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Abstract

Value Co-Creation between SME Suppliers and Large @stomers in the UK
Organic Food Sector

Ngugi Isaac Komo

As the distinction in roles of production by supgpé and consumption by customers
become blurred, concomitantly there is increasittgrest to understand the process of
how value is co-created through interaction in bess relationships. In this connection
and in the context of larger customers and small medium-sized suppliers’ (SMES)
dyad, this study identifies the areas of collaborathow value is co-created and the
respective co-created value. This is based on iivedepth case studies (business
relationships) drawn from the UK organic food secilidheoretically, the investigation is
grounded on the Industrial Marketing and PurchagliMidP) group’s interaction approach,
given its assumptions. The larger customers and Siyiliers were found to collaborate
in a wide range of areas including innovation, coape social responsibility, inter-linked
technical systems, planning, co-evaluation andactese learning. Considering the value
co-creation practices as representing how valge-isreated, this occurred respectively in
the form of, for example: exchanging ideas on pobdievelopment; facilitating and
sponsoring school children to visit farms; jointhaical systems; consultations in the
development of business plans; co-evaluating psasesand staff; and internships. The
collaboration led to co-creation of monetary and-nmnetary values such as revenue
and reputation respectively. Different collaboratareas led to the co-creation of various
types of value and this underscores the potentialager customer-SME supplier
relationships and also has implications in resowaéacation. The identified value co-
creation phenomenon reveals the need to extendiMfre interaction approach by
entrenching the concept of value co-creation shel the framework not only shows

exchange but also value co-creation.
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Chapter 1. Introduction

1.1 Overview of the chapter

This chapter introduces this study. It presentshiekground to the study, the research
problem, objectives, contribution and also desarithee structure of the thesis. As the
study focuses on relationships between larger met® and their small and medium-

sized enterprise (SME) suppliers, the chapter dsesi the significance of the

relationships. Recent market changes in the foaddaimk industry are discussed. Given
‘organic’ rather than ‘general food and drink’ & tindustry of study, the chapter also
presents an overview of the organic sector inclyidioth the global and the UK scenario.
The focus is largely on issues related to markettiogigh production is also discussed to

some extent. Lastly, the structure of the thesikescribed.

1.2 Background

The subject of inter-firm relationships and itsexgnce to value creation particularly in
the context of a customer-suppler dyad has inanghsireceived attention. Both

academic literature and business practice are asurgly focusing on how value is

created in customer-supplier relationships (Canand Homburg 2001). At the same
time, the interest in value creation is shiftingnfr creation of value autonomously to co-
creation of value whereby at least two parties eoaie together in the creation of value.
Researchers, particularly in the Industrial Mankgtand Purchasing (IMP) group, have
already started to explore the phenomenon of vabtereation but this is still in its

infancy (Forsstrom 2005a; Lefaix-Durand 2008). @rinction in roles of production by

suppliers and consumption by customers and consumseblurred as both parties
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increasingly become active in creating value catabvely (Prahalad and Ramaswamy

2004b). Accordinglythe exchange process is supplanted by co-creation

In consistence with inter-firm relationships in adern economy, companies are trying to
re-invent their businesses and maintain their caitiygee advantage through collaboration
(Bititci et al. 2004; Dyer and Singh 1998). Accarglly, Forsstrom (2005a p.9) indicates
that increasingly, business is about working with tight partner, being able to utilize
each other’s resources, learning and innovatingthmy. Considering heterogeneity in
resources across firms, it makes sense to interamtder to create something together,
provided that the companies can make use of eddrstresources in a meaningful way
(Forsstrom 2005a p.72). In this regard, the paaéritir value co-creation exists when
there is interdependence — each party needs eaen'soresources and hence would
prefer to collaborate rather than act independentgt surprisingly, collaborative
practices such as supply chains, value chainspeateenterprises, virtual enterprises and
clusters are becoming commonplace (Bititci et 804). Likewise, collaborative trends
have emerged in various industries under names asicdfficient consumer response,

quick response, supply chain management and jetgtagn (Cannon and Homburg 2001).

With reference to customer-supplier relationshipgstomers are increasingly seeking
closer, more collaborative relationships with sigisl based on a high level of
coordination, participation in joint programs, atldse communication links (Day 1994).
Business relationships are particularly importanhstdering that the world is far too
complex for individual firms to be able to do dlings and therefore they need partners
(Kothandaraman and Wilson 2001). Firms want toaeplthe adversarial model, which
assumes that advantages are gained through cutgingcosts, with a cooperative model

that seeks advantage through total quality imprear@rand reduced time to market (Day
19



1994). There is a tendency to shift from a firmicenapproach to designing products,
developing production processes, crafting marketngssages and controlling sales

channels (Prahalad and Ramaswamy 2004a).

Business relationships enhance the development m@maihtenance of mutually
advantageous relationships between two or moresfinra supply chain and use of their
capability and resources to deliver the maximumedddalue for the ultimate customer
(Doole and Lowe 2008 p.338). In this regard, bdth supplier and the customer have
something to gain from the relationship. The insme@ adoption of relationship
orientation to marketing is largely driven by fastssuch as: (i) rapid technological
advancements, especially in information technolo@y;the adoption of total quality
programs by companies; (iii) the growth of the sm¥veconomy; (iv) organizational
development processes leading to empowerment aVidudls and teams; and (v)
increase in competitive intensity leading to conctar customer retention (Sheth and
Parvatiyar 1995). It is also driven by the changiolgs of the customer from isolated to
connected, from unaware to informed and from pasgvactive. Furthermore, with the
emergence of communities of connected/networkedyograred and active customers,
the traditional firm-centric view of the world isimg challenged in favour of a more
collaborative view (Prahalad and Ramaswamy 2004e development of business
relationships points to a significant shift in gedoms of marketing from competition and
conflict, to mutual cooperation and from choicedpdndence, to mutual interdependence

(Sheth and Parvatiyar 1995).

Most studies of business relationships have howtamited to focus on the process of
relationship development and maintenance (e.g. Dveyeal. 1987; Narayandas and

Rangan 2004; Spekman and Carraway 2005) and muckustrial literature is based on
20



research undertaken in large companies (Kale @08R; Kale et al. 2000 ; Matlay 2002).
Little has been done on the different forms of casdr-supplier collaborations and how
value is co-created in the relationships as opposedcreation by companies
independently. With respect to the food industryhi@ UK, Duffy and Fearne (2004) note
that although moves towards more co-operative oustesupplier relationships are
evident in the industry, research that has invatti) these relationships and has
examined their outcomes, is limited. It is in afodfto fill these lacunae that this thesis is
developed. The thesis is based on in-depth cadeestaf larger customer-SME suppliers’

relationships drawn from the organic food and drimdustry in the UK.

1.3 Research rationale

As the distinction in roles of production by sugpé and consumption by customers
become blurred (Sheth and Parvatiyar 1995; PraledddRamaswamy 2004b; Ford et al.
2006), concomitantly there is increasing inter@stunderstanding the process of how
value is created through interaction in businekgiomships (Forsstrom 2005a; Ulaga and
Eggert 2006). In business relationships, the ictemas occur largely at areas of
collaboration and these essentially are areas ltdatiwe action between customers and
their suppliers. The collaboration is contraryhe mindset of maximizing profit through
opportunistic behaviour and autonomy. In the cantel joint creation of value by
customers and suppliers in relationships, the exgidgorocess is superseded by co-
creation. The increasingly competitive, dynamideioonnected and informed world is
creating opportunities for new ways of co-creatadue and it is essential that these are

identified and understood.

Understanding the dynamics of value co-creatiopaidicularly important for managers

considering what business opportunities they &elito lose if they may not understand
21



how value is co-created in business relationst8psh information is also relevant to the
academic fraternity especially those interestednderstanding the emerging new ways

in which value is co-created and thus a new d&imivf value.

1.4 Literature gaps

In general, there is a limited understanding of haw parties (customer and supplier) in
a business relationship jointly co-create vald&hough studies have previously been
done on value in a business contéxése studies tend to assume one party creating val
for the other thereby taking one perspective sihha customer’s (Ulaga and Eggert
2006)or the supplier’'s (Walter et al. 2004nd hence assuming value creation rather than
value co-creation. Others are not empirical (Bitical. 2004; Prahalad and Ramaswamy
20044a; Ulaga 2001; Vargo et al. 2008) in their gsialof how cooperative interactions in

a relationship yield value.

Likewise, studies that have attempted to identigy ¢ollaborative areas fail to identify the
associated value and how it is co-created. Othatied have used nomothetic research
design (Duffy and Fearne 2004; Eng 2005a; Eng 2@@igh while useful for instance in
the discovery of correlations, tends not to emp®ashe process of interplay between
contextual and organizational/dyad characterisiibe extant literature therefore suggests
relatively little about how customers engage witip@iers in the co-creation of value.
The few empirical studies on value co-creation Haaen in sectors such as shipping (e.g.
Forsstrom 2005a) and forestry (Lefaix-Durand 20@&hough it would be important to

understand how the co-creation is taking placesscother industries.

Unlike in the past where firms tended to creatai@alutonomously, increasingly firms

are creating value jointly. However it is not welhderstood how firms, particularly
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customers and suppliers, are co-creating valudy Eanpirical attempts to investigate
value co-creation (Forsstrom 2005a) have assum&dge case study strategy and in
different industries from food and drink (shipping)doption of multiple case studies in
investigating value co-creation and in a differsattor such as organic food and drink
would likely generate new insights. The organicteewould likely provide a rich case
for studying this phenomenon considering its unigharacteristics. This enquiry hopes
to build on the extant knowledge on how two parteesustomer and a supplier, co-create

value.

There is no study that has been found which hassiigated the co-creation of value in
customer-supplier relationships in the organic faad drink sector. This sector would be
interesting considering its unique characteristicsuding added value due to its method
of production. The process of producing organicdf@md drink, from raw material to

final products, is guided by set minimum requiretseaind is based on four principles,
namely health, ecology, fairness and care (IFOAMS82). Agricultural products are also
generally perishable and seasonal unlike most tnidugproducts. These minimum

requirements or legislation forces are all actarsthe organic food chain, to act
accordingly and together manage the risks involmeghaintaining the status of organics
(Kottila and Ronni 2008) as well as to increaseelfies or rather enhance value co-

creation.

In the organic food and drink industry, markets im@easingly dynamic as consumers
increasingly become more health-conscious and coedeabout the environment and the
welfare of animals. A number of problems have bigentified as hindering the growth
of the organic market and these would probably ireqwollaborative effort in

overcoming them. They include (Kottila and Ronni08p poor availability and high
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product prices; the imbalance between supply amdadd; high operating costs; lack of
information flow; and poor supply reliability. Irhis regard, it would be helpful to

understand the collaborative areas of the relatipnisetween organic SME suppliers and
their larger customers as well as its perceivedie/allhis involves understanding the
aspects that the parties in the relationship peect be of value, and which are created

jointly through interaction in a business context.

The importance of understanding how value is cateck in the customer-supplier dyad
cannot be underrated. Some authors have franklyesged the need to understand how
interdependence in the customer-supplier dyad @sden as a resource that can be
managed and exploited for value co-creation (egrs$trom 2005a). Others have
generally pointed to the need for more work in #inea of co-creation and relationships
(Payne et al. 2009). Comparably, the need for adaunderstanding of the dimensions
that drive value creation in customer—supplier tretships has also been expressed
(Ulaga and Eggert 2006). The very limited extentlefories and empirical findings of
relationship value has also been acknowledged (Rawmd Gronroos 1996).
Investigating value co-creation in customer-suppligationships in the organic food

sector would contribute to filling these gaps.

In summary, previous studies have tended to assafoe creation rather than value co-
creation. Although there are some that have examowlaboration and others have
examined value in business relationships, theyaenabt to clearly link the areas of
collaboration to the respective co-created valuethiermore, the organic industry which
has its own unique characteristics has been negléntthe investigations of value co-
creation in relationships, probably because ofate importance in the past. However,

with its continuing growth now becoming substantiah understanding of how its
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suppliers in relationships with their customerscoeate value becomes essential. This

leads to the aim and objectives of this thesis.

1.5 Aim and objectives

The motivation to study value co-creation in thgamic food and drink industry is that
there is a dearth of information in this area. Rannore, the organic sector is increasing
in importance yet has been neglected in the relseatc how the organic customers and
suppliers co-create value. The overall purpose hif tesearch is to explore the
phenomenon of value co-creation in larger custo8ME supplier relationships. The
findings are particularly relevant in informing tlabject of “How to co-create value in

customer-supplier relationships.”

The aim of this research is to create a more indariand sophisticated construction of the
phenomenon of value co-creation in the customepigapdyad than the previous
constructions (e.g. Forsstrom 2005a). Through thdirfgs, the study argues that value

co-creation should be entrenched in the IMP IntevacdApproach.

General question
How do organic food and drink SME suppliers co-t#ealue in business relationships

with their larger customers?

Specific objectives

I. To identify areas of collaboration by SME organupgliers in relationship with

their larger customers.
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ii. To identify the value that is associated with thspective collaborative areas in
the relationships of the larger customers and SM#plgers in the organic food
sector.

iii. To investigate how value is co-created in the faly@d of organic food and drink
suppliers and their larger customers.

iv. To identify the theoretical and practical implicats of understanding the
dynamics of value co-creation in the relationstopsarger customers and SME

suppliers.

1.6 Contribution

Essentially, this study makes four main contribagido knowledge in value co-creation in
business-to-business marketing. Firstly, it ideedif the areas of collaboration in
customer-supplier relationships based on caseestuttawn from the organic food and
drink sector. The degree to which the firms collab®, or in other words the number of
collaborative areas per case study (larger cust@hdt supplier relationship) is
identified. The collaboration has implications faractice that differ significantly from
traditional logic of competition. Unlike traditiolyy, where firms competed to be
independent and portrayed opportunist behavious, study recognises collaboration or
interdependence as useful in competing in todagtapetitive world. This is consistent
with the increasing recognition that the ability dollaborate essentially represents the

ability to compete.

Secondly, this study investigates how value is ie@aed in the larger customer-SME
supplier relationships. This involves the idengtfion of value co-creation practices that

are implemented by SME suppliers and larger custeinecollaboration. In other words,
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the value co-creation practices represent the mstaifions of areas of collaboration.

Quasi statistics in regard to value co-creatiorjiras are generated.

Thirdly, this study builds on literature on the #gpof value that are generated in inter-
organisational relationships. It identifies thedgpf value that are co-created through the
respective collaborative areas. The number of tygeglue per collaborative area and
per larger customer-supplier relationships is éstiadd. The understanding of value in
customer-supplier relationships is important in tdboting to the theory on
conceptualization of value in business relationshithis is in line with Ulaga’s (2001)
remarks in regard to areas for further research“fram a theoretical point of view, the
fundamental question of how to conceptualize vahlbemerits further investigation” and
also “What is relationship value and how can it dmnceptualized and measured in
comparison to product value?” The need to undedstanvboth customers and suppliers

perceive value and their roles in value co-creasadso highlighted by Maller (2006).

Fourthly, this study examines the implicationsha# findings both to theory and practice.
In practice, understanding the dynamics of valuereation is particularly important for

managers considering that they are likely to logsirtess opportunities if they fail to

understand how value is co-created in businessaehips. Further, the knowledge of
areas of collaboration and their respective tygestue would likely guide managers in

decision-making, especially in regard to the ptisation of areas of resource allocation
in business relationships. Theoretically, such rimfation is relevant to academia,
especially to those interested in understandingetherging new ways in which value is
co-created and thus a new definition of value. Atke realization that there is more than
just exchange (there is co-creation of value) istaomer-supplier dyads is useful in

informing traditional models or frameworks in busss-to-business marketing such as the
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IMP interaction framework. Furthermore, the combmaof the themes of collaboration,
value co-creation as well as co-created value amtparsimonious framework reflects

novelty in this study.

1.7 Definition of key terms
Bearing in mind that the use of concepts can diffedely depending on the context
where they are used, this section presents defmsitof key concepts that are used in this

study.

Organic food and drink

Organic agriculture is a production system thatans the health of soils, ecosystems
and people (IFOAM 2009a). Organic farming is prsedi without the use of genetically-

modified organisms and applies standards that grtte land and water supply. Organic
agriculture is based on four principles, namelyalte ecology, fairness and care
(IFOAM 2008a). Accordingly, organic food and drinégfers to food and drink that is

grown and processed in accordance with organicustazh systems or standards and
hence without synthetic chemicals, additives, haresoor pesticides. Organic products

are the only defined and regulated green prod&tesrf and Ander 2008 p.49).

Business relationships

This study adopts Hakansson and Snehota’'s (199&fmittbn of relationship. They

defined a relationship as ‘mutually oriented intéien between two reciprocally
committed parties’. This is consistent with Andersmd Narus (1990 p.43) who define
inter-firm relationships as a process where twmgirform strong and extensive social,
economic, service and technical ties over timehwite intent of lowering total costs

and/or increasing value, thereby achieving mutwadefit. Relationships are essentially
28



long-term. Customers and suppliers in relationslags characterised by a long time of
interaction, collaboration and with the motive oénlefiting mutually. In general,
relationships are interaction processes over tiRoesgtrom 2005a p.20) and they are by

definition two-sided (Ford et al. 2006 p.132).

Value co-creation

Applying the assumptions of the IMP interaction @@eh, for instance where two
interacting parties are active in creating somethagether, this study assumes that since
at least two active parties (herewith a larger austr and SME supplier) are involved
collaboratively in the interaction process, thén ot one party that is creating value
alone for the other but rather both parties aresalgtinvolved. Accordingly, similar to
other studies (e.g. Forsstrom 2005; Lefaix-Duraf@@8}, this study adopts the term
‘value co-creation’ rather than ‘value creation’ show that both parties are involved
collaboratively as opposed to one party indeperylehihe collaborative areas encompass

value co-creation.

Value co-creation involves customers engaging edodue and interaction with their

suppliers, during product design, production, dalyvand consumption (Payne et al.
2009). It is characterised by a realization oftikaefits by both SME suppliers and larger
customers through collaborative effort. By joiniagtivities and resources the firms (for
instance customer and supplier firms) can prodooeething together that one company
could not achieve alone (Freiling 2004). This isdzh on the logic of active parties

interacting in order to create something and h&ocereation. To either party, this value
is usually manifested in the form of increased figner reduced sacrifices and this may

be monetary or non-monetary.
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Larger customers

In this study, a larger customer refers to the nhaiyer of a SME organic food and drink
supplier and with whom the supplier has been ire@lin a long-term relationship. This
is usually a chain of supermarkets where the SMiplgers of organic food and drink sell

their produce.

SME suppliers

SMEs have been defined differently, largely depegdon the stage of economic

development and the broad policy purposes for whloal definition is used. The

definitions are usually based on one or more ofdhmeasurements, namely: turnover,
balance sheet total and number of employees (THbl®ther variables that have been
used in classifying or defining SMEs are industragrket-share (Chen and Hambrick
1995) and type of customer and capital requireméhtsCarton-Quinn and Carson

2003). The definitions tend to vary from countrydmuntry and across industries. This

study adopts the European Commission’s (2003) tiefmof SMESs.
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Table 1: Definitions of SMEs

Category Turnover (million) Balance sheet Number of
total (million) employees

UK companies Act 2006: <£5.6 <£2.8 <50

small company

UK companies Act 2006: £5.7>£22.8 £2.£11.4 51> 250

medium-sized company

British Bankers Association < £1 - -

(2005): small business

European Commission <€2 <€2 <10

(2003): Micro

European Commission < €10 <€10 <50

(2003): small enterprise

European Commission <50 < €43 < 250

(2003): medium enterprise

Commission of the European< €50 < €43 <250

Communities (2003): SME

Malaysia (2005): Primary  RM 0.2-1 - 5-19

agriculture small enterprise

Malaysia (2005): Primary ~ RM 1-5 - 20-50

agriculture medium
enterprise

USA- Small Business
Administration (SBA) Size

Standards Office

$6 for most retail and

service industries

$28.5 for most general &

heavy construction
industries

$12 for all special trade

contractors
$0.75 for most

agricultural industries

500 for most
manufacturing
and mining
industries

100 for wholesale
trade industries

Source: Strathclyde University Library (2007) arehB Negara Malaysia (2007)

1.8 Significance of SMEs in the UK

In the UK, the number of business enterprises wtimated at 4.5 million at the start of
2006, an increase of 2.9 per cent from the previ@mas. Almost all of these enterprises
(99.3per cent) were small (0 to 49 employees). QYO0 (0.6 per cent) were medium-

sized (50 to 249 employees) and 6,000 (0.1per ee® large (250 or more employees).

SMEs together accounted for more than half of thmpleyment (58.9 per cent) and

31



turnover (51.9 per cent) in the UK. Small enteggialone (0 to 49 employees) accounted
for 47.1 per cent of employment and 37.2 per cémarmover. In agriculture, fishing and
forestry, 94.4 per cent of employment was in sraaterprises. At the start of 2006, UK
enterprises had an estimated combined annual ternaiv£2,600 billion (6.8 per cent
higher than previous year). Turnover in SMEs in@W&s estimated at £1,358 billion,
£108 billion (8.6 per cent) higher than 2005 (DBERR7). In 2004, the UK’s estimated
business turnover was £2,400 billion of which sreallerprises accounted for 37 per cent

and medium-sized enterprises accounted for 14.8qyer(Turnbull 2006).

In the European Union, there are 23 million SMBswhich 57 per cent are sole traders)
accounting for 99 per cent of all undertakings #rel/ are the backbone of the economy
and provide 67 per cent of total private-sector legmpent and more than half of the
European Union value added (Lopriore 2009). Indlobal arena, small firms are also
significant. They are becoming increasingly intéioraal, and they have been reported to
contribute between 25 and 35 per cent of world @sga manufacturing (Andersson and

Flore’N 2008).

1.9 Relationship of UK large customers and their suppérs

The main large customers of organic food and dimnthe UK are supermarkets. Recent
articles in the business press portray the curretail industry in UK as being
characterised by a number of problems and uncéytdihe sources have pointed out that
there prevails a poor relationship between somersugrkets and their suppliers (SMES)
in the UK. To protect suppliers, a voluntary codepoactice was introduced in 2000
though only a tiny number of complaints have belex under the code because suppliers
appear to be afraid that they will lose businesthdy come forward (Butler 2007).

Although its not clear if the enforcement will becsessful, a Grocery Supply Code of
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Practice came into force in February 2010 (Frievfdbe Earth 2010). This is expected to
stop the bullying tactics of supermarkets towardpptiers. The Code of Practice is
designed to promote fairer dealing between supéwmimand their suppliers and prohibit
the biggest food retailers from unfair buying piees, such as retrospectively changing

terms of trade (Friends of Earth 2010).

Some supermarket giants have been accused of skbwdytling any chance of any
profitability out of the UK growers, with last miteiprice drops on produce that has to be
picked that day, forcing some growers to produdek,pand pack at a loss whilst
supermarkets are still taking the profits madédnattills for themselves (Worcester 2007).
Although there is an anti-monopoly legislation e tEU to stop major producers from
abusing market dominance, there is no legislathat ts specifically designed to tackle
abuses of supermarket buyer power (AAl 2007). Thlei€experiencing retailing that is

dominated by a small number of supermarket chains.

