issues despite the difficulties that it might have in pinpointing 
very unique cases or problems.

 Conclusions

We believe that the mechanisms underlying the use of decision-making 
support tools have not been studied sufficiently. There seems to be con-
siderable literature on decision-making support in IT-related fields, yet 
the effects that these tools have on a sense-making level have been studied 
to a much lesser degree. We are of the opinion, therefore, that there is 
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an obvious need, from practical and academic points of view, to develop 
more tools like the one presented in this chapter. Moreover, in order 
to give continuity to this work, the tools-in-development stance taken in 
this article of course gives rise to the scientifically interesting situation 
in which a follow-up of the final tool would take the form of the tools- 
in- use framework advocated in the introduction of this book, thus pro-
viding a contrast on how strategy tools are developed and how they are 
actually used.

Our objective was not only to advance a tool meant for assisting sales-
persons and project managers but also to bring forth a field of interest 
within management that addresses the question, “How do the tools actu-
ally work and why?” Here, the focus is not on different techniques but 
rather on the mental results (stress alleviation, faster integration, knowl-
edge diffusion, etc.) that could originate from implementing a certain tool 
(cf. tools-in-use), especially those that would enable both the sales and 
the project teams to share the cues that they are required to understand in 
order to sell and execute projects successfully. It seems that theory would 
support the notion of such tools as stress alleviators, and, by transitiv-
ity, as reflection enablers, through the notion of having an elementary 
understanding of the project from the get-go, regardless of changes in the 
teams’ structure or the project team’s absence in the sales process. Such 
tools can even function as initial socialization frameworks where project 
teams are introduced to the project setting through a shared set of initial 
cues (i.e., the knowledge the sales teams have acquired is available to the 
project team in a structured and shared framework).

By first mapping the reoccurring problems in project-based settings 
and then modularizing/generalizing them, we created the foundations 
of the tool. With the foundations in place, our decision support tool 
is able to create a setting in which both sales and delivery could (with 
little effort) get a good overview of the project at hand. Furthermore, 
the tool would aid in creating the optimal project scope, which in turn 
would provide the customer with maximum value. To properly address 
the mutual benefit aspects of network tools (advocated in the introduc-
tion of this book), would certainly be an area that requires further action- 
oriented research.
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17
The Value-based Sales Approach—
Design Process, Tools and Needed 
Capabilities to Create a Solution

Hanna Luotola, Maria Ivanova-Gongne, 
and Johanna Liinamaa

 Introduction

Today a majority of industrial manufacturing companies claim to pro-
vide solutions with their products and services. This means that solu-
tion providers sell offerings that consist of technology components, 
maintenance, training, business consultancy and financial services aim-
ing to produce customer value surpassing prior product-based technol-
ogy offerings (Storbacka 2011). Such complex structure of a solution 
has led to increased attention to value-based selling techniques among 
business practitioners. In value-based selling, sellers seek to understand 
customer problems and communicate how their solution generates 
higher profits for the customer. Still, the novel character of solution 
business and the solution concept often leads the customer unclear 
on how the claimed solution actually solves any business problem per 
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se, or how the supplier solution generates higher profits for the cus-
tomer. This inadequacy was driving us to investigate how solution sell-
ers should first identify the value potential of the customer’s business 
and second, to demonstrate and create value during the sales process. 
However, we have noted that the solution to a problem does not always 
arise from the plethora of a supplier offering, nor from the existing 
needs of the customer firm. Instead, the economic functionality of a 
customer solution begins by understanding market insights and busi-
ness environments, which may generate value to a customer (Hellström 
et al. 2016). This means that solution sales call for the managerial capa-
bility to change the underlying business logic, including pricing, rev-
enue sharing mechanisms and a functional contracting mechanism (see 
Chap. 6. for further details on functional contracting) for settling the 
solution.

We believe that being able to impact on the value creation requires a 
structured sales process, which would enable reaching the desired aims 
in a straightforward and comprehensive manner. For meeting the above-
mentioned demands, design thinking was adopted in order to solve 
industry problems, including creative methods and tools that enable 
developing a functional solution for the customer. Design thinking 
enabled a solution-focused way of working meaning that the rules and 
mechanisms for ensuring system value were created. Design thinking 
gave us tools and perspectives to support our Rebus clients when they 
were struggling to define pathways to succeed as solution providers. In 
addition, design thinking helped us refining new strategic guidelines as 
we changed the solution business environment toward the optimal one. 
Our way of working with the companies is a good example of a design 
process: we found and were given a set of problems in order to seek 
what is the solution that would best make sense in economic terms and 
enable productivity for its business ecosystem actors. We regard busi-
ness ecosystems as value-creating and value-capturing systems (Dalziel 
2007), where various actors serve a certain role for solution develop-
ment. As an example, when the supplier promised to increase the invest-
ment net cash flow, the customer was forced to consider whether they 
believed the supplier explanation and facts to cover all the points of 
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uncertainty regarding the value of the solution. At first, there was no 
definite certainty about the value, as unforeseen situations and new 
problems occurred. In  addition, the customer had doubts regarding the 
functionality and benefit of the service, that was one element of the 
solution. For solving the doubts, the sales team and researchers were 
forced to develop proven fact-based sales arguments demonstrating the 
added value to a customer. In other words, the team guaranteed that 
the contractually agreed earnings will increase through the supplier’s 
solution. Without the revenue guarantee, the scope of supply to the 
customer would in practice equal the scope of a traditional product 
supplier’s offering, which only guarantees the technical functionality of 
the product. Offering the above-mentioned service guarantees included 
both downside and upside risks. If the supplier was not able to succeed 
in the solution delivery, the incomes for neither itself nor the customer 
were not achieved. However, in the case of success the potential for extra 
earnings was significant for both parties. Therefore, the lack of customer 
certainty was one of the main barriers in the sales situation unless the 
supplier company was able to communicate the fact-based measures of 
the added value.

Our investigation at various companies suggests that firms that are 
successful in selling solutions are the ones that can first of all identify 
customer’s business problems and barriers. We believe that a solution 
cannot only consist of a supplier’s offering, as the current offerings do 
not address customer problems nor impact on the revenue side. Instead, 
the solution should evolve from the customer’s business case as the sup-
plier and customer seek together the match between the customer’s busi-
ness problems and the supplier’s solution components and capabilities. 
The customer and supplier then together integrate the components into 
a value- creating solution. This means that successful solution providers 
understand that the key capability here is being able to handle complex-
ity and uncertainty on business ecosystem level, and to understand cus-
tomer revenue sharing mechanisms. In addition, leading solution sellers 
are driven by value, meaning that they are able to orchestrate the busi-
ness in a manner that enables financial benefit for all the main business 
stakeholders.
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In our case, the creation of the solution took place during the value- 
based sales process and resulted in a set of requirements that were con-
nected to firm offerings, needed operational capabilities, and processes. 
The value-based sales process focuses on specific, tangible and intan-
gible customer problems. The method differs from the existing product 
and service sales in the way that it emphasizes co-creation, where the 
scope of the solution emerges during the different stages of the sales 
process as customer becomes more certain of the added value. As an 
outcome, the application of a new value-based sales process and tools, 
facilitating value creation between the buyer and the seller and consid-
ering also the broader ecosystem, has been developed in collaboration 
with Rebus clients and Åbo Akademi University researchers. The pro-
cess is currently being piloted and further developed in several Rebus 
projects.

 Theoretical Background

Solutions are a fairly recent phenomenon both in the business world 
and the academia. Several definitions of what implies a solution exist 
(see e.g., Cantù et al. 2011; Storbacka 2011). We adopt the definition 
provided by Storbacka et  al. (2011, 699), which regards solutions as 
“longitudinal relational processes, during which a solution provider 
integrates goods, service and knowledge components into unique com-
binations that solve strategically important customer specific problems, 
and [is] compensated on the basis of the customer’s value-in-use”. The 
existing literature on solutions is helpful in a sense that it clarifies well 
the concept and covers well the process view for developing the solu-
tion and defines the common building blocks of the solution. However, 
it does not describe to a sufficient extent the mechanisms for formu-
lating solutions. In particular, existing theories do not fully determine 
how sellers overcome the critical barriers and solve the set of customer 
business problems that emerge as the solution is formulated. Another 
issue that has not yet been comprehensively studied is how the supplier’s 
value proposition and actions can impact on the customer’s business and  
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economic performance in terms of productivity enhancements, cost 
reductions or revenue increase.

In our research we attempted to tackle the aforementioned gaps, 
which resulted in a value-based sales approach presented in the next 
sections. As Terho et al. (2012) state, there is a need to study and con-
ceptualize value-based selling as a sales approach that focuses on com-
municating the value creation on sales force levels. The value-based 
selling approach has emerged as both a field of research and an effective 
strategy for a subset of companies to succeed in competitive markets 
(see e.g., Ulaga et al. 2006; Liinamaa et al. 2016). However, many of 
the existing sales and solution development processes are drawn from 
the customer-centric business logic focusing on the customer’s existing 
products and service needs (Davies et  al. 2007). Such a focus hardly 
enhances the readiness of a customer to frame investment decisions due 
to the supplier not sufficiently providing fact-based arguments of the 
added value. In addition, the importance of so-called organization pro-
moters (in the customer company) was noted. Rost et al. (2007) define 
promoters as “individuals who actively and enthusiastically promote 
innovation throughout the crucial organizational stages (p. 340)”. The 
role of different promoters in our study was to communicate fact-based 
arguments of the value potential presented by the supplier within the 
customer organization and to lead the solution development with their 
specific intellectual capability.

From the beginning of our collaboration with the case company, it 
became clear that the qualitative and often abstract value propositions 
provided by the solution supplier do not remove the doubts that are 
caused by fuzziness of a long-term solution sales process. Based on 
these standpoints we soon understood that making a solution func-
tional necessitates abductive problem-focused reasoning which is prac-
tical and takes place in situations where the direction and goals are 
influenced by diverse views (Buchanan 1992). Design thinking litera-
ture offers such kind of a context, which considers diverse views and 
works toward reaching a balance between those views. Therefore, the 
key factor that makes the design thinking relevant in the context of 
solution sales is that in design thinking the solution does not arise 
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from the existing markets; instead, the act of designing seeks to iden-
tify new market and economic value (that does not exist yet, see e.g., 
Romme 2003).

Brown (2008, 88) metaphorically describes the design process “as a 
system of spaces rather than a predefined series of orderly steps”. Thus, 
the process architecture is not linear, as in most of business activities 
(ibid.), but is abductive by moving back and forth between various tasks 
and allowing flexibility in solution development. This means that the 
design process does not start from market or customer analysis; instead, 
it begins from an investigation of sociocultural phenomena, triggered 
by the new technologies, products and services made available by the 
manufacturers. However, the solutions are not pushed only by new tech-
nologies, products or solutions—aiming to solve the explicit customer 
problem. Rather an idea of a solution pushes actions toward a new eco-
nomic meaning: interpretation of how problems in customer’s business 
should be changed to create value. For our case companies this meant 
that the solution developers, that is, sales force, were to adapt a new role 
as value designers.

 Description of the Value-based Sales Process

In comparison to traditional solution sales, the approach we used to 
develop the value-based sales process has a more interactive, co-creative 
and customer-oriented character, and it represents an open-ended pro-
cess of collaboration where the solution is designed. The solution design 
approach entails a step-wise value co-creation process, which increases 
customer’s certainty in the proposed solution and enables gradual value 
creation through enhanced interaction, understanding of customer’s 
logic and needs, and integration of business processes. The uncertainty of 
a solution was gradually diminished through points of customer–supplier 
interactions where the problems were overcome and changed into justi-
fied fact-based knowledge toward a functional solution—a value capture 
to a customer. The sales process (see Fig. 17.1) consists of the following 
steps:
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• Value definition (Pre-sales) involves the supplier and the customer 
setting the problem formulation and the interface together. The main 
aim is to make the customer certain about that the supplier can pro-
vide cash flow impact for its business model.

• Value commitment (Detail sales) involves increasing customer’s com-
mitment to the proposed solution by reaching the right promoters and 
decision makers within the customer organization. The aim is to pres-
ent the customer with pricing models, which clearly outline customer’s 
generated value from the proposed solution.

• Reaching certainty (Final sales) entails outlining the final scope and 
specifications of the solution together with the customer, outlining the 
final contract model, and signing it. Reaching such certainty high-
lights the role of the competent value designer/sales manager meaning 
that uncertainty and complexity of the solution are solved, and mutual 
confidence in the value of a solution is gained.

 Case Example

We started active customer–supplier collaboration on the sales process, 
together with the focal company, in 2013. The study was collaborative 
in the sense that we as researchers not only acted as passive observers 
but also actively participated in the design of both the process and the 
outcome of the solution. The value creation in our case evolved during 
the value-based sales process, which took more than two years for the cus-
tomer to sign the first solution contract. The process involved co-creation 
and intensive interaction between the customer and the supplier. The 
value-based sales process, tools, and capabilities to solve occurring prob-
lems are analyzed in the sections below.

 Presenting the Cash Flow Impact (Pre-sales)

To make the customer aware of the cash flow potential, the supplier’s sales 
force had to demonstrate the difference between the functional and the 
conventional solution. The main message was to convince the customer 
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regarding the economic productivity that the supplier’s solution can add. 
In turn, the customer was required to share necessary business data on 
their operation profile and revenue streams, with the supplier. This was 
a necessity, as the goal was to ensure that supplier’s solution actually can 
increase the operational performance and the revenue side, and impact 
on the payback time of the investment. The common objection from the 
customer side was more than once that they did not believe the value 
impact of the solution. Thus, for tackling this barrier, the supplier calcu-
lated how their solution impacts on the customer’s cumulative cash flow 
during the investment lifetime. For this purpose, a basic net present value 
chart, as shown in Fig. 17.2, was used.

For delivering the message of additional value to a customer, the 
sales manager was forced to act as a value designer, presenting and 
giving guarantees for the value to their business stakeholders. In other 
words, this means designing cash flows that support customers and 
the other stakeholder’s earning logics. Therefore, the main capability 
of a sales force is to be able to recognize which actor harvests the main 
value, and how the value is divided between other key stakeholders. 
This included knowledge on the problems, market situation and verifi-
cation on how the supplier’s solution fits with the customer’s business 
situation.

 Defining What Constitutes a Solution (Detail-Sales)

Reaching the right persons and promoters in the customer organization 
was one of the main goals for the detail sales. The role of promoters was 
also relevant in the pre-sales stage, where the sales managers are sup-
posed to target the message of the solution to the right stakeholders: 
commercial or technical personnel in the customer’s organization. As 
departments often work in silos without being able to integrate between 
technical and business departments, the negotiations are often held with 
the people lacking on the business experience. This is causing major 
implications as the technical side of customer organizations is mostly 
not capable of promoting the value of an investment to the real decision 
makers.
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 Reaching the Certainty (Final Sales)

In traditional product-based sales, a supplier company normally takes 
part in the sales negotiations after the customer has made a purchas-
ing decision. The corresponding phase of solution sales is named final 
sales. In solution sales the supplier’s sales team should impact on the 
customer’s decisions at the very early stage of investment planning. In 
our model, when entering the final sales, the customer has already made 
an investment decision in collaboration with the sales team. During the 
final sales, the final scope of the solution and specifications are defined 
jointly, including verifications on the final contract model: profit gain, 
pricing, and scope of solution. In practice, the major customer problems 
were solved during the earlier stages, and uncertainties were thus tackled. 
Therefore, the parties were able to contract it.

 Conclusions

Shifting toward value-based sales in solution business is a multifaceted 
and lengthy endeavor, which requires the supplier company to develop 
new capabilities, to engage in proactive sales, and to apply various tools 
in order to enable a value co-creation process with the customer. In order 
to aid companies with a solution to problems faced when engaging in 
solution sales, we developed the value-based sales approach further. The 
benefits a company can achieve by applying the developed approach are 
the following:

 1. Gradual organizational change toward a more value-oriented mind- 
set among the sales force and the rest of the company;

 2. Ability to better understand industry and customer logics, and devel-
oping a de facto valuable solution;

 3. Decreased customer uncertainty and improved business relationships 
by means of engaging in a value co-creation process and delivering a 
solution that meets customer needs (both implicit and explicit) and 
solves relevant market problems;
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 4. Improvement in supplier–customer interaction and ability to develop 
relevant arguments and pricing models based on solid verifiable data, 
considering the whole business ecosystem;

 5. Possibility to break the predominant industry logic within the busi-
ness ecosystem in which the customer and supplier operates. Industry 
logic in this case represents itself dominant assumptions within the 
industry that often create a barrier for the customer to understand the 
real value of the solution and

 6. The modularity and step-by-step nature of the sales process allow 
gradually breaking the industry logic and ingraining the suppliers’ 
innovative understanding of how the market should work.