As supermarket chains grow in size, the balangmuwfer between them and other actors
in the supply chain, from workers, suppliers, tlglowo consumers, are disrupted thereby
causing negative consequences (AAl 2007). Duedatminance of a limited number of
supermarkets in the retail sector, a characterdtaligosponistic markets, then suppliers
are dependent on very few supermarkets to get fiteducts to the market and the
supermarkets have been accused of unilaterallyatdigt terms and prices to their
suppliers. As a coping mechanism, the suppliersateinfirom their workers longer hours
at a faster pace, with worsening working conditiamsl job security. The situation is
exacerbated by the supermarkets tending to sotooe lrge-scale suppliers so as to cut
on transaction costs thereby creating a threat hen future of SMEs. SMEs are

increasingly being taken over by fewer and biggemf enterprises, many of which
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dispense with local labour and employ cheaper migran order to meet the

supermarkets’ demands for lower prices (AAlI 200/e price squeeze also applies to
international suppliers with similar consequences their countries. This seems
unfavourable considering that managing marketsctonpetitiveness involves making

sure that markets are as attractive as possibl@dtance through stability and continuity
(Caldwell et al. 2005). The price conflict is natlp happening in the larger customer-
supplier dyad but also, this is common between rso@ekets and traditional retailers

especially in developing countries (Reardon andKit2006).

In spite of the accusations that have been madesidarger customers, the situation in
the organic sector is likely to be different, pautarly because it is practised in
accordance with its guiding principles, one of whis fairness. Also, customer firms
usually use certain kinds of known criteria in st@lgy their suppliers. Theoretically,
customers will seek those suppliers whose problelvirgy or transfer abilities most
closely relate to their uncertainties (need, maget transactional). On the other hand,
suppliers will seek those customers whose requinémmost closely match their own

abilities at problem solving and transfer (Foréle2006 p.61).
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Figure 1: Criteria for selecting agribusiness suppérs

Supplier criteria
Financial position
Management capacity
Technical capability

Reputation and position in industry
Relationships (guanxi)
Innovativeness
Willingness to cooperate

Service performance criteria
Customer support

Support resources (production facilities) Customer satisfiers (value
Quality systems and processes adding)

Country of origin Follow-up

Performance history (amount of past business Delivery

Professionalism
Warranties and claim policies

Cost criteria
Price

Source: Ng et al (2006)

In addition to the characteristics of the offeri@rd et al (2006 p.161) indicate that a
customer, in evaluating a supplier with the intehtbuilding a relationship, will also

assess the supplier’s organisation and resourceslhas its overall problem-solving and
transfer abilities. According to Ng et al. (200@gveral factors are considered by
customers when selecting their suppliers for food drink. These are presented by

Figure 1. This implies that it is important for gliprs of food and drink to work together

Supplier selection

Product performance criteria
Ease of use

Handling

Quality

Environmentally-friendly features
(e.g. recycled product content)
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with their customers to satisfy these factors. sTdauld be partly the reason why the UK
food industry is increasingly characterised by fdwt collaborative buyer-seller

relationships (Duffy and Fearne 2004). Indeed m WK, supermarkets are increasingly
working with key suppliers and particularly in affoet to extend the season for many

crops (Hingley et al. 2011).

1.10 Recent market-related developments in the food andrink sector

Although it is difficult from a review of literaterto distinguish the market changes that
are specific to the organic industry and those #rathappening in the food and drink
industry in general, it is evident that in the fatd drink sector, markets are increasingly
changing concomitant with changing consumer hadits lifestyles. In the agribusiness
industry, some of the recent market changes inclinde biotechnology revolution,
pressures arising from globalisation for firms taimtain better process control, the need
to ensure health-hygiene-safety, nutritional qyadihd to provide a new generation of
functional foods, together with the consumers’ dedhdor convenience, variety, and
quality (Font and Harris 2004; Traill and Meulerdp@002). There is increasing health
consciousness and concern by consumers for theoeanvent and welfare of animals
(Scarpa et al. 2007; Walker and Brammer 2007; Vet Calverley 2002; Xu et al.
2007). There is a trend from generic goods to m®ee products (Wier and Calverley
2002). Nevertheless, due to the recession (2008)2@tbhserved more recently is an
increase in cost consciousness, which has creapaveing interest in cooking from
scratch to save on purchases of pre-prepared famds processed products (Soil

Association 2010 p.10).

The demand for food produced with environmentallgridly techniques is growing in

the EU largely due to consumer awareness about mineath and environmental issues
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and concern for food safety, quality and securtbgafpa et al. 2007). The factors
influencing the market changes, especially the eondor environment, include: eco-
literacy, perception of value, availability, conwamce and trust (Xu et al. 2007). Health
benefits are the main motive for buying organicd@md drink, others being concern for
the environment, animal welfare and taste (Wier @adverley 2002). In addition to

health and environmental concerns, Batte e(28107) mention consumers’ perception
that the products are supportive of small-scalécaljure and local rural communities as

another reason that makes consumers value orgardagis.

The demand for convenience food is driven by change lifestyles, for instance

increased female labour participation, the demidarnily meal occasions, and increased
snacking and grazing (Wier and Calverley 2002). Sbomers have no time to prepare
meals from many different raw ingredients — theyntMeonvenience or easily-prepared
food. However, this convenience is traded-off aglatosts and, coupled with recession or
economic hard times, there is a growing tendencyr&pare from scratch which is

considered cheaper (Soil Association 2010 p.10syBecustomers prefer shopping in
supermarkets and therefore it is important thatig commodities are stored in such
chains (Wier and Calverley 2002). Furthermore, ytslaouseholds have less experience
shopping for and distinguishing between ready-tofests and vegetables and ones that
may be overripe (Stanton and Herbst 2005). Accgldjrihere is increasing tendency for
consumers to place their trust in branded companigsve an official endorsement that

the product is indeed good and worthy of purchésd)(

The increasing health-consciousness correspondbeip interest in and desire to use
organic products and implies an increased consdooers on food safety and quality.

They prefer food that does not have harmful ade#jvpreservatives and agricultural
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chemicals, which is the characteristic of organmodd and drink. Ethical and

environmental concerns also favour consumptionrgdmic products.

In response to such market or consumer-led presstegtail customers are making it a
requirement for organic food and drink suppliergncrease their agility and flexibility in

response to a wider variety of products and mogghisticated processes, production
techniqgues and marketing of products. Thus, to gaith sustain market share, organic
food and drink suppliers must develop capabilitegommunicate innovative strategies
and highly developed market-focused responsesdonte long-term preferred suppliers
to major retail customers, both in the UK and inrkets growing across the globe. As
large food retailers face mounting pressures fransamers to stock more organic
produce and extend their ranges, retailers plaoeasing demands on the firms in their

supply chain to respond to market-driven requiresien

In the manufacturing sector there is a tendencyatdsv agile manufacturing systems or
lean production systems as opposed to mass produ@Burgess 1994). The mass
production approach is characterised by the promluadf high volumes of low cost,
standardized products by the use of interchangephlgs, job specialization and
hierarchical control systems. The study describe #gile manufacturing system’s
characteristics as including the ability to prodspeedily, low cost, low volume, high

guality, customized products.

Food and drink manufacturers know that the key uocess is to make and supply
products that the public wants. And because consimeeds are changing all the time, it
is important that companies are prepared to respmnéw trends. In recent years people

have become busier than ever, thereby leaving tless to cook meals from scratch
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though the hard economic times are tending to ptertite latter on cost grounds. The
Food and Drink Federation (FDF 2008) reports thahe UK it is estimated that six out
of ten mothers of children aged five or under haeet-time or full-time jobs. The

Federation also indicates that the food industiy fe@ponded to this by producing new,
convenient products that offer great taste anditiautal balance. These include chilled

prepared meals, washed and cut vegetables angdainditon-the-go' products.

Furthermore, it is estimated that in Britain, ngalquarter of adults and nearly a fifth of
children are obese after increases in the lastdddleagely caused by what people eat and
reduced exercising — partly, again, because ofnigabusier lives (FDF 2008). The food
and drink industry has accordingly responded tongisconcerns about the large
proportion of overweight in the population. Firstany food and drink manufacturers
have now started putting clear, easy-to-understamat-of-pack nutrition labelling on
their products in the form of Guideline Daily AmdanThese tell shoppers, at a glance,
how much fat, saturated fat, sugar, salt and edare in a portion of a product, and what
percentage these levels represent of someonelnmesoded daily intake of each of these
nutrients. Second, the industry has striven to cedhe amount of fat, sugar and salt in
the products that people eat to ensure they arghlezabut still taste good. In 2007 at
least £15 billion worth of products had less fafgar and salt in them than they did in
2004. In addition, £11.5 billion worth of produdtave been launched as products 'lower

in' these nutrients, giving consumers healthieiomgtto choose from (FDF 2008).

Consumers are also becoming more concerned almehthironment we live in, and how
our behaviour affects it. Because of this, manydfaad drink companies are developing
plans to enable them to conduct their businessnmoege environmentally- friendly way.

The UK’s Food and Drink Federation has helped thgmdeveloping a five-point
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Environmental Ambition under which companies pledgecut their greenhouse gas
emissions, send less waste to landfill sites; esg packaging; cut water use; and be more
efficient in ways of transporting food around theuntry (FDF 2008). Under the UK
Low-Carbon Transition Plan that was published by WK Government in 2009, the
farming industry in England made a voluntary connmeitt to reduce its greenhouse gas

emissions by 11 per cent by 2020 (Soil Associa#oh0 p.30).

Despite organic farming in the UK being supportgdabnumber of local government
initiatives, SMEs face challenges largely emanaftingh the markets. Increasingly, retail
customers are making it a requirement for orgaoadfand drink suppliers to increase
their agility and flexibility in response to consarded pressures for a wider variety of
products and more sophisticated processes, produttichniques and marketing of
products. In addition, organic food and drink siugmsl are expected to understand and
contribute to their customers’ strategies in growtarkets, by informing customers of
new production techniques and product designs aedifscations, in ever-increasing
scope and scale ranges. Thus, to gain and sustaketyshare, organic food and drink
suppliers must develop capabilities to communidateovative strategies and highly
developed market-focused responses to become éonmgfireferred suppliers to major

retail customers, both in the UK and in marketsagng across the globe.

As large food retailers face mounting pressuremfomnsumers to stock more organic
produce and extend their ranges, retailers plaoeasing demands on the firms in their
supply-chain to respond to market-driven requireiedhe entire supply network
therefore needs to work systematically to suppbe tlevelopment of innovative
responses to market-driven change, involving greaiebers of suppliers in the process

and supporting the development of the ethical argals of large retail customers.
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Kotzab (2003) indicates that the European food strguis characterised by changing
markets that are affected by the information agerendemanding consumers, and new
retail formats. The study also note that food cletsware far more concentrated and
consolidated than they have been in the past laayeing to factors such as better access
to valuable information by using point-of-sale (PO8ata, the replacement of
manufacturer brands by store brands and sopheticattail logistics systems.
Furthermore, the inherent uncertainties especdliyesh produce supply in terms of for
instance weather, disease and perishability, afdigpeensitivities due to food-related
controversies such as BSE, Literia and genetic fication, have promoted closer links

through out the food supply chain (Blundel and Hayd2001).

Food has never been a bigger concern for the Brsisblic — or the subject of such
intense media interest. In most regions in the dyabpecially in the developed nations,
including southwest England, people are increagiagibracing a healthy lifestyle (CNN
2006). Society as a whole is also becoming moreeamed with the natural environment.
There is a change in consumer behaviour charaetertsy a gradual shift from
consumption of conventionally grown food to thagamically grown. According to
Scarpa et al. (2007), among the environmentalgnfily production methods, organic
production is the most common, the others beinggnatted pest management (IPM) and
bio-dynamics. They explain that the demand for fgodduced with environmentally-
friendly techniques is growing in the EU largelyedio consumer awareness about human
health and environmental issues and concern fai &adety, quality and security. This
has partly created incentives for change in prodattibutes as well as transaction

conditions.
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Customers want to know more about where their fomades from and they want closer
links to the farmers who produce it. They want fdbat is fresh, tasty, healthy and safe.
Health motivations are the leading determinantshafice for both regular and occasional
organic consumers (Scarpa et al. 2007). Custoarersncreasingly paying attention to
the importance of the social, ethical and environtaleperformance of businesses from
whom they purchase. This calls for innovation #gb customer needs are to be satisfied.
The continuous market changes that are taking ptawd largely emanating from
consumer-pull compel the suppliers to undertakeessgive and never-ending changes in

the areas of technology, management and interdnganization.

In addition, consumers are increasingly showing rafgpence for companies that
demonstrate Corporate Social Responsibility (CS®R)dt al. 2007). The study notes that
CSR comprises actions that appear to further smuorlsgood, beyond the interests of
the firm and that which is required by law. Conswnare increasingly favouring

products and services that are perceived to balgoeind environmentally responsible,
or more sustainable (Euromoniter International 2006ere is increasing public concern
about animal welfare. Furthermore, industries acegasingly becoming global and Non-
governmental organisations (NGOs) have become rance more powerful in recent

years advocating for businesses to account focigsliin the areas of fair trade, human
rights, workers’ rights, environmental impact, ficéal probity and corporate governance

(Knox and Maklan 2004).

There is a lot of debate on food miles and the @bdhnology is rapidly developing. Food
standards are widely being developed including eha®stricting the use of
nanotechnology (the new GM) and standards for fookés (Soil Association 2006).

There is increasing internationalization and marlagncentration especially by
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supermarkets. The supermarkets are increasingipgéigher supplier requirements and
subsequently tougher market entry conditions. Adiogy to Susan and Gibbs (1995), the
supply chains are also characterised by changittgrpa of concentration, especially at
retailing and manufacturing level. They explainttiiae rapid expansion of potential
markets through easier access to international et&rkn particular the growth of the
single market within the European Union, has inseelathe need for more rapid and
flexible responses through new types of relatignsith both suppliers and even
competitors and that developments in informatiocht®logies have provided a

facilitating mechanism in linking separate busimesss the achievement of related tasks.

Across the board, there has been a shift in the @blthe consumer — from isolated to
connected, from unaware to informed, from passactive (Prahalad and Ramaswamy
2004 p.2). They note that consumers now seek tiwiseetheir influence in every part of
the business system and they are armed with ne& and are dissatisfied with available
choices. Consumers want to interact with firms dreteby co-create value. There is also
convergence of technologies and industries. Drikgnthese forces, the consumer is
increasingly influencing the firm and the valueatneg process and the consequence of
this has been the emergence of co-creation of yaklech actively combines the

traditional roles of the firm and the consumer (9.9

With respect to business relationships in the Usdfindustry, there is a growing trend
towards fewer and more co-operative customer-seppdiationships (Duffy and Fearne
2004). This is driven by factors such as: the rfee@nsuring the integrity of customers’
own label products, for instance in relation tolguand safety issues, the need to reduce
supply chain costs in an effort to increase théabokating parties competitiveness, and

the need to enhance efficient consumer responsehvdssentially compels the parties
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involved to collaborate (ibid). In addition, a readirect marketing of agrifoods is being
promoted as a means of mitigating some of the rskch as Foot and Mouth Disease

(Tregear and Ness 2005).

Alongside the increasing direct-linkage tendencytween multiple retailers
(supermarkets) and food suppliers, there is als@ldpment of category management
especially with fresh produce (Hingley and Sodafd® Hingley 2005). This occurs
where a single supplier (usually the lead suppl@ganizes the supply from all the
suppliers of a given product category to the retaiMultiple retailers have identified
fresh produce as a key to attracting customersaana consequent they have increased

sales areas significantly over time (Blundel andghy 2001)

In the past decade, the UK food supply chain andicogarly in fresh produce has
undergone numerous changes with large supermaategters dominating and developing
close vertical linkages with their suppliers (Blehdand Hingley 2001; Hingley and
Sodano 2010). Also, there is no likelihood that tb@sumer cooperatives can threaten
the market share and the dominance of the leadmgstor owned retailer or
supermarkets (Hingley, 2010). In contrast, theiti@thl channels, such as fresh-produce
wholesale markets are in decline (Blundel and Hing2001). The competition in the
food channels is between different vertically imeggd channels, for instance the Tesco

supply network competing with that of Sainsbury\al-Mart-Asda (Hingley 2010).

In summary, the main market changes in the food dnmtk sector as identified from
literature include: increased consciousness intlnéglgiene-safety, a need to ensure
nutritional quality, demand for convenience andietyy demand for better process

control (traceability), increased concern for eomiment, and increased concern for
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animal welfare (Font and Harris 2004; Scarpa e2@Q7; Traill and Meulenberg 2002;
Walker and Brammer 2007; Wier and Calverley 2008; & al. 2007). Alongside the
changes, supermarkets are influencing how supptiergluct their business and vice
versa. The various ways that suppliers and custorasg collaborating are however
unclear. This is part of the issues addressed isyrd¢search based on case studies drawn

from organic food and drink.

1.11 Overview of organic industry

As noted under definition of key terms in the inlmotion, organic agriculture is a
production system that sustains the health of set®systems and people (IFOAM
2009a). The main components of organic farming areiding the use of artificial
fertilisers and pesticides and the use of crop &wodty to maintain soil fertility and
control weeds, pests and diseases (Defra 200%hd¥arore, organic farming is practised
without the use of genetically modified organismsl applies standards that protect the
land and water supply (CNN 2006). It relies on egadal processes, biodiversity and
cycles adapted to local conditions, rather thanude of inputs with adverse effects. The
organic agriculture system combines tradition, wratmn and science to benefit the
shared environment and promote fair relationshipd a good quality of life for all

involved (IFOAM 2009a).

Organic agriculture is based on four principlesnaby: health, ecology, fairness and care
(IFOAM 2008a). OWF (2008) describe the principlasfallows. It should sustain and
enhance the health of soil, plant, animal, humat planet as one and indivisible. It
should also be based on living ecological systents@cles, work with them, emulate
them and help sustain them. Those who produceepspdrade, or consume organic

products should protect and benefit the commonrenment including landscapes,
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climate, habitats, biodiversity, air and water. &ng agriculture should attain ecological
balance through the design of farming systemsbksitenent of habitats and maintenance
of generic and agricultural diversity. It shouldildwon relationships that ensure fairness
with regard to the common environment and life oppaties. It should be managed in a
precautionary and responsible manner to protechéladth and well-being of current and
future generations and the environment. Organiccalgure builds on relationships that
ensure fairness, equity, respect, and justice letwiee different actors of the food chain

(IFOAM 2008b).

Organic products are the only defined and regulgi@@n products (Stern and Ander
2008 p.49). According to the Organic Trade Assomiaf2008), organic refers to the way
agricultural products (food and fibre) are growrd grocessed. It includes a system of
production, processing, distribution and sales #ssures consumers that the products
maintain the organic integrity that begins on thenf. Organic production is based on a
system of farming that maintains and replenishddestility without the use of toxic and
persistent pesticides and fertilizers. The use @fetjc engineering, sewage sludge,
cloning, and irradiation are prohibited in orgaproduction and processing. Organic food
therefore refers to foods grown and processed witbbemicals, additives, hormones or

pesticides (CNN 2006).

With production in over 150 countries, organic eghure is the world’s leading
ecosystem-based farming system (IFOAM 2010a). lkhdeenbrella body (IFOAM)
recommend that organic agriculture is the basiswinich the Food Agricultural
Organisation’s (FAO) strategy for the sustainabiéensification of crop production
should be built. The adoption of an ecosystem aagran agricultural management is

essential in order to achieve sustainable agricaltihe Organisation further explains
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that high yielding organic agriculture is based e intensification of ecological
knowledge, ecological practices and ecological fions. They discuss that, with greater
recognition and integration into national and intgronal policies, extension services and
research programs, organic practices could bemeifity more producers and that organic
farming practices are considered to be the onlplei@ption for many of the world’s
small producers because they enable robust farsystems to be developed that are

more resilient to the impacts of climate change.

In relation to the influences of organic agricuétio climatic change, Kotschi and Mdller-
Samann (2004) describe that agriculture is a magatributor to emissions of methane

(CH,), nitrous oxide (INO), and carbon dioxide (C{ On a global scale, agricultural land

use in the 1990s has been responsible for appreedynEd per cent of all greenhouse gas
(GHG) emissions. One third of all carbon dioxideigsions come from changes in land
use (forest clearing, shifting cultivation and mgéication of agriculture). Approximately
two thirds of methane and most of nitrous oxidessions originate from agriculture. At
the same time, they explain that agriculture oftgrgons to reduce GHG significantly in
two main ways. One is to reduce emissions andgliyerminimise the production of

atmospheric CQ) CH, and NO. Agriculture shares this emission reduction poatmith

industry and other sectors. The second option stmsif systematically sequestering

carbon dioxide in soils and in plant biomass. lingque for all types of land use.

Organic agriculture is considered to be environ@efriendly. It is associated with

reductions in GHG - methane (G} nitrous oxide (NO), and carbon dioxide (CP

which are attributable to climatic change. Foranse it can significantly reduce carbon

dioxide emissions in a number of ways (Kotschi Midler-Samann 2004). As a viable
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alternative to shifting cultivation, it offers peament cropping systems with sustained
productivity. For intensive agricultural systems,uses significantly less fossil fuel in
comparison to conventional agriculture. This is mhadue to the following factors: a)
soil fertility is maintained mainly through farmt@rnal inputs (organic manures, legume
production, wide crop rotations etc.) b) energy-deding synthetic fertilizers and plant
protection agents are rejected, and, c) externahanfeeds - often with thousands of
transportation miles - are limited to a low lev&tcording to the Soil Association (2010),
organic farming continues to offer the best pradtimodel for reducing emissions
because; it stores significantly higher levelsarbon in the soil, is less dependent on oil-
based fertilisers and pesticides and improves ékiignce of crops and soils in the face
of climatic extremes. The report suggests thatapgrowing areas of the UK were to be
converted to organic farming, this could take 3iRion tonnes of carbon per year out of
the atmosphere and store it in the soil and thimage is equivalent to 23 per cent of UK

farming’s official global warming emissions.

According to the soil association (2009), over 20 pent of the UK’s greenhouse gas
emissions come from food and farming today. Nitrodertiliser manufacturing is the

worst offender. To produce just one tonne takes tmmme of oil, seven tonnes of
greenhouse gasses and one hundred tonnes of Wakey. indicate that the carbon

footprint can be significantly reduced by choosamganic.

Kotschi and Mduller-Samann (2004) explain how orgaagriculture contributes to a
reduction in nitrous oxides and methane. Nitrouslex are mainly due to overdoses and
losses of nitrogen but these are effectively mimadiin organic agriculture because: a)
no synthetic nitrogen fertilizer is used, whichaslg limits the total nitrogen amount and

reduces emissions caused during the energy dengapobcess of fertilizer synthesis, b)
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agricultural production in tight nutrient cyclesra to minimize losses, ¢) animal stocking
rates are limited (these are linked to the avaslddhd area and thus excessive production
and application of animal manure is avoided), al)dlairy diets are lower in protein and
higher in fibre, resulting in lower emission valuds avoiding methane, organic
agriculture has an important though not always sapanpact on reduction. Through the
promotion of aerobic micro-organisms and high lgatal activity in soils, the oxidation

of methane can be increased. Secondly, changesmmant diet can reduce methane

production considerably.

In relation to health, IFOAM (2006) explain thabnepared to conventionally-grown

counterparts, organic products are: a) lower inewabntent, reserving higher nutrient
density, b) richer in iron, magnesium, vitamin @dantioxidants, and c) more balanced
with essential amino acids. The report discussglduthat in organic food processing,
chemical aids, irradiation, harmful additives, fiavings and enhancers are prohibited,
while the application of heat and pressure is min&th, and that organic produce has
consistently been rated to have better flavourtartlire than non-organic produce. Even
after washing, over half of the conventional praglgontains pesticide residues which: a)
negatively affect the endocrine and immune syst&nare known animal and suspected
human carcinogens, and c) can result in highes rateniscarriages and reduced fertility

in agricultural workers exposed to them.