To conclude, providing and selling solutions in the industrial business 
settings is the art of matching different components of what eventually 
makes a solution—into a design process. In practice, this requires capa-
bility to combine a commercially viable solution that unites elements of 
the customer’s business model, supplier capabilities, business networks, 
and takes into account existing market, customer potential, and emerg-
ing technical and economic signals and trends. All of these components 
together create a solution (see Fig. 17.3).

During our collaboration with the companies, we understood that the 
challenges and problems of the value-based sales process were the result 
of deductive, product-oriented sales methods. In order to solve the chal-
lenges, companies need to apply abductive perspective on value creation. 
The reasoning in abductive solution sales begins with an incomplete 
set of observations of problems, and it proceeds to the likeliest possible 
explanation for the set. Moreover, abductive reasoning yields the kind of 
daily decision-making that does its best with the information at hand, 
which often is incomplete, and requires implementing a design approach 
to sales. The design approach impact on the traditional managerial think-
ing in two ways; first, encourage suppliers to make experiments, and 
second, handle with uncertain outcomes as there was no clear direction 
of action that eventually makes a solution. The potential value creation 
through design creates certainty, as emerging problems are tackled during 
the creative process.
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18
Value Co-creation Analysis in Customer–

Supplier Network Relationships

Nina Helander and Vilma Vuori

 Introduction

To have a successful business, companies must be able to create value 
through their sold products and services given to their customers and also 
capture part of that value by themselves. Value is, however, not merely 
tied to the actual object of exchange; instead, it is dependent on the 
successfulness of the entire relationship between the customer and the 
supplier (see, e.g., Lindgreen and Wynstra 2005). The value that the cus-
tomer perceives is also relative to the competition, meaning the alterna-
tive solutions the customer is considering or has available for a particular 
need (Ulaga 2003). The supplier should be able to create more value than 
the customer can achieve by choosing another solution created by a dif-
ferent competitive supplier. This kind of differential value is very hard to 
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define and measure, however, because the expectations of customers are 
based on the alternatives available on the market (i.e., whether the impact 
of a similar or substitute product is remarkable). Thus, measuring of dif-
ferential value always requires a mapping of other potential solutions as 
well and then a comparison of those with the one under consideration. 
Usually, it is not an easy task to identify which options are seen as poten-
tial and comparable solutions in the eyes of the customer.

For the supplier, it is essential to understand the alternatives that a 
customer considers to the supplier’s offerings. In general, a false per-
ception of value is more likely when there are intangible elements and 
services, systemic and complex goods, benefits that are not immediate, 
post- purchase costs, costs of consumables, products, and services that are 
new to the customer, and last, infrequently purchased goods (Parolini 
1999). Essential to the current understanding of value is its subjectivity 
and the idea of perceived value. These areas refer to the basic nature of 
value for the customer; the value created by the supplier is in the end thus 
measured in the mind of the customer, which leads in most cases to a cre-
ated value that is very hard to measure but still not a mission impossible.

In this chapter a value co-creation measurement tool is proposed for a 
dyadic level of interaction, specific to the customer–supplier boundary. 
The tool has three phases. The first two are its measurement parts: first, a 
measurement is carried out from the supplier perspective to identify the 
most valuable customers, and second, an analysis is carried out from the 
customer perspective to find out how value can be co-created in such a 
way that it maximizes the customer’s value perception. The third phase 
is an actual value co-creation development (i.e., the encounter process) 
based on suitable relational business practices.

 Theoretical Background

Taking a fairly broad perspective then, the concept of value can be seen 
in terms of a trade-off between benefits and sacrifices. These benefits and 
sacrifices can be understood in monetary terms, but also as including 
non-monetary rewards, such as competence, market position, and social 
rewards. Non-monetary costs can include, for example, the time, effort, 
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energy, and amount of conflict that have to be engaged in by the cus-
tomer to obtain the desired product or service.

Whether value is monetary or non-monetary, and whether absolute 
or differential, it always needs both a creator and a capturer. Sometimes 
these can be one and the same actor, and indeed, often there are several 
actors involved. However, in the methodology used for our study and in 
the context of networks, it is reasonable to differentiate between the value 
creator and the value capturer. It should be noted still, however, that each 
actor in the value network needs to both create and capture if she/he is 
to build a long-term and successful value network. Both value creation 
and value capture can also be viewed from a functional perspective. This 
kind of function-oriented viewpoint on value, which was introduced by 
Walter et al. (2001), offers a more complete view of the types of activi-
ties that actors can perform in order to create more value for the network 
members. According to the function-oriented value analysis, a company 
may gain value from its relationships through both direct and indirect 
functions. Direct functions bring value that is easier to measure finan-
cially and realize in the context of the relationship between the company 
and the customer. Indirect functions, in contrast, also require the input 
of third parties, and those outcomes are less easy to measure financially. 
The notion of value-creating functions of this kind can illuminate the 
discussion about which activities and functions are likely to create the 
most value (or any value in the first place).

Another important aspect in the value creation approach is that by 
understanding the customer’s value creation process, the supplier can 
more thoroughly identify the problems that the customer has concern-
ing his/her own business activities. It has been argued that by under-
standing the customer's value creation process, the supplier can notice 
problems and concerns that the customer organization itself does not 
know (Storbacka et al. 1999). By providing a solution to these unrecog-
nized problems, the supplier can offer a more valuable relationship to the 
customer than the competitive suppliers can, leading to a mutual value 
co-creation relationship between a seller and a buyer. All in all, value co- 
creation builds on good understanding and sound measurement of the 
supplier process, the customer process, and the encounter process (see, 
e.g., Payne et al. 2008).
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 Description of the Tool

 Step 1: Supplier Value Creation Process

 Measurement Objective: What Value Does the Company 
Receive from the Customer?

A potential way to analyze the value creation potential of a counterpart 
is presented by Walter et  al. (2001). According to this function-based 
approach to value creation, value can be measured using seven value 
functions that can be related to a company’s performance either directly 
or indirectly (Fig. 18.1). Indirect functions are created through network 
relationships and are usually non-monetary in nature, which makes them 
difficult to measure. Direct functions can materialize also in dyadic rela-
tionships and are therefore easier to measure.

The direct monetary functions are known as profit, volume, and safe-
guard functions. Profit function refers to the profit gained from selling 
product(s) to a customer. Volume function is about the selling volume of 
these products to customers, which helps to exceed the necessary mini-
mum utilization of the supplier’s capacities. Safeguard function is the 
possibility of “guaranteeing” a level of business that serves as insurance 
against crises or difficulties the supplier experiences with other customers.

The indirect value creation functions are innovation, market, scouting, 
and access. Innovation function refers to the possibility of product and 

Function Example of measurement question

VOLUME “How large projects / amount of purchases this customer has 
acquired from us in last year?”

PROFIT Providing a positive cash flow “How much revenue per sold item we got from this customer in last
year?”

SAFEGUARD Obtaining stability and control in sales 
terms within a dynamic marketplace “How long contracts we have with this customer?” 

INNOVATION Obtaining technological knowhow and 
creative ideas

“How many successful shared R&D projects we have had within five
last year with this customer?”

MARKET Gaining access to new markets “How many new global market entries we achieved through this 
customer?”

SCOUT Providing possibility to gain critical 
information

“How useful information about competitors (e.g. pricing) we have 
gained from this customer?” 

ACCESS Allowing access to third parties
“How many contacts with government agencies leading to useful 
cooperation in new market areas we have gained from this 
customer?” 

Securing a “break-even” volume

Fig. 18.1 Direct and indirect value functions (based on Walter et al. 2001)
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process innovation with a particular customer. Market function is about 
the possibility of acquiring information about potential new customers, 
the initiation of contacts with new customers, and receiving referrals and/
or recommendations to potential new customers from a particular cus-
tomer. The scouting function refers to the market, competitor, and other 
information that can be acquired through a particular customer. The 
access function refers to gaining access to relevant other actors through a 
particular customer.

Each of these functions acts as a measure of the value creation poten-
tial of its counterpart. Under each function, more specific questions 
should be posed to enhance measurement. For example, under the profit 
function the exact measurement question might be, “How much rev-
enue per sold item did we get from this customer in the last year?” For 
the market function, the measurement question could be, “How many 
new global market entries have we achieved through this customer?” For 
the innovation function, the measurement could be, for example, “How 
many successful shared R&D projects have we had within the last five 
last years with this customer?” Thus, the goals of these functions are to 
set more specific measurement questions through which the different 
customer relationships are rated and compared. It is possible to give the 
same weight to each function or give more weight to certain functions 
that are more relevant for a specific market area. Based on these ratings, 
the company is able to identify the most valuable customers to focus on 
in the next step of the analysis.

 Step 2: The Customer Value Creation Process

 Analysis Objective: What Kind of Value Can Be Created 
for the Customer?

This view underscores the importance of understanding value creation 
as a process during which the customer and supplier interact, and thus, 
not only the product, but also the overall value of the co-creation process 
through which the product is developed, marketed, and delivered tovthe 
customer should be considered (Kothandaraman and Wilson 2001). The 
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process view is especially relevant in terms of service aspects, as the value 
a customer perceives may be different during the exchange process and 
afterward when the customer is able to evaluate the outcome of the pro-
cess more thoroughly (Lapierre 2000).

The basis of the value creation process approach is to understand 
value creation from the customer’s viewpoint and through understand-
ing which kind of process phases that value is created and which kind of 
challenges occur from the customer’s viewpoint. By offering solutions for 
these challenges, the supplier is able to support the customer in critical 
tasks and take a key step toward value co-creation (see Fig. 18.2).

The basic idea of the value creation process analysis is to divide the 
overall process into different phases. As seen in Fig. 18.2, these process 
phases are identification of needs, purchase, implementation, and, finally, 
utilization. In these process phases the boundary-spanning practices are 
carried out, and within these phases, the encounters, which are opened 
up in the next step of the analysis, play a critical role. Furthermore, in 
each of these phases the customer has its own problems and challenges. 
Usually also the supplier company focuses on only some of these phases—
mainly the purchase phase, as they want to win the customer case, and 
naturally also the implementation phase. The customer, however, faces 

1. Identification of
needs

3. Implementation

4. Utilisation
C: uses the product/service

estimates the benefits

C = customer

S = supplier

2. Purchase
C: compares suppliers

S: presents offerings / makes an 
offer

C: decision to buy
C & S: contract

C: defines what is needed

C: measures the created value and 

S: produces the product/service

Fig. 18.2 Customer value creation process phases
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usually most of the challenges in the need identification and the utiliza-
tion phases. At the end, most of the value is perceived by the customer 
in the utilization phase. If the supplier is able to identify the key chal-
lenges and to support the customer to overcome those challenges in all 
of these phases, and especially in the need identification and utilization 
phases, then the co-creation of value is enhanced. In many cases, the cus-
tomer’s challenges in these process phases are so holistic that the supplier 
needs complementary resources and competences from other network 
actors. Thus, value co-creation usually does not happen only between the 
dyadic level of interaction and within the supplier–customer boundary, 
but must be leveraged to a wider network in order to achieve best possible 
value co-creation.

 Step 3: The Encounter Process

 Objective: How to Develop Value Co-creation

In order to really achieve the level of value co-creation, the processes of 
the supplier and the customer should be joint (see, e.g., Hirvonen and 
Helander 2001) as an encounter process (see e.g., Payne et al. 2008). 
The encounter process consists of a series of interactions between the 
supplier and the customer (Payne et al. 2008), and thus, it provides 
a continuation of touch points wherein the different representatives 
of both  organizations of the dyad face each other. The encounter pro-
cess also includes the physical elements enabling the interaction, such 
as the space and the IT systems. According to Payne et  al. (2008), 
the encounter process is developed based upon the different types of 
encounters that each impacts the customers differently. Encounters 
can be emotion supporting encounters (such as stories and recogni-
tion), cognition supporting encounters (such as scripts and customer 
promises), and behavior and action supporting encounters (such as 
trials and know-how communication). These encounter types cover 
rather broadly the key aspects of value creation—symbolic, emotional, 
functional, and economic—as proposed in earlier research (see, e.g., 
Rintamäki et  al. 2007). Based on the value creation analysis, those 
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encounters that support the most value co- creation need to be identi-
fied and further developed. Even though the original research on the 
encounter process (Payne et al. 2008) concentrated only on the dyads 
between the customer and the supplier, they can also be used as tools 
to build the boundary practices and value co-creation between the 
broader networks.

As stated previously, the value creation process analysis usually reveals 
the need to cooperate with other network actors in order to be able to 
provide superior value for the customer. It is not usually feasible to try to 
create value for the customer merely through the company alone and the 
company’s limited competencies when there is the option of allying with 
other companies that can complement the existing competencies and 
jointly create superior customer value. Thus, in a network, the value that 
is created for customers should be created within a web of actors, where 
each actor performs activities related to its core competence. The network 
operates in order to create value for the end customer, but each actor 
also contributes something to the creation process and in return captures 
something from the network. If the supplier tries to create superior value 
for the customer only, in the long run, the supplier might well also do 
things for the customer that are not related to its core competence, and 
thus, serving the customer may no longer be profitable. However, when 
the network is constructed of those complementary core competencies 
needed to create superior value for the end customer, then each sup-
plier actor does not have to make major sacrifices. Instead, each actor 
can ultimately capture more value from the network than it originally 
contributed.

 Case Description

The tool was applied in a B2B context, specifically in the ICT sector. 
First, the function-based value analysis was carried out to discover what 
kind of value the supplier is able to capture from its customer relation-
ships. This part of the analysis was carried out by gathering internal data 
from the CRM system and other internal data sources, and then imple-
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menting a series of internal workshops where the key personnel respon-
sible for customer relationships were involved. In the first workshop, the 
different value functions were weighted by their importance from the 
firm’s perspective, and further still, additional specific measures under 
each of the functions were developed. In the second workshop, the key 
customers were evaluated based on these identified measures. Each cus-
tomer received a value function rate, which indicated which customers 
were the most valuable for the firm. The representatives of the case firm 
perceived the measurement very useful, as it gave a more detailed, but, at 
the same time, a very holistic, view on the value capture potential of the 
customer portfolio. It also revealed which customer relationships should 
receive more emphasis.

In the second phase of the analysis, the most valuable key custom-
ers identified in the first analysis phase were chosen for further value 
analysis and under a development of relational practices. The purpose 
of the value process analysis was to understand the customer’s needs 
better because this kind of understanding is necessary before relational 
practices can be further developed. In this second phase, five customer 
organizations were chosen, and from each at least two representatives 
were interviewed. Altogether, 13 thematic interviews were carried out, 
where all four value creation process phases were discussed thoroughly 
with the customer representative. These interviews not only discussed 
about the success factors and the biggest obstacles within all four 
phases, but also identified the softer “feelings” side of the interviewee 
in each phase. Using this approach, the overall value, including not 
only economic factors but also emotional and symbolic one, was then 
identified.

A process analysis enabled the measurement of the most valuable 
actions and practices that the supplier was able to carry out within its 
customer relationships. These were not monetary in nature; instead, they 
were related to the caring attitude and know-how of the supplier com-
pany and the agile methods that the company personnel used with the 
customer. As such, the supplier company seemed to already have poten-
tial for relational practices for managing and developing their customer 
relationships.
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However, also based on the analysis, the key challenges in value cre-
ation were identified. It became evident that the supplier had almost 
totally neglected the need identification phase, even though all of the 
key customers had severe challenges in this phase. Furthermore, the 
customers also expected to receive more support in this phase, as they 
relied on the supplier’s expertise on the subject. Another key finding 
was that the customers were most disappointed in the supplier’s action 
(or in better terms, non-actions) in the utilization process. In many 
cases the customer felt that they were left alone with their problems in 
the utilization phase. Even with a little more input and concentration 
on this phase, the supplier would have grown the value creation to a 
new level. However, the biggest obstacle in supplier–customer relation-
ship management was the shift between the different value creation 
process phases. For example, when moving from the acquisition phase 
to the implementation phase, the key personnel taking care of the proj-
ect were usually changed in the supplier company. This action in turn 
caused feelings of non-trust and even a sense of neglect among the cus-
tomers. Lack of trust was further hindering the potential of true value 
co-creation within the dyad. This was an interesting finding from the 
viewpoint of the boundary- spanning process; that is, more interaction 
was needed within the supplier company.