Furthermore, there are more than 500 additives iftednin conventional food

processing, some of which have negative humanteticts. Conventional livestock is
regularly provided with antibiotics to prevent dise and promote rapid growth. This can
cause resistance to antibiotics in humans due direict consumption. The use of

Genetically Modified Organisms (GMOSs) in convenaibagriculture compromises food
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safety because: a) negative health effects have dlegerved in animals, and b) there is

insufficient evidence that the consumption of GM®safe for humans (IFOAM 2006).

The results of research conducted by the PestRemdues Committee (2009) indicate
some samples showing the presence of residues Mxienum Residue Levels (MRLS)
in conventional foods sold in the UK, with foodginating from outside the UK showing
a higher level. However for organic samples, theell®f residues, if any, was below
MRL. Out of 4129 samples, 242 (5.9 per cent) waleelled as organic. The research
reports that none of the residues in organic sasngéee any concerns for the health of

any group of people who might have eaten the f¢Pdsticide Residues Committee 2009

p.8).

With respect to animals, organic livestock operai@im to optimize the health and
welfare of the animals by ensuring a high qualiglanced diet and an environment that
meets their behavioural and physiological needsga@ically-raised animals have
(IFOAM 2006): a) better overall health, b) a redligégsk of contracting or carrying
diseases such as Bovine Spongiform Encephalop&B¥); and c) a lower ratio of

saturated to unsaturated fat.

1.11.1 Global organic agriculture

Organic agriculture production in the world

Organic agriculture worldwide is developing rapidlyith 35 million hectares of
agricultural land managed organically by almost fndlion producers in over 150
countries (UNEP 2010). The global sales of orgémizl and drink reached 50.9 billion
US dollars in 2008 (IFOAM 2010b). The land size eindrganic agriculture in different

parts of the world is shown by Figure 2 and théites are also presented by Annex 5
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IFOAM (2009b) reports that with its vast grazingda, Australia continues to account
for the largest certified organic surface areantiion hectares, followed by Argentina
(2.8 million hectares), and Brazil (1.8 million bk@@s). The greatest share of the global
organic surface area is in Oceania (37.6 per ctlipwed by Europe (24.1 per cent) and
Latin America (19.9 per cent). In terms of certifiland under organic management as a
proportion of national agricultural area, the Ainountries, such as Austria (13.4 per
cent) and Switzerland (11 per cent), top the siedislt also reports that the global market
for organic products reached a value of over 46ohilUS Dollars in 2007 (US$ 50.9 in

2008), with the vast majority of products being semed in North America and Europe.

Figure 2: Land under organic management by region @07
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Global organic market

Globally, the demand for organic food and drink basn escalating and it is outpacing
supply. Exceptionally high market growth rates greshing global organic food and
drink sales towards US $40 billion in 2006 up fr8&8 billion in 2002 (Organic-Monitor
2006) and even to a higher level of $50.9 billinr2D08 (IFOAM 2010b). Wright (2007)
also reports that the global market for organicdf@md drink was worth an estimated
£19.3 billion (approximately $40 billion) in 2008n particular, in industrialised
countries, there has been a tremendous growthreuooer interest for organic food in
the last fifteen years (Wier and Calverley 2002)tHBconsumption and production have

been on the rise.

The drivers of production and consumption of orgamioducts vary from country to
country. In Denmark, the expansion of markets fgaaic foods was initially driven by
government subsidies, advisory services to orgmioers during the conversion period,
and lowering of prices of organic products by sopskets, but at a later stage, demand

oriented forces became more influential (Wier aadlv€rley 2002).

The channels of distribution of organic productadso vary across countries. For instance
in Germany, organic products are sold in speciaitgps while in UK they are sold to
consumers mainly via supermarkets (Wier and Cadye2D02). Like in Germany, in the
Netherlands, only a few organic products are offesgularly in supermarkets. Wier and
Calverley (2002) attribute the lack of organic pro in supermarkets in the two
countries to a reluctance of distributors to coapeerwith the conventional food
distributors. This is a clear example of an exgtpotential for applying an interaction
and relationship approach and thereby exploitinduevaco-creation opportunities.

Furthermore, the existence of many links or mapkayers along the distribution channel
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increases costs and consequently product pricediréet link between retailers and
producers or rather enhancement of connectivity@lthe supply chain would more
likely yield cost reduction benefits through colbaétion and co-creation of value.
Related to this, Hingley et al (2011) note thatrewearkets with great potential may be
held back by channel and network disconnectiona Inutshell, a well- functioning

production, processing and distribution system @il as a reliable certification and
labelling system are important for a successfulanig industry. We argue that, well-
functioning systems may be attained through netsvafkcooperation or rather through

competent management in customer-supplier reldtipas

The largest market for organic products in 2007 wWa&smany with a turnover of 5.3
billion Euros (2008: 5.8 billion Euros), followed/the UK (2.6 billion Euros), France

and Italy (both 1.9 billion Euros) (IFOAM, 2009).

Prices of organic versus conventional products

There have been criticisms of organic food becanfsé#s ‘higher price’. However,
although conventional food tends to have a lowelfgbrice, in reality it is associated
with higher hidden costs than does organic foodAM 2008b). Therefore, a greater
adoption of organic agriculture in UK would likelgduce societal cost. For instance, the
estimated total annual cost of removing pesticilesh the water supply in the UK is
£120 million (IFOAM 2008b) and this would likelyebreduced by use of fewer
pesticides which is a practice associated with mogaagriculture systems, unlike
conventional systems which customarily use pedgidhe report notes that if hidden
costs were included in the shelf price, consumearslavbe paying the real costs of food
and organic food would be cheaper than conventifomal. The report further notes that

the price difference (premium in organic food) eefs both higher production costs due
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to alternative production practices (e.g. highamah welfare standards, restricted use of
chemicals, and soil fertility enhancement), andighdr demand from consumers for
organic products. It argues that if subsidies (€40 billion paid by the EU annually

under the Common Agricultural Policy) and other Ipulsupport schemes were to be
diverted away from production-linked aid towardgort that encourages all farmers to
adopt more environmentally friendly forms of farmjnsuch as organic, the price of

organic food would be comparable to that of conwera products.

The report also envisages that as demand for ard@od and products increases and the
sector develops, technological innovations and ecoes of scale are likely to reduce the
costs of production, processing, distribution, amarketing for organic produce (IFOAM

2008b).

1.11.2 Organic agriculture in the UK

UK agriculture

Agriculture accounts for about 76 per cent of UKdaise. Organic farmland accounts for
4.3 per cent of UK agricultural land (Soil Assomat2010). The respective proportions

of arable land, grassland and rough grazing araas femained more or less the same for
the last 30 years (DEFRA 2008b). About 80 per adrfarmers in England have less

than 200 hectares of land (Lobley et al. 2005).

Figure 3 shows the agricultural land use in the B&rming makes a huge contribution to

the UK rural economy and way of life. In 2009, far(ming) contributed approximately

£7.2 billion to the UK economy (Defra 2010).
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Figure 3: Agricultural land use in the UK 2007

B Rough grazing M Crops M Grasses and bare fallow M Set-aside ™ Woodlandand other

Source: DEFRA (2008b) http://www.ecifm.rdg.ac.ukfemt_production.htm

Organic Market in the UK

Figure 4 shows the growth of UK sales of organmdpicts over the period 1995 to 2009.
Over the period, there has been a consistentlytipegirowth except in the year 2009

which was characterised by a slight decline arglithattributed to recession. In 2008, the
sales were over £2 billion. In general, althoughdhowth rates of the organic sector have
been high (at least double digit) in recent yetrs, slowed down in 2009 registering a

rate of 2 per cent in the UK due to the prevaikegnomic crisis (Organic Monitor 2009).
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Figure 4: UK sales of organic products

2009 £ 1,840 million
2008 £ 2,113 million

2007

£ 2,078 million

2006 £1,900 million
2005 £ 1,600 million

2004 £ 1,200 million

2003 £1,100 million

2002 £ 1,000 million

2001 £ 920 million

2000 £ 802 million
1999 £ 605 million

1998 _ £ 390 million

1997 £ 260 million

1996 £ 200 million

1995_ £ 140 million

Source: Soil Association (2010)

In 2005, the overall organic market in the UK grew 30 per cent and specifically

organic milk sales rose by about 65 per cent (Asdeciation 2006). Organic food and

drink sales reached nearly £2 billion in 2006 (S@bkociation 2007). The UK organic

figures in regard to production and processing i@engby the Organic Centre Wales

(2007) are herewith presented. In terms of prodactover the decade 1997-2006, the

area of land under organic management in the UKeased 10-fold and specifically

growing from just 60,000 ha in April 1997 to 61937Ba in December 2006. Between

December 2005 and December 2006, the area of mecsion land increased by 41 per

cent to 121,137 ha and during the same period,ntimaber of registered organic

producers increased by 8 per cent to 4,639. Indevmprocessing and transport, the
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number of registered organic processors increageiBlper cent to 2,404 in December
2006 sales. The retail sales of organic produatsimeed to increase in 2006 being worth
an estimated £1,937 million. Direct sales of orgdnod through box schemes, farmers'
markets and farm shops grew by 54 per cent to iiill®n during 2006 and in the same

period the sales of organic products sold througiesmarkets increased by 21 per cent.
Imports of organic produce that were sold by thennsapermarkets increased by 1 per

cent from 46 per cent in 2003 to 47 per cent inS283d reduced to 34 per cent in 2006.

Growth in organic markets has been fuelled by cosudemand for organic food and
drink across all retail outlets, but most signifitg in the independent retail sector.
Independent stores saw growth in organic food amk dales of 43per cent in 2004 and

direct farm sales increased by over one third (&sdociation 2006).

The food and drink manufacturing sector is the Isingrgest manufacturing industry in
the UK, accounting for 17 per cent of the total ofanturing sector, and is central to the
food chain (DEFRA 2008a). Overall, organic foodhe UK accounts for about 2- 3 per
cent of all food sales with individual product sestsuch as baby food registering higher
levels of organic sales (Wright 2007). For the odéer year 2006 the UK market grew by
around 22 per cent and annual sales of organic &bt drink exceeded £1.9 billion.
Around 34 per cent of all organic primary producddsin the UK is imported.
Supermarkets account for 75 per cent of all UK nigaales. According to DEFRA
(2009) the retail market for organic products exisel.8bn per year and the prediction is

that this will increase.
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Figure 5 shows multiple retailers as the dominartted of organic products in the UK,
accounting for 74 per cent of the sales in 200%® ffinee supermarkets with the biggest

organic market shares are Sainsbury’s, Tesco anttos&a

Figure 5: Retail share of the UK organic market in2009

1%

B multipleretailers B Box schemes/home delivery/mail order
m farm shops B Farmers markets
| Catering m Other indepencent retailers

Source: Soil Association (2010)

Table 2 shows the distribution of organic produgerthe UK. It includes the number of
producers in each of eight regions in England a4 agethe totals for each of the four
countries in the UK. Among the four countries, Eamgl has the largest number of
producers followed by Wales, then Scotland, andiéon Ireland has the least. In terms
of regions in England, the table shows the southwassthe region with the highest

number of producers. It accounts for 44 per cernthefproducers in England and 29 per
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cent of those in the UK. The figures reflect theestjth of England and also of the

southwest region in relation to organic agriculture

Table 2: National distribution of organic producersin the UK, 2006-2008

Region 2006 2007 2008 Annual change (%)
Eastern 254 267 275 3
East Midlands 218 236 245 4
Northeast 103 116 120 3
Northwest 170 173 187 8
Southeast and London 422 423 463 9
Southwest 1,162 1,282 1,453 13
West Midlands 338 351 368 5
Yorkshire & the Humber 140 155 165 6
England 2,807 3,003 3,276 9
Northern Ireland 219 240 246 3
Scotland 636 686 629 -8
Wales 681 710 804 13
UK Total 4,343 4,639 4,955 7

Source: Soil Association (2009)

1.12 Structure of the thesis

This thesis has presented the introduction aboveapter One. Included in the
introduction is a statement of the problem, a bdistussion on key studies, especially
those focused on the phenomenon of value co-creatadficiencies in the studies, and the
significance and contribution of this study part&ly to theory and practice. The

objectives of the study were presented and impbdancepts defined. An overview of
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the organic industry was presented comprising eudson of the organic sector both in

the global context as well as in the UK.

Chapter Two presents a literature review on busimetationships and also on the
concept of value in business studies especiallyegard to business marketing and
purchasing. Aspects of value and value co-creatrencritically discussed alongside the
changing marketing perspectives. Considering theudoof this thesis in business
relationships rather than within a firm, this claptlso grounds the work in inter-
organisational theories. In essence, the sectiafs deith the theoretical cornerstones of
the study. The justification in selecting the IMReraction approach as the grounding

theory is given.

Chapter Three develops the conceptual frameworks bhngs together the themes of
collaboration, value co-creation and also the ea@d value. This is related to the
grounding theory, the IMP interaction approach, clhis adopted in guiding this

investigation of value co-creation in the largestomer-SME supplier’'s dyad.

The conceptual framework chapter is followed byriethodology in Chapter Four. This
includes a discussion related to scientific phifdsoal orientation of the work, the
research approach and methods. The qualitativeandsan general and case study
method in particular are discussed. The selectroeguures both for the study area as
well as the cases and participants are describld. methods of data collection and
analysis that were employed in this study are mtese Also discussed are issues related

to quality and rigour, that is, validity and relilty.
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Given the importance of context in studies adopérgase study method, Chapter Five is
devoted largely to this aspect. The context inti@hato the cases that are analysed in this
study is presented. The descriptions includingliaekground of the SME suppliers and

their relationships with larger customers are pniesk

The main findings of this thesis are presented agiers Six and Seven. The areas of
collaboration and their manifestations (value agation) as well as the co-created values
per relationship are identified in Chapter Six.dther words, the chapter focuses on
within-case analysis. However, given the multipése study strategy employed in this
study, the thesis proceeds in Chapter Seven wailesentation of findings of cross-case

analysis.

A detailed discussion of findings is presented iagter Eight. This relates to the areas of
collaboration, value co-creation and the co-creatade. These are critiqued alongside
previous studies. Finally, Chapter Nine presergsctimclusions and recommendations. A
summary of the findings and their implications i®gented. The contributions of this
study to theory and to practice are also presemteaddition, the limitations of the study

are described and also areas for further reseaectuggested.
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Chapter 2. Literature review

2.1 Overview of the chapter

This chapter presents a review of literature tloang the foundation for the study on

value co-creation in customer-supplier relationshiphe chapter commences with a
review of the circumstances that have led to growtemphasis on relationships and

accordingly on collaboration in business. The sttbgd value and value co-creation is

critigued and discussed in the context of businelsgionships and then more specifically

with reference to SMEs. The theory that is grougdims work is also examined and its

suitability in grounding this study described. Tresummary of the chapter is presented

at the end.

2.2 Business-to-business relationships

Business-to-business marketing is concerned withketiag when the customer is a
business or organization (Morris et al. 2001). theo words, it is where one business
markets and sells products and services for ann@gi@on’s own use or to sell on to
other businesses for their own use (Wright 20084)involves both the processes of
marketing-mix management and of relationship owoét management (Bremannan et
al. 2007). The B2B marketing is usually characestiby development of relationships or
relational exchanges. According to Andersson armlefRh (2008) the main message in
relation to business relationships is that coopmras more efficient than competition for
the firm’s development. They explain that if comjgantrust each other and develop

bonds and communication channels between the eliffeactors in the relationships, the
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resources and activities at their disposal canrgamzed in an efficient way and this

creates competitive firms.

Business relationships imply a shift in decisionkmg among members including: (1)
emphasizing the integration of the relationshiptrpar into the organization’s decision-
making process; (2) developing interdependence detvwecustomer/organization and the
focal organization; (3) creating a value chain thaintains and strengthens relationships
over time; (4) emphasizing holistic, individualizedlationships; and (5) a focus on
increased transactional efficiency and effectiven@ger the long-run for the relational

partners (Harvey and Speier 2000).

Unlike in a discrete transaction which is manifdsty money on one side and an easily
measured commodity on the other, relational exchatrgnspires over time and
participants can be expected to derive complexsgmal, non-economic satisfactions and
engage in social exchange (Dwyer et al. 1987).dédwelopment of a long-term approach
to relationships is considered important for susftésmarketing and purchasing (Ford
and Mcdowell 1999). Business relationships empleasielationships rather than
transactions. Morgan and Hunt (1994) explain tektional exchanges are characterised
by partners exchanging resources and that thisddoelbetween competitors, between
firms and government in public-purpose partnershiyggween suppliers and customers,
or in internal marketing. They consider commitmeant trust as central to successful
marketing in relationships. This is largely becaubey encourage marketers to: (1) work
at preserving relationship investments by coopegaivith exchange partners; (2) resist
attractive short-term alternatives in favour of #gected long-term benefits of staying
with existing partners; and (3) view potentiallghirisk actions as being prudent because

of the belief that their partners will not act opgomistically. Ravald and Gronroos (1996)
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indicate that a critical aspect in relationshipseigations which imply a maintenance (not
just attracting e.g. customers as was the casgidraally) between the firm and the actors
in its micro-environment, i.e. suppliers, marketermediaries, the public and customers

who are the most important actors.

There has been a growth of business relationshmpstlae main macro-environmental
forces that are driving this are: (1) rapid teclgaial advancements, especially in
information technology; (2) the adoption of totaladjity programs by companies; (3) the
growth of the service economy; (4) organizationaalopment processes leading to
empowerment of individuals and teams; and (5) emean competitive intensity leading

to concern for customer retention (Sheth and Pigrarat 995).

An example of a situation where total quality pargs enhance business relationships is
the case of Total Quality Management (TQM). Whempanies embraced TQM to
improve quality and reduce costs, it became necgssanvolve suppliers and customers
in implementing the program at all levels of théueachain. This needed close working
relationships with customers, suppliers and otheemivers of the marketing
infrastructure. In regard to the service econonsymare and more organizations depend
upon revenues from the services sector, relatipssitiecome prevalent especially
because services are typically produced and delivéry the same institution. Some
organizational changes have also enhanced the lgroitbusiness relationships in
marketing. For instance, unlike in the past wheecisdized procurement departments
tended to separate users and suppliers, incregdinglusers are being involved. This
direct interaction between users and suppliers ptesnrelationship orientation. In regard

to competitive intensity, it is now widely acknowtged that retaining customers is less
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expensive and perhaps a more sustainable competitivantage than acquiring new

customers and analogously it costs less to retatomers than to compete for new ones.

Development of business relationships points tagaifscant shift in the axioms of

marketing: competition and conflict to mutual cogi®n, and choice independence to
mutual interdependence (Sheth and Parvatiyar 198&gording to the transactional
exchange paradigm, competition and self-interest the drivers of value creation.
Through competition, buyers can be offered a choa&l this choice of suppliers
motivates marketers to create a higher value offefor their self-interest. Proponents of
relationships in business challenge this competitexiom and suggest that mutual
cooperation, as opposed to competition and confleads to higher value creation

(Morgan and Hunt 1994).

Transactional exchange is a short-term event withdwitching costs in which buyer and
seller share little information beyond price andyrba motivated by conflicting goals and
is usually characterised by opportunistic behavi@pekman and Carraway 2005). On
the other hand, by contrast, relational exchangésnd over a period of time, require
high investments, and involve high switching caste to the critical and idiosyncratic
nature of the assets exchanged. In this regarg,ittitkcate that opportunism is held in
check for instance through the development of trestimitment and communications
that served as the mortar binding the parties tegeOpportunism is manifest in such
acts as withholding or distorting information witie intent to mislead, or failing to fulfil

promises or obligations (Williamson 1975).

Sheth and Parvatiyar (1995) argue that the outdamelationships is not necessarily an

exchange of values but rather a process of valeation through cooperative and
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collaborative effort. In relationships, customensd aconsumers are involved in co-
production and have interdependent relationshiph wroducers thereby making the
concern forvalue creationparamount. They note that with the increasing easjzhon
relationships, the roles of producers, sellersebsiyand consumers are blurring, whereby
buyers are increasingly becoming co-producers. dduperative relationships amongst
marketing actors are not always for the purposexchange e.g. they can cooperate and

share resources in joint research and developrR&D) partnering.

2.3 Structural aspects of business relationships

A number of authors have attempted to define bsgsinar inter-firm relationships.
Anderson and Narus (1990 p.43) define inter-firtatrenships as a process where two
firms form strong and extensive social, economéeyise and technical ties over time,
with the intent of lowering total costs and/or ieasing value, thereby achieving mutual
benefit. Holmlund and Tornroos (1997) defined a imess relationship as an
interdependent process of continuous interactioth exchange between at least two
actors in a business network context. They state dbre features of a business
relationship to be mutuality, process nature, cardependence and long-term character.
Comparably, a relationship ought to have a mutu@ntation, mutual dependence and

bonds tying the actors (Johanson and Mattsson 1987)

Holmlund and Toérnroos (1997) integrate businesatimiship concepts along three

dimensions, namely; structural, social and econdiradle 3). This study is biased to the

structural dimension.
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Table 3: Dimensions and relational concepts of busess relationships

Dimension Relational concepts
Structural Links
Ties

Connections

sdiysuone|oy

Institutional bonds

Economic Investments

Economic bonds

Social Commitment
Trust
Atmosphere
Attraction

Social bonds

Source: Holmlund and Térnroos (1997)

Holmlund and Toérnroos (1997) define the variousntethat are presented in Table 3.
Under structural dimension, links refers to the\étots the partners perform and how
these activities are interlinked and interdependéigs refer to how the partners are
resource-wise tied together. Connections refeiote felationships are connected to other
relationships in the business network. Considetimg study’s focus on the customer-
supplier dyad, then connections with the wider oekware outside the scope. Likewise
institutional bonds are beyond the limits of thigdy for the same reason. Institutional
bonds reflect how relationships in a business nétwte connected to institutional actors.
These structural concepts relate closely to visddpects of relationships since they

materialize in the activity patterns and flows obgds taking place between firms.
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According to Holmlund and Tdrnroos (1997) the ecuimodimension of relationships
reflects the investments and financial adjustmémas partners make. Investments could
be in different forms, mainly monetary, technol@gic market and in trust and
commitment terms. On the other hand, relationatepts related to the social aspects of
relationships are based on how people in firmsactewith each other and they reflect
the behaviour and perceptions of the people inebivethe relationship. Although the
relational concepts are grouped into three dimessih is important to note that they are

interconnected. This study focus predominantlytouncsural dimension.

2.4 The concept of value

Although the concept of value is widely used in ke#ing, its relativity makes it difficult
to study. At the same time the concept of valumation has been used in different
research fields including economics, marketing, oanting, finance, strategy,
organizational behaviour, and psychology and sqasgthology (Payne and Holt 2001).
According to Fosstrom (2005, p.47), studying vakiemade difficult due to the relativity
of the phenomenon such that value is defined anlrstood differently depending on
who does the assessment, when it is done, undeshwdiicumstances and for what
purpose. Ravald and Gronroos (1996) suggest teatethison why consumers may have
different perceptions of the value of an offerisgdue to their different personal values,
needs and preferences as well as the financiaures® that they have. Ravald and
Gronroos (1996) also indicate that while on ancagesevel the perceived value relates to
aspects such as superior product quality, brand@ntiloring and supporting services,
at long-term relationship level, additional issusome important and these include
safety, credibility, security, continuity and so which increase the trust for the supplier
and thereby support and encourage customer loyéitythe context of business

relationships, the assessment of value is furt@npticated by the fact that the
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relationship value resides in the dyad/network laedce is influenced by interdependent

resources that are controlled by each firm (Engpap0o

There is no universal definition or perspectivevalue. Contention over the definition of
value is ancient, dating back at least to Aristotao first distinguished between two
meanings: “use-value” and “exchange value” (8totle 4th century B.C.) (Dixon 1990;
Vargo et al. 2008). Smith (often recognized asftttber of economics) explained that
“the things which have the greatest value in uagehfrequently little or no value in
exchange; and on the contrary, those which havegteatest value in exchange have

frequently little or no value in use” (Smitthy76/2000, p. 31) (Vargo et al. 2008).