Based on these two phases of the value measurement analysis, the 
most important phase, the development of the relational practice and 
the value co-creation within the dyadic relationships, was started. This 
phase included the building of an encounter process between the sup-
plier and the customer, where special emphasis was placed on solving the 
challenges identified in the analysis phases. First, a key account manager 
was named for each of the key customers so as to take care of the inter-
action and build trust (an emotion supporting encounter). This person 
took on the whole responsibility of taking care of the customer relation-
ship and took care that the shifts between different value process phases 
were smooth ones. Second, continuous value measures (cognition sup-
porting encounters) were developed and put into use in key customer 
relationships. These measurements were divided into strategic, tactic, 
and operational levels, including different kinds of measurement items 

 N. Helander and V. Vuori



  261

and a varying sequence of measurement. Third, information and knowl-
edge sharing practices (behavior and action supporting encounters) were 
taken under special consideration and development not only with the 
customer, but also within the supplier company’s personnel who were 
participating in customer projects and the different value creation process 
phases. At the moment, the supplier company would also be building 
network cooperation with other supplier companies to create more value 
for the cooperating customer.

 Conclusions

The tool presented in this chapter offers a path toward better understand-
ing of value co-creation within customer–supplier boundary of network 
relationships. Its limitation is, however, that it takes the customer–sup-
plier boundary as the unit of analysis, meaning that the analysis needs 
to be carried out for each customer–supplier relationship in the network 
and one by one at first. Only after that process can the measurement 
results be bundled. However, the value measurement usually reveals the 
commonalities within the different relationships, and thus, enables iden-
tifying and building the key encounters and relational business practices 
that do support value co-creation.
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Value Curve as a Multipurpose Tool—

From Self-assessment to Forming 
Collaborative Networks

Elisa Kallio and Antti Saurama

 Introduction

This chapter introduces a novel approach to address a variety of strategic 
resource configuration problems, ranging from difficulties in differentiat-
ing one’s business in the market, complications in unveiling existing lev-
els of customer satisfaction or, for example, finding solutions on how to 
form network-level resource configurations which match the needs and 
wants of customers, by applying the practice lens on a strategic profiling 
and visualization tool, designed originally for organizations to assess their 
competitive advantage and current disadvantages in their operating envi-
ronment. With specific focus on managing value creation in networks, 
we first introduce the theoretical foundations of the tool, after which 
a real-life case example will illustrate how the tool can be employed in 
practice.
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While the ever-increasing competition in the global market is encour-
aging businesses to move from product-focused thinking to value-based 
operations in order to attract or retain customers (e.g. Vargo and Lusch 
2004), in industries where firms are closely working together to create 
value in different parts of service ecosystems, even joint value proposals 
are co-created by different members of the network in order to attract 
buying parties (Tokman and Beitelspacher 2011). Problems managers 
often face in such situations are related to resource configurations; how 
to strategically combine the existing resources of the firm to fit the needs 
of the customers and are there other resources within the firm’s network 
which could be adding value if acquired or combined? Through value 
co-creation, as a result of integration of interfirm resources, firms can 
enhance and facilitate value creation within their networks which provide 
benefits not only for themselves but also for the collaborating parties (e.g. 
Karpen et al. 2012; Wieland et al. 2012).

The value curve originates from Kim and Mauborgne’s (2002, 2004, 
2005a, 2005b) famous Blue Ocean Strategy in which the tool is introduced 
as part of strategy formation process in which value leaps are attempted 
to be created both for the customer and the for the value selling com-
pany. This section of the book first introduces a number of methods the 
value curve can be used to assess one’s company or network after which 
it shows, by using a case study, how the tool is first used in practice, and 
second, how the tool is shaped into a new, more functional form for net-
work management purposes as a result of the understandings and inter-
pretations of the practitioners on the tool itself and by the context of its 
use (Jarzabkowski and Kaplan 2015). Furthermore, this practical exam-
ple showcases the value curve’s utility as a functional management tool 
for value co-creation within networks in which formation of joint value 
propositions from a number of ecosystem members to end- customers 
create increased levels of value in comparison to the more traditional 
two-party value creation (seller-buyer). By combining the traditional 
management tool with the practice approach (e.g. Jarzabkowski and Spee 
2009), further understanding on how network-level value co-creation 
through joint value propositions occur can be developed, not forgetting 
very hands-on practical considerations for managers. The next section of 
this chapter outlines the key theoretical concepts behind the value curve.
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 Theoretical Background

Originally, the value curve is one of the tools used in Kim and 
Mauborgne’s (2002) Blue Ocean Strategy, in which the process of cre-
ating strategy is viewed as reconstructionist (Kim and Mauborgne 
2005a). In the reconstructionist’s view on strategy, actions are per-
ceived to create market structures in comparison to the more tra-
ditional structuralist view in which market structures determine the 
rules of the game in existing markets (Kim and Mauborgne 2009). In 
order to survive in existing markets or to create new markets, firms 
need to continuously integrate and reconfigure a competitive set of 
resources and capabilities (Prahalad and Hamel 1990; Teece et  al. 
1997; Eisenhardt and Martin 2000). As part of value creating sys-
tems, in which members of the value systems reconfigure resources 
and try to find right constellations to benefit all actors while co-creat-
ing value (Normann and Ramirez 1993; Maglio et al. 2009; Wieland 
et  al. 2012), the burdensome task of managers becomes to ensure 
that the selected resource combinations are directed toward exploit-
ing the core competences of the firm; otherwise, value creation can be 
hindered (Zenger 2013). That is, value creation is a dynamic process 
which can include not only numerous individuals and organizations 
but also information and technology (Maglio et al. 2009; Maglio and 
Spohrer 2013). In order to shed light on how such boundary span-
ning activity is done in business networks in practice, this chapter of 
the book explains the theoretical frameworks related to the task, after 
which a practical case example follows.

In the original use of the value curve, as described in the Blue Oceans 
Strategy (Kim and Mauborgne 2002, 2004, 2005a, 2005b), two curves 
are drawn; one portraying the competitor and another one the focal 
company. Each value curve is constructed and visualized using two 
dimensions: a horizontal dimension for the individual value elements 
(or competing factors if aiming to outline a new strategy) and a vertical 
dimension for the rating of each individual element/competing factor. 
The ratings, usually numerical values, are connected by drawing a curved 
graph. A figure containing multiple value graphs is referred as a value 
canvas.
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Depending on the specific use of the tool, the same graphic can include 
several curves: for example, one or more of the focal companies or a com-
parison graph with several companies. Ratings can be made either by the 
firm itself or by the customer in cases in which customer satisfaction is 
measured. Once the value curve has been drawn, one can identify factors 
or elements on the horizontal axis which emphasis should be reduced 
when forming a value proposition for the customer (e.g. cutting costs to 
match industry standards) or eliminated altogether if considered moot. 
Also, a need for introducing new factors or elements that need to be 
added to the value proposition can be detected or factors or elements that 
should be more strongly emphasized to outdo the competition on the 
network level. (Kim and Mauborgne 2005a).

While the traditional use of the value curve tool emphasizes its useful-
ness in self-assessment or in customer assessment, our example shows 
how using the practice lens, the tool can be used for value co-creating 
purposes in business networks. Whereas value creation is often perceived 
as an abstract goal (e.g. Grönroos 2011), the practice lens encourage us 
to look at it as a set of actions executed by organizational members (e.g. 
Johnson et al. 2007). That is, value creation is something that people do 
while interacting, not something an organization possesses and passes on 
(cf Balogun and Johnson 2004; Chia and MacKay 2007). Nevertheless, 
it must not be forgotten that the actions of individuals carry outcomes on 
the organizational level. On the network level, this means that the sum of 
joint organizational value creating efforts is larger than those executed by 
single organizations: baking a larger cake to benefit the network instead 
of brawling over shares of the existing market.

 Description of the Tool

This section describes various ways in which the value curve can be utilized 
in for different company and network purposes, including business perfor-
mance, customer satisfaction, differentiation, value proposition redesign 
or constructing a business strategy. The curve and its elements as such are 
straightforward and easy to use whereas the selection of factors provides 
variety of possibilities for different practical outcomes and utilization.
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In the business performance purpose, either a firm itself or its cus-
tomer will numerically rate the firm’s absolute performance in selected 
criteria. The selection of criteria (value elements) can be made by the 
company itself (what we think are the most important functions and 
characters of our performance, like quality, price, communication, and 
innovativeness) or these can be selected by the customer (what customers 
generally value as important elements of specific products or services). 
In this form, the value curve can also serve as a customer feedback tool.

In the comparative or relative performance purpose, a customer is 
asked to rate also one or several competitors against the same criteria/
elements. A firm can in such a case assess how it performs against its 
competitors in the market. This approach can be further extended to 
cover supplier network and its integrator and be assessed against other 
networks and integrators (see e.g. in Fig. 19.1).

5

4

3

2

1

Quality

Integrator and supplier network I

Integrator and supplier network II

Integrator and supplier network III

Lead time Price Design Communication Flexibility

Fig. 19.1 Descriptive illustration of the value curve comparing three differ-
ent supplier integrators according to their customer performance (1 = low, 5 
= high). The gray pillars point the most distinctive differentiating factors 
between the networks
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In the differentiation purpose, value curves or a value canvas can be 
created to identify the value profiles, differences and similarities between 
companies. This can reveal, for example, if all the competing firms have 
similar value elements and performance (all companies deliver excellent 
quality with a low price) or whether there are clear dissimilarities between 
the competitors (all companies deliver low price products, some accom-
pany the low price with high quality and some others with excellent lead 
time) as descriptively illustrated in Fig. 19.1. This exercise helps firms to 
identify the competition profiles between the companies and to differen-
tiate by changing their own performance preferences.

There are many possibilities in how to select the value elements and 
criteria in each of the cases listed above. For example:

• the firm itself could select criteria based on, for example, the firm’s key 
performance criteria and request a customer to rate their 
performance;

• the firm could inquire a customer to identify, for example, factors that 
provide most value-added and ask the customer then to rate the firm’s 
ability to create value in each of the selected elements;

• the firm could ask a customer similarly to identify factors that provide 
most value-added, and the firm compares its own key performance 
criteria against it; and

• the firm could first request a customer to rate its performance accord-
ing to criteria set by the firm after which the customer would weigh 
the importance of each criteria.

Other firms’/networks’ value curves can be added to visualize and 
understand the relative perspective.

All of the variations and modifications serve the firm’s or network’s 
understanding on how it succeeds to provide value for the customer, how 
value is perceived by the customer, and how the firm/network competes 
with other firms/networks in the market. Therefore, the value curve can 
be used as a solution method to multiple of analyses, for example:

• obtaining customer feedback;
• identifying competition factors;
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• comparing available market offerings and choices;
• identifying differentiation factors;
• selecting new customer strategies; and
• setting new performance standards.

The case study explains next how the value curve tool was employed as 
a network management tool in practice and how a new method of using 
the tool was created as a result.

 Case Study: Transformation from Performance 
and Value Perceptions of Asian Customers 
to Joint Value Propositions to End-Customers

This section introduces a case study in which the value curve tool was first 
applied to assess the business performance of a focal case company from 
the perspective of two of their Asian customers, which led to strength-
ening mutual cooperation in the network and encouraged the firms to 
consider forming a joint value proposition for an end-customer. The 
context of the study was the marine industry in which many companies 
are intertwined in value co-creating activities within their value systems. 
Massive vessels are constructed piece-by-piece; thus, the number of sup-
pliers involved in producing and installing each part is vast. The two 
Asian customer companies mentioned above were both large scale manu-
facturers whose company profiles and wants and needs were considered 
to be identical to a large extent by the research group conducting the case 
study. This case study is part of a longitudinal action research project 
in which the research team conducting the case study has been closely 
cooperating with the focal case company for a number of years. The case 
study was completed by interviewing two Asian customers face-to-face, 
identifying jointly the key value elements and asking for a performance 
rating of the focal case company.

First, a list of value factors was drafted by the researchers based on their 
understanding on what the practitioners, the engineers and sales manag-
ers working in the focal case company, the supplier, considered as the 
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most important from the perspective of the customer. This list was then 
shown to the interviewees, practitioners employed by the Asian customer 
companies of the focal company, and after a joint assessment conducted 
by the interviewers and company representatives, new factors were added 
according to the suggestions of the interviewees. The additions were addi-
tional performance criteria that customer companies also highly value 
besides the original suggested criteria and where they base their buying 
decisions from the various suppliers. In our case, for example, coopera-
tion factor was added to be further evaluated according to customers’ 
preferences, highlighting the importance of smooth interaction on the 
personal level collaboration during the whole lifetime of design, manu-
facturing and delivery.

As the process was repeated with two similar types of customers, it 
was possible to identify performance areas of excellence and areas of 
improvement potential. After the customer interviews, both the value 
factor mix and the value curves were analyzed against the focal company’s 
own expectations. This process enabled the value curve tool to be used 
in collaboration with the customer which subsequently led to creation 
of deeper, mutual understanding of what the practitioners of the three 
firms (focal case firm and two customers) found highly important in their 
collaboration.

As a first round result, the analysis and assessment process provided for 
the supplier are the following:

 1. important and structured information about the firm’s performance 
and value profile toward the customer;

 2. personal involvement and views of important customer stakeholder 
groups inside the customer organization which had never before been 
interviewed holistically;

 3. a general agreement on improvement potential and concrete measures 
on how to better serve this customer group;

 4. a deeper understanding of resource allocation while creating suitable 
resource configurations to create value for the customers; and

 5. importantly, a shared agreement that the value proposition for the 
Asian customers has to be restructured to better meet the needs and 
value expectations of the customer.
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This first round of assessment and analysis resulted in a process where 
the focal case firm’s value proposition to the customer group was renewed 
and updated. This was followed by piloting a new value proposition in 
new sales cases. Equally importantly, the assessment resulted in a growing 
number of discussions between the supplier and the customers on how 
they could jointly guarantee the best possible value to the customer’s cus-
tomer, the end-customer (Fig. 19.2).

The second round of assessment of the value canvas resulted in the 
practitioners working for the supplier identifying factors that the inter-
viewed practitioners of the Asian customer companies had completely 
overlooked and would be highly valued by the end-customer. Earlier busi-
ness interaction between the focal case company and the end-customer 
had made the focal case company very aware of what the end-customer 
needed from its suppliers and contractors.

Some of the key value elements were completely missing and some 
shared factors had very different weights than what the end-customer 
would have placed.
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A key result from using the value curve tool in practice was that the 
customer and supplier had begun serious discussions on the possibility 
of integrating offering and forming joint value propositions for the end- 
customer. Hence, as a result of using the value curve tool, the future 
business efforts of the focal case company and its two Asian customers lie 
more on combined resource and value configurations in comparison to 
before using the tool. By modifying the value curve tool to first further 
the understanding of the two separate practitioner parties on the man-
ufacturing side of shipbuilding (focal case company and its two direct 
customers), the tool can be used to discover how two groups of practi-
tioners in different parts of the value system can co-create value for an 
end-customer.

 Conclusions

This section of the book introduced the value curve as a useful and highly 
versatile tool which can be used for a number of different value creat-
ing purposes not only on the firm level but also on the network level. 
Following are the key aspects to consider when utilizing the value curve: 
first, how I (and my resource network) intend to provide value for my 
customer, and does my customer have the same perception of my capa-
bilities and available resources; and secondly, if I fail to possess all the 
required resources and capabilities needed to create value for my custom-
ers, who are the players in my value system I should collaborate with in 
order to co-create value using shared resource configurations?

By first introducing a number of more traditional ways of employing 
the value curve as a visualization tool and emphasizing its use in illustrat-
ing comparisons, we showed how the value curve and canvas provide a 
useful snapshot of the value profiles and offerings available in the market 
that sometimes, for example, complex and lengthy customer surveys fail 
to demonstrate in an easily comprehendible manner. Business managers 
can consider for example using the value curve and the value canvas by 
iterative steps: first assessing by themselves their firm’s value-providing 
resources and capabilities, secondly asking customers for value assess-
ments and thirdly, by adding competitor profiles to the canvas.
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With our practical case study example, we illustrated the value 
curve’s utility as a functional management tool for value co-creation 
within networks in which formation of joint value propositions from a 
number of ecosystem members to end-customers create increased levels 
of value in comparison to the more traditional two-party value cre-
ation (seller- buyer). As our case study showed, an increased level of 
value could be jointly offered to the end-customer by combining the 
forces of the practitioners from a supplier company and the practi-
tioners of its two customer companies by using the tool in collabora-
tion. Furthermore, by applying the practice lens both theoretically and 
empirically (Feldman and Orlikowski 2011), understanding of how 
network-level value co- creation through joint value propositions occur 
in practice was furthered.
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A Framework for Ecosystemic 

Strategizing and Change

Anastasia Tsvetkova, Tomi Nokelainen, 
Magnus Gustafsson, and Kent Eriksson

 Introduction

Companies create value in interactions with other actors, including 
their suppliers and customers. Consequently, a company can be seen as 
an element in a functioning business ecosystem, where system value cre-
ation and company-specific value capturing, or appropriation, coevolve. 
As the supply chain in a mature industry fragments and innovative-
ness generally declines over time, the focus on systemic value creation 
tends to be replaced with local or company-specific efforts that sub-
optimize system value creation (Utterback and Abernathy 1975). For 
instance, the focus of strategy-making tends to be placed on how to 
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capture a larger share of the market (Bush and Sinclair 1992), and not 
on how to expand value creation in the market. Another example is that 
certain innovative companies can encounter obstacles while delivering 
their innovations if the current way of working inhibits them because 
of something like systemic historical lock-ins in terms of technology 
or institutionalized practices (Arthur 1989). Irrespective of the efforts 
to improve its own product or service, a company can find it difficult 
to affect a larger business ecosystem and the overall value creation logic 
within a given industry.

This chapter seeks to remedy these difficulties by presenting a frame-
work for ecosystem-wide strategizing for improved value creation for the 
benefit of key actors. Put differently, the framework provides a general 
organizing outline for supra-organizational (ecosystemic) strategizing. 
As such, the framework can be seen as a macro practice for such inter- 
organizational strategizing, with several micro practices making an appear-
ance and influencing specific strategizing episodes (c.f. Miettinen et al. 
2009). Consequently, in this chapter, our focus is predominantly on the 
macro practice level, though throughout the text we present exemplary 
observations concerning micro practices as well.

The framework is concerned with redefining key ecosystem actors’ 
strategic positions in a business ecosystem and increasing system value 
creation. Thus, it is intended to address the “tragedy of the commons”—
like loss (Hardin 1968) of focus on system efficiency and company-
level strategy-making; this latter factor is suboptimal with regard to the 
ecosystem- wide value creation and therefore, on average, suboptimal 
for the individual companies as well. The framework proposes a process 
through which key ecosystem actors can analyze the surrounding busi-
ness ecosystem and its performance in terms of value creation, identify 
their strategic positions, and define and achieve new positions through 
affecting a positive change in the value creation and capturing logic in 
the ecosystem.

From a managerial point of view, the framework is useful for a number 
of reasons. Firstly, the business ecosystem perspective provides a lens to 
grasp the industry’s complex, dynamic, and adaptive structure, which is 
crucial for formulating and implementing an informed strategy for any 
actor in it (c.f. Porter 2008). Instead of focusing on markets or tradi-
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tional industry view, business ecosystems as a construct help to grasp the 
functional structure of an industry or a set of industries (Dalziel 2007). A 
business ecosystem has a goal or purpose, its raison d’être, which is deter-
mined by the needs and desires of the actors who pay for the ultimate 
products and/or services the ecosystem produces. This goal is fulfilled 
through a system of activities performed by various constituent actors; 
the changes in one part of it, such as exit or entrance of business actors, 
can affect the other actors as well as the overall value creation logic in the 
ecosystem and its performance in fulfilling the system goal. Each of the 
constituent ecosystem actors has a function within the activity system of 
the business ecosystem, and this can be either an opportunity or a chal-
lenge in realizing a strategic position for a focal company.

For example, the provisioning of taxi services for consumers is a result 
of a whole ecosystem of business actors, ranging from individual taxi 
entrepreneurs to manufacturers of automobiles and fuels. In this ecosys-
tem, the relatively recent entry of Uber has created significant upheaval 
in several countries; for example, it has rearranged some of the key rela-
tionships between members as well as the ecosystem value creation and 
capturing models. Moreover, this change has, though somewhat contro-
versially, increased the performance of the ecosystem in fulfilling its goal 
of provisioning taxi services to consumers (McGregor et al. 2015).

Furthermore, despite their dynamic character, business ecosystems are 
subject to inertial institutional barriers, such as regulations, social norms, 
and cognitive models (Scott 2008). Thus, in trying to change the value 
creation structure in a business ecosystem, it is crucial to be able to iden-
tify these boundaries and affect them through changing the status quo in 
terms of the distribution of roles and responsibilities, and appropriately 
altering the prevailing industry mindset or industry recipe (Spender 1986).

Acknowledging the interdependency between the elements of a sys-
tem—business actors in a business ecosystem—we subscribe to a view that 
strategy-making also has to reflect the fact that the boundaries between 
different actors’ activities are becoming more blurred (Gulati et al. 2012; 
Tsvetkova et al. 2014). Consequently, strategizing should move toward 
collective or supra-organizational strategy-making (Gadde et al. 2003). 
Companies can engage more easily in this movement by utilizing the 
framework presented in this chapter, which serves as an analytic tool.
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The framework of ecosystemic strategizing and change has been devel-
oped and tested in the case of a short sea shipping ecosystem, in which 
key ecosystem actors have embarked on an ecosystem-wide effort to sig-
nificantly improve the value creation capability of the focal ecosystem. 
The ecosystem comprises the shipping, shipbuilding, and other related 
industries that form a system for providing transportation of dry bulk 
cargo in the Baltic Sea. It includes a multitude of actors, such as ship 
operators, cargo owners, port operators, various technology providers, 
and so on, whose activities are interconnected and thus affect each other. 
In addition to being part of supra-organizational strategizing through 
which key ecosystem actors are reconfiguring the ecosystem for significant 
performance increase, we have also worked with two of these ecosystem 
actors throughout the whole process, including the organization-specific 
stages. Consequently, illustrative examples from this empirical case will 
be used throughout the chapter.

 Theoretical Foundation for the Framework

 Value Creation and Capturing in Business Ecosystems

Business ecosystems have been defined as economic communities sup-
ported by a foundation of interacting organizations and individuals, 
which produce goods and services of value to customers, who are them-
selves members of the ecosystem. Ecosystem members or actors tend to 
coevolve in terms of their capabilities and roles and align themselves with 
the directions set by one or more central companies (Moore 1996).

General systems research argues that the whole of the system is more 
than the sum of its parts (Simon 1996). A business ecosystem, in its 
complexity, can also be characterized by the fact that as a whole, it cre-
ates more value compared to the aggregate value that all the actors would 
create independently (Tsvetkova 2014). System value creation is usually 
at the heart of emerging ecosystems, while more mature or stagnating 
industries can find themselves in a situation when efforts of individual 
actors or clusters of actors compromise the achievement of the system 
goal (i.e., delivering value to the customer). Understanding of the value 
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creation structure in a business ecosystem, as well as roles and responsi-
bilities of business and non-business actors in relation to it, can shed light 
on whether system value creation can be increased or achieved more effi-
ciently. Thus, business ecosystems can be analyzed with the explicit pur-
pose of improving the value-creation performance of the system (Santos 
and Eisenhardt 2009). Asking whether there is potential for affecting 
value creation on a business ecosystem level needs to serve as a start-
ing point for any company defining or redefining its strategic position, 
because value creation does not wholly reside at the company level.

As noted by Järvi (2013), most research on business ecosystems 
has emphasized organization-specific value capturing over systemic 
value creation. That is, the focus of exploring system “shaping” efforts 
revolves mostly around the way companies profit from system innova-
tions by appropriating a larger share of total value creation (Teece 1986). 
Naturally, value capturing plays a crucial role in strategy formulation and 
implementation, since it ultimately determines a company’s survival and 
growth (Hannan and Freeman 1977). The framework presented in this 
chapter focuses both on the way system value creation can be increased 
through a joint, or supra-organizational, effort by key ecosystem actors 
and on the way value can be captured by each of the actors so that the 
ecosystem is resilient and self-sustaining.

Such a view challenges the traditional perspective on competitive 
advantage, which emphasizes the maximization of the benefit for an indi-
vidual company. The framework we propose, in turn, implies that both 
value creation and value capturing models at the ecosystem level are to be 
considered when attempting to shape ecosystems that have a sustainable 
competitive advantage over incumbent or other competing ecosystems. 
The reason for this is the fact that, as Moore (1996) noted, competition 
has shifted from the level of individual species (i.e., company level) to the 
level of entire business ecosystems.

 Strategic Management

Strategic management—both as an academic discipline and as a practi-
cal organizational undertaking—still usually concerns one organization, 
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maximizing the performance of that organization as the phenomenon of 
interest (Furrer et al. 2008; Nag et al. 2007). Therefore, while this tradi-
tional view acknowledges the existence and performance implications of 
inter-organizational phenomena such as cooperation (Gulati and Singh 
1998), co-opetition (Brandenburger and Nalebuff 1998), and comple-
mentorship (Yoffie and Kwak 2006), the point of view predominantly 
remains at the level of a performance-maximizing organization.

Within strategic management literature, one influential view to con-
ceptualize and understand the essence of strategy is perceiving it as a 
set of activities (Porter 1996) instead of the more traditional view of a 
general plan toward the performance (or other) goals of the organization 
(Mintzberg et al. 1998). In this conception, the strategy of an organiza-
tion is the set of activities and especially their configuration that enables 
the organization to offer unique products and/or services, or to do so in 
a unique manner. What is more, in such an activity system-based view of 
strategy, there are no particular sources of competitive advantage as such, 
but rather the competitive advantage of an organization is embedded in 
or arises from the way the activities are put together (Porter 1996). In a 
way, this resembles the above-described view of an ecosystem consisting 
of components (actors), each of which contribute in a certain manner 
to the fulfillment of the ultimate task, but in this case within a single 
organization.

The unique feature of our framework is to apply the activity-based 
view on strategy not only at the organizational level, but also—and just as 
importantly—at the ecosystem level. Thus, the “strategy” of an ecosystem 
is the set of activities and their configuration with which the ecosystem 
performs its ultimate task, such as provisioning a taxi service. And if an 
ecosystem can be viewed in this manner, following Porter (1996), to have 
a strategy, then the ecosystem (i.e., its constituent actors collectively) can 
equally as meaningfully be seen as capable of strategizing (i.e., intention-
ally reconfiguring this activity system) as well.

Strategizing, in contemporary strategic management parlance, refers 
to strategy work or making of strategy (Whittington 2003). While there 
are differences in terms of how such work is understood, (e.g., in terms 
of its temporal duration, actors involved, or the end result [Vaara and 
Whittington 2012]), in virtually all conceptions, strategizing refers to 
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deliberately (or relatively deliberately) shaping the organization’s long- 
term direction and, ultimately, performance (ibid.).

In our case, if an ecosystem can be viewed as having a strategy in terms 
of the activity system it comprises, then strategizing at this level takes 
the form of collective strategy work by and among the constituent eco-
system members (or at least the most consequential or influential key 
actors capable of affecting a meaningful change in the activity system). 
Since this is an inter-organizational undertaking that intends to bring 
about a positive change at the ecosystem level (with intended positive 
implications for the constituent actors as well, of course), we refer to this 
strategy work as supra-organizational strategizing. Currently, this perspec-
tive is virtually absent in existing strategic management literature (Vaara 
and Whittington 2012).

Such strategizing is peculiar in that it is not guided and mediated by a 
uniform set of norms as in organizational strategy work, at least to a sig-
nificant degree. Instead, the strategists—those who engage in the strategy 
work (Jarzabkowski and Spee 2009)—represent different organizational 
cultures, are subject to different performance goals and pressures, and 
may even apply different industry recipes (Spender 1986) in the case that 
they represent different industries as traditionally construed.

 Description of the Framework

The framework consists of three main stages, which proceed from the 
ecosystem level to the organizational level:

• Stage 1. Analysis of business ecosystem
• Stage 2. Strategic (ecosystem) position and strategy formulation for 

each focal company
• Stage 3. Strategy implementation by each focal company

The process is reminiscent of a traditional view of a strategy pro-
cess of analysis, formulation, and implementation (de Wit and Meyer 
2010), but essentially concerns the ecosystem level as the starting point. 
Furthermore, while stages 2 and 3 are concerned with the organiza-
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tional level, inter-organizational strategizing will be present and/or will 
affect all the stages. For example, establishing an ecosystem position—
and consequently a strategy for a particular ecosystem actor—is highly 
dependent upon corresponding choices by other companies; the ecosys-
tem activities performed by each of the companies must be compatible 
and interface with those performed by others. Moreover, to maintain 
inter- organizational cohesion and trust (hopefully) established at the 
first stage, organization-specific strategizing must honor and be compat-
ible with mutual agreements already made, or iteratively engage supra- 
organizational strategizing practices again.

Thus, the framework constitutes a macro-level supra-organizational 
strategy practice, with three relatively distinct phases, all of which include 
a number of stage-specific micro-level practices. The framework has 
been employed in our case context in just such a manner, as a supra- 
organizational macro practice to formulate and implement (1) a jointly 
constructed strategic vision of a short sea shipping ecosystem and (2) 
corresponding company-specific positions and organizational strategies.

According to our experience, it is unreasonable to assume that this 
macro practice would unfold linearly stage-wise. Instead, the process 
appears to be rather messy by nature, requiring frequent iterations between 
the stages. Nonetheless, each stage in the overall supra- organizational 
practice is further described in detail (Fig. 20.1).

 Stage 1: Business Ecosystem Analysis

To begin with, the focal business ecosystem must be analyzed jointly by 
the key ecosystem actors. Key aspects include system value creation logic 
and current structure of relationships and interactions among the actors, 
particularly the activities they perform with respect to the ultimate task of 
the ecosystem. Furthermore, problems and opportunities related to sys-
tem value creation must be identified. Based on the results, it is  possible 
to develop a detailed shared understanding of the current business eco-
system and envision the target business ecosystem, with increased ecosys-
tem value creation with regard to its ultimate task as the main aspect of 
interest.
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However, according to our experience, such analysis requires an orga-
nizing framework to structure praxis and provide participants with a 
shared terminology to codify their thoughts. Moreover, a neutral facilita-
tor (a non-member of the ecosystem) and neutral premises for the con-
duct of the practice are quite likely to catalyze joint strategizing both at 
this stage and at subsequent stages (c.f. e.g., Johnson et al. 2010).

An appropriate organizing framework for this stage may be obtained 
by combining activity-based and function-based views of business ecosys-
tems. On the one hand, an ecosystem can comprise various functions 
to produce systemic value. For example, in the short sea shipping con-
text, the ship must be navigated during a voyage, which in turn affects 
fuel consumption, safety, timeliness, and so on. However, such naviga-
tion can be performed, for example, by a ship operator itself (the captain 
onboard), or in the case of an autonomous (unmanned) ship, it may be 
performed remotely by a specific voyage execution service provider. In 
other words, an ecosystem function can be realized by alternative activity 
and/or actor configurations.

With such an organizing principle, the practice of analyzing a busi-
ness ecosystem can be split in two sub-stages: (1) analysis of the current 
business ecosystem and each actor’s position in it, and (2) envisioning the 
future ecosystem and each actor’s position in it.

 Analysis of the Current Business Ecosystem and Each Actor’s 
Position in It

At this sub-stage, the participating actors need to analyze what the per-
formances of the current ecosystem and its constituent actors are and 
how the current configuration of functions, activities, and actors work 
to bring about such performances. In other words, the analysis concerns 
both ecosystem-wide value creation and company-specific value captur-
ing as a proportion of the ecosystem-wide value.