Dixon (1990) discusses in detail the histories athbvalue in use and value in exchange.
He narrates that a stream of thought, focusing @@hange value rather than use value,
can be traced to Adam Smith (1723-1790). Althoughitls is aware of use value, as

"expressing the utility of some particular obje(t776, p. 28), he devotes his attention to
exchange value. Wealth consists of tangible goodssthe use made of them. The study
argues that marketing is productive in the samseeas other branches of industry. The
study explains that man creates no new matterhblethe farmer nor the merchant adds
one atom to the existing material of the earth.tfey are both properly called producers.
What do they produce? Simply, they produce quastitf utility. How do they produce

quantities of utility? Simply by putting things their proper places. Man can only move
things, and when he moves them in a suitable mamaareates utilities (1889, p. 143)

(Dixon 1990). Dixon (1990) indicate that marketipgppduces time and place value by
adding properties to goods, "namely the propertigedng in the right place and of being

there at the right time" (1889, p. 177). Thus, alih the classical writers emphasized

exchange value, it was seen that production rebuttet in the creation, but the
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modification of matter, so that there could be malgtical distinction drawn between

marketing and other productive activities (DixordQ}

The value of goods is based upon the use madeeof,thnd this is based upon men's
needs (Dixon 1990). Two types of needs are idedtifthose that are "a consequence of
our makeup," such as food, and those “born outiofpoactice” of choosing to satisfy our
natural needs by particular methods. It is esplgciateresting that social needs, which
"are a consequence of civilized societies," arénasural" as the need for food (Dixon
1990). The end of economy is not the physical augaten of goods, but always the

fullest satisfaction of human needs (Dixon 1990).

The concept of value-in-use is potentially extendeda more descriptive “value-in-
context”. According to Vargo and Akaka (2009)ethedirection of the focal point of
value creation, away from a firm’s output (and ealo-exchange) and towards the value
derived and uniquely determined by an individuaviee system (e.g., customer — i.e.,
value-in-use) emphasizes a phenomenological aneriexpial conceptualization of value
that has most recently been recognized in Serviomibant (S-D) logic asvalue-in-
context”. Value-in-context highlights the importance of éimand place dimensions and
network relationships as key variables in the eaveaadnd determination of value. Thus,
value-in-context is uniquely derived at a givencgland time and is phenomenologically
determined based on existing resources, accesgilailother integratable resources, and
circumstances. Value cannot be created independéme beneficiary and then delivered.
In this study, the co-created value in customepBeprelationships is elicited from SME

suppliers.
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Ramirez (1999) describes how concept of value halyed. In the 18 Century value got

its measurable connotation, in thé"1® it was directly associated with measurable units
and by the 17 C it was labelled price. In the "18C the subjectivity of value was
recognised and in the $9C, personal judgement as the basis of value wespésed.
Although there is tendency to equate value to pncthe business field, Anderson and
Narus (1999) suggest a distinction. While pricevieat the customer pays for an offering,
value is on the other hand what the customer reseiv exchange for the price. They
indicate that the difference between value andepedhe customer incentive to purchase.
The customer’s perceived value forms a more apaigpbase for pricing compared to
cost of production. Price is likely to be part ot from the customer’s perspective and a

benefit from supplier’s perspective.

Likewise, Bowman and Ambrosini (2000) articulate thfference between use value and
exchange value but with respect to a product ratteem in relationships context. They
suggest that use value is the specific qualitieghef product that are perceived by
customers in relation to their needs and so judgeérte this value is subjective and
pertain to the individual consumer —use value rE£giged by the customer. On the other
hand, they indicate that exchange value refersitepand that it is the monetary amount
realized at the single point in time when the exgfeaof the good takes place. Firms

create perceived use value, and through the sadedticts, exchange value is realized.

Accordingly, Gadde et al (2002 p.16) express thigepgs only one aspect of a complex
pattern of primary and secondary cost and reveraiterps in the exchange process
among buyers and sellers in industrial marketslat®aships allow both the customer
and the supplier to evaluate costs and revenuelffefent alternatives thereby making

price and pricing inherent dimensions of excharagkar than something decided by the
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seller as usually conceptualised in transactiorah@&nges (Forstrom p.54). Ford et al
(2006 p.116) suggest that when a customer basgritghase decision on price only, as
is common with low involvement relationships, tpisce orientation ignores the effects
of the indirect costs of a purchase, the wider lemobsolving abilities of particular

supplies and the additional benefits to a custothat may come with a developed
relationship. Price orientation tends to assumieiefft producers of identical inputs and
IS common to adapt competitive tendering. It israbterised as adversarial considering
that a reduction in prices in such a case is peedeas gain for customer and a loss for
the supplier and vice versa. Rather than optimize price, high involvement

relationships involve attempts to reduce total aignd indirect costs of the relationship,

for instance by effective adaptations by both dwtating firms (Ford et al 2006 p.117)

Anderson and Narus (1998) define ‘value in busimeaskets as the perceived worth in
monetary terms of the economic, technical, servacel social benefits received by a
customer firm in exchange for the price paid forpeduct offering, taking into

consideration the available alternative supplief@rings and prices. In the context of S-
D logic and service systems, Maglio et al. (2008firee value as the improvement in a
system, as determined by the system or by the mista@bility to adapt to an

environment. Forsstrom (2005a) defines perceivédgevim a business relationship as the
difference between perceived benefits (includingcg)r and perceived sacrifices
(including price). Based on a review of literatukapfel et al. (1991) suggest that
relationship value appears to depend on four faat@mely; criticality and quantity of

exchanged goods and service, and replaceabilitylacé contributed by the buyer.

Bowman and Ambrosini (2000) discuss the concepisbfe creation and value capture.

They argue that value capture, which is essenttalyrealization of exchange value, is
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determined by the bargaining relationships betwkeyers and sellers. In relation to
value creation, they argue that it is the idiosghicr ways of doing things in the
organization and notably entrepreneurial, laboat g#llows an organization to offer more
consumer surplus than its competitors, and that peanit it to achieve above average
profits. Consumer surplus it the difference betwdled customer’s valuation of the
product and the price paid. In other words, theamsr is prepared to pay is price plus
consumer surplus. They suggest that the sourceabfevand hence profit (as the
proportion of value captured by the firm) is thantmnation and deployment of labour

with other resources.

As reported by Moller and Térronen (2003), somesaeshers in the field of business
marketing define value primarily in monetary terr@hers use broader definitions that
include non-monetary benefits and sacrifices, sagltompetitive gains, competencies,
social relationships, knowledge, managerial timengpetc. Value has also been defined
as willingness to pay (Porter 1985). The difficegtinvolved in defining value have been
highlighted and these stem from the subjectivityalue, variations between customers,
within customers, between cultures, in differertuaions, pre- and post purchase,
between tangible and intangible offerings, and dyisen of value concept that evolves

over time (Chernatony et al. 2000).

Controversial issues in regard to value relate®tonstance: how to combine monetary
and non-monetary benefits and sacrifices; how siirdjuish value creation through
products and services from the surrounding relatign between a supplier and a
customer; and what is relationship value and hoeaiit be conceptualized and measured
in comparison to product value (Ulaga 2001). Fodsstand Térnroos (2005) suggest that

value should be viewed as something complex, dynand subjective and they also
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indicate that monetary value is just one tangibénifiestation of value in the context of

buyer-seller relationships.

2.5 Value co-creation

The view of the value creation process varies witrket conceptualization. With the
traditional conception of the market, the suppéad the customer had distinct roles of
production and consumption respectively. The mardtetined as a locus of exchange or
as aggregation of customers, was separate fromallne creation process (Kotler 2002).
The customer was seen as exogenous to the valusgaalivities; indeed, the customer
was seen as a destroyer (consumer) of value. Hoyerbke in the traditional system
where firms decided the products and services thily produce and consequently
decided what is of value to customers, in the ngstesn of value co-creation, both the
customer and the supplier have a major role inevaheation (Prahalad and Ramaswamy
2004b) and their roles converge. The supplier &edctistomer are both collaborators (in

co-creating value) and competitors (in extractibeapnomic value).

The adoption of the interaction approach in ingzttng the phenomenon of value co-
creation is consistent with S-D logic in many walysst, considering both customers and
suppliers as active participants implies that thiesyoperant resources - consistent with S-
D logic. They are both operant resources as opeamsuurces are those which do
something to something (Gummesson and Polese 2@¥jond, it supports the
assumption that the customer is always a co-credtealue. However, in some aspects,
this study differs with S-D logic. For instance VehiS-D logic would consider the
utilization of a product (by the customer alondgatielivery to be co-creation, this study
considers value co-creation to refer to only thévdies or aspects that are done

collaboratively by the customers and suppliers geerate value. Furthermore, the S-D
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logic tends to focus on a business-to-customerext@ind in instances where business-to-
business is referred; this appears to be mostiggmetwork context. On the other hand,
the IMP interaction approach is well known forstgength in investigations that relate to
single or dyadic relationships and in a businedstginess context. Also S-D logic seems
to consider mere participation as co-creation wiiis study emphasizes value co-
creation to be applicable when there is real vaéamanating from the mutual

participation/collaboration. Accordingly the studgt only identifies the participatory or

collaboration areas, but goes a step further intiffeng the respective co-created value.

In co-creating value, competencies of both supg@ed customer are required anatib
dependence and interdependence are potential figidge creating something together.
The market as a whole becomes inseparable fronaalue creation process. Firms with
heterogeneous resources benefit by cooperatingusihding each other's resources
meaningfully (Forsstrom 2005a p.72). This is irelinith Bititci et al.’s (2004) view that
value creation in collaborative organisations stobk a win-win situation for the
collaborating firms. The collaborative areas byteosers and suppliers reflect potential
for value co-creation. In line with the increasiogllaboration, marketing has evolved

alongside (Figure 6).
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Figure 6: The evolution of marketing
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Source: Vargo and Lusch (2004a)

The co-creation conception challenges the basgt tentraditional economic theory: that
the firm and the consumers are separate, with ndistipredetermined roles, and,
consequently, that supply and demand are distottmnirrored processes oriented around
the exchange of products and services between fants consumers (Prahalad and
Ramaswamy 2004b). Firms strived to optimize andemes bargaining power by being
independent thereby viewing dependence as negdtivibe co-creation view, value is
co-created jointly and reciprocally, in interacsoamong providers and beneficiaries
through the integration of resources and applicatibcompetences. Through value co-
creation processes in business-to-business redaiiosy resources of the companies
involved are combined thereby enabling them toeahsomething that one of the parties
could not achieve alone. Value is co-created thmaugeciprocal and mutually beneficial

relationship (Vargo et al. 2008).
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Prahalad and Ramaswamy (2004 p.23) suggest foldidmgiblocks of value co-creation.
First is dialogue and this means interactivity,gleagagement, and a propensity to act —
on both sides. Among others, dialogue allows comsafoustomers to interject their
views of value into the value-creating process Xp.$econd is access and this implies
that one (e.g. an organic food and drink customeupplier) need not own something to
access an experience. Third is risk assessmerthanietfers to the probability of harm to
the consumer/customer. Fourth is transparency laaddfers to the rapidly disappearing
information asymmetry which was a characteristictraflitional companies. Firms no
longer assume opaqueness of prices, costs, and prafgins. Dialogue, access, risk
assessment, and transparency (DART) are the pritiomsdfor effective co-creation

process (Prahalad and Ramaswamy 2004 p.91).

With the co-creation view, the external environnsetraditionally assumed as largely
uncontrollable and forces to which the firm neetle@dapt are viewed as resources the
firm draws upon for support by overcoming resiseanand proactively co-creating these
environments (Lusch et al. 2007). Accordingly, thestomer is a primary integrator of
resources in the co-creation of value and hencevedeas endogenous rather than

exogenous in the value creating process.

2.6 Value creation and marketing logic

According to Vargo and Akaka (2009), the meaningaitie, the process of its creation,
and the locus of its determination have been dssmlisince the time of Aristotle and are
central to Smith’s (1776) work, as well as thatoassted with S-D logic (e.g., Vargo and
Lusch 2004a; 2008) and service science (Spohralr 8007; Maglio and Spohrer 2008).
Throughout this extended period and as noted eaiibas been recognized that there

are, two broad conceptualizations of value: “valuexchange” and “value-in-use”
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(Vargo et al. 2008). Historically, value-in-use hee®en recognized as the real meaning of
value, at least until Smith refocused on valuexohange for convenience, given his
national wealth standard, rather than a persomaln&ional) wellbeing standard. As
indicated, his work led to Goods Dominant (G-D)itognd its conceptualization of value
as something “added” to products by the firm anteotsuppliers and intermediaries, a
notion with which value-in-exchange is particuladgmpatible. Thus, in G-D logic, the
customer is seen as exogenous to these value-addiivities; indeed, the customer is
seen as a destroyer (consumer) of value. Morentlgcattention has been refocused on
value-in-use, to some extent indirectly, througtvise-marketing and B2B research. This
refocusing points towards value as being co-creaf#id customers, and determined by

them.

Vargo et al (2008) indicate that in G-D logic, valis created (manufactured) by the firm
and distributed in the market, usually through exage of goods and money. From this
perspective the roles of “producers” and “consensi’ are distinct, and value creation is
often thought of as a series of activities perfatrbg the firm. Further, according to G-D
logic, they explain that a firm’s production prosgsvhich may include resources from
other firms, embeds value or utility into a goodddhe value of the good is represented
by the market price or what the consumer is willtagpay. From this perspective,
maximum efficiency — and maximum profit — is acl@dvby standardization and
economies of scale. In contrast, they indicate ith&:-D logic, the roles of producers and
consumers are not distinct, meaning that value Ivgay® co-created, jointly and
reciprocally, in interactions among providers amddficiaries through the integration of
resources and application of competences. Custoamersnanufacturers co-create value.
This is usually in the sense that the manufactuersapplying their knowledge and skills

in the production and branding of the good, andarusrs are applying their knowledge
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and skills in the use of it in the context of thawn lives. At the same time, they explain
that customers integrate and apply their own ressurto provide service (often
exchanged in the form of service rights — monelat the firm can use for its own value
creating activities). Value is co-created by thexiprocal and mutually beneficial

relationship (Vargo et al. 2008).

Vargo et al. (2008) indicate that the crux of thatcast between S-D and G-D logics lies
in the basis of exchange. S-D logic focuses omatii®n of operant resources (those that
act upon other resources), such as knowledge altgl skhereas G-D logic focuses on
the exchange of operand resources (those thattam aperation is performed on, such as
goods). For S-D logic, value results from the beefapplication of operant resources
which are sometimes transmitted through operanduress or goods. From this view,
value is co-created through the combined effortsfiohs, employees, customers,
stockholders, government agencies, and other entiélated to any given exchange, but

is always determined by the beneficiary (e.g.,@ustr) (Vargo et al. 2008).

2.7 Assessment of value in business relationships

2.7.1 Assessment of benefits in customer-supplier relatnships

Traditionally, the assessment of value focusedhenvialue of the physical product or
rather the core product and the surrounding sesvitteereby neglecting relational
dimensions of customer-perceived value (Ravald @rmhroos 1996; Ulaga and Eggert
2006). On the contrary, the value of a businesgioglship is a multidimensional concept
that reaches beyond the price versus quality todfd@Jlaga 2001). Ravald and Gronroos
(1996) point to the need to incorporate in assessmkvalue the value of having a
relationship such as the value of commitment froothbparties. Value is dynamic,

changes over time, context and is actor-dependedtijt is subjective (Forsstrom 2005a).
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According to Forsstrom (2005a p.140), perceivedieadf a relationship is aex ante
assessment made before the actual potential has feedized. While the classical
economic definition of price is where the supplylatemand curves meet and exchange

takes place, in industrial marketing price is nafg¢n seen as a quantification of value.

The logic that applies in pricing a single offering not directly applicable when

discussing value in the context of a businessioglship. What is perceived to be the
value gained from the relationship can be seerhastrade-off between benefits and
sacrifices in long-term business-to-business klghips (Forsstrom 2005a). Woodruff
(1997) indicate that one criterion for judging thgact of the organization's capability to
learn about customer value is the degree to whighagers' mental models approximate

how customers actually perceive value (both desiretreceived).

A wide body of knowledge from many perspectivestial to value creation has been
advanced in literature over time. Some of the swidn value adopted firm-centric
approaches or rather assumed a firm’s perspecttigenr than relationship. Table 4
summarises conceptualization of relationship valyealifferent authors. Given the focus
of this study on the customer-supplier dyad, thetreeof attention is consequently the
value that is created through inter-firm relatiapsh This implies that this study
concentrates on value co-creation by both suppbked customers rather than value

creation by a firm autonomously.
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Table 4: Conceptualization of relationship value

Value dimensions

Perspective  Type of

Author

Benefits and costs and three levels at which tbasers operate, namely; core offering, the sog@rocess,
and firm’s internal operations.

Direct product costs (price); acquisition costsemions costs

Benefits: a) cost benefits e.g. saving in operationsts due to such as joint effort in productedgyment and
integrated logistic operations b) revenue benefits due to improved product quality or performatieze affect
the competitiveness of the customer

Costs: a) direct procurement costs b)direct trarsacosts c) relationship handling costs d) supyalgdling

costs

Categorize value into episode value and relatigngaiue and indicate that they are created by@)ighng
more benefits b) reducing perceived sacrifice

Efficiency, effectiveness and networks and theseaahieved through direct functions (profit, volyraerd
safeguard) and indirect functions (innovation, reérkscout and access)

Customer value;
Supplier value
Buyer—seller value

Categorised value into a) value of an offering &lpe of a relationship c) value in a relationsiAso
economies of integration through sequential inteetdelence; economies of scale or scope throughgboole

interdependence; and economies of innovation threegprocal interdependence

a) Direct cost (for customer — price: for suppliabour, materials, advice, adaption, deliveryinijrect costs

(general and specific)

research
Buyer Empirical
Buyer Empirical
Buyer Conceptual
Buyer Conceptual

Seller/supplier Conceptual

Buyer Conceptual
Seller
Buyer-seller

Buyer-seller Empirical

Supplier Conceptual
Customer

Ulaga and Eggert
(2006)

Cannon and
Homburg (2001)

Gadde and Snehota
2000

Ravald and
Gronroos (1996)

Moller and Torronen
(2003)

Ulaga 2001

Forsstrém (2005a)

Ford et al (2006
pp.211-213)

Source: Author’'s compilation
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Supplier value relates to the revenue received fraustomer and the cost of serving that
customer (Moller and Torronen 2003). The selleresspective recognises the need to
consider customers as a key asset of the firm amd Bmphasis on attracting, developing
and retaining customers — the management of custeguity (Ulaga 2001). The buyer’s
perspective relates to how customers perceive supealue in a supplier's offering
compared to competitors (Ulaga 2001). This has b#en dominant orientation
undertaken by traditional researchers on value usiness markets. The buyer-seller
perspective recognises business relationships atdorks where firms jointly create
value through relationships, partnering and alen¢Ulaga 2001). Through value co-
creation processes in business-to-business redaiiosy resources of the companies
involved are combined thereby enabling them toeahsomething that one of the parties
could not achieve alone. Value could be in formnainetary or non-monetary value.
Considering the focus of this study on the custesugplier dyad where both the actors

are active in co-creating value, then it fits beittethe buyer-seller perspective.

Forsstrom (2005a) points out three different passpes of analyzing value. First is the
value of an offering. This refers to the amountgnfin monetary units) that buyers are
willing to pay for a firm’s goods and services. dther words the value of an offering
refers to the perceived worth in monetary unitshef set of economic, technical, service,
and social benefits received by the customer finnexchange for the price paid for a
product offering, taking into consideration the itatale suppliers’ offerings and prices.
Second is the value of a relationship. The value atlationship is broader than the
monetary values. Third is the value created inl@iomship and this refers to a trade-off
between benefits and sacrifices. The perceivedevallusiness-to-business relationships

usually falls in this last category, trade-off beem benefits and sacrifices (Forsstrém
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2005a) and is subjective and based on people wipeseeption is sought. This
conceptualization (trade-off between benefits aactiices) is however associated with

the problem of comparing monetary and non-mondianefits and sacrifices.

Ulaga and Eggert (2006) suggest three value drinebsisiness relationships and identify
two benefits that are associated with each. Fersbre offering which is associated with
product quality and delivery performance benefttiscond is sourcing process and this is
associated with service support and personal ictiera Third is a customer operation
which is associated with supplier know-how and titnemarket. This categorization
however seems limiting considering that it may actount for some non-monetary

benefits such as reputation.

The core offering are those conditions that a prefesupplier must have/meet, from the
customer’s perspective (Ulaga and Eggert 2006)ivBsi performance was indicated by
consistency in meeting delivery schedules (on-tiekvery), ability to adjust to changes
in delivery schedules due to spikes in demand angbs in the product mix (delivery
flexibility), and, capacity to deliver the right & consistently (accuracy of delivery). The
direct cost is essentially the price and this esdbre relationship cost driver. The capacity
of suppliers to offer a fair market price and it8ronitment to reduce prices continuously
is of value to customers and one incentive thatocasrs give in recognition is increased
order volumes (Ulaga and Eggert 2006). The redndtmoprice is meant to lead to a
reduction in consumer price, thereby improvingehstomer’'s competitiveness. In regard
to the sourcing process, service support was dikfihg the supplier's level of
responsiveness, information management and ouisguif activities or delivering
integrated systems as opposed to single parts dldad Eggert 2006). According to the

study, the knowledge by the customer of the supplieey contact personnel, getting
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along well with the vendor’s representatives, angiving a supplier's top management

all contribute to high levels of personal interantwhich is an important value driver.

Cannon and Homburg (2001) in an empirical studycete that the suppliers success in
lowering a customer’s cost would enhance a relatign This study argues that from a
co-creation perspective, the lowering of a custésneost need not be effected by the
supplier unilaterally but rather by both customed asupplier in collaboration. They

indicate that such costs are applicable in threen raeeas namely: a) direct costs, b)
acquisition costs, and c) operations costs. Dicest is the actual price charged by the
supplier for the main products sold to the custondaqguisition costs are those costs
incurred by the customer in acquiring and storingdpcts from a particular supplier and
include expenses related to ordering, delivering, storing products, monitoring supplier
performance and coordinating and communicating Wighsupplier. Operation costs are
costs inherent in a firm’s primary business. Reeemenefits include solutions that
increase revenue especially those associated wibkdupt quality or performance.

Although their argument tends to be more inclinedhie buyer’'s perspective, this study
focuses on both customer and supplier. In othedsjat assumes that the relationship, in
addition to lowering operation cost and acquisitowst for the customer, could lower

operational cost and delivery cost for the supplier

Ravald and Gronroos (1996) argue that the custper@eived value may not be derived
just from the core product plus supporting servicather it must also include the effects
of maintaining the relationship. In other wordsjueain the context of the customer-
supplier relationship ought to include both episediie as well as relationship value.