More specifically, the following questions need to be answered at this 
sub-stage:

• What is the basic task of the business ecosystem? Such a task can be, 
for example, to transport cargo or to supply energy to remote places.
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• What are the major ecosystem functions required to perform this task?
• Which activities are currently performed to realize those functions, 

and which actors currently perform the activities?
• What are the interfaces between different functions and activities? 

How do they affect each other in terms of the flow of goods, informa-
tion, and money?

• How much (end user) value is currently created by the ecosystem and 
by which functions, activities, and actors, and how is this value being 
captured by each actor?

• How are each of the actors currently incentivized?

Equipped with answers to these questions, a few types of problems can 
typically be somewhat effortlessly identified:

• Some actors are incentivized in a way that is detrimental to the perfor-
mance of the ecosystem task—usually in a classic sub-optimizing man-
ner. For example, in the short sea shipping context, several actors 
involved in vessel construction are incentivized with cost minimiza-
tion to drive down the initial capital outlay for a new vessel, which 
leads to vessels that are affordable, but not built for high-capacity uti-
lization, in-use performance, and lifetime profitability. As a conse-
quence, ecosystemic performance is significantly undermined by 
inappropriate incentives by certain actors.

• The interfaces between certain business ecosystem functions and activ-
ities do not exist or are inadequate, which harms the overall ecosystem 
efficiency. For example, in the short sea shipping context, cargo own-
ers (shippers) are usually not involved in designing new vessels, even 
though it is precisely their needs the ships are aiming to satisfy. As a 
result, inefficiencies of old ships are carried over to new ships in the 
form of suboptimal dominant designs because end customers’ needs 
are not adequately heard.

• Certain actors do not fulfill their functions in the best possible way, or 
they create bottlenecks for system value creation. Often this is linked 
to the lack of incentives or disincentives to act differently. For exam-
ple, in the short sea shipping context, cargo brokers typically earn 
through obstructing the flow of information between cargo owners 
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(demand) and ship operators (supply). In other words, more efficient 
and direct matching of supply and demand would hurt cargo brokers 
by making them less necessary, even though the ecosystem as a whole 
would enjoy significant performance increase.

• There are unfulfilled business ecosystem functions. For example, in 
short sea shipping, capacity utilization could be notably improved 
with computerized optimization of how ships and cargoes move in the 
system. Today, however, such systemic optimization function is by and 
large absent in most short sea shipping contexts.

Such identified problems lay the foundation for the next stage, envi-
sioning the future business ecosystem and each actor’s position in it.

It is important at this stage to keep the discussion fairly abstract in 
order to avoid blaming participating actors or to let any actor fall into 
defending their existing incentives. Again, a neutral facilitator and the 
practice conducted on neutral premises are likely to assist in this.

 Envisioning the Future Business Ecosystem and the Company’s 
Position in It

By addressing problems identified in the previous stage, it is possible to 
outline a conceivably better-performing ecosystem. Better performance, 
in turn, implies increased value creation through increased end-user value 
and/or lower costs.

In a nutshell, this comprises

 1. designing a coherently configured set of activities to perform essential 
ecosystem functions, which would bring about an increase in 
ecosystem- wide value creation (i.e., an activity-based strategy [Porter 
1996]) for the ecosystem; and

 2. designing a future ecosystem position for each of the key ecosystem 
actors, in terms of the position’s activities within the ecosystemic con-
figuration (i.e., an activity-based strategy) for each of the key actors.

Quite obviously, the future ecosystem should fulfill (at least) the fol-
lowing criteria:
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• Exhibit better performance potential than is currently the case (i.e., 
create more value through efficiency or effectiveness, or both)

• Provide all key actors (i.e., those who are capable of affecting the tran-
sition from the current to the new state, either positively or negatively) 
with sufficient incentives to embrace the change, with perceived equi-
tability of value distribution as a particular concern

• Be realistic (credible) so as to capture the imagination of the key actors

According to our experience, these criteria are highly important, quite 
challenging to meet, and likely to require several iterations before sat-
isfactory configuration is found. It is of particular importance to find 
efficient and effective ways, or practices, to codify and illustrate how 
each candidate configuration satisfies these criteria. In our case, transpar-
ently prepared business case calculations, graphical inter-organizational 
relationship depictions (flow of goods, information, and money), and 
graphical computer simulations have turned out to be efficient means 
toward this end.

With regard to inter-organizational relationships and the overall con-
figuration of the ecosystem in particular, the future ecosystem can be 
described in terms of the interfaces between, and functions performed 
by, the constituent actors. Based on that, a roadmap for arriving at a new 
ecosystem can be drawn. The analysis within this stage can be performed, 
to continue the preceding list, using the following steps:

 3. Preparing a graphical ecosystem activity map, which demonstrates 
value creation logic in the strategy of the ecosystem

 4. Detailing each key actor’s impact on system value creation in terms of 
its activities and their interfacing with activities performed by others

 5. Developing a roadmap “from here to there,” which explicates the 
actors’ key actions required to achieve the envisioned state of the busi-
ness ecosystem

While presented as a chronologically proceeding set of steps, accord-
ing to our experience, these steps are highly iterative and intertwined. 
Also, the tools referred to above (such as the ecosystem activity map) are 
means, or practices, of facilitating and structuring the analytical process 
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and communication of results instead of templates that enable a mecha-
nistic analysis of ecosystems step by step.

Nonetheless, to highlight a practical tool, a graphical ecosystem activ-
ity map (see Fig. 20.2) is, in our experience, a useful summary means for 
formulating and depicting how value will be created in the envisioned 
ecosystem. For that, only the key activities required for the renewed 
business ecosystem need to be outlined for a meaningful depiction. The 
analysis starts from formulating what the ultimate ecosystem goal or task 
is, and which functional outputs are required to fulfill it (the area labeled 
“functional output” in Fig. 20.2). Then, key activities contributing to 
those outputs are mapped (the area labeled “ecosystem activities” in Fig. 
20.2). It is possible that most activities are more or less the same in the 
current and future ecosystems, except for newly introduced activities, but 
there are likely to be significant differences in terms of how they are con-
figured: which actors perform them and how they interface with each 
other.

The last layer in the ecosystem activity map (the area labeled “eco-
system governance” in Fig. 20.2) depicts the implications for gover-
nance changes. In the exemplary case depicted in Fig. 20.2, for instance, 
the highlighted company (a cargo handling solution provider) is to be 
involved in more activities: that is, to not only provide cargo handling 
solutions for cargo vessels based on predetermined requirements, but also 
to affect other activities such as fast cargo hold cleaning, fast vessel load-
ing and unloading, and so on. This is because of the interdependency 
between those activities identified earlier in the process.

Co-created by the participating ecosystem actors through the above- 
described practice of supra-organizational strategizing, the ecosystem map 
serves as the basis for organization-specific strategizing. In other words, 
at the next stage, strategizing practice shifts largely to the organizational 
level—toward the more widely discussed concepts found in the strategy- 
as- practice literature (Vaara and Whittington 2012). Nonetheless, 
organizational strategizing must conform to the outcomes of the supra- 
organizational practice, or alternatively engage the supra-organizational 
practice again if changes are sought. According to our experience, the 
latter is highly likely in most organizations, resulting in multiple iterative 
rounds between the supra-organizational and organizational levels. This, 
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in turn, calls for efficient supra-organizational micro practices, especially 
with regard to codifying, analyzing, and illustrating any chances to avoid 
participant frustration.

 Stage 2: Strategic Position and Strategy Formulation

The second stage is about formulating and describing the strategic posi-
tion of each of the key ecosystem actors based on the opportunities iden-
tified during the previous stage and consistent with the co-constructed 
vision of the configuration of the future ecosystem.

In contrast to traditional strategic management prescriptions, however, 
the organizational position is not about defending against market forces 
or distancing the company from them (Kim and Mauborgne 2005), but 
rather about integrating each of the key actors into the envisioned ecosys-
tem in a value-creating (and appropriately capturing) manner.

The method employed in the description of the aspired strategic 
position is, like at the ecosystem level, that of activity system mapping, 
though in accordance to its original intended organization-specific use 
(Porter 1996). As noted earlier, the aim of activity system mapping is to 
graphically represent the cornerstones of an organizational strategy and 
especially to show the interconnections between its elements: how all the 
elements reinforce each other and together constitute core contents and 
the logic of the strategy.

Because of the ecosystem-based nature of strategy formulation, a cor-
responding organizational strategy always needs to include three funda-
mental elements in its core (Bowman and Ambrosini 2000; Lepak et al. 
2007; Barney and Clark 2007):

 1. Creating added ecosystem value
 2. Capturing added ecosystem value
 3. Sustaining the organization’s position in the ecosystem

Of these, elements 1 and 2 already have their outlines set at the previ-
ous supra-organizational strategizing stage.
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Creating added ecosystem value. This should be the starting point of an 
organizational strategy in an ecosystem-based setting. Otherwise, “the pie 
does not grow” (i.e., the ecosystem does not create increased economic 
value to be enjoyed by the ecosystem members), and the aim of corporate 
strategy is relegated to merely trying to incrementally increase the orga-
nization’s share of that “existing pie.” Though already addressed at the 
previous stage with regard to future ecosystem design, it should be borne 
in mind that for any actor to substantially positively affect the ecosystem, 
increased value must be introduced into it, and, consequently, the strat-
egy of the focal company and its depiction must be premised on this goal.

Thus, in the activity map of each of the key actors, the first segment of 
the map should concentrate on explicating the logic (i.e., the organiza-
tional activities and their interrelations) by which the focal organization 
introduces added value to the ecosystem. This constitutes the value- 
creation strategy of the focal organization.

Capturing added ecosystem value. To benefit the focal company in par-
ticular, it is evident that the strategy must also be premised on how the 
focal company itself can capture, or appropriate, a substantial proportion 
of that added value. In comparison to the previous aspect, this one is 
closer to the traditional notions of competitive strategy.

However, it is of the utmost importance to emphasize that in con-
trast to much traditional strategic management thinking (Bowman and 
Ambrosini 2000; Lepak et al. 2007), the aim is not to maximize value 
capturing in the usual sense, but rather to capture an equitable and mutu-
ally agreeable share of the ecosystem-wide value creation. In other words, 
prescriptions by equity theory (Carrell and Dittrich 1978) are very appli-
cable at this as well as at the previous stage. Put simply, in a social set-
ting, actors are highly sensitive to perceived equitability in benefit (value, 
payoff) distribution even beyond what their self-interests would warrant. 
A significant body of relatively recent research in experimental  economics 
corroborates this view (Sanfey et  al. 2003; Kirchsteiger 1994) beyond 
reasonable doubt. Thus, each of the ecosystem actors must be highly sen-
sitive to what they have mutually agreed to in the supra-organizational 
strategizing stage and invoke the collective practices at that stage in all 
cases of doubt or change.
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Consequently, the second segment in the activity map of each of the 
ecosystem actors should focus on detailing the activities through which 
the focal organization may capture its fair and mutually agreeable share of 
the expected value created in the envisioned future ecosystem. In any case 
of disagreement, likely the most feasible way to resolve it is to assess the 
relative contribution of the focal organization to the ecosystem-wide value 
creation (Greenberg 1986).

Sustaining one’s own position. In order to ensure that the advantageous 
strategic position endures over time, both for the ecosystem as a whole 
and for the focal organization, each of the ecosystem actors must take 
into account the ways (or in the language of activity system mapping, 
the activities) through which the actor aims to sustain its position against 
competition and imitation in the future. This notion of advantage sus-
tainability is a prime concern in mainstream competitive strategy as well 
(Barney 1991; Barney and Clark 2007), and not really constrained by 
supra-organizational strategizing. In other words, each ecosystem actor 
has substantial freedom of strategic choice with regard to this element.

In mainstream strategic management thinking in general—and in the 
competitive dynamics perspective in particular (Williams 2007)—sus-
tainability is perceived as resilience toward hostile actions by competitors 
and other such actors, but sustainability in an ecosytemic setting refers 
to sustained contribution capability for ecosystemic value creation and 
therefore continued relevance for the ecosystem. Thus, the threat toward 
sustainability is more about becoming irrelevant than about defending 
against imminent opportunistic attacks by other ecosystem actors. And 
in an ecosystemic setting, arguably the best way to pre-empt any oppor-
tunistic attack is to ensure that the ecosystem as a whole, and thereby 
most likely the attacker itself, would be worse off as a result of having 
replaced a superior ecosystem value contributor.

More traditional sustainable competitive advantage in relation to 
immediate competitors within an ecosystem (i.e., the companies that can 
take on the role of the focal company) still needs to be maintained, for 
example through locking customers in or developing a particular fit with 
the overall ecosystem structure so that the focal company would not be 
easily replaceable. This, however, should not compromise the sustainable 
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competitive advantage of the overall ecosystem and its capacity to remain 
flexible and adaptive in order to retain it.

Hence, the third and final segment in the activity map of the focal 
organization depicts those activities that aim at ensuring that the position 
outlined by the first two segments (value creation and value capturing) 
can be sustained over time.

Figure 20.3 illustrates the basic setup of the organization-specific activ-
ity map. It departs to a degree from Porter’s (1996) original depiction, 
but according to our experience with two organization-specific cases in 
the short sea shipping ecosystem change initiative, it is better suited to 
ecosystem-based organizational strategy work, consistent with what is 
described earlier.

As shown in Fig. 20.3, the activity system map describes not only the 
activities themselves, but also the key corporate initiatives which actualize 
the activities and their intended organizational and ecosystemic outcomes 
as actualized in the initiatives. Especially the ecosystemic outcomes serve 
as points of interfacing with other actors in the ecosystem-wide activity 
map, since often such outcomes are not solely dependent on the under-
takings of one organization alone, but instead are a result of activities by 
several actors performed in concert.

It is likely, however, that any attempted change in corporate strategy 
as well as disruptions in the status quo of the current ecosystem will elicit 
both support and, importantly, resistance. The sources for such support 
and resistance are both internal (employees) and external (stakehold-
ers, other ecosystem members) to the focal company (Pardo del Val and 
Martínez Fuentes 2003; Barnett and Pontikes 2008).

Therefore, in order to proactively leverage and mitigate these reactions, 
each ecosystem actor must evaluate all the elements (i.e., activities) in its 
strategy in terms of

• which ecosystem actors stand to win and how; and
• which ecosystem actors stand to lose and how.

This evaluation serves as a feasibility assessment for the aspired strate-
gic position and thereby allows one to identify
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 1. if the strategy violates the agreements made among the participating 
ecosystem actors at the supra-organizational strategy; and

 2. if the strategy is likely to encounter such overwhelming resistance 
from internal or other ecosystem actors that revision of the strategy is 
required.

In utilizing the framework, it is not necessary to meticulously “fill in” 
detailed enumerations of likely support and resistance, but rather to iden-
tify the most salient ones that probably are the most beneficial (support) 
and detrimental (resistance) with regard to the envisioned strategy. Of 
essence is a mindful and insightful assessment of these aspects, not a labo-
rious production of itemized lists.

This assessment provides the basis for preparing the plan for strategy 
implementation, which should take both the ecosystemic and the orga-
nizational considerations into account in order to result in a feasible plan 
of action in bringing about the aspired future ecosystem, including the 
desired position of each of the focal organizations in it.

 Stage 3: Strategy Implementation

Based on previous analysis, each ecosystem actor defines a detailed plan 
for strategy implementation. Of the stages in our overall framework, each 
of the focal organizations here can exercise the most individual judgment 
and choice, since organization-specific implementation is relatively little 
concerned with the supra-organizational setting and mutual agreements 
therein.

Thus, practice-wise, established literature on strategy-as-practice is 
generally very applicable (see Vaara and Whittington 2012 for a review), 
especially that concerning the critical role of middle management (e.g., 
Woolridge et al. 2008; Rouleau 2005).

To summarize the key points in outline, implementation requires 
understanding about organizational (re)structuring, staffing, setting up 
governance structures, and resourcing within the company in order to 
implement the strategy. The key products, services, and capabilities for 
creating and delivering ecosystem value, as discussed earlier, also need to 
be identified.
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Once the organization is appropriately set up, the strategy implemen-
tation can be perceived as a diffusion process (Noble 1999), whereby 
the intended strategy should permeate throughout the organization and 
manifest itself in behavior according to this strategy.

In essence, this requires translation (i.e., sense-giving and sense-making 
practices) at every organizational level, and in the end at the individual 
level (Rouleau 2005). Translation is, of course, heavily specific in case, 
strategy, and organization, but in the end it should always answer the 
following questions: what does the strategy mean for X, and what kind of 
behavior should the strategy elicit in the case of X (where “X” stands for 
the organizational unit in question)?

The latter question is significant for two reasons: first, it makes the 
(perhaps otherwise abstract) corporate strategy concrete and specific. 
And second, it serves as the foundation of measuring the progress of the 
implementation in the organization, because if strategy-specified behav-
ior is observed (or not), the strategy implementation can be perceived 
successful (or not).

 Managerial Implications and Conclusions

The framework of ecosystemic strategizing and change has been developed 
and tested in the case of a short sea shipping context, in which key actors 
have embarked on an ecosystem-wide effort to significantly improve the 
value creation capability of the focal ecosystem. Furthermore, we have 
worked with two of these ecosystem actors throughout the whole process, 
including in the organization-specific stages.

According to the experiences and observations accumulated during 
this work, we have found the framework quite applicable for initiating, 
organizing, and facilitating intentional ecosystem change. However, it 
has become exceedingly evident that the general framework constitutes 
only the general organizing template for actual work and that the tangible 
micro-level practices within each of the stages within the overall frame-
work are highly important and consequential. In this sense, our work 
affirms the basic position of the strategy-as-practice school of thought: 
practices matter in—if not wholly determine the outcome of—organiza-
tional strategy/strategizing (Vaara and Whittington 2012).
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Thus, we wholly subscribe to and have witnessed the importance 
of such considerations as terminology; language and other discursive 
practices (Mantere 2013); practices or working with numbers such as 
business case, cash flow, and investment calculations (c.f. Ezzamel and 
Willmott 2008); narrative; and other practices of describing “us” and 
“our common future” (c.f. Brown and Thompson 2013). Moreover, 
practices concerning analytical tools and their in-situ use (Molloy and 
Whittington 2005) seem to be highly consequential in a supra-organi-
zational setting, too. For example, in our case, simulation models have 
proven to be highly efficient means of analyzing and illustrating various 
future scenarios as well as providing a common point of reference for 
the strategists from different organizations in supra-organizational strat-
egizing episodes, which is consistent with Schrange’s (1999) notion of 
“serious play.”

Moreover, as in organizational settings, we have found that in supra- 
organizational strategy, setting appropriate meeting practices from the 
very beginning is important because such practices tend to be rapidly 
instituted or “ritualized” (c.f. Johnson et  al. 2010) and subsequently 
laborious to change. Thus, it is important to mindfully plan the supra- 
organizational strategizing episodes in advance, including the physical 
environment (Jarzabkowski et al. 2013). In this, a neutral facilitator and 
neutral premises are, we maintain, conducive to a power-neutral basic 
setting.

All in all, in this chapter, we have focused on and presented a general 
organizing framework for ecosystemic strategizing and change. We have 
developed and refined this framework in a concrete ecosystemic change 
effort with a set of key ecosystem actors and have found it to be pro-
ductive in organizing both inter- and intra-organizational strategizing. 
However, as suggested earlier, this framework constitutes a macro prac-
tice. Actual strategizing, both within and outside of specific strategiz-
ing episodes, comprises and is determined by a host of micro practices, 
which are highly consequential for flow and eventual success. For orga-
nizational strategy practices, there is already reasonably well-established 
knowledge about what works (Vaara and Whittington 2012). However, 
such knowledge is by and large lacking at the supra-organizational level, 
which is the necessary starting point in intentional ecosystem change 
initiatives.
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In this chapter, we have provided some tentative insights about what 
we have found to be important in supra-organizational strategizing, but 
this is clearly an avenue worthy of more systematic research for strategy- 
as- practice scholars in the future.
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Network Performance Management: 

Measurement, Scorecard, and Boundary 
Processes

Jukka Vesalainen and Sampo Autio

 The Challenge of Managing Network-Level 
Performance

The idea of strategic networks was first presented in 1980s when Jarillo 
(1988) and others argued that rather than between firms, competition is 
something that occurs between networks. After all these years there still 
seems to be one question unanswered: How does one define and capture 
what is good or excellent level of performance for a network? The lack 
of comprehensive frameworks and models is obvious concerning both 
academic research and managerial practices.

The core idea of networking rests on the pursuit of collaborative 
advantage (Dyer and Singh 1998). It is assumed that firms can improve 
their competitiveness by allying closely with partners and manage rela-
tionships in a way that brings about gains for the firm itself as well as 
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its partners. The main logic of collaborative advantage stems from 
relationship- specific investments, complementary resources, knowledge- 
sharing routines, and effective relationship governance, which bring 
about distinctive advantages into a relationship, and as a consequence, to 
the parties of the relationship.

Managers responsible for business relationships continuously bring up 
the difficulty of having fruitful interaction with their partners in terms 
of strategic development. They may arrange ‘strategic’ development ses-
sions, but very often the content of these sessions shift from the strat-
egy level to current operational issues between the parties. It seems that 
the practices in business relationships are not strategic in the sense that 
boundary role persons would stick to the intended point.

Managers highlight the importance of networks, but seldom refer to 
any practical tools and approaches by which the entire network’s perfor-
mance would be possible to measure and manage. The problem is partly 
linked to the difficulty to effectively measure network-level performance. 
This makes managers worry about the gains that can be achieved through 
a massive data collection. Thus, the problem is both theoretical (what 
constitutes network performance) and practical (what information is 
managerially relevant, how to collect data, analyze it, and use knowledge 
acquired for managerial purposes).

From the managerial perspective, it is clear that mere information 
about how a network performs and what the underlying prerequisites 
are for performance is not a sufficient goal. The point of departure 
for this development project was our partner firm’s (hereafter ‘Delta’) 
interest to get a comprehensive view on its network’s (Delta Network) 
current state, different suppliers’ relative position in the network and 
different relationships’ nature as well as their performance. The original 
idea was to use the measurement results for supply chain management 
purposes by using the information as a starting point and inspiration 
for network-level and relationship- level discussions. The value sought 
refers to the network- level development by making explicit the current 
network-level performance and the mechanisms that have an effect on 
that performance. It was also important to gather relevant comparative 
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data1 to figure out the relative performance level of the focal supply 
network.

Our solution to the theoretical problem is an analytical model, which 
is based on the resource-based view (RBV) of strategy. The framework 
defines factors that together represent the underlying mechanisms that 
generate network performance. In order to choose the most important 
factors of networking, we leaned on recent theoretical knowledge on net-
work mechanisms and the factors that most clearly can be connected 
with performance outcomes in interorganizational contexts. In our solu-
tion, network performance is measured on dyadic supplier–customer 
basis and the approach allows both network-level and relationship-level 
analyses. The theoretically grounded framework is presented in the fol-
lowing section.

What comes to the practical challenge, the collection of data was 
arranged so that both the suppliers and the representatives of the cus-
tomer firm participated in the evaluation. Evaluation was carried out by 
taking each relationship as an object of investigation. Second, in order 
to improve the usability of the massive data gathered, we developed a 
specific network performance scorecard, by which the actors involved can 
figure out the big picture as well as drill down to the pieces of more 
specific information in terms of different measures as well as relation-
ships. Third, in order to use the information collected, we planned and 
tested a scheduled plan for relationship-specific development discussions 
so that within a year they (relationship owners) should arrange supplier–
customer discussions that deal with different themes derived from the 
network performance framework.

 Modeling Network Performance

 Applying the RBV to Network Performance Analysis

The better resources a firm has and the wiser it uses them, the better it 
performs as compared to competitors. Applying this simple principle to 

1 We are here able to use data from Delta Network and three other networks together consisting of 
65 supplier–customer relationships.
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networks means that a network outperforms its competing networks if its 
resource base is stronger and it uses it more effectively. Network’s resource 
base refers to the network members’ resources and capabilities. If a net-
work comprises of ‘world class companies’, it probably outperforms a 
network formed by more average firms. In a similar vein, if two networks 
have equal resource bases, but the other uses its resources more effectively, 
it will probably outperform the other network. Thus, in order to measure 
network-level performance by using the RBV, one has to define measures 
for network member capabilities and network activities. Both of these 
tasks are challenging because of the amount of information needed.2 The 
theoretical foundation for network performance consists of four elements 
(Fig. 21.1). Following the RBV, the first ‘ground’ level of the performance 
framework focuses on network members’ capabilities and the second on 

2 We constructed a measure for firm-specific capability evaluation and it was used in the pilot study; 
when collecting comparative data from other networks, we had to abandon this part of the evalua-
tion due to the length of the questionnaire; we suggest that firms would gather supplier-specific 
capability information in connection to, e.g. auditing activities.

Network’s resource base

-  Firm-specific strategic capabilities as a set of resources and deploying activities

Network capital

Strategic integration
- Relationship-specific investments; network structures; information transparency

Inter-firm interaction
- Supplier/customer involvement; relational behavior; inter-organizational learning

Social capital
- Trust; commitment; shared views, values and norms

Operative performance

-  Quality, delivery accuracy, speed of operations,
cost development, operational efficiency, flexibility

Financial performance

+

Fig. 21.1 A resource-based model of network performance
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the mechanisms by which a network deploys3 firm-specific resources in 
the best possible way. We propose this mechanism to include three dif-
ferent but intertwined elements: strategic integration, interfirm interaction, 
and social capital. In the model, we use the term ‘network capital’ to 
highlight the fact that well-functioning network mechanisms are some-
thing that develop slowly and once developed they can be considered 
as a network- specific asset. Network’s resource base and network capital 
together form the foundation for network performance. The rest two lev-
els consist of performance measures addressing different outcomes made 
possible by the resource/activity interaction. The first of the two outcome 
measures focuses on operative performance (quality, delivery accuracy, 
speed of operations, cost development, operational efficiency, and flex-
ibility). The upmost outcome level measure relates to the network’s finan-
cial performance on the basis of weighted firm-based financial measures 
drawn from financial statements. To sum up, the RBV-based model for 
network performance (Fig. 21.1):

• highlights firm-specific capabilities as the base for network 
performance

• assumes network capital as a means for deploying effectively network’s 
resource base

• assumes operative performance as a consequence of high level of net-
work capital

• assumes financial performance to be (partly) a product of operational 
performance

• assumes network capital to have a positive effect on the development 
of network’s resource base, and

• assumes financial performance to have an effect on network’s resource 
base

3 A network can hardly be considered as an entity and/or an actor as such; the term ‘network 
deploys’ refers to activities that the members of a network alone and together do in order to achieve 
strategic and operational excellence.
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 Network Capital as the Key to Increase Network 
Performance

Research on interorganizational relationships has found numer-
ous relationship- related factors to affect positively on firm-specific or 
relationship- level performance. Based on an extensive theoretical knowl-
edge, we chose a group of the most important relationship factors to be 
measured as the main antecedents for network-level performance. These 
factors constitute an important capability of a network, and as pointed 
out earlier, we call it network capital. As a conceptual construct, network 
capital comprises three types of elements, which again consist of 15 more 
specified and measurable factors.

Network’s strategic integration consists of four factors: suppliers’ and 
customer’s relationship-specific investments, network structures (organiza-
tional integration, integrated processes and systems), and information 
transparency (from suppliers’ as well as customer’s side). Network’s social 
capital consists of trust, commitment, and unity (shared values and goals). 
Together, strategic integration and social capital form the benign inter-
organizational environment or ‘enabling structure’ (Kohtamäki et  al. 
2012) for a network within which interfirm interaction gets valuable 
forms to achieve collaborative advantage and network-level performance. 
Interaction can take many forms. In the model, we chose to measure 
supplier and customer involvement on each other’s development activities, 
relational behavior styles of boundary role persons, various dimensions of 
interfirm learning, and customer’s value profile as the most important ele-
ments of interfirm interaction.

Prior research on networking and interorganizational relationships 
gives a lot of support to the positive effects of various network mecha-
nisms to operative and strategic performance at both firm and relation-
ship level of investigations (Vesalainen and Kohtamäki 2015). Trust has 
been found to facilitate cooperation, effective interaction, innovation, 
or value creation and thus indirectly to increase operative and financial 
performance (McEvily et al. 2003). There is also a connection between 
relational capital and interorganizational learning (Chang and Gotcher 
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2007). Further, trust is connected to decreasing transaction costs as well 
as increasing openness between the parties of a relationship. Supply chain 
integration (interface structures, systems, and processes) facilitates infor-
mation sharing between parties (Bensaou and Venkatraman 1995), and 
interorganizational IT systems affect performance positively if communi-
cation and openness are good enough (Paulraj et al. 2008).

Relationship-specific investments have found to positively affect cus-
tomer commitment to a seller by making the relationship more important 
to the customer (Anderson and Weitz 1992). Moreover, relationship- 
specific investments represent idiosyncratic resources generating sus-
tainable competitive advantage and superior outcomes (Palmatier et al. 
2007). Structural integration in the form of system, process, or organiza-
tional integration may have a direct positive effect on relationship perfor-
mance, but it seems that in connection to social capital the positive effect 
is stronger (Kohtamäki et al. 2012). In a similar vein, social capital seems 
to increase the effect of relationship-specific investments on relationship 
performance (Chang and Gotcher 2007).

Based on an extensive review of supplier–customer relationships from 
the point of view of new product development, Johnsen (2009) found 
strong evidence on the positive effect of supplier involvement in various 
success factors. The advantages relate to shorter times to market, improved 
product quality, and reduced development and production costs of new 
products. Along with the new product development collaboration, sup-
plier–customer collaboration is suggested to be also beneficial in continu-
ous improvement practices (Chapman and Corso 2005).

Information transparency in a supply chain has found to improve 
operational performance such as increased flexibility and product avail-
ability, reduced inventories, and improved quality and responsiveness 
(Barratt and Oke 2007). Moreover, high-quality information in a supply 
chain seems to have a positive effect on delivery performance in terms 
of delivery accuracy and order fulfillment (Zhou and Benton 2007). 
Information transparency achieved by integrated information systems 
seems to improve supply chain performance in terms of cost efficiency, 
process improvements, and increased profitability (Lee et  al. 2014). 
Furthermore, transparent cost information in the buyer–supplier rela-
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tionships has found to provide cost reductions in products and opera-
tional processes (Kajüter and Kulmala 2005).

 Multilevel Scorecard as an Effective Boundary 
Object

In the development of this managerial tool, we paid much attention to 
the quality of output in order to maximize the utility value of informa-
tion produced. We developed a specific multilevel scorecard which was 
expected to serve as an effective boundary object. The goals set for the 
scorecard as a boundary object were:

 – easy readability through visualization
 – possibility to see a comprehensive picture and to drill down to 

details
 – clarity of concepts so that all the users involved would understand 

various concepts similarly

The network performance measurement produces a large amount of 
information concerning the focal network’s as well as its separate relation-
ships’ performance. It is thus very important to offer the information in 
a form which is possibly easy to use for the practitioners. We developed 
an Excel-based network performance scorecard which follows structur-
ally the framework presented earlier (Fig. 21.1). The first sheet of Excel 
is a dashboard view of focal network’s performance in comparison to the 
comparative network data. The first layer in the dashboard displays a net-
work’s financial performance4 in terms of profitability (earnings before 
interests and taxes, (EBIT)), equity ratio, and investment ratio. The second 
layer displays a network’s operative performance in comparison to other 
networks in three settings: compared to networks in average, lowest net-
work-specific values, and highest network-specific values. The third layer 
in the dashboard displays the network capital in terms of social  capital, 
integration, and interaction compared to networks in average. From the 

4 The comparative data for financial performance is the industrial average drawn from public 
sources; all the other comparative data are based on the measurement of three other networks.
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dashboard view, users can navigate into a list view, which displays more 
accurate results of the analysis. This setting is also comparative; that is, the 
focal network’s results are related to the comparative data. From the list 
view one can drill down to the  relationship-specific view, which displays 
all the relationships of the focal network in a two-dimensional setting 
with operative performance (a sum scale) and network capital (a sum 
scale) as the dimensions. From this view, the users can navigate (by click-
ing the relationship button) to relationship-specific scorecard. The whole 
scorecard is thus a four-level system, which is supposed to display all the 
relevant information in a form that is easy to adopt. Additionally, we used 
the Excel’s ‘view option’ (the text pops up when the cursor is put on the 
specific cell) to explain the concepts and terminology as well as to give 
detailed information about how the measurement was done.