This may be expressed as follows:

84



Equation 1: Value in the context of a customer-$eppelationship

Episodéenefitst relationshp benefits

Totalepisodealue=—— — : : —
Episodesacrifice+ relationshp sacrifice

According to Ravald and Gronroos (1996), value \@dag created in two ways, namely:
a) providing more benefits and b) reducing custepegceived sacrifice. They defined
perceived sacrifice as all the costs that the oustdaces when making a purchase. They
include purchase price, acquisition costs, trartgagion, installation, order handling,
repairs and maintenance, risk of failure or poorfggenance. On the other hand, they
describe perceived benefits as some combinatigghydical attributes, service attributes
and technical support available in relation to plagticular use of the product as well as
the purchase price and other indicators of perdeguality. The relationships component
arises from the fact that although what the compamguces is fundamental, this may
not be the ultimate reason for purchasing fromvamisupplier. The reason for doing so
may simply be because the customer has a relatprmgth the supplier and in some
cases the offering may not be exactly the one doddjis underscores the importance of

Experience Quality Management (EQM) in relationship

In this regard, a poor episode value can be batahgea positive perception of the
relationship as a whole (Ravald and Gronroos 199@he episode value and the
relationship value however exist in a mutually degent relationship in that positive
episode value enhances the relationship value grakiéive relationship value increases
the total episode value. They indicate that safetydibility and security contribute to a
reduction of the sacrifice which is essential aretyvvaluable from the customer

perspective.
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Ulaga and Eggert (2006) in an empirical study sag@e2x3 matrix to conceptualize
relationship value. The matrix distinguishes betwé&o fundamental dimensions of
value creation, namely benefits and costs, ancttleneels at which these drivers operate,
namely the core offering, the sourcing process, #mel customer firm’s internal
operations. The categorization mirrors that of opghors (Cannon and Homburg 2001,
Gadde and Snehota 2000) who suggest that the whlsepplier relationships may be
divided into cost benefits and revenue benefitsst@enefits include savings in costs of
operation related to collaboration, for examplejgroduct development and integrated

logistics.

In a conceptual paper, Gadde and Snehota (2008yar&te relationship benefits into
cost benefits and revenue benefits. On the othed lthey categorize costs into four
elements: a) direct procurement costs; b) direetstaction costs; c) relationship handling
costs; and d) supply handling costs. They inditiaét the direct procurement costs have
always been the focus of purchasing attention lyetet are other costs that originate in
supplier relationships as well. They discuss thatepurchasing transaction is associated
with other expenses such as costs of transporfajmyds handling and ordering and that
these costs, “direct transaction costs,” may beenddficult to measure, but as a rule they
can be traced. They further discuss that othetsa@snot be directly related to specific
transactions but to an individual supplier and rébethem as relationship handling costs.
They indicate that relationship handling costs depen the extent of involvement with
individual suppliers given that some relationshipguire lots of continuous interaction -
and thus cost - for maintaining the relationshig aometimes for investments in terms of
adaptations among the counterparts. Finally, thescribe supply handling costs as the
costs that the customer sustains that cannot hleudtid directly to particular suppliers or

specific transactions. They further explain thatgigly handling costs” are structural and
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common costs for the purchasing organization asi@ey including communication and

administrative systems, warehousing operationgga®adaptations and so on.

Bearing in mind that relationships may be examiakxhg the dimensions of processes
and outcomes (Holmlund 2004), Leek et al. (200@) fesir outcome variables, namely;
joint product development, innovation, market ascasd competitive advantage. On the
other hand, they use five process performance atalis, that is, trust, commitment,
power, cooperation and problem solving. Their nssimdicate that, in general, the more
positive process and outcome qualities a relatipnklas, the more likely it is to be
perceived as a successful relationship and viceaviar problematic relationships. This
study argues that the process performance indgatould likely enhance the building

blocks of value co-creation, particularly dialogaegcess and transparency.

Although it is recognised that the immediate cost-eevenue effects of a supplier
relationship for the customer are largely due toedti functions of the business
relationship and that the impact of the indirechdiions is largely realised through
linking of the supplier—customer dyad to other extMoller and Torronen 2003), this
study limits the analysis to the dyad rather tham wider network. Direct functions of
customer relationships include activities and resesi of the supplier and customer firms
that may create value to the supplier without bedegendent upon other (connected)
relationships (Ulaga 2001, Walter et al. 2001))eSé direct functions are: the profit
function, the volume function, and the safeguamtfion. Indirect functions of business
relationships capture connected effects in theréuand/or in other relationships—the
wider network (Ulaga 2001). Indirect functions d@ine innovation function, the market
function, the scout function and the access funcfithe direct functions may be realised

within a specific dyad, whereas the indirect fuoics rely on the linkages provided by the
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customer to a larger network environment. Althoubkir study considers one-sided
value creation (supplier's perspective), on thetraoy, this study is two-sided and hence
concerned with the situation where value is cotexa@y both suppliers and customers in

a relationship.

Although Customer Relationship Management (CRM)tveadfe may provide good
information on the price that has been achieveshfeach customer and on some or all of
the direct costs of a relationship, it is unlikety provide the necessary data on the
important indirect cost of the company’s investmiergach of its relationships (Ford et al
2006 p.214). Furthermore, CRM tends to be one-siheldtherefore may not reflect value

co-creation appropriately.

According to Ford et al (2006 p.220), a customeyspa price to receive value. They
explain that the customer can receive value in ways, namely, value of the offering
and value of the relationship. They describe valfi¢ghe offering as a measure of the
extent to which the offering solves a problem toe tustomer and that this depends on
the quality of both the offering itself and of ilsiplementation as well as on how
important the problem is for the customer to sol¥ehe offering is being outsourced,
then the equivalent value in monetary terms coeladvhat the customer was incurring by

doing it on his own.

On the other hand, Ford et al (2006 p.220) ind&cdlat the value of the relationship
arises in two ways, namely, current value and pitevalue. This categorization augurs
well with that by Forsstrom (2005a) who suggestdue of’ and ‘value in’ a relationship
respectively. The relationship will have a currealiue because the customer and supplier

will have learned about each other’s operationssanthe interactions between them will
88



be more predictable and reassuring. Furthermoee atlaptations that have occurred to
suit each other’s operations mean that the suppberrent offering may be enhanced or
be more efficiently implemented. Likewise the relaship will have potential value
because the learning and adaptation in a relatipmsehy provide the potential for new

solutions to evolve to address future problems.

In a model for co-creating the brand relationshipegience, Payne et al (2009) suggest
its four main components as comprising: a) the arust’s value creating process,
concerned with co-creating and experiencing a bratadionship; b) the supplier’s value
creating process, concerned with designing andreatiog a brand relationship
experience; c) encounters, where ongoing intenastiare involved in creating these
experiences; and d) impact of additional sourcesrafnd knowledge. Since in this study
the focus is on the customer-supplier dyad ratiem bn individual firms, accordingly the
focus is neither on customer processes nor on isupplernal processes but rather on the
processes across the dyad or rather the actiwitiais they undertake collaboratively.
Furthermore, Payne’s research has motivation in B2@ respondents are service
providers while in this study the focus is on B2&lan ‘good’, food and drink. Also the
model incorporates customer-to-customer interastiand stakeholders’ endorsements
and events which are beyond the focus of this studgustomer supplier interactions.
Their model therefore does not suit well in groumgdihis study though the encounter
processes are relevant in the study. As may bealroten the above studies (Ulaga and
Eggert 2006; Gadde and Snehota 2000; Ravald angréa® 1996), it would be difficult
to assess value in business relationships withgaibd understanding of the cost as well.
Accordingly, the next section describes how costsehbeen assessed in business

relationships.
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2.7.2 Assessment of costs in customer-supplier relationigls

Ford et al. (2006 p.211-21%)assifies costs in business relationships inteadiand
indirect costs. They describe direct costs as tiheaa costs of implementing the offering
in a particular transaction. The price the custoipays to the supplier is the most
recognisable cost for the customer. On the othed hfor the supplier the most obvious
costs are the direct costs of implementing an fferand comprise cost of labour,

materials, advice, adaptation and delivery.

They describe the indirect cost as comprising ganeosts and costs specific to a
particular relationship. General costs are thdseuoning the entire business and are
fixed costs such as rent and do not vary with &well of production. They also include
the costs of operating the marketing function dmel dosts of delivering the company’s
technologies, offerings and operations. On theroflaad, costs specific to a particular
relationship are of two kinds. First, the initiadst of a relationship and these are costs
incurred before any transaction has taken plack asicosts for both firms for finding out
about each other and communicating, influencing re@gbtiating about the offering and
its suitability for the customer’s problem. Thegalnclude the cost of developing a new
offering particularly before a firm can get any erdor rather this is developed as
investment by a firm based on assessment of thalipotential of a relationship. Second,
recurrent costs; these are incurred regularly tinout a relationship and they are
investments in the continuing potential of the tietaship. They include costs by both
firms of developing and managing their relationsiigh each other (Ford et al 2006 p.
211-213). In other words, they (Ford et al 2006) explain that the customer’s direct
costs include the price paid for an offering anel ¢bsts of receiving and using while on
the other hand the customer’s indirect costs aeectists of its operations that will be

allocated to this particular relationship.
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Ravald and Gronroos (1996) note that one apprdaatthts been used by suppliers is that
of adding value in terms of ‘extras’ such as thdiwah of technical product features or
supporting services to the core solution so thatidtal value of the offering is increased.
This has a weakness in that some of the extrasnoape driven by customers’ needs.
Further, such a treadmill of constantly developiagd introducing extras implies
additional costs and this has to be covered bygiohgra higher price. The study
consequently recommends that in addition to consigewhat the supplier gives the

customer, it is also vital to consider the saaeifiicat the customer has to make.

Concentrating on the sacrifice is particularly intpat given that customers tend to be
more sensitive to a loss than to a gain (Monroel19Burthermore, the examination of
how a company can add value to the offering by cedu the customer-perceived
sacrifice forces the company to look at things fribve customer’s perspective, which is a
central aspect in business relationships. To aehtbis, Ravald and Gronroos (1996)
suggest that the supplier has to get close to tiséomer to be able to understand his
needs, preferences and all the activities whichsttite his value chain or service
system. They suggest that the reduction in saerific effort that the customer has to
undertake in order to purchase a product on aroégikevel may involve activities such
as lowering the actual price, increasing convergeat the purchase for instance by
improving on delivery and by improving on availatyilthrough changing the opening
hours or introducing ‘call back service’. Theseiaties are indicative of costs to the

supplier.

In buyer-seller relationships, costs involve thoééhe resources needed to maintain that

association including those used in the confliad Aaggling process and in addition the
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opportunity cost of foregoing exchange with altéinepartners (Dwyer et al. 1987). The
costs of supplier relationships are direct proceihtosts, transaction costs, relationship
handling costs, and supply handling costs (GaddeSarehota 2000). Ulaga and Eggert
(2006) suggest the cost in business relationstopsomprise direct (offering) costs,

acquisition costs, and operation costs.

In a study of collaboration between beef supplérd supermarket customers, Susan and
Gibbs (1995) find that the requirements (costsktarcess on the supply side include: a) a
commitment by the retailer that, in return for esstvity, the product is promoted
effectively to consumers via attractive point-ofesactivity and other types of promotion;
b) a willingness by the processor to extend theodeof maturation. This increases
storage costs for the processor and reduces fligxibo switch processing capacity
between customers; and c) the ability to sourc@lggof consistent quality to relatively
tight specifications. This sourcing was characestiby farmers incurring additional costs

in growing animals to tighter specifications anddnay them for longer time periods.

Understanding the costs of the customer and suppliebusiness relationships is
particularly essential because it is on this btes business pricing must be firmly based
(Ford et al. 2006 p.210). In business relationshyesh customer and supplier are likely
to incur further costs after delivery such as #aing from integrating the offering into
the customer’s operations (Ford et al. 2006 p.2E6)d et al (2006 p.213) recommend
that all relationship investments and individuaingactions must take place on the basis
of full cost analysis and must relate to the stwat®r that relationship and the potential

of that relationship for future revenue, profitaosry other benefit.
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According to Forsstrom (2005a p.141), the costsamrifices by the buyer in business
relationships include; paid price, commitment toe tiseller on specified items,

technological dependence and risk of missing ousa@mething provided by others. On
the other hand, the sacrifices by the seller ingjutime dedicated, price received,
personal effort dedicated, special organizatiomedrggements and less focus on other

possible customers.

2.8 Value co-creation in business relationships

Unlike traditionally where firms strived to optinezand preserve bargaining power by
being independent thereby viewing dependence aatimegwith long-term business-to-
business relationships, both dependence and imendence are potential triggers for
creating something together and hence value cdiorea(Forsstrom 2005a).
Consequently firms with heterogeneous resourcesldvbanefit by cooperating and
utilizing each others resources meaningfully. Bassrelationships have been found to
play a key role for instance in increasing salelsime or profits, gaining access to new
markets, developing innovations (Ritter and Gemuar2[@03) and in co-creating value in
general (Dyer and Chu 2003; Dyer and Singh 199&dt@m 2005a; Moller 2006; Ulaga
2001; Wagner and Hoegl 2006). They are also impbrita accessing, designing, and

using resources across the relationships (Gaddelakansson 2008).

Resources of a company are integrated and activhtedgh interaction or cooperation
with other parties and thereby co-create valuesTiki more so necessitated by the
interactions of the heterogeneous endowment ofuress that exist in firms. Forsstrém
and Tornroos (2005) suggest that co-creation ofievaleeds mutual investments and
bonding as well as mutual learning and/or unlegymmorder to be able to develop and

exploit mutual resource constellations in the fadyhd. Accordingly, organic food and
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drink SMEs in a relationship would be expectedearh from their larger customers and

vice versa and utilize dyad resources for mutuakbe

Gadde and Hakansson (2008) explored the role ahéss relationships in systematic
combining of resources. They enumerated key roldsusiness relationships, that is, in
accessing, designing, and using resources. By wimgr’s resources that are not fully
exploited in their current settings, such as appibm of knowledge residing in other
companies, and facilities that could be used fiineeent of the physical features of
product, firms managed to adjust the featuresasfdsrdized products at reasonable cost.
They noted that, by connecting the resources ofdampanies, a business relationship
can improve operational efficiency, as well as gbnte to innovation and development

and consequently value co-creation.

Business relationships are likely to enhance closapling of different resources that are
available in customer and supplier firms. In thisiny organic food and drink SME
suppliers and larger customers may combine thealwsities and thereby develop new
resources, knowledge and expertise. This consedgueatild co-create value in the form
of development of unique combinations of offerings innovations (Leonard-Barton

1992a).

Traditionally the assessment of value focused ervéiue of the physical product thereby
neglecting relational dimensions of customer-peegivalue (Ulaga and Eggert 2006).
According to Ford and McDowell (1999), the conceptlimiting value to value-in-

exchange of the product offering that is exchangedather to “economic value to the
customer” is restricted to narrowly defined prodietated variables that may not be of

major importance in the context of many relatiopshiMoreover, it is no longer enough
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to develop a company’s abilitg identify customers' needs but in addition, thight to

be backed by development of its ability to builcekationship with thenfDay 1994)

According to Gadde and Snehota (2000), the valua o€lationship cannot only be
judged by its product or service content. Sometigeiahips are valuable because of the
volume of business that they represent while otleesvaluable because of the future
potential that they represent, in the form of tecaindevelopment and product quality
and performance. Ford and McDowell (1999) concuthwthis by suggesting that
financial dependence alone may not mean that thgpany values a relationship more
highly than others and that relationships of lowaficial significance may be highly
valued for their knowledge transfer, reputation,network-access characteristics. They
further highlight the importance of expressing eala relationships in a disaggregated
form, such as its value as a source of new prome$siology or as a way of gaining
access to new relationships and so on as opposegptessing it in simple financial

terms.

The value co-creation potential in relationshipg/partly explain why supplier selection
is not necessarily a question of choosing the lowetder but rather given certain cost
constraints, it often focuses around selectingstiygplier whose business processes and
suggested solutions offer the best possibilitieberfoming integrated with the processes
and solutions of the buyer (Agndal and Nilsson 300%e undertaking of interrelated
activities of the buyer and supplier yields relatibvalue and this value is conceived
through the relationship itself (Méller 2006). Thialue emanates from the combined
activities of the supplier and buyer. While exchanglue is primarily supplier driven, on

the other hand the relational value is embeddédarsupplier-customer relationship.
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Day (1994) suggests the mastery of the market sgrasid customer linking capabilities
as the most distinctive feature of market-drivegamizations. This study argues that in
the business-to-business context, the market spnsnd customer linking will be
enhanced by interactions in the customer-supply@dd Interaction between firms
influences the creation and development of capadsli through the long-term
intertwining of resources and activities, and theeation of two firms' capability
development towards each other (Hakansson and &ndl®®5a; Johnsen and Ford
2006) Considering that smaller firms contain fewer calidds than larger firms and are
relatively in a constrained status (Spicket-Jona$ Bng 2006), they are compelled to
develop them through relationships with other conmgm such as larger firms (Johnsen
and Ford 2006). Furthermore, it has been shownimhatldition to internal firm factors,
relational factors are important in realizing conipee advantages, even in an

international context (Ling-Yee and Ogunmokun 2001)

Lavie (2006) suggests that when an alliance is éakiiin this situation when a customer-
supplier relationship is developed), each partionga firm (customer and supplier)
endows a subset of its resources to the alliangatignship) with the expectation of
generating common benefits from the shared resswfboth firms. In the context of an
organic food and drink SME and larger customer they be related to a situation
whereby the SME may devote human resources whierger customer may devote
technical resources to make a linkage informatechmology (IT) system operational
across the two for mutual benefit. Barber (200&tes this to value by suggesting that
value can be found in both tangible and intangéskeas of a supply chain or rather the

customer-supplier dyad in this study’s context.
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Firms in relationships are likely to generate rehtt may not be feasible if they operated
individually. Dyer and Sigh (199&uggest that the relational rents generated bgnaki
partners are preserved because competing firmsara)ot ascertain what generates the
returns because of causal ambiguity; b) can figurewhat generates the returns but
cannot quickly replicate resources because of tompression diseconomies; ¢) cannot
imitate practices or investments because of assek smterconnectedness (they have not
made the previous investments that make subsedquargtments economically viable)
and because the costs associated with making éveops investments are prohibitive; d)
cannot find a partner with the requisite compleragnstrategic resources or relational
capability; e) cannot access the capabilities ¢tenqal partners because these capabilities
are indivisible, perhaps having coevolved with othems; and f) cannot replicate a
distinctive, socially complex institutional envinment that has the necessary formal rules
(legal controls) or informal rules (social contiolsontrolling opportunism/encourage

cooperative behaviour.

Dyer and Singh (1998dlentify four determinants of relational rents. &elnal rent refers

to a supernormal profit jointly generated in an lexgye relationship that cannot be
generated by either firm in isolation and can oy created through the joint

idiosyncratic contributions of the specific alli@npartners (Dyer and Sign 1998). The
four determinants of relational rents were relaspecific assets, knowledge-sharing
routines, complementary resources and capabilises] effective governance. They
indicate that relational rents are possible whdiarede partners combine, exchange, or
invest in idiosyncratic assets, knowledge, and uesss/capabilities, and/or they employ
effective governance mechanisms that lower trammsacbsts or permit the realization of

rents through the synergistic combination of assetswledge, or capabilities.
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In the value co-creation view, the customer is mmred a co-creator and hence
endogenous rather than exogenous. However, althtbuglstudy is limited to value co-
creation by customers and suppliers, it is worthingothat all parties are resource
integrators (Vargo and Akaka 2009). Co-creationegigmce depends on the nature and
level of access to the company’s/supplier's empdgyand the extended community, as

well as the level of transparency of all partiesaffalad and Ramaswamy 2004 p.22).

For firms in relationships, organizational boundar{e.g. in time, place and transactions)
become blurred as companies in a relationship asongly share activities such as joint
planning, co-production, co-marketing, co-brandesgd so on (Sheth and Parvatiyar
1995). In other words, the boundaries of firms irekationship have become blurred as
they jointly develop offerings and merge their teclogies, operations and information
(Ford et al 2006 p. 206). In regard to value coegtit has even been suggested that
‘added value’ should be replaced by ‘co-productadrvalue’, whereby customers and
suppliers jointly create value through complemeanteach other’'s activities; thereby
conceptualising the value process as a value dtatgie rather than value chain in which
value is considered to be added sequentially (Nomaad Ramirez 1994). An integrative
relationship assumes overlap in the plans and pseseof the interacting parties and
suggests close economic, emotional and structuoaldd among them (Sheth and
Parvatiyar 1995). In the context of B2B food anthkirthis may imply the supplier and
customer firms drawing their annual business plagether and jointly creating an
environment that will facilitate their achievemeftonsidering that most SME organic
food and drink suppliers are farmers, such a plag mvolve the development of an on-
farm schedule of for instance when to plant, haraes deliver, and so on. Such a plan
will promote availability of the offerings throughb the year which is essential in

sustaining an appropriate co-creation experience.
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The interface between a customer and a suppliemicasased in importance (Ford et al
2006 p.100). This is particularly so due to theevahce of activities happening in it,
including for instance, issues related to justinet deliveries (JIT), total quality

management (TQM) and the zero-defect principle bictv their applications make the

boundaries between customers and suppliers ur(¢lead et al 2006 p.100).

2.9 Characteristics of SMEs and involvement in businesslationships

There is no globally recognised definition of an EMrable 1 show some definitions
based on turnover, balance sheet total and nunflEmployees. According to the Small
Business Advisory Group (2004) and which is largatysistent with McCarton-Quinn
and Carson (2003), while SMEs are diverse, typicah SME may: have begun
spontaneously from just one idea or new productraag continue to be an incubator for
innovative ideas and products; have an owner/menagth little formal business
experience or few generic business skills; haveubdgecause the founder/owner has a
particular technical expertise; comprise the foufmener and about four employees
(often with an unpaid family member providing adisirative support); have the owner
as the only person in a managerial position, andboard or formal governance
arrangements; operate on trust rather than onmegsté@d contracts; have a tight family-
like culture where the values of the owner arergjly shared by the staff, and, have

workplace practices that are flexible and suiteshtividual employees' needs.

The report also indicates that SMEs focus on alsraafje of products or services sold
mainly in the local domestic market. They havepellsonal assets, including the owner's
home, committed as security for the business, aglaupe the owner's time as one of its

scarcest and most valuable assets, operate flegiblg reasonable person basis rather
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than on an informed and strict observance of reguis, have a vision and outlook that is
bounded by the horizons, skills and experiencéneffounder/owner and the pressures of
day-to-day management and tight resource consrdird. a tactical rather than a

strategic approach). They endeavour to operateperdtently of other businesses and
institutions and favour self-help over seeking adyiare not aware of the regulations to
which they are expected to adhere in provinciahgrare a key part of the social fabric of
the community, are likely to close within three sgeaof their inception and not

infrequently in circumstances that could easily ehdoeen prevented. They express the
implications of these characteristics to be thamagars in successful small firms need to

be multi-skilled rather than specialists, with ertige in a diverse range of areas.

According to Zheng et al. (2006), the unique chardstics of SMEs present them with
both opportunities and constraints especially whetomes to supplying to the public
sector. While on one hand they are generally vieagelbci of innovation and can provide
a flexible personalised service, at the same thmg are characterised by a higher failure
rate. For instance the failure rate (11 per ceh§MEs has been estimated to be six times

higher than the rate for larger businesses (StaneyCressy 1995).

Given the constraints in which SMEs operate, thatimnships that they maintain with
customers is particularly a key source of valuatlermation because unlike large firms,
they do not have the resources to engage in fomaaket research (Keh et al. 2007).
SMEs are usually in a relatively constrained stgtigicket-Jones and Eng 2006). A
number of studies have been conducted with the foaums on relationships with SMEs

(Table 5).
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Blundel and Hingley (2001) suggest six factors tplaty a key role in enabling SME
suppliers to form relationships with larger custosn@ hese are getting closer to source,
greater motivation to collaborate, absence of cditine threat, source of innovation and

differentiation, capacity for investment and groywahd resolving sporadic conflict.

While McCarton-Quinn and Carson (2003) presentsacieristics of typical SMEs, this
study argues that these characteristics (or at teame) are likely to be different for an
SME that is in relationship with a larger customalternatively, the effects of their
characteristics would likely impact differently fan SME in relationship with larger
customer versus that without. This is generally tu¢he effects that spill over during
interactions with the larger customer. For instansbile SMEs are known to have
limited financial, human, material and informatibmesourcesibid), this study argues
that the SMEs could mitigate these constraints bgessing the resources through
interactions in the relationship with the largestmmer. Also, although typical SMEs are
normally characterised by informality in planninfgis may not be the case for SMEs in
relationship with larger customers. The larger aonsr and the SME supplier would
usually engage in collaborative planning wherebgytlliscuss forecasts and business
plans well in advance in an effort to enhance caatus supply amongst others, hence

engaging in formal planning.
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Table 5: An overview of studies involving relationkips with SMEs

Author

Method

Focus

Key Findings

Scully and Fawcett (1994)

Holmlund and
Kock (1996)

Corless,
et al. (1996)

Kasouf and
Celuch (1997)

Perkins and
Gunasekaran (1998)

Calabresse (2000)

Quayle (2000)

Survey — 500 USA firns, 7
responses (44% SMESs)

Semi-structured
Interviews

Single case- manufacturer, 65
employees

Survey — 154 USA / Canadian
firms, 62
Responses

Single case

Interview — 25
SMEs

Literature review
& 10 cases

To compare and contrast
International Sourcing (IS)
activities between small and
large firms

Relationship between a
dominant buyer and four small-
sized suppliers

Examines problem of material
Procurement

Study of the relationship
orientation in a fragmented
supplier industry of firms
operating within a competitive
context.

Investigation into the
effectiveness of purchasing in a
small company.

An empirical study into the
purchasing activities of 25
SMEs to the Italian Automotive
Industry.

Overview of the supplier
development and supplier

SMEs successfully engage in IS, although
more limited. Tendency to focus on the
immediate.

SMEs weak position based on lack of
profitability,considered independent
suppliers. Lack of social bonds, of
uniqueness in offering, and search for new
customers

Hybrid approach of planning features of
MRP with principle of JIT resulting in
reduced inventory and obsolescence yet
improving cash flow

Suppliers with limited resource and under
pressure to provide better service /closer
relationships faced intense price pressure.
Firms optimistic about industry growth
perceived alliances as important

Centralisation of fragmented purchasing
activities

Vertical disintegration of sector;
Rationalisation of supply base;
Evolution of buyer supplier activities

Step / stage process for SME to achieve
network development model SMEs ignore

102



Author Method Focus Key Findings
association literature. strategic procurement ambléer
development
Quayle Survey — 400 Identification of the adaptation Lack of effective adaptation from
(2002) SMEs, of adversarial to collaborative form.
Supply Chain Management Customers focus on price, quality and
techniques and the relationships reliability - mirrored by suppliers. Supply
between customers and small Chain Management strategies missing
suppliers. from business plan. Use of e-commerce to
facilitate small firm consortia
Mudambi, Survey — 621 with a 25% Seeks evidence of advanced 25% of respondents deemed to have
(2004) response & 24 in-depth purchasing practice advanced purchasing practices. From these

Morrissey and
Pittaway
(2004)

Spicket-Jones and Eng (2006)

interviews

In-depth
Interviews with 6 SMEs

Qualitative reseaitth8v
SMEs and an audit of their
communication activity

Analyses the buyer-supplier
relationships from the
perspective

of the SME

The study audits the
communication effort of 8
SMEs and debates its strategic
context

identified three groups - deliberate
strategies, emergent strategies, and close
yet still adversarial

Scepticism of 'partnership’ concept,
rejection of the concept of purchasing
consortia Highlights influence of non-
financial motives in decision- making
process. Current purchasing models lack
complexity in particular the heterogeneity,
underlying motives, and objectives
pursued by SMEs

SMEs often focus on tactical need to
maximize short-term sales opportunities.
Direct and informal communication in
SMEs can help put market insights from
network partners at the centre of SMEs
decisions. Network approach may provide
a useful tool to assess SMEs
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Author

Method

Focus

Key Findings

Johnsen and Ford (2006)

Ngugi et al. (2010)

In-depth interviews wighte
SMEs in relationship with larger
customers

In-depth
interviews with three SMEs in
relationship with larger
customers

Interaction capability
development of smaller
suppliers in relationships with
larger customers

Examines the relational
capabilities that are developed
by SME suppliers in
relationships with larger
customers and explores the
influences of these relational
capabilities on value co-creation
and innovation

Developed and applied an interaction
capability framework to evaluate the types
of interaction capabilities developed by
smaller suppliers that enable them to cope
and better manage in relationships with
larger customers

Identifies sets of relational capabilities that
may be employed by SME suppliers in
relationships with larger customers and
examines their influences on value co-
creation and innovation
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2.10 The grounding theory: The IMP interaction approach

A theory is an interrelated set of constructs orialdes formed into propositions or
hypotheses that specify the relationship amongabbes (typically in terms of magnitude
or direction) (Creswell 2009 p.51). He elaboratest s theory might appear in a research
study as an argument, a discussion, or a rationak that a theory helps to explain or
predict phenomena that occur in the world. He iatdis that theoretical rationale refers to

specifying how and why the variables and relatiatalements are interrelated.

In line with the co-creation view, this study foegson value within a business
relationship or in a dyadic context rather thansmé the relationship (firm-centric).

Given the centre of attention in the larger custeBME supplier dyad, then in essence
inter-organizational theories become relevant ougding the study. Inter-organizational
theories focus on activities and processes thatogobetween organizations. They
recognise that organizational boundaries (for exanip time, place and transactions)
become blurred as companies in relationship inarghsshare activities such as joint
planning, co-production, co-marketing, co-brandemgd so on (Sheth and Parvatiyar

1995; Ford et al. 2006 p.206).

The focus on dyadic relationships means that nétwuweory, better suited for the wider
network, may not be hereby adopted. Furthermores ¢ollaboration rule out

opportunistic behaviour and therefore it is comntrdo transaction costs theory
(Williamson 1979). Therefore, the IMP interactigmpeoach (Hakansson 1982), suited at
least for investigations into single relationshgnsd also recognising collaboration, is

herewith adopted.
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The IMP interaction approach

The IMP interaction approach is considered the bgsipped theoretical framework to
deal with the various issues pertaining to buydeserelationships (Wilson and
Mummalaneni 1986; Metcalf et al. 1992). The apphogoovides the conceptual
understanding of a single relationship. A singlatrenship or rather a dyad (rather than
single transactions) is the unit of analysis irs thiudy though multiple case studies will
be investigated. A dyad refers to two companidsiyer and a seller (Forsstrom 2005a
p.68). The importance of understanding the dynamics single relationship cannot be
underestimated given that it is the management aoh esingle relationship with a

customer which forms the heart of business margdtiord et al. 2006 p.153).

The interaction model was developed by the IMP prdaa address some of the
weaknesses that characterised the traditional ocogisumarketing models. Consumer
marketing models are basically the traditional nie®dkat explained how organisations
conducted businesses (Kotler and Armstrong 1994%0/Aling to these models, sellers
were viewed as active actors seeking to approagmgpurganisations to persuade them
to buy products or services. So in the transactimmpuyer was seen as passive while the
seller was active. However, with the interactiopraach developed by the IMP group,
both buyer and seller are seen as active (IMPGR§R2). The interaction approach
focuses on the relationships between actors asethigal unit of analysis rather than the

individual transaction. The main body of concers haen the long-term processes.

The IMP interaction approach was developed witlerezfce to two major theoretical
approaches from outside the marketing literaturaelg, the Inter-Organizational Theory

and the New Institutional Economic Theory (Hakansd®82). The IMP interaction
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approach was developed in the 1980s by a groupesdarchers called the Industrial
Marketing and Purchasing (IMP) research group (Sehret al. 2008 p.24). This was
following their large international empirical sugvand in-depth case studies of buyer-
seller relationships (Turnbull and Cunningham 19Bbkansson 1982). The findings
changed the way buyer-seller relations were undedsin a number of ways (Johnsen et
al. 2008 p.24). First, that the relationships wehnaracterised by long-term relationship
evolution and processes of institutionalization ad@ption rather than discrete one-off
exchanges or transactions. Second, the approachasimps the important role of social
interactions occurring in parallel with businesteractions. Third, most fundamental was
interaction rather than action and re-action. Reld6 this Rice (1992) notes that the IMP
interaction approach stresses the importance atiseships between suppliers and

customers rather than focusing on discrete purohesasions.

The IMP interaction approach shares some of thargdges and disadvantages of both
the marketing literature and the purchasing litee(Olsen and Ellram 1997). Olsen and
Ellram (1997) discuss that the strength of the IMProach is its face validity, its strong
theoretical basis, and its extensive empiricalingstising case studies of over 1000
buyer-supplier relationships. The model describsh Imicro and macro aspects, thereby
combining some of the advantages of both approa@isen and Ellram 1997). Unlike
traditional approaches, the interaction approaciogeizes the important role of social

interactions that occur in parallel with busineggiiactions (Johnsen et al. 2008 p.66).

The IMP interaction approach is a mixture of bdth tharketing literature approach and
the purchasing literature approach (Olsen andllt897). For instance they explain that
the marketing literature tends to focus on the snmspects of the relationship, such as

what constructs (trust, commitment, dependence), esscribe the relationship and how
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these constructs are related, developing a basierstanding of the constructs describing
buyer-supplier relationships. On the other hand,phrchasing literature focuses more on
the general reasons for relationship formation i@pebrts on actual results in companies
(the macro level of the relationships). The intéosc model depicts relationships on a
macro level but the constructs inherent in the maleh as the variables describing the

atmosphere, describe the relationship on a misl [©lsen and Ellram 1997).

Essentially, the interaction approach provides a&tupge of inter-organizational

relationships and exchange processes within theshnggn et al. 2008 p.24). The
approach distinguishes between short-term episexttbange, such as the placing of an
order, and long-term exchange within relationshtpat institutionalize and adapt

(Hakansson 1982; Johnsen et al. 2008 p.68).

According to the IMP interaction approach, the foypes of variables that describe and
influence the interaction between supplier and bwyganisations are: a) the elements
and process of interaction; b) the participant®ived in the interaction (individually and

organisationally); c) the environment in which tileraction takes place; and d) the
atmosphere affecting (and affected by) the inteadiHakansson 1982). Among the four
variables, this study’s focus on value co-creatretates mostly to the process of
interaction. Therefore, in consideration of the lehidP interaction approach, this study
assumes that value co-creation takes place ahtéeaction process component level. At

this point, both firms in a relationship are active

According to Ford et al (2006 p.46), interactiorthie process of managing a company’s
customer relationships with that customer and itessidered to be at the heart of

business marketing and purchasing and largelyndigishes it from consumer marketing.
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Interaction recognises that neither customer n@plser is free to act independently
whether in a single relationship or in a networkaaghole but rather each company is
interdependent with others in its relationshipsr@Fet al 2006 p.46). In other words,
companies need each other and the processes thatiodusiness relationships are those
of interaction rather than those of independentioast (Ford et al 2006 p.40).
Furthermore, by definition, any business relatigmsh the outcome of the managerial
efforts of both collaborating firms. A supplier a cannot manage its interaction with

customers completely (Ford et al 2006 p.193).

Eng (2007) highlights that the interaction of firnmsrelationships entails the exchange,
use, development and access to organisational raesouAccordingly, a business
relationship has to capitalize on the respectivlisskesources and technologies of both
the companies and has to contribute towards proBlamng for both the customer and
the supplier (Ford et al 2006 p.45). With respecthie IMP interaction approach as a
whole, this study assumes that value co-creatikestgplace at the process component
level. At this point, both firms in a relationshape active. Also, considering this study’s
general question ‘How?' then among the four vagabbf the interaction approach
(participants, process, atmosphere and, environmém process becomes the most

relevant in this instance.

Hakansson (1982) indicates that social exchangsodes may be important in
themselves in avoiding short-term difficulties beem the two interacting parties and in
maintaining a relationship in the periods betweeandactions. Furthermore it is
recognised that information and social exchangevden parties can continue for a

considerable time without there being an excharfgeraduct or money. For instance,
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literature, specification development and visitbAlgen companies can occur before the

first order is placed or between widely spacedviadial orders (Hakansson 1982).

Interaction is a basic prerequisite for a relatiopgit is what makes a relationship) and it
is the means of two companies getting to (and ngakise of) each other’'s resources
(Forsstrom 2005a). Relationships constitute thee caspect which connects actors,
resources and activities in a business network niiiold and Toérnroos 1997). Two
aspects are identified by Holmlund and Toérnroos9{)9as characterizing marketing
through relationships. Firstly, interactions arenmected to both previous and future
interactions between the counterparts. Secondly, diwmore counterparts may become

interdependent over time as they continue to intera

Interaction recognises that firms are interdepenaeth the other in the relationship
(Ford et al. 2006 p.46). In other words, the intBom approach perceives business
relationships as consisting of interdependent actahose activities within the
relationship are contingent on each other and douogly the approach considers the
relationship itself the unit of analysis (Hennebetgal. 2009). Firms choose to get
involved in a relationship due to the convictioratttbeing involved in a long-term
relationship is a more fruitful way of organizingdiness activities, and that there is more
to gain from this way of conducting business tHare is from changing partner for each

transaction (Forsstrom 2005a).

According to the approach, the interaction takemc@lbetween actors or parties who
could be individuals or organisations. The parinethe short term exchange products and
services (offerings), information, finance and abcaspects. Through continued

exchanges, they develop relationships and henttiiealization or adaptations.
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Adaptations may be in either the elements exchangéde process of exchange and can
occur during the process of a single major tramsacir over the time of a relationship
involving many individual transactions. Adaptatioosuld be in product, in financial
arrangements, in information routines or socialtiehs (Hakansson 1982). While
modifications to product, delivery, pricing, infoation routines and even the
organization itself are part of the suppliers m#arke strategy, on the other hand the
customer organization will consider adaptationsiteh own product requirements, its
production methods, the price it is prepared toeptcits information needs and the
modification of its own delivery or stocking pokd in order to accommodate the supplier

organization (Hakansson 1982).

Adaptations reflect mutual commitment and this bammade in technical, administrative
and logistic activities (Johnsen 2004). The netwaxtors are operating in an atmosphere
characterised by power-dependency, cooperatiorsentss and expectations. This is
happening in a wider environment characterised barket structures, dynamism,

internationalization, position in the manufacturcigannel and social systems.

The atmosphere encapsulates the interaction praoe$ds described in terms of the
power-dependence relationship between the parties, level of conflict and/or
cooperation, overall closeness or distance, and paames’ mutual expectations
(Hakansson 1982Atmosphere is the outcome of as well as the tmmdfor human
interaction (Hedaa and Toérnroos 2007). Lastly, #mvironment consists of market
structure, dynamism, internationalization, positionhe manufacturing channel (value or

supply chain) and the social system. Atmosphep®msidered as a group of intervening
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variables, defined by various combinations of emwmnental, company specific, and
interaction process characteristifdakansson 1982)Atmosphere is the factors that
affect customer-supplier relationships as a comtmnaof variables defined by various

combinations of environmental, company specific guberaction process characteristics.

The IMP interaction approach serves as a firm #tezal starting point in positioning this

study theoretically because it establishes sontleeoinherent characteristics of customer-
supplier relationships in business relationshipscakding to the approach (Hakansson
1982; Ford 2002 p.22): a) buyer and seller arevaqgparticipants in the market. This
implies that marketing is not considered one-sidad characterised by action of one
party and reaction of the other but rather bothplep and customer are active and
operate collaboratively. b) The relationship betwbeyer and seller is frequently long-
term, close, and involves a complex pattern ofradion between and within each
company. c) The links between buyer and sellemdfiecome institutionalized into a set
of roles that each party expects the other to pexrféor example the division of product

development responsibility, or the decision as twovwghould carry inventory and test
products. d) Close relationships are often conedieén the context of continuous raw
material or component supply. The importance oVipres purchases, mutual evaluation,
and the associated relationship between the compasi emphasized in the case of

infrequently purchased products.

Although it is well recognised that managing anded@ping a relationship is not an

isolated activity but just one piece in a largetwwek (Ford et al 2006 p.32), for

analytical purposes, this study chooses to focus dyad. In other words a dyad which is
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the unit of analysis in this study is embedded ilarger network, and simultaneously

connected to a number of actors in a network.

Applying the assumptions of the interaction apphoder instance where two interacting
parties are active in creating something, this\stassumes that there are two parties, a
customer and a supplier that are actively involiredreating value in the relationship.
Therefore, it is not one party that is creatingueaand the other one consuming it but
instead both parties are actively involved in darepvalue jointly and therefore value co-

creation rather than value creation.

Henneberg et al. (2009) suggests that the interacéipproach perceives business
relationships as consisting of interdependent actahose activities within the
relationship are contingent on each other. Theplagx that the relationship itself
becomes the unit of analysis of the interaction ehadhile the ‘in-between’ represents

the research phenomenon (hlanandur not the actions of firms.

According to Hedaa and Tornroos (2007), the serhieisp penetrates all dimensions of
life and consists in a complexity of communicatisounds, odour, movements, colours,
electro-magnetic fields, waves of any kind, chemgignals, touch, speech, etc. They
suggest that semiotics relates to signs of forams a party possessing or acquiring

power, dependency, co-operation, conflict, distaarue closeness.

The IMP approach has the advantage at least @ibitdy to combine views from both
business marketing and business purchasing arttefuit is characterised by strength in
its face validity, its strong theoretical basisd ais extensive empirical testing using case

studies of over a thousand buyer-supplier relakignss(Olsen and Ellram 1997). Indeed,
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the approach is considered the best equipped tieréramework to deal with the
various issues pertaining to buyer-seller relatigess (Wilson and Mummalaneni 1986;

Metcalf et al. 1992).

Moreover, the interaction approach serves as a thoretical point in positioning this

study theoretically because it establishes sontkeoinherent characteristics of customer-
supplier relationships in business relationshipbe Tassumptions of the interaction
approach are (Hakansson 1982; Ford 2002 p.22):b(ger and seller are active

participants in the market; (b) the relationshigween buyer and seller is frequently
long-term, close, and involves a complex pattermtdraction between and within each
company; (c) the links between buyer and sellezrotiecome institutionalized into a set
of roles that each party expects the other to pexfand (d) close relationships are often

considered in the context of continuous raw materi@omponents supply.

Applying the assumptions of the IMP interaction @@eh, for instance where two
interacting parties are active in creating somethagether, this study assumes that since
at least two active parties are involved (herewattarger customer and SME supplier)
collaboratively in the interaction process, themsinot one party that is creating value
alone for the other but rather both parties ares@lgtinvolved. Accordingly, similar to
other studies (e.g. Forsstrom 2005; Lefaix-Dura®@d8, this study adopts the term value
co-creation rather than value creation to signifhatt both parties are involved
collaboratively as opposed to one party indepemyenhere are many studies that have

adopted the IMP interaction approach in the pastsé are summarised in Table 6.
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Table 6: Summary of studies that have used IMP intaction approach

Sector Summary of study Methodology Findings Autors
International trade shows Used interaction apgré@@xamine  Conceptual/review of  -developed propositions based on the four (Rice 1992)
the role of trade shows in industrial literature variables of the IMP approach

firms' international marketing strategies

Shipping -explore the phenomenon of value co- Single case study - no universal definition of value in the Forsstrém (2005a)
creation in an industrial buyer-seller ~ adopting constructivist context of industrial relationships, but a
partnership, how such a partnership  philosophical stance notion that it is context-, time-, and actor
emerges and develops, and what the dependent
prerequisites for value co-creation are - once a partnership
exists, the value co-creation potential is
realizable through exploiting
interdependencies

Generic -aim to look more closely at the concefReview of -many atmospheres (Hedaa and
of relationship atmosphere presented biiterature/conceptual exist simultaneously in each inter- Tdrnroos 2007)
IMP-related research to see how well it organizational relationship
has been defined and used in studies of -the surrounding has process rather than
business interaction. state characteristics

- recommend replacing atmosphere with
semiosphere with the potential to stimulate
more research on complicated
communication phenomena in seller-buyer
relationships

-suggest that if atmosphere were to be a
useful concept in future

interaction research it should be reserved as
a category of emotions, and be held in the
plural: atmospheres.
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Sector Summary of study Methodology Findings Autors

Information and -illustrates characteristics of the ICT  Case studies with 8 -interaction approach provides appropriate (Blomqvist et al.
communications technology sector. small software firms conceptual framework for understanding 2002)
(ICT) -describes the nature of asymmetric  asymmetric technology dyadic inter-organisational relationships in
technology partnership formation in the partnerships with 5 largegeneral
high-velocity environment. firms were empirically  -however, the general and parsimonious
-describes the basic assumptions and analysed nature of the theory makes it abstract and
propositions posed by the interaction applicable basically to any situation
approach. -recalls for a more context specific or some
-draws some conclusions of the sub-theory of the interaction approach to the
suitability of the interaction approach high-velocity environment.
and present some guidelines for further -recommends exploration of possibility to
research on the asymmetric technology combine the real (strategic) options theory
partnership formation in the high- originating to dealing with decision-making
velocity environment. on risky investments to the interaction
approach.

Aircraft in US -specified relationship (developed -9 manufacturers of -the size of business markets is likely to  Metcalf et al.
hypothesis) between constructs of IMP commercial aircraft increase while the number of suppliersis (1992)
model (cooperation and adaptation, aneéngines (casting for likely to decrease in future due to rapid
the four elements exchanged) and aircraft engines) adoption of JIT manufacturing systems
empirically tested the relationship in US-interviewed both -there is reduction in number of suppliers
business environment. customer and supplier that manufacturers deal with

-evaluation done on four -industrial managers need to understand the
and five-point rating critical factors that will enable them to
scales develop close relationship with customers
-did quantitative -confirmed that the interaction processes
analysis including conceived by European IMP model also
multiple regression applied in US business environment
analysis

Source: author’s compilation
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2.11 Summary of the chapter

The reviewed literature suggests an increasingdttenvards emphasis on long-term
business relationships which is contrary to the metition axiom. This change is

occurring in tandem with the shift from industreda to information age. The review
highlights the increasing tendency to integratetausrs in the value-creating process
and hence value co-creation. Both customers anglistpare actively involved in value

co-creation unlike traditionally where the roles @iroducers (production) and

customer/consumers (consumption/value destructwere distinct. This is becoming

blurred as both parties become involved in valuereation. Given the focus of the study
on the customer-supplier dyad and considering Ipatties to be active and in a long-
term relationship, then the IMP interaction is fdusppropriate in grounding this work

theoretically.

117



Chapter 3. Development of conceptual framework

3.1 Overview of the chapter

This chapter develops the conceptual frameworkémene the phenomenon of value co-
creation between larger customers and SME supplidie key themes of the thesis,
namely, collaboration, value co-creation and cai=eé value are discussed in detail. A
framework that links them parsimoniously is develdpThe chapter concludes with its

summary.

3.2 Collaboration and value co-creation

Collaboration refers to many types of joint actest from periodic information sharing to
complex, multiyear development and marketing ptsj¢erahalad and Ramaswamy 2004
p.197). Collaboration is paramount in businesati@hships and accordingly, the
importance of collaborative capability is undergebby Lusch et al. (2007). Lusch et al.
(2007) suggest that there is one competence tlpaasal to any firm that wants to have
sustained competitive advantage. They identify th@mpetence as collaborative
competenceThey consider it to be pivotal because it assisthée development of two
additional meta-competences (absorptive and adgptihat they contend are critical in

complex, dynamic, and turbulent environments.