 Network Delta’s Performance

In the following, we show how the Network Delta’s performance looks 
like when it is viewed by the Network Scorecard. Figure 21.2 displays a 
comprehensive dashboard view where the Network Delta is evaluated 
against the comparative data. It seems that Network Delta’s profitabil-
ity sunk in 2014 due to the decrease in customer firm’s profitability. 
Suppliers’ profitability has decreased continuously from 2011 to 2014 
and it has all the time been weaker than the industrial average in Finland. 
Network Delta’s suppliers are, however, quite strong in terms of equity 
ratio when compared to the industrial average. The investment ratio of 
Network Delta also exceeds the industrial average with the exception that 
suppliers’ investment per turnover has sunk in 2014 below the industrial 
average.

As can be seen in Fig. 21.2, Network Delta’s operative performance 
seems to be good in all the measured areas as the performance exceeds 
the lowest network-specific values5 in all the performance measures. 
Network Delta’s performance seems to be especially high in flexibility 
and the speed of operations, where it has the highest values of all the net-

5 The lowest network-specific value among the four networks in the data.
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works evaluated. Moreover, delivery accuracy and quality are good and 
much better compared with the lowest network-specific values. The main 
development area is cost development whose value is below the average 
but still better than the lowest network-specific value.

As can also be seen in Fig. 21.2, Network Delta possesses a high 
level of social capital. The levels of trust and unity are particularly high 
when compared to other networks. Also both customers’ and suppliers’ 

Financial performance

Operative performance

Network capital

CC = Customer commitment 
SC = Supplier commitment
CT = Customer trust
SV = Shared views

CRSI = Customer RSIs
SRSI = Supplier RSIs
CIT = Customer informa�on 
transparency 
SIT = Supplier informa�on 
transparency
RS = Rela�onship structures

CI = Customer involvement
SI = Supplier involvement
RL = Rela�onship learning
VP - Value profile 
(other than direct price)
CRB = Customer rela�onal behavior
SRB = Supplier rela�onal behavior

Q = Quality of products, DA = Delivery accuracy, S = Speed of opera�ons, 
CD = Cost development, OE = Opera�onal efficiency, F = Flexibility

Fig. 21.2 Network performance scorecard: The dashboard view
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 commitments are higher compared to other networks. Network Delta 
also seems to be a more structurally integrated and transparent supply 
network than any other network in the comparative data. Concerning 
supplier and customer commitment the network is at average level. 
When it comes to interaction, Network Delta does not differ so much 
from an average network. Only ‘suppliers’ relational behavior’ seems to 
be well developed when it is compared to other networks. On the other 
hand, suppliers’ involvement in Network Delta seem to be even lower 
than in an average. Considering high social capital in the network, there 
seems to be potential to add supplier involvement.

All in all, Network Delta seems to be less well-performing if one looks 
at the profitability of the firms in the network. Especially the supplier 
part of the network is less profitable than firms in the industry in average. 
This may affect network firms’ willingness to invest in development. This 
seems to be the case as the investment ratio of the suppliers dropped in 
2014. Network Delta’s operative performance still exceeds other networks 
and is especially good in terms of flexibility and speed of operations. 
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Fig. 21.3 Network performance scorecard: The relationship view
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Delta is clearly a trust-based network with good supplier–customer rela-
tionships. However, the social capital does not lead to effective interac-
tion as both supplier and customer involvement and interorganizational 
learning are quite low. Network Delta may benefit from more deliberate 
interaction in the form of customer and supplier involvement and learn-
ing practices.

When Network Delta is viewed at relationships’ level (Fig. 21.3), one 
can see that most customer–supplier relationships in Network Delta are 
both well-performing and highly relational in terms of network capi-
tal (social capital + integration + interaction). It is also evident that the 
assumption ‘the benign the network atmosphere, the better the operative 
performance’ is true (the correlation between operative performance and 
network capital is 0.54 and it is statistically significant at the 0.002 level 
for Network Delta).6 There are, however, some relationships in the net-
work which must be considered more closely. For example, the relation-
ships S2, S5, and S10 are either very low performing or low in network 
capital or both. These relationships must be viewed in more detail in 
order to find reasons for such a low performance and network capital.

In the scorecard, it is possible to drill down to the relationship level7 
to study the performance and activity of specific relationships. For exam-
ple, the more detailed view (not shown here) shows the reasons why the 
relationships S2 and S5 have low performance and network capital. The 
relationship S2 scores low in supplier relationship-specific investments, 
supplier involvement, supplier commitment, and supplier relational 
behavior. The relationship S5 scores low in supplier relationship-specific 
investments and involvement from both sides. Furthermore, both rela-
tionships score low in relationship structures as well as in information 
transparency from both sides (S2) or from the customer’s side (S5). This 
kind of result can be expected because of low level of structural ties in the 
relationships. Moreover, the transactional type of the relationship does 
not foster parties to increase transparency in the relationship. The crucial 
question concerning these relationships is: is there anything one can do 

6 Concerning the whole data the correlation between performance and network capital is 0.35 and 
it is statistically significant at the 0.002 level, which may indicate that network capital does have 
some explanatory power on relationship-level operative performance.
7 In the original scorecard view, the real names of the suppliers in Network Delta are shown and 
they also function as buttons to open the supplier-specific scorecards.
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to improve network capital in these relationships in order to improve 
operational performance?

 Purposeful Use of Information: The Boundary 
Processes

The analysis produces valuable information to be used in network man-
agement. It compares the values of the focal network to overall network 
data and in that way gives relevant benchmark information of the cur-
rent performance of the network. From the managerial point of view, 
however, the crucial question is, what has this information to do with 
network management? In the development process with Delta, we also 
touched upon this issue by planning and experimenting ways to man-
age the supplier network by using the above analysis as a framework and 
source of inspiration.

 Intra-organizational Use

Network management is always based on intra-organizational strategy- 
making as it defines firm-specific goals and principles for networking. 
Even though firms cannot build relationships one-sidedly, their strategic 
principles have a strong impact on what kind of relationships and net-
works they aim to develop. The framework developed in this project may 
very well serve as a framework for overall network strategy for a firm. 
Our case represents a supply chain-type of a network, but the framework 
is not restricted to supply chains only, but is applicable for other types 
of networks (e.g. delivery chains) as well. From a firm’s perspective, the 
framework offers a platform to define and decide what kinds of rela-
tionships its network constitutes. The framework specifically focuses on 
network capital and challenges firms to decide how relational or close 
are relationships they try to achieve and what the network mechanisms 
are that they believe are relevant in improving network performance. It 
is, thus, important to tie the analysis framework with the chosen net-
work strategy. By doing so, the factors in the framework get a meaning 

21 Network Performance Management: Measurement,... 



316 

and the results of an analysis reveal if the objectives are met or not. Say, 
for example, that a firm believes supplier involvement to have a positive 
impact on decreasing cost level due to better manufacturability of prod-
ucts. It sets a strategic goal to increase supplier involvement in its sup-
plier relationships. The firm may also have found very low level of trust 
and commitment in its supplier network and due to that it understands 
that in order to increase the level of supplier involvement it has first to 
improve the level of trust and commitment in the network. In that way, 
the framework and the information it offers get a meaning when it is tied 
to strategic objectives of the firm.

 Dyadic Interorganizational Use

Along with the intra-organizational use, the framework and the informa-
tion based on the analysis of the evaluation data serve as a boundary- 
spanning tool in dyadic interorganizational relationships. Still, it is not 
enough to just present the information as it is, but there have to be delib-
erate managerial purpose in the background. The drivers for manage-
rial consideration could be both backward-looking and forward-looking. 
The relationship-level analysis (Fig. 21.3) revealed, for example, that the 
relationship S2 does not show good performance and the network capi-
tal in the relationship is very low. This is clearly an indication that has 
to be dealt with in a meeting with the supplier S2. If both parties agree 
the low level of network capital to be harmful, they may set up a plan 
to improve the situation. The forward-looking drivers for relationship 
development originate themselves from the firm-specific goals (as, e.g. 
the one  presented earlier) and these can be raised as issues related to the 
framework presented earlier.

A certain amount of transparency may be beneficial for network man-
agement. The issue was discussed also with Delta, and they saw it impor-
tant. It was decided that all the analyses conducted would be transparent 
so that each firm in the network can see its own figures in a comparative 
setting with other relationships. Each supplier may get the information 
in Fig. 21.3 in a way that only its own position is identified openly. The 

 J. Vesalainen and S. Autio



  317

others are hidden, but the distribution of relationships offers an overall 
benchmark to consider.

As pointed out in the introductory part of this section, one challenge 
for network management is the difficulty to stay at the strategic-level 
discussion. It tends to be so easy to leave the strategic level of discussion 
and focus on more operative issues. In order to avoid this problem, we 
developed a simple interaction schedule for dyadic interorganizational 
relationships. It schedules certain planned meetings in a relationship on 
yearly basis. The interaction schedule consists of two layers. The opera-
tive layer consists of continuous daily interaction, and the meetings at 
that layer can be both ad hoc and scheduled (e.g. a weekly Skype meet-
ing to coordinate production). The strategic layer may consist of three 
scheduled meetings in a year. The first one deals with commercial/con-
tract issues. The second meeting focuses on relationship development, 
and the network performance scorecard forms the structure and offers 
information for this session. The last scheduled session would address 
firm-specific capability development and can be related to, for example, 
auditing activities.

 Managerial Value Generated

An important feature of a tool like this is the comparative data that serves 
as a yardstick when interpreting a network’s performance level. A com-
parative setting is clear when concerning financial and operative measures 
as there exists a general understanding what is good and what is not. 
The ‘soft’ issues of network capital, instead, need to have a comparative 
data in order to ‘calibrate’ the measure. Thus, a measurement system like 
this must offer comparative data in order to be valuable for managerial 
purposes.

Transparent network information may foster firms’ self-control as net-
work members. The idea of self-control stems from the idea that firms are 
not explicitly managed by some other firm, but get managed as a network 
member. Network analysis and information offered by tools like the one 
presented here may increase firms’ self-awareness. If, for example, a firm 
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finds itself to be ‘low’ in relational orientation compared to the others in 
a network, the notion may lead it to revise its practices.

Tools in general are beneficial because they force people out from their 
customary practices and mindsets. Thus, the managerial value of a tool 
like this is related to learning outcomes. This tool particularly forces the 
boundary role persons to focus on the relationships, which is a product of 
both firms and all boundary role persons’ conduct. If networks are sup-
posed to be developed, it is essential to focus on relationships.

Managerial value of this kind of tools must be related to the time and 
effort used for the activity. The use of a network performance measure-
ment system like this must be effective concerning evaluation practices, 
analysis, reporting, and use of information. In the first pilot the represen-
tatives of the customer firm allocated approximately two man-days to the 
evaluation of 24 supplier relationships. They wanted to involve as many 
boundary role persons as possible in the process, which made the process 
quite heavy. In the later evaluations the representatives of the customer 
firm used less than one man-day for the evaluation of 15 to 31 supplier 
relationships.
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ticular focus on managerial tools and the notion of boundary-spanning 
issues that firms face when building and acting within interorganizational 
relationships and networks. During the project, we started to realize the 
importance of the practice-based approach known as strategy-as-practice 
in the ongoing studies of organization. As the mainstream strategy-as-
practice approach focuses on intra-organizational strategy-making prac-
tices, there appeared to be a gap in the knowledge on interorganizational 
or networking practices. Some scholars have brought up the issue as being 
an important future task for interorganizational research (Berthod et al. 
2016; Chakrabarti et al. 2013). Inspired by these new study openings, we 
have presented here the tools for network management within a frame-
work that introduces them as three types of interorganizational practices: 
networks-as-coordinated social systems, networks-as-knowledge creating 
platforms, and networks-as-value creating entities (see Fig. 1.2). In accor-
dance with practice theory (Whittington 2006), when the tools represent 
practice, praxis is what boundary-spanning personnel do when actually 
managing and interacting in network contexts. In other words, when the 
strategy-as-practice approach asks what people do when they are strat-
egizing, we then ask what people do when they are networking.

Our approach also includes the idea of intentional action, namely, why 
boundary-spanning practitioners do the things they do. From a more 
deliberate managerial perspective, the answer is: these practitioners act 
in certain ways to seek collaborative advantage and firm-specific success. 
Rationality is a normative ideal that manifests in the practices of indi-
viduals intending to be rational, as they create strategy (Jarzabkowski 
and Kaplan 2015). We assume this aspect also holds true in business 
networks.

In order to highlight the rationality perspective, we use the resource- 
based view (RBV) of strategy as another important theoretical base for 
developing our view. RBV tries to explain the competitiveness of a firm 
by analyzing its firm-specific strategic capabilities, which are the product 
of resources and activities that deploy resources. Interestingly, as resources 
are treated as the base for competitiveness, the activities that deploy and 
develop those resources are needed in order to realize and develop organi-
zational excellence. Thus, the intertwining of resources and activities in 
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RBV represents a similar kind of interlinkage as the duality of practice 
and praxis does in practice theory.

In the discussion that follows, we elaborate the framework we pre-
sented in the introduction of this book as a combined model that adopts 
certain ideas from both practice theory and RBV. We call it the combined 
network-as-practice model. That model refinement is followed by a discus-
sion of the position of managerial tools in the actual network-as-practice 
perspective. Finally, we offer suggestions on what is important for prac-
titioners to consider when they act as boundary spanners in interorgani-
zational settings.

 Building a Combined Practice-Based Model 
for Collaborative Advantage

The framework we presented in the introductory chapter of this book 
basically follows the RBV approach, as the defined practices represent 
activities that deploy and/or develop resources, based on the view of 
co-exploration and co-exploitation as two basic purposes for various 
network forms (Parmigiani and Rivera-Santos 2011). By adopting the 
RBV approach, we highlight networks as goal-oriented actors that pos-
sess competitiveness as an entity. The discussion below aims to bring 
this theoretical mix together; the two approaches—the practice theory 
and RBV—thus form the basis for the network-as-practice perspective, 
which we believe captures most of the key practices in interorganizational 
interaction.

Analyzing networks as multilevel resource configurations makes it pos-
sible to perceive them as competitive entities. A multilevel understanding 
of competitiveness also makes it possible to focus on resource-deploying 
and resource-developing activities as part of the “competitiveness for-
mula” of a network in addition to its bare resources and knowledge. From 
this point of view, network competitiveness depends on the quality of its 
resources and the quality of the interorganizational activities by which 
those resources are used and/or developed. Thus, the practice perspective 
offers a fresh angle on network studies by highlighting three important 
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aspects of networking: (1) the wider industrial, the network-specific, and 
the organization-specific practices of interorganizational interaction; (2) 
the real everyday praxis of boundary-spanning personnel, as they inter-
act; and (3) the role of boundary spanners as acknowledgeable practi-
tioners who both reproduce and transform interorganizational practices. 
From this perspective, the praxis of network management and interorga-
nizational interaction is guided by the networking practices, and at the 
same time, these practices are reproduced and transformed by the daily 
activities of the practitioners.

The connecting feature between the two approaches (the practice 
theory and RBV) is the concept of practice. In the practice theory it is 
linked to everyday praxis, and in the RBV theory it is linked to resources, 
as illustrated in Fig. 22.1. Referring to the framework of this book, the 
cornerstones of social capital, knowledge, and tangible resources (see 
Fig. 1.2) represent different forms of network resources, while the prac-
tices for network building, knowledge creation, and value generation rep-
resent the forms of activity that deploy as well as develop them. Together, 
the resources and these forms of activity form the basis for network-level 
strategic competence.

From a structurationist perspective (Giddens 1984), networks can be 
understood as being configured by actual practices. This perspective sees 
reality as an emerging phenomenon based within the network and its 
interorganizational relationships (Berthod et al. 2016; Chakrabarti et al. 