They (Lusch et al. 2007) define absorptive compexs the ability of an organization to
be able to comprehend from the external environntfeatimportant trends and know-
how. This will assist in transforming these extéera/ironments into important resources

that the firm can draw upon for support. Collabiestcompetency will aid a firm in
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absorbing new information and knowledge from pagner improve its absorptive
competence. On the other hand, they define adaptwepetence as the ability of an
organization to adjust to changing circumstancey. d@eveloping -collaborative
competence, they indicate that the entity is ablagse its partner firms as mechanisms for
adapting to change brought about by complex anbutent environments and thus,

improve its adaptive competence.

Better collaborative competency, coupled with inyeb absorptive competence and
adaptive competence, can be used by an organiziatitower its relative resource cost
and enhance its relative value proposition (Huri®@0The only possible way to realize
and maintain a nirvana position (position charasger by ability to offer more efficient

and effective solutions to the marketplace) is awensuperior collaborative competency
because it leverages a firm’s ability to absorbormfation and knowledge from the
environment, customers, and its value networks emables firms to adapt to dynamic

and complex environments (Lusch et al. 2007).

Prahalad and Ramaswamy (2004 p.203) suggest thhe inoontext of value co-creation,
building the capacity to collaborate is in essangiéding the capacity to compete and that
this is a more important dimension of strategy thag specific competitive move. Co-
creation requires constant adjustments and adapt#di the evolving dynamics among
consumers, suppliers, and companies. Furthermaitag \creation opportunities mainly
include: changing customer preferences and lifestyharnessing technological

developments; and changes in industry logisticgriPat al. 2008).
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3.3 Collaborative areas in business relationships

There are many areas in which customers and suppigere been found to collaborate in
the context of business relationships. Table 7 shemme of these collaborative activities.
In addition, Agndal and Nilsson (2009) suggest activities that are involved when
taking the perspective of exchange as a processewbeth buyers and sellers play
important roles. These are: supplier evaluation saldction which is largely a matching
process between a supplier capabilities and buysesds; concept discussion; joint
product design which is in many cases critical first reduction; joint process
development whereby decisions are made concerniachimery, component-specific
tools, sub-contracting and forms of interactionwssn supplier and buyer; price
revisions with the purpose of offsetting costs lbargges in the market, both over longer
periods of time and changes occurring between migrof initial agreement and
commencement of full-speed production; and, prodmnct process redesign for instance
in regard to changes in product features such deriaa and design elements and also

changes in manufacturing processes.

According to Day (2000), customers and suppliers lma connected in numerous ways
including: (a) information-sharing which may ranfyjem simply opening the lines of

communication and sharing the rationale for deonsido complete electronic data
interchange (EDI) connections that link the pargneith a digital umbilical cord of order,

status, and payment information; (b) close linkatthan be created through social
networks at all levels of management if a collabeeapartnership is desired; and (c)
process integration whereby the processes of twingra are jointly designed and
managed. This may entail coordinating the orddihfuént process, as well as joint

staffing of process teams. Also, some firms havw&auers and suppliers in their new
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product development teams to get early inputsheresinformation more fully, and to

achieve smooth integration.

Lee et al. (2006) enumerate indicators of a stroglgtional integration as including
incidents of boundary-spanning tasks and activitiegschange of personnel for
collaborative decision-making and formal, long-siag contracts designed around
cooperative functions. Furthermore, in regard terimet-based information systems, the
study cites the creation of an inter-organizatiosgbtem that facilitates electronic
exchanges and interactions among participatingnnizgions (suppliers and customer
firms). Moreira (2009) identified some of the mamechanisms used by larger customers
to transfer capability flows to small suppliers &9: product and process related
specifications; b) annually negotiated improvemgans (cost, quality and delivery); c)
guality management systems manuals; d) suppliegstasse service and auditing; e)
meetings and seminars; and f) training and viditss study argues that the various
collaborative/connection areas between custometsappliers (e.g Day 2000; Lee et al.

2006; Moreira 2009) are manifestations of oppottesifor value co-creation.

Susan and Gibbs (1995) identify several areasvike¢ characterised by involvement of
both supplier (manufacturers) of premium-differated beef products and their
customers (supermarkets). These include the pradfedsveloping the product concept,
forecasting volumes and timing, taste trials, depelent of product specifications,
packaging, price negotiations and promotion. Thisl considers all these to be aspects

of value co-creation in the customer-supplier dyad.
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Table 7: Literature on collaborative activities incustomer-supplier relationships

Authors E/ C* Latent variables Dimension Observed ariables
Frohlich and E Integration Sharing resources Access to planning systems; sharing productionsplemmmon use of third-
Westbrook (2001) party logistics

Joint EDI access/networks;
common logistical equipment/containers
Knowledge of inventory mix/levels

Others Packaging customization

Stank et al. (2001) E Collaboration Sharing resesirc Sharing operational information
Collaborative process Integrating operations; operational flexibility
Operation

Arrangements that operate under principles of shaeards and risks

Collaborative process Developing performance measures

Improvement
Benchmarking best practices/processes
Gimenez and E Integration Sharing resources Shared information
Ventura (2003; Collaborative process  Joint planning to anticipate and resolve opergtiablems
2005) Operation
Collaborative process  Joint development of logistics processes
improvement

Established work team for the
implementation and development of CRP or other pGRtice
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Authors E/C*  Latent variables Dimension Observed wariables
Joint establishment of objectives; joint developtradrthe responsibilities’
understanding; joint
decisions about ways to improve cost efficiencies
Others Informal teamwork
Rodrigues et al. E Integrated operations  Sharing resources Shapagtonal information

(2004)

Sanders and PremusE
(2005)

Simatupang and E
Sridharan (2005)

Collaboration

Information sharing

Decision
synchronization

Incentive alignment

Collaborative process
operation
Collaborative process
Improvement

Sharing resources

Collaborative process
operation

Sharing resources

Collaborative process
operation

Collaborative process
operation

Operational flexibility; integrating operations
Initiatives to standardize supply chain practices
Initiatives to standardize operations

Sharing cost information
Sharing operations information; sharing cross-fiometl processes;

Engaging in collaborative planning

Promotional events;

Demand forecast; POS data; price changes; invehtading costs; on-hand
inventory levels; inventory policy; supply disrupmtis; delivery schedules

Order status or order tracking;

Joint plan on product assortment, promotional es;gaint development of
demand forecasts; joint resolution on forecast gtkars, order exceptions;
consultation on pricing policy; joint decision ovaedability level, inventory
requirements, optimal order quantity

Joint frequent shopper programmes; shared savimgducted inventory costs;
delivery guarantee for a peak demand; allowancermduct defects; subsidies
for retail price markdowns; agreements on ordengbha
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Authors E/ C*

Latent variables

Dimension

Observed wariables

Agndal and Nilsson E
(2009)

Day (1994) C
Lavie (2007) E
Moreira (2009) E
Prahalad and C
Ramaswamy (2004
p.200)

Prahalad and C
Ramaswamy (2004

Collaboration

Collaboration

Information sharing

Collaboration

Collaboration

Collaboration

Collaboration

Collaborative process
operation

Collaborative process
operation

Sharing resources

Sharing resources

Collaborative prsge
operation

Collaborative process
Operation

Collaborative process
operation

Supplier evaluation and selection; price revisions
Concept discussion; joint product design; jointgess development; product
and process redesign

Jointly planning for promotional activity
Harmonizing systems; jointly planning for produbtoges

Sharing logistics; sharing product movement infdrara

chhelogy network resources were measured as the vadae of R&D
investments of partners in the focal firm’s alliarportfolio

Marketing network resources proxied by the meanevaf advertising
investments of partners; financial network resosic@culated based on the
mean value of cash funds available to partners

Human network resources as indicated by the meaneuof employees of
partner organizations.

Product and process-related specifications

Annually negotiated improvement plans (cost, qualitd delivery); Training
and visits; quality management systems manualstimgseand seminars
Assistance service and auditing

Collaboration improves costs and response timese@ases sales and marketing

opportunities, and can enhance customer satisfactio

Collaboration can also help companies to improweciime and cost reduction,

achieve scale and scope, access knowledge, leviersggtment, enhance
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Authors E/ C* Latent variables Dimension Observed wariables

p.198) change - for instance a firm may find a partnesla model for change and a
method for infusing a new culture

Cooper and E Collaboration Sharing resources Physical aspetsificity

Slagmulder (2004) Human assets specificity

Sharing of strategic information

*E/C represents empirical/conceptual

Source: Nakano (2009) plus others compiled by autho
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Similar to Hakansson and Snehota’s (1995) concépatian that actors in relationships
interact through activity links, resource ties aactor bonds, Forstrom (2005 p.84)
suggests that actors are involved in relationslalesig three dimensions. These are
coordination of activities e.g. an integrated deiwsystem, adaptations of resources e.g.
jointly developing product or process, and intamacemong individuals. In regard to a
single relationship, based on the ARA (Activiti€gsources, and Actor bonds) model,
activity links relate to systematically linking tethher some of the activities that are
performed in a supplier and customer firm. This nmasplve linking the basic service or
production activities of the firms e.g. producingput to customers to required
specifications (adaptation) as well as linking \aties that facilitate or control a
production processes, for instance reducing invgrabboth parties by ensuring “Just-in-
Time” supplies (Ford et al. 2006 p.27). Resoures thay involve tying together physical
facilities or knowledge resources of suppliers andgtomers (p.29). Finally, actor bonds
relate to the social dimensions of a relationshg arise from people interacting and
getting to know each other (p.30). It relates tweligpment of commitment and trust

between them.

In general, based on literature, collaborative srgm business relationships include:
planning, technical inter-linkages, innovation ahesign dependence, development of
knowledge and skills, joint teams, coordination amaformation-sharing, and

development of commensurate cultures. These ameasliscussed further in the next

section.
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3.3.1 Innovation and design dependence

Increasing market changes and global competitidhfoa more frequent and higher
quality innovations from suppliers. The implicatioh this is the need for suppliers to
adopt approaches that reduce product developnmaet and cost, while improving the
value of their innovations to their customers. Tt¢wlaboration by customers and
suppliers on product development is likely to yiblehefits in relation to time-to-market
of new products, product quality, development gostgl production costs (Wagner and
Hoegl 2006). This can also help the customer gaim competences, share risks, move
faster into new markets, and conserve resouibed).(Furthermore, firms collaborating
on product innovations can generate knowledge4spamoutines, complementary
resource endowments and relationship assets (DyerSangh, 1998). Relationships
therefore have the potential to enhance innovatimh the speed at which products are

introduced to the market (Rindfleisch and Moorm@anD).

Continuous innovation is imperative for suppliesssustain their position and thrive as
preferred suppliers to larger customers in dynaemgironments. An innovation may
enhance the customer-supplier relationship becasieengthens the competence of the
SME to operate more effectively in meeting markemdnds and improving their
knowledge of relationship development. There igaasing collaboration by customers
and suppliers on development of innovations. Aside(2006) notes: innovation is no
longer the sole domain of a remote laboratory fifra anymore, but involves the supply
chain, including the firms’ suppliers. Moreover,etldevelopment of innovations is
commonly taking place through joint action betwettie supplier and customer in
multifunctional teams (Mdller and Torronen 2003ttkereate new layers of value across
organisations. Therefore, relationships with cugiembecome more important as a

source and support for small suppliers’ innovations
127



Cooper and Slagmulder (2004) note joint desigrviiets as a useful area for customer
supplier collaboration. The study states that custesupplier relationships may yield
benefits in the form of lower costs and higher tiorality of the end product. These are
likely to be realized through joint design actiegi by customers and suppliers.
Customers’ involvement in design may be enhancedheyinternet through online
involvement and hence the internet provides oppdras for value co-creation

(Holbrook and Hirschman 1982).

Through collaborative innovation, a customer—sugpteam can produce new product
and process solutions that, if very successful, foay new industry standards (Mdller
and Torronen 2003). According to Lall (1992), tredlinark of a technologically mature
firm is the ability to identify a firm’s scope faafficient specialization in technological
activities, to extend and deepen these with expeei@nd effort and to draw selectively

on others to complement its own capabilities.

3.3.2 Collaborative planning

Business marketing emphasizes the integration ef rilationship partner into the
organization’s decision-making process (Harvey Spdier 2000). This may involve joint
development of suppliers’ and customers’ structusategies and relationships (Johnsen
and Ford 2006). The overall strategic alignmentswhilar goals and objectives of
customers and suppliers is crucial to develop thkies from the relationship (Barber
2008). Planning together by suppliers and custornsees characteristic of symmetrical
managerial systems capability (Johnsen and For@)2®elationship cooperation (level
of joint decision-making) significantly influencethe achievement of strategically-

oriented goals (Ling-Yee and Ogunmokun 2001). Tétigdy anticipates that joint
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planning by customer and supplier firms would bdevant in minimizing the
misalignment of internal and external resource aadsaction attributes which would

otherwise reduce the potential for value co-creafierwaal et al. 2009).

The importance of overall strategic managementegiucing conflicting strategies that
would otherwise result to zero value generationgarticipants has been noted (Barber
2008) though in the context of overall supply-chauhile in this study the focus is only
the larger customer-SME supplier dyad. This studyes similarly that overall strategic
management in the customer-supplier dyad is ess¢drgcause if customer and supplier
firms do not have a common direction and set oflgothen each participant could
potentially end up in conflict with each other’sasegies and no value in the dyad will be

realized if this occurs.

In his study on examination of the role of colladtore forecasting and planning on
performance, Nakano (2009) categorizes the conaéptcollaboration into three

dimensions: sharing resources, collaborative psooegration, and collaborative process
improvement. The study describes sharing resowsesharing standardized information
(e.g., forecast, shipment, inventory, productiond gurchasing data) and customized
information (e.g., factors of demand fluctuationndaoperational resources and
constraints). Comparably, Cooper and Slagmuldef04PGuggest two forms in which

resource-sharing may take place. The first is agsetificity (both physical and human)
and this relates to the degree to which an assetbearedeployed to alternative uses
without sacrifice of productive value. The secosdharing of strategic information and
this may have benefits such as: enabling custoar@ssuppliers to effectively undertake
joint development projects; effective co-design fostance by sharing considerable

information about each other’s design plans earlyhe product development process;
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and, allowing the other party to find new wayseaduce cost by sharing cost information.
This sharing is important for value co-creation isvill enhance co-production of

compelling value propositions. Furthermore, therisigais likely to be characterised by
dialogue, transparency and access which are rdl@vamalue co-creation (Prahalad and

Ramaswamy 2004 p.23).

The second dimension, collaborative process operais to connect forecast and plan
based on a schedule established in advance ané-éxamine activities to adjust
deviations from forecast and plan when contingenarese — that is, coordination by plan
and coordination by feedback respectively (Nakar@92. Collaborative process
improvement is to redesign and implement the fateog and planning process
collaboratively and continuously and is particylarelevant to firms in an unstable
environment and therefore need to continuously lpdte sales and operations planning
process to adapt to market uncertainty (Nakano R@though the Nakano (2009) study
considered both the internal and external aspeattt)is study the focus is limited to

external aspects as these are the ones thatt@ldie dyad which is the unit of analysis.

The managerial aspects especially in the supplincloa in this study’s context in the
customer-supplier dyad and how it creates valugésticipants, has been recognised to
be particularly difficult to measure although thae recognised as having many value-
adding attributes (Barber 2008). This study anéitgp that joint managerial activities
may contribute to value co-creation mainly througlhreduction in transactional and
operational costs, especially when both customer supplier firms jointly develop
organisational structures that are adapted to etdwr. Also, collaborative development
of business plans and strategies would be impomasetting objectives such as levels of

production by the supplier that are appropriateséove the customer continuously
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throughout the year. The customer would also devetmfidence in the supplier due to
his reliability thereby reducing cost of stockingntingencies. Consequently, value is

likely to be created in the form of reduced lewalslack.

3.3.3 Development and sustenance of technological intenkages

Customers and suppliers may also be connected ghroechnical systems that are
interlinked across the dyad of a larger customeat &sm SME supplier (Cooper and
Slagmulder 2004). This is in line with what Lall9@2) refers to as linkage capabilities
which comprise the skills needed to transmit andeike information, skills and

technology to/from, component or raw material sigspl] subcontractors, consultants,
service firms, and technology institutions. LikesyisDay (2000) emphasizes the
importance of internally integrating and externadlyjgning the key supplier processes
with the corresponding customer processes in emmgneffective creation and

maintenance of customer-supplier relationshipsormation and social exchange of
customers and suppliers has been empirically shimmeontribute significantly to the

development of a co-operative atmosphere betweepdties (Metcalf et al. 1992).

Johnsen and Ford (2006) highlight that, it is imt@ot to integrate the technical systems
of smaller suppliers and their larger customerss Thas the potential for co-creating
value, for instance in terms of enabling technalaproblems to be identified and coped
with at an early stage and creating opportunitiesaf more open forum for exchange of
technological expertise between the two firms. atital identification of technological

requirements of customer and supplier would eng&dtbnological developments to be

better planned and predicted (Johnsen and Ford)2006
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Kothandaraman and Wilson (2001) suggest that tilenj of computer systems builds

structural bonds that are difficult and expensivebtreak. For instance, because an
incumbent relationship partner has inertia helgograintain the relationship and as long
as the incumbent continues to deliver value, it lagl difficult for a new supplier to break

the relationship. Unlike traditionally, businessatmnships are today influenced by the
internet. For instance, electronic commerce offleesbuyer a choice of how they connect
with the supplier. This could for example be throwg sales person, over the web or a

combination of the two.

Kothandaraman and Wilson (2001) suggest two vidvmitathe potential impact of the
internet on relationships. One is that the relaiops will get less intense as the cost of
coming together to perform business activity beconkess due to the increased
connectivity offered by the Web. The alternativewiis that the emerging arena would
formulate business models that need closer rekdtips to be effective. They indicate
that the impact of electronic commerce will be gigant in future and is likely to vary
across industries and that careful analysis issszeg to determine where and how it will
vary. They express that electronic commerce will replace traditional business-to-
business relationships but will become an importextension to how business is
conducted. For instance, it will be the potent éoredefining value networks. There is
likely to be an increase in disintermediation - omad of middlemen in today’s world of
electronic commerce. For example, the functiondistributors may be eroded as firms
go direct to their customers or an E-intermedidpcgs itself between the firm and its

customer.

Gordon (1998 p.28) suggests four key roles thatsamyed by technology within a

company and between a company and its customerglypaexternal communications,
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internal communications and computing and cont€nnsidering the focus of this study
on the customer-supplier dyad rather than withiirra, then the role of technology in
external communications becomes of particular @ster In regard to external
communications, technology may play the role ofilitating two-way interaction
between customer and supplier firms about evergdaspf their requirements such as
collaboration in product or service design, prodectdevelopment, pilot testing,
ordering, review of inventory levels in one anothewarehouses and account status
information. Furthermore, it may provide a moreidagr informed communication than
was possible with manual intervention. It may alday the role of opening new
approaches to communicate between customer andigguppms such as Interactive
Voice Response (IVR), EDI and use of the interretcommunicate between them.
Randall (2001 p.247) also notes that firms mayifdest through technical systems such
as EDI which allows a customer and a supplier {srtand manufacturer) to link their
computers directly, thereby ensuring rapid commatioed and potential for reducing

errors and cost savings in stock levels for bottigm

According to Anderson and Narus (1990 p.43), aerifitm relationship is a process
where two firms form strong and extensive sociahn®mic, service and technical ties
over time, with the intention of lowering total ¢®sand/or increasing value, thereby
achieving mutual benefit. Lall (1992) note thatrfe may be interlinked technologically
and suggests that technological linkages enhanee ptioductive efficiency of an
enterprise and also the diffusion of technologptigh the economy and the deepening of

the industrial structure, both being essentiahttustrial development.
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3.3.4 Bilateral development of knowledge and skills

In business relationships, firms may improve tis¢aff knowledge through the bilateral
development of knowledge by the employees of sepphnd customers, as well as in the
form of combined and new areas of knowledge ancrtige developed through sharing
and intertwining of both firms’ knowledge and exjms (Johnsen and Ford 2006).
Bilateral development of knowledge may be indicadtgdhe customer and the supplier
engaging in joint exchanges or development prograomiscilitate knowledge- sharing
(Johnsen and Ford 2006). New intellectual capstareated through the combination and
exchange of existing intellectual resources, whigy exist in the form of explicit and
tacit knowledge and knowing capability (Nahapietd aBhoshal 1998). The closer
different assets are coupled, the better the clsatwegenerate and store knowledge
(Freiling 2004). Specialist knowledge and skillsaofirm’s people or employees and the
way they are employed in relationships makes time &ttractive to other parties (Ford et
al. 2003). In this vein, organic food and drink SMippliers and larger customers may
combine their capabilities and thereby develop nesources, knowledge and expertise.
Consequently this would co-create value in the fainthe development of unique

combinations of offerings or innovations (Leonarar®n 1992a).

The actor bonds across firms in relationships éedy to build social capital. Just like
social capital facilitates the creation of intetlead capital in an organisation by affecting
the conditions necessary for exchange and combmabi occur (Nahapiet and Ghoshal
1998), this study argues that likewise the so@aital created through actor bonds would
be likely to facilitate the creation of intellectueapital through sharing and creating
knowledge in the dyad of suppliers and customergeiationships. Social capital
especially in the form of high levels of trust, dimshes the probability of opportunism

and reduces the need for costly monitoring, andseguently reduces transactional cost
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(Nahapiet and Ghoshal 1998). Social capital induldeth actual and potential capital.
Nahapiet and Ghoshal (1998) define social capgaha sum of the actual and potential
resources embedded within, available through, aedved from the network of

relationships possessed by an individual or saml

The ability of firms in a relationship to generatnts through knowledge-sharing is
dependent on an alignment of incentives that eragms the partners to be transparent, to
transfer knowledge, and not to free-ride on thewkadge acquired from the partner
(Dyer and Singh 1998). Related to this, Mdller @p@ndicates that the creation of
relational value requires both the supplier and tustomer to develop relational

competences in addition to their existing inteyraltiented competences.

The ability to exploit outside sources of knowledgéargely a function of the absorptive
capacity (the ability of a firm to recognize theluea of new, external information,

assimilate it and apply it to commercial ends)e# tecipient of knowledge (Kogut and

Zander 1992). In a dyad, partner-specific abseeptapacity refers to the idea that a firm
has developed the ability to recognize and assieilaluable knowledge from a

particular alliance (Dyer and Singh 1998), in thtigdy the larger customer and the SME
supplier relationship. It is a function of two fart (Dyer and Singh 1998). One of them
is the extent to which partners have developedlapeing knowledge bases. The other
one is the extent to which partners have develapedaction routines that maximize the
frequency and intensity of socio-technical inte@tt. Partner-specific absorptive
capacity is enhanced as individuals within theaallie partners get to know who knows

what and where critical expertise resides withiche&m (Dyer and Singh 1998).
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In contrast with horizontal relationships, vertigader-organisational relationships, as in
the case of customer-supplier relationships, argcp&arly more productive in terms of
transmitting knowledge because of their higher lleMerelational embeddedness and
lower level of knowledge redundancy (Rindfleischdadoorman 2001). Knowledge
gained through interactive learning between twméins more likely to permit a firm to
add unique value to its own capabilities compacethat gained through passive or active
learning which provide articulable (observable) Wretlge and hence not rare,

imperfectly traded or costly to imitate (Lane dndatkin 1998).

3.3.5 Joint teams

To reduce total system costs while helping custenm@prove sales, it is increasingly
common for both suppliers and customers to assighifonctional teams to deal with
each other at many levels, including harmonizingteays, sharing logistics and product
movement information, and jointly planning for protional activity and product changes

(Day 1994). These joint teams signify value co-ttogain the customer-supplier dyad.