Resources
Social capital
Knowledge

Tangible resources

Action patterns

Practices
Norms, routines, traditions

Procedures for thinking, acting, and using 
tools

Praxis
Actual behavior in inter-
organizational context

Practices/action patterns for network-
building, co-creation of business potential,

and co-generation of valuein inter-
organizational context

The intertwining of 
resources and action in

the RBV logic

The duality of praxis and
practice in the

structurationist logic

Resource development and deployment

Fig. 22.1 Combining practice theory with RBV logic
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2013). Network practices are maintained and reinforced by the daily 
actions of their users and reproduced by subsequent reflexive monitoring 
and rationalization. While network structures are produced by network- 
related action, the structure defines limits and enables, legitimizes, and 
guides action. This duality is the basic idea behind structuration theory, 
and we use it here as a main conceptual idea to define the practical nature 
of networks and their interorganizational relationships.

According to Whittington (2006), practices refer to shared routines 
of behavior, including the traditions, norms, and procedures for think-
ing, acting, and using “things” (e.g., tools). Praxis, again, refers to actual 
activities that people do in reality. In strategy research, scholars have fol-
lowed the practice approach by defining organizational and/or wider 
 institutionalized practices as the source from which actors draw when they 
act in daily (business) life. Taking one example from the network con-
text, early supplier involvement refers to a wider sectoral or organizational 
practice by which supplier-specific knowledge is deployed for developing 
better products, while the way people actually apply this practice refers 
to the praxis or the way the procedure is implemented in time and space.

The essence of RBV logic is simple: the better resources an entity 
has and the wiser ways it uses them, the more competitive that entity is 
(Barney 1991). In order to understand a network’s strategic capability, it 
is crucial to define the general conceptual architecture of the RBV. Two 
different types of capability can be found in the literature, the first refer-
ring to resources and the second referring to activities that deploy and 
develop resources. The firm-specific RBV approach has currently been 
developed also to address interorganizational and network settings (Lavie 
2006). These new openings are congruent with Dyer and Singh’s (1998) 
collaborative advantage view that shifts the perspective from firm-specific 
to a relationship- and network-specific perspective by highlighting the 
mechanisms through which the collaborative advantage can actually be 
achieved. They refer to relationship-specific assets, knowledge-sharing 
routines, complementary resources and capabilities, and effective gover-
nance as the means for collaborative advantage. Interorganizational rela-
tionships and networks are thus understood as entities, which makes it 
possible to analyze them from the RBV point of view.
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The two basic organizational purposes of activity inferred earlier—
resource development and resource deployment—are key concepts in 
our combined model. They represent the most important manifestations 
of networking practices from the RBV perspective. In the introductory 
chapter, we referred to co-exploration and co-exploitation as the two 
profound interorganizational activities. As Parmigiani and Rivera-Santos 
(2011) found in their meta-analysis, these two types of activities also 
represent the main purpose of interorganizational cooperation. In our 
framework (see Fig. 1.2), the dimension known as networks-as-knowledge 
creating platforms refers to practices for co-exploration. These practices 
create and integrate knowledge to develop new business potential and 
make it possible for a network to adapt to or even induce changes in 
the business environment. The dimension networks-as-value -generating 
entities again represents those practices by which firms cocreate value. 
This dimension is, thus, linked to co-exploitation, and as an output, 
the corresponding practices generate value for all network members and 
stakeholders.

The combined model we put forward in this concluding chapter inte-
grates certain aspects of RBV with practice theory. From the RBV, it 
adopts the idea of distinguishing between bare resources, on the one 
hand, and activities that deploy and develop them, on the other. Practices 
herein are understood in a similar vein as interpreted in practice theory. 
They represent general, sectoral, network- or relationship-specific and 
firm-specific interorganizational business practices that guide the actual 
praxis for network management and interorganizational interaction. 
Thus, RBV-oriented thinking contributes to the model by stressing the 
importance of resources and highlighting both resource deployment and 
development as the basic purposes of practices. Practice theory, in turn, 
contributes to the model by bringing in the idea of praxis as a contrast to 
practice. The connecting link for both approaches is practice (i.e., activi-
ties) as a theoretical concept having a role in both theories. Figure 22.2 
illustrates the combined model, and the circular arrows refer to the two 
reciprocal elements in the model—network practice/praxis and network 
resources/activities, and further, we propose these practices to be catego-
rized as the aforementioned three types (see also the sides of the triangle 
in Fig. 22.2).
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Practice theory also highlights the importance of practitioners. They 
represent different roles and some are more powerful than others, but 
together, this social network of actors represents network management 
and they do undertake network managerial actions. In this book, network 
management tools and practices are highlighted as important means for 
this particular type of social network to achieve collaborative advantage.

 Tools as Practices of Network Management

Among others, interorganizational practices consist of procedures for 
thinking, acting, and using “things”. The term “thing” can be inter-
preted as a materialized object with a managerial purpose (Whittington 
2006). In terms of the design science approach utilized in our research 
work here, these can be called artifacts, that is, a “means to an end” 
that researchers have developed together with the practitioners to solve 

Social capital

Knowledge Resources

The praxis of network
management and inter-

organizational
interaction

The practices for network-building
Networks-as-coordinated social systems

Fig. 22.2 Network-as-practice: The combined model
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a practical problem in network management (Holmström et al. 2009). 
Whereas practice theory emphasizes the use of tools (for the tools-in-use 
aspect, see Chap. 1), design science can generally be described as a tools- 
in- development approach. A tool can also be treated as a boundary object 
with the purpose to overcome knowledge boundaries that occur in inter-
organizational interfaces. This book is about developing these “things” or 
the boundary objects and procedures by which these objects can be used 
to manage networks and business relationships. When developing these 
managerial tools, we actually tried to build new network management 
practices through collaborating with company managers already close to 
their praxis. By adopting the collaborative design science approach, we 
(as researchers) became actors in the daily praxis of our partner firms’ 
interorganizational practitioners, the boundary-spanning personnel 
responsible for interorganizational management and interaction. The 
tools presented in Parts I, II, and III of this book have a deliberate role 
to play in the praxis of network management and interorganizational 
interaction, as the summary Table 22.1 illustrates.

The tools presented in Part I relate to those practices that strive for net-
work building. As institutionalized practices, they guide the daily activi-
ties boundary- spanning personnel undertake when trying to build and 
maintain relationships. Typically, firms have various codes of conduct 
that direct their personnel in how to act in customer/supplier relation-
ships. These practices also develop by praxis, as, for example, in those 
cases where people adopt new ways to interact using social media. This 
category of practices is usually interlinked with social capital. As an 
example, a typical interorganizational practice is a “supplier day,” when a 
customer invites a group of the most important suppliers to a gathering 
with the intention to coordinate the network of suppliers and improve 
both the relational (trust, commitment, and unity) and cognitive (shared 
understanding of key goals and each other’s roles in achieving those goals) 
social capital. In Part I of this book, we provided other examples of prac-
tices that build shared understanding between network members at the 
company level (Chaps. 5 and 6) and the individual levels (Chaps. 4 and 
7), and with other stakeholders (Chap. 3).

Tools presented in Part II relate to practices used to build new busi-
ness potential. They thus implement the concept of co-exploration. One 
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of the most widely used activities in this category of networking prac-
tices is early supplier involvement, a practice that tries to use suppliers’ 
manufacturing- related knowledge, as it relates to the customer firm’s 
R&D process. Part II introduces the tools that enable the practices of 
knowledge integration (Chap. 9), joint benchmarking (Chap. 10), and 
co-development of value proposition (Chap. 11), as well as practices 
related to supplier involvement (Chaps. 12 and 13). These practices are 
primarily expected to develop knowledge and tangible resources. For early 
supplier involvement-practice, the suppliers share their specific manu-
facturing knowledge in order to improve the manufacturability of their 
customer’s new product. That is how this particular cooperative practice 
should deploy supplier knowledge and develop the customer’s product.

Part III of this book includes the tools and practices by which firms 
jointly can create value. One of the most common practices of this 
kind is a relationship-specific investment. For example, in a case of a 
supplier’s relationship-specific investment, there may be sectoral or net-
work-wide norms of long-term orientation that prohibit opportunistic 
behavior and in that way diminish the risks for increased dependency. 
Relationship- specific investments are typically based on trust and a deep 
commitment between the parties in a relationship. In that way, this net-
working practice deploys social capital as a resource. On the other hand, a 
relationship- specific investment develops a supplier’s resources especially 
in connection to a certain customer, who may then also benefit from the 
investment through the more effective and high-quality production by 
the supplier. Part III presents tools that support the practices required for 
joint value creation (i.e., value co-creation) and especially those for devel-
oping and communicating different value elements in a sales situation 
(Chaps. 15–17) as well as tools that support strategic planning by mea-
suring and elucidating the value position or benefits from the viewpoint 
of different network or ecosystem members (Chaps. 18–21).

In each of the three parts (I–III), there are stronger connections to 
different research streams of network management, from sourcing and 
supplier involvement in Part II to industrial marketing and the service 
paradigm in Part III, to management or even the social sciences in Part 
I. Thus, in line with the research on networks and interorganizational 
relationships (Håkansson and Snehota 1995), all these approaches high-

22 Managerial Tools and the Network-as-Practice Perspective 

http://dx.doi.org/10.1007/978-3-319-49649-8_9
http://dx.doi.org/10.1007/978-3-319-49649-8_10
http://dx.doi.org/10.1007/978-3-319-49649-8_11
http://dx.doi.org/10.1007/978-3-319-49649-8_12
http://dx.doi.org/10.1007/978-3-319-49649-8_13
http://dx.doi.org/10.1007/978-3-319-49649-8_15
http://dx.doi.org/10.1007/978-3-319-49649-8_17
http://dx.doi.org/10.1007/978-3-319-49649-8_18
http://dx.doi.org/10.1007/978-3-319-49649-8_21


334 

light the importance of interaction between the involved actors, which 
range from individuals to networks of organizations. Interaction, then, 
manifests itself as various cooperative behaviors (Johnston et  al. 2004) 
and action patterns (Lui and Ngo 2005) that occur at interorganiza-
tional interfaces. Table 22.1 presents how the tools presented in this 
book are actual manifestations of several forms of interorganizational 
action patterns, such as interactive learning (Ballantyne et  al. 2011), 
co-creation of value (Grönroos 2011), joint decision-making (Piercy 
2009), joint problem solving (Stanko et  al. 2007), supplier involve-
ment (Freytag and Ritter 2005), customer involvement (Nicolajsen and 
Scupola 2011), and co-development of value `propositions (Truong 
et  al. 2012), which have been identified in the empirical research on 
networks and interorganizational relationships. These cooperative 
behaviors can be interpreted as practices for interorganizational interac-
tion, thereby our contribution to these practices and earlier literature is 
offered and defined in Table 22.1.

 Managerial Implications for Boundary 
Spanners

Practice theory sees practitioners as intentional and knowledgeable actors. 
This view means that actors are aware of the goals and the means, and 
they know how and why specific actions will lead to certain outcomes 
in certain situations and contexts. The network-as-practice model out-
lined in this book offers a framework for analyzing the work and role of 
boundary spanners, as they “do network management” and interact with 
colleagues from partner firms. In this regard, the book has the following 
specific implications for managers.

Firstly, tools constitute a way to make academic knowledge accessible 
and actionable. However, most available tools offer help for firm-internal 
strategizing and thus inevitably represent a one-sided (sometimes even 
inward-looking) view on relationships and networking. The tools pre-
sented in this book have their point of departure the quest for mutual 
benefits and collaboration. Hence, they offer help in situations where the 
wish is to adopt an external perspective on various activities or even to 

 J. Vesalainen et al.



  335

doing things in common (i.e., collaborating by two or more parties using 
tools together).

Secondly, managers should acknowledge the difference between actual 
interaction—the praxis—and the principles they say are their strategic 
guidelines when cooperating with partners. Too often, one runs into 
situations where a partner says they follow “partnership principles” in 
their business relationships but the actual behavior is not congruent with 
their strategic declaration. Interorganizational interfaces consist of several 
boundary spanners from various firms with the challenge being to ensure 
that the overall praxis corresponds with the practices already strategically 
declared. Knowledgeable network practitioners understand the power 
of praxis in reproducing as well as transforming practices. In a business 
relationship we studied earlier, the customer firm started a design-for- 
manufacture practice. Originally, the idea was to use supplier knowledge 
to lower the manufacturing costs of new products. The actual discussions 
in the meetings with suppliers, however, dealt with anything from their 
suppliers’ sourcing problems to their investment decisions. The issues 
relating to new product development were very few. This example shows 
how the actual action did not fit the intended practice. A knowledgeable 
boundary spanner pays attention to this gap and either tries to stay with 
the original idea or transform the practice. In this particular example, 
the proper description of the practice should have been something like 
“network-level continuous improvement”. The fact that the function of 
tools forms and changes during their use indeed calls for more regular 
reflection on their actual purpose.

Thirdly, network actors will benefit if they acknowledge the idea of 
resource deployment and resource development when interacting in net-
work contexts. The idea stemming from the RBV is that competitiveness 
is not only a question of high-class resources, but also the way resources 
are used. The idea is especially useful in network contexts when boundary 
spanners try to coordinate resource use and development. Therefore, it is 
important to understand whether a tool primarily has an exploitative or 
explorative character, and then balance these forces so as to foster actual 
ambidexterity in the network, that is, the ability to pursue both explora-
tion and exploitation in the long run (or in more concrete terms both 
growth and development, or flexibility and efficiency).
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Fourthly, the often obscure field of network management may get 
more structured content if network actors define it as the three areas of 
practices we outlined in our network-as-practice model (see Fig. 22.2). 
In other words, boundary spanners can define their work in terms of 
its relationship to network building, co-creation of business potential, 
and value generation and capture. Each of these is important for a truly 
comprehensive understanding of networks as systems and entities, and 
acknowledged boundary spanners should have a role in both finding and 
developing new practices as well as taking care that the actual behavior 
(i.e., praxis) corresponds to the practice or, if not, transforms and defines 
new practices in line with the emergent new activities, as indicated earlier.

Finally, boundary spanners need to know how to use boundary objects. 
In this book, we introduced 17 tools for network management. As said 
earlier, this is by no means an exhaustive or an ideal package of network 
management tools, but rather a collection of new tools that have been 
developed from close interaction with network managers. What we par-
ticularly want to stress is the fact that the practitioners themselves “make 
the tools” in the way that they use them in their professional daily lives 
(i.e., in praxis). Tools are basically only artificial conceptualizations, and 
so the crucial skill and task of a boundary spanner is to fit the tool being 
used into culturally different interorganizational relationships. At its best, 
a tool may function as a “discursive template” that helps boundary role 
persons to achieve shared understanding of the best ways to develop col-
laborative advantage.

 Limitations and Future Research

Basically, all the chapters presented in this book represent tools that have 
been developed for use but not necessarily yet been taken into wider use. 
This is not a problem as such, but it does adhere to a tools-in-development 
stage that is in line with the design science approach that served as a 
premise for our program and also this book. Nevertheless, to complete the 
“practice turn” in studies on networks and interorganizational relation-
ships, a tools-in-use view seems the natural continuation for this emerging 
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perspective. As contended in the introduction, research on tools-in-use 
may enhance our understanding of what is considered to be important 
when crossing interorganizational boundaries at the network level.

Just as the RBV and practice theory form the theoretical frames for 
our combined model, the literature of interorganizational relationships 
provided the network-oriented content for the model. In extant liter-
ature, networks and business relationships have been studied from the 
point of view of several theoretical models, including transaction cost 
theory, social capital theory, agency theory, interaction theory, and the 
resource dependency approach. This rich body of knowledge includes a 
significant amount of varied descriptions of networking and/or interor-
ganizational practices that are anchored in marketing, logistics, industrial 
management, strategic management, and sociology. Further, the three 
main parts of our book offer different interlinkages to these earlier studies 
(see Table 22.1). The literature does not necessarily refer to these practices 
literally as practices (at least in the specific meaning that term has in prac-
tice theory), but rather treats them as interaction types, action patterns, 
or cooperative behaviors.

The grand aim of the book, therefore, was to take the first steps toward 
something we term network-as-practice. In the spirit of engaged schol-
arship, we hope this book and its idea will inspire other academics to 
explore the approach further as well as develop better tools, working 
together with boundary spanners to explore and institute different and 
more effective network management practices.
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