There may also be the establishment of certain ate®s such as customer-supplier
relationship management committees, setting upeaf departments such as forecasting
departments, re-assigning responsibility for ineept and rebuilding forecasting and
planning processes (Nakano 2009). Customers anglistgomay work together in co-
production, for instance in regard to a projecebtablishing a joint steering committee, a
mixed project management team, and a larger speéa@ble and processes that belong to
both customer and supplier firms (Ordanini and Maf008). Effective product
development routines typically involve the partatipn of cross-functional teams that

bring together different sources of expertise (BEsedt and Martin 2000).
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3.3.6 Cross-functional coordination and information-sharing

Day (1994) highlights the importance of coordingtiactivities across the customer-
supplier dyad in order to achieve mutually satigfaccollaboration. The study suggests
that in addition to the scheduling of deliverieewnmanagement processes are needed
for: (1) joint production planning and schedulifg) management of information system
links so each knows the other's requirements aatdssand orders can be communicated
electronically; and (3) mutual commitments to timpiovement of quality and reliability.
The study suggests that the cross-functional coatiin and information-sharing
required of customers and suppliers to work collateely enhances shared

understanding of the strategy and role of the dgfiefunctions.

Alliance partners can increase partner-specifiogdisre capacity by designing inter-firm

routines that facilitate information-sharing andregmsing socio-technical interactions
(Dyer and Singh 1998). In this regard, large cust@rand their SME suppliers can
increase each other’s absorptive capacity by degjgioutines across them that facilitate
information-sharing and increase socio-technict&ractions. Day (1994) suggests that
suppliers must be prepared to develop team-basechansms for continuously

exchanging information about needs, problems, amerging requirements and then take
action. They must also be prepared to participatethe customer's development
processes, even before the product specificatioes eatablished. This continuous
exchange of information about needs and so on evihance transparency which is

essential for value co-creation.

In connection to sharing, Dyer and Singh (1998)gssy that the ability of firms in a
relationship to generate rents through knowledgetst is dependent on an alignment of

incentives that encourages the partners to bepaagsst, to transfer knowledge, and not to
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free-ride on the knowledge acquired from the partr@reater knowledge-sharing

between customers and suppliers enhances learespggcially within supplier firms

(Dyer and Hatch 2006). Gordon (1998 p.27) notes dheompany that is interested in
building and sustaining its relationship with custys needs to train, develop and grow
people into owners of a process which seeks tadbrustomer-bonding and purchase
favourably. Related to this, Mdller (2006) indicatihat the creation of relational value
requires both the supplier and the customer toldpvelational competences in addition

to their existing internally-oriented competences.

Gordon (1998 p.24) recommends that leadership miest sharing as a virtue and
understand the real meaning of a relationship lbedommitting the company to a long-
term business relationship. A firm that is engageda business relationship will have
executives in charge of improving and focusing tbapabilities that advance
relationships, such as people, processes, technaludy knowledge and insight (Gordon
1998 p.25). In other words, Gordon (1998 p.26) espes the need to go beyond
considering traditional organizational structureshs as business units organized by
product and market, and to consider organizing éhationship and capability and

consequently have managers in charge of each alatategory.

3.3.7 Development and sustenance of commensurate culture

Dyer and Singh (1998) suggest that relational révatue) can only be realized if the

firms have systems and cultures that are compaghlmugh to facilitate coordinated

action. Bilateral development of supplier and costgs culture and values is necessary
for a symmetrical relationship (Johnsen and Foi@620For a sustained relationship, it is
essential that a customer’s culture and valuescarelucive to the formation of an

enduring relationship with suppliers (Gordon 19933p.
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Ploetner and Ehret (2006) perceive common normegesand a shared vision as the key
characteristics of successful partnerships. Conmbar&8eugelsdijk et al. (2009) while
reviewing literature, mention that differences irganizational culture may hamper the
development of empathy thereby negatively influegcihe relationship. Furthermore,
according to Jap and Ganesan (2000), large pecterganizational cultural differences
may negatively influence the feeling of “we-nedsattis an important aspect of relational
norms. Nevertheless, although less successful -finter relationships tend to be
characterised by larger differences in organisatiarulture, the relationship between
cultural distance and perceived relationship pertorce was found not to be statistically
significant (Beugelsdijk et al. 2009). Thereforejem that value could as well be created
with a dissimilar culture, the objective should betto make the culture similar but rather
to understand each other’s culture and work togetheshared understanding of the
differences is said in fact to be an important seunf trust (Beugelsdijk et al. 2009).
They suggest that if organizational norms and \s&aare communicated and known to the

partner, this may in fact positively affect theatenal quality.

According to Day (2000), for effective creation amdintenance of customer-supplier
relationships, a relationship orientation must pde/the mind-set, values, and norms of
the organizations (suppliers) thereby influencidlgieractions with the customer —
before, during and after sale. From a suppliersspective, a relationship orientation
appreciates the lifetime value of a customer, makésntion a priority and opens the
collective mind-set to new possibilities for retatship-building. The study notes that it is
essential to engage the entire organization (beéntt and minds), and hence the culture
should be supportive and allow broad acceptance d@hery interaction matters. The

relationship orientation mind-set ought to be addpby all the relevant parties in the
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organisation including the salesperson, gate agemgtomer service representative,
checkout clerk and senior manager. They conclude tthe determinant of suppliers’

success in developing a market-relating capalifit is superior to their rivals depends
on three elements namely, their willingness to geatheir mind-set and behaviour
(orientation), to acquire knowledge and skills abibeir most valuable customers, and to

integrate and align their key processes.

Beugelsdijk et al. (2006) use six dimensions ofargational culture in the investigation
of its influence on relationship performance. These results orientation, employee
orientation, communication orientation, innovationientation, stability orientation and
team orientation. Using a sample of 102 SMEs’ Hiten relations, the study finds that
firms with organizational cultures that are chasaeed by an orientation towards
stability and predictability, a positive orientation towartsovation, and are not
characterized by a strong focus on immediate ressttored high on relationship skills
and in turn the relationship skills positively affed the perceived relationship
performance. The study defines relationship slkalisa firm’s ability and behavioural
tendency to actively cultivate and manage its twath other firms, and defines
relationship performance as the extent to which rilationship is perceived to be
productive and rewarding. They indicate that relahip performance is different from
overall firm performance in that the latter depeadsa large number of variables, such as
debt structure, degree of centralization, indugifiey cycle, etc., other than inter-firm

relationships.

A structure of a company that is organized in saigbay as to promote relationships with
customers would be characterised by managers who awspecific category of

relationship, such as that of current customersy nestomers, employees, suppliers,
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investors and so on (Gordon 1998 p.25). For exammdtead of having a sales and
marketing department, such a company may have artegnt to create new value with
current, important customers (Gordon 1998 p.25)y (1®94), acknowledge that strong
leadership is essential in mobilizing the cross:fiomal capabilities to carry out the
vision and this may involve designing the organaatround the flow of value-adding

activities rather than by distinct functions.

According to Day (1994), two themes are relevaninfusing discussions related to
bracing for environmental dynamics. These are thweep of a coherent and shared vision
and the need for fundamental rethinking and radmad¢sign of core processes. The study
elaborates on this by indicating that a vision wategic intent (Hamel and Prahalad
1989) is a shared understanding of how the enviemtnwill unfold and what the
business intends to become in the future. NonetbglBeugelsdijk et al. (2009) found
that a shared vision can also be achieved betwestngp firms with different
organizational cultures and therefore managers me¢docus too much on achieving
similarity. In spite of this, it is always vital @ the firms in relationships do understand
the similarities and differences between theirwel$ as this is essential in coping with

conflict and inconsistency in the relationship (Gar 1998 p.22).

3.4 Value co-creation and co-created in customer-supg@r relationships

3.4.1 Value co-creation practices in business relationsps

According to Gulati et al. (2000), value could beated through access to valuable
information, markets and technologies, and enhatreedaction efficiency and improved
coordination between firms. They highlight thatateinships potentially provide a firm

with access to information, resources, markets, tandnologies; with advantages from

learning, scale, and scope economies; and allawsfito achieve strategic objectives,
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such as sharing risks and outsourcing value-chi@iges and organizational functions.
They further suggest that a firm’s relationshipsiaerce the creation of inimitable and
non-substitutable value as an inimitable resougcthbmselves, and as a means to access
inimitable resources and capabilities. Srivastaval.e(2001) likewise remark that since
relational assets are based on factors such dsatmdsreputation, the potential exists for
any organization/supplier to develop intimate fiels with customers to the point that
they may be relatively rare and difficult for rigab replicate and that relational resources
tend to be intangible, hard to measure and therefmt nurtured. From a customer
perspective, supplier relationships are one ofriost important assets of a company

(Forsstrom 2005a).

In general, the logic for a high-involvement redaship is either to benefit from cost
benefits i.e. reduced costs in production and nadtéows, improved flexibility and

service levels or to benefit from revenue benebistaking advantage of supplier skills
and capability to improve the quality of producio(gstrom 2005a). The relationship
between larger customer and smaller supplier isngiss in developing smaller suppliers
technologically. One is by expanding the smallgapsiers’ view of technical systems and
technological innovation. Another is by offeringpmptunities for combining technologies
that are available in the wider networks or ratteough participation in collaboration

between the two actors on new technological cordijons (Ford and Saren 2001).

According to Martinez (2003), value resides in tetisfaction and fulfilment of a
customer’'s expectations, at the same time gengratealth for the supplier firm (or
organisation’s shareholders). In this regard, tbstamer therefore gains through the
satisfaction and the supplier gains through thetwehat is created for its shareholders. It

is imperative for firms particularly in the busise®-business market to build
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relationships to retain their most valuable custanie the long term especially because
of the high cost of winning and losing customersd@@ and Lowe 2008 p.341). Barber
(2008) notes that value is added most successiutly collaborative partnerships that
recognize all contributing areas including processprocedures, information and
financial linkages, management of knowledge, intioma strategies, change and

relationships.

Anderson et al. (1994) indicate that the primarynctions of the relationships
corresponding to activities, resources, and acoesefficiency through interlinking of
activities, creative leveraging of resource hetermity, and mutuality based on the self-
interest of actors. They suggest that activitiesfggmed by two actors through their
relationship, can be adapted to each other sahkeatcombined efficiency is improved,
such as in just-in-time exchange. Furthermore, #gtate that the two collaborating firms
can learn about each other's resources and findanevibetter ways to combine them and
that through working together, the two parties ¢@arn how they can increase their

benefits through cooperating.

Business relationships are especially essentihidnwake of the trends towards the use of
fewer suppliers which are driven mainly by qualityprovement and uncertainty
reduction (Han et al. 1993). In a study of asymmgé&chnology partnership formation in
the ICT sector, Blomqgvist et al. (2002) found tHatge firms were looking for
complementary capabilities, technology options #exibility while on the other hand

small firms were looking for complementary resosrdegitimacy and stability.

Ulaga and Eggert (2006) find that a supplier's kdmw provides many opportunities for

value creation in a customer-supplier relationsHipey explain that this is largely
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through the suppliers’ deep knowledge of the suppbrket, prior experience with
customer operations and products, and through dg E®olvement in new product
development. They further suggest that in relatmtime to market, suppliers add value
through accelerating design work, developing pyges faster, and speeding up the

testing and validation process.

3.4.2 Value co-created in business relationships

Dwyer et al. (1987) indicate the benefits involved buyer-seller relationships as
including reduced uncertainty, managed dependeexehange efficiency and social
satisfactions from the association. Kingshott (208&tinguishes two key aspects of
mutual relationship performance or satisfactioneSéhare economic satisfaction relating
to direct performance aspects like turnover andfitpend social or non-economic

satisfaction relating to indirect performance aspelndirect results of a relationship are
often not anticipated, and may exist in improvedkagainformation, innovation, or other

types of learning (Beugelsdijk et al. 2006). TtasK of anticipation of results accentuates
the importance for firms to focus on the experieecwironment that would enable
customers to co-create value. Leek et al. (200@¢ tioat relationships are likely to

enhance joint product development, innovation, market ascesnd competitive

advantage.

Inter-firm relationships play a key role for instanin increasing sales volume or profits,
developing innovations (Ritter and Gemunden 200@) ia co-creating value in general
(Dyer and Chu 2003; Dyer and Singh 1998; Forssi260ba; Moller 2006; Ulaga 2001,

Wagner and Hoegl 2006). They are equivalently irtgmirin accessing, designing, and
using resources across the customer and suppimes fiGadde and Hakansson 2008).

Collaborative approaches seek to lower acquisiiioth operating costs through the joint
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efforts of customer and supplier (Cannon and Homt#2001). Inter-firm relationships
recognise that value would be created through actexh in total cost including direct
product costs, acquisition costs and operationsiiscwhen customers and suppliers work

closely together (Fearne and Hughes 1999; Van Miegh995).

Moller and Torronen (2003) suggest that businedatioeships are beneficial in

promoting efficiency, effectivenesand networksThis arises through: increased direct
revenue, increased volume of business, guaranteeilayel of business and revenue
through contractual arrangements, product and psocgiovation, access to market and
other information, and access to relevant otherractUlaga and Eggert (2006) suggest
that business relationships may generate beneaiith ss improved product quality,

delivery performance, service support, personaraution, supplier know-how, and time

to market.

According to Dwyer et al. (1987), the benefits ilwaa in buyer-seller relationships
include reduced uncertainty, managed dependenceharge efficiency and social
satisfactions from the association. Furthermorek8mn and Carraway (2005) highlight
the benefits of buyer-seller relationships as caosmpy reduced transaction costs,

enhanced productivity, and higher economic retfwnsollaborating parties.

According to Chernatony et al. (2000), customersldde willing to pay price premiums
if perceived benefits exceed perceived sacrifif@sjnstance, customers will pay more
for products for reasons such as the associatedepef mind or symbolic value.
Symbolic benefits include brand image or exclusegsnassociated with ownership of a
particular product (Srivastava et al. 2001). Anordhat satisfies a customer’s practical

needs delivers functional value whereas a brandstissfies a customer’s self-expression
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needs delivers symbolic value (Bhat and Reddy 1988pne party for instance the
supplier has global brand recognition, then thearuers would be likely to gain from
product status, lifestyle statement, and a feebihguperiority (Bititci et al. 2004). Some
authors have cited quality as the customer’s pyrbanefit and that the sacrifice of value
exerts the greater influence on a customer’s va&reeptions (Monroe 1991). Customer
value is characterised by quality, cost (monetang aon-monetary) and schedule
(delivery: guantity, time and place) (Band 1991)orR a co-creation perspective, the
customer will be involved in co-production and cemsently co-creation thereby defining

the quality that suits them.

Dyer and Chu (2003) finds that relationships eméddvith trust enhance value creation
though reduced transaction costs. Furthermore,ctillaborating firms can generate
relational rents through relation-specific assetknowledge-sharing routines,

complementary resource endowments, and effectivergance (Dyer and Singh 1998).

The benefits of supplier relationships are divida® cost benefits and revenue benefits
(Gadde and Snehota 2000). Cost benefits includegsaiun costs of operation related to
collaboration, for example joint product developmand integrated logistics. Revenue
benefits include solutions that increase revemieell to product quality or performance.
Pursuing a high-involvement relationship with afgigy is sensible only if the benefits of
the involvement outweigh the costs. Through intpeshelencies, the study also shows that
benefits may arise in the form of economies ofgraéon, economies of scale and scope,

and economies of innovation.

The benefits involved in buyer-seller relationshipslude reduced uncertainty, managed

dependence, exchange efficiency and social sdimfafrom the association (Dwyer et
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al. 1987). There is also the possibility of gainsjeint and consequently individual
payoffs as a result of effective communication aontlaboration to attain goals. Costs
involve that of the resources in maintaining thasagiation including those used in
conflict and haggling processes. Also, the oppuotyucost of foregone exchange with
alternative partners (Dwyer et al. 1987). Spekmath @arraway (2005) highlights the
benefits of buyer-seller relationships as compggsieduced transaction costs, enhanced
productivity, and higher economic returns for codeating parties (Spekman and

Carraway 2005).

The benefits associated with high-involvement refethips may be summarized as
follows (Ford et al. 2003 pp.91-101): access tohheichnical and commercial skills;
lower operational costs; reduced development exgsef® both companies; improved
material flow for both companies; quicker and maest-efficient problem-solving;

reduced administration costs; learning, which carapplied in other relationships; and,

access to other parts of the network.

Related to this, Ford et al. (2006 p.221) indidhsg business relationships may provide
value to customers and suppliers in many ways dweta a) a relationship can lower
operational costs because the supplier and/or masthave modified their offerings so
that they “fit” more easily with that of the courpart; b) a relationship can reduce
development expenses for both companies basedamation from each of them about
their capabilities or the use of the offering; aekationship can improve material flow for
both companies brought about by reduced inventodies to changes in delivery
frequency and lot sizes; d) a relationship can teaglicker and cheaper problem-solving
through familiarity with each other’s ways of wani and through trust in each other; e)

a relationship can reduce administration costs uifitomore integrated information
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systems and because of experience of each othays @ working; f) both customer and
supplier in a relationship may be able to apply wteey have learned in any one
relationship to their other relationships; andtlgd companies may be able to gain access
to other parts of a network through their relattopswith particular customers and

suppliers.

Customer-supplier relationships may be useful imegating experiential benefits.

Experiential benefits include intangible factorelsuas perceived reliability, ease-of-use,
and time required to learn about how to use thelyob (Srivastava et al. 2001). The
study indicates that this allows the products @nlds in question to enjoy a competitive
advantage over others. In relation to experiemrahedonic perspectives, experiential
consumption may include the flow of fantasies, ifegd and fun in which processes are
more sub-conscious and private in nature (Holbrao& Hirschman 1982; Payne et al.
2009). In a study of collaboration between begdpfiers and supermarket customers,
Susan and Gibbs (1995) identified the benefitsh® ¢ollaboration as increased net
margins for both retailer and processor. There alss reduced risk and increased price
stability for both parties. Farmers also benefttadugh better returns for the animals and

a stable outlet for their products.

There is a myriad of benefits that the collaboatiimms would be likely to receive.
Based largely on a literature review, Bititci et @004) enumerate them as including:
increased market share, increased asset utilizagimanced customer services, reduced
cost of new product development, reduced time adpct development, decreased risk of
failure of product development, increased qualify ppoduct, enhanced skill and
knowledge, enhanced technological capabilitiesrispaisk due to the complexity and

rapid rate of product obsolescence, rapid accessariet, economies of scale, reduced
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order fulfilment time, rapid response to customemplaint, and inventory reductions.
Ford and McDowell (1999) suggest that by develo@nglationship with the customer,
the supplier expects this to lead directly to iasel market share as it becomes the
customer’s preferred channel to market. On therotiend the customer expects to
improve his cost basis from the relationship. Adaog to Dyer and Singh (1998),
relation-specific investments may generate valweuth lower total value chain costs,
greater product differentiation, fewer defects, daster product development cycles.
They highlight that through business relationshipsg-term suppliers not only gain
access to global markets but also receive techmissistance, leased equipment, and

advice on bringing production up to world qualitgredards.

The benefits or value co-created in relationshigg e implied from the objectives of
relationship oriented marketing that Doole and Lq2@08 p.339) indicate. These are to:
a) maintain and build existing customers by offgrimore tailored and cost-effective
business solutions; b) use existing relationshipstitain referral to business units and
other supply chain members that are perhaps irrdiit parts of the world and not
currently customers; c) increase the revenue frostomers by offering solutions that are
a combination of products and services; and d)aedperational and communications

costs of servicing the customers, including thelkwgror to the trading relationship.

According to Prahalad and Ramaswamy (2004 p.2@Mgboration improves costs and
response times, increases sales and marketing tapji@s, and can enhance customer
satisfaction. Collaboration can also help compari@smprove cycle time and cost
reduction, achieve scale and scope, access knosyléglgerage investment, and enhance
change. For instance, a firm may find a partnesla model for change and method for

infusing a new culture (Prahalad and Ramaswamy 20048). Cannon and Homburg
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(2001) indicate that relationships are likely telgl benefits to the customer in terms of
reduced direct costs, acquisition costs, and opasatosts. Kothandaraman and Wilson
(2001) suggest that value can be created througérlprices, a value-added product, and
a deep relationship that creates value throughcreduransaction costs. Co-creation can

also reduce costs and add to the convenienceavis (Payne et al. 2009).

Involving a supplier in product development is impat in many ways including

reducing the internal R&D headcount and resourcesvell as in creating access to
knowledge located with suppliers (Wagner and H@E@I6). The study also indicates that
the involvement is likely to yield benefits in cawation with time-to-market of new

products, product quality, development cost, anadpet cost as well as help to the
customer to gain new competences, share risks, rfaster into new markets, and
conserve resources. Rindfleisch and Moorman (2@0&gur that relationships through

alliances enhance innovation and speed at whiathugte are introduced to the market.

Customer-supplier relationships may also yield benen the form of lower costs and
higher functionality of the end product that ately to be realized through joint design
activities by customers and suppliers (Cooper dagdrtulder 2004). The joint activities
signify value co-creation. By sustaining a continsietream of breakthrough designs and
products with new and unique features, the custemweuld benefit by having access to
new innovative designs and products never seerréoéBititci et al. 2004). To achieve
this, it would require the supplier to have a ldagn vision, robust R&D and product
development capability as well as the capacitytmvate within short product lifecycles.
Furthermore, by tailoring specific and continuouslusons for carefully selected
customers on the basis of a permanent relationtiiepcustomer would benefit through

access to tailored products and services (Bititciae 2004). Also, by building
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streamlined processes to make life simple and uptioated for customers in a novel and
profitable way, the customer would benefit througtnvenience and availability of

products (Bititci et al. 2004).

Randall (2001 p.247) notes the potential benefitdinking firms through technical

systems such as EDI. It allows a customer and plisngretailer and manufacturer) to

link their computers directly. This has the advgetaf allowing rapid communication

and has potential for reducing errors. Randall {20@247) remarks that EDI has the co-
creation potential in the form of cost savings tihbparties and also savings in stock
levels as well as in generating greater co-opera#oross the parties involved. The
motives and means of suppliers getting closer &torners are enhanced by network
technologies that enable addressability, interdgtand demand chain coordination (Day
2000). Lall (1992) indicates that technologicakliges enhance the productive efficiency
of an enterprise and also the diffusion of techggldéhrough the economy and the

deepening of the industrial structure, both esaktdiindustrial development.

Customer-supplier relationships especially thosaratterised by trust tend to exhibit
greater information sharing (Dyer and Chu 2003)hwbtential value co-creation for
instance through avoidance of costly crash progrdumatswould likely arise from lack of
early communication say on availability and delivehanges by suppliers (Cannon and
Homburg 2001). Trust in customer-supplier relatiops also plays the key role of
stimulating new ideas and innovation among thetirgjgparties (Cooper and Slagmulder

2004).

It is expected that relationships allow greaterolmgment by customers in product

development and hence provide opportunities fomthe express their preferences
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thereby yielding customized products. Such custatiia has been shown empirically to
bring about higher benefits for customers in terofiswillingness to pay, purchase
intention and attitude towards the product tharhvatandard products (Franke et al.

2009).

The contribution of formal and informal relationghiis consistently cited as a key driver
of innovation and likewise business relationshipd aetworks are considered important
to firms in many ways including: sharing and disios of ideas; shared learning around
addressing problems and constraints to growth; lgumbain development; and

addressing the negative impact of isolation (Mahra al. 2007).

One of the potential benefits of strong externkdtiens is joint innovation (Gemunden et
al. 1996). In business relationships, customersimaportant to suppliers for several
reasons including (Ford et al 2006 p.90): a) thayehto face the problems of using
current offerings and have the greatest knowleddew a new offering can provide an
improved solution; b) they know how the offeringlviie used by their customers and at
other points in the network; c) they know how agknoffering can be used in
combination with others from different supplierg; tiey know about alternative and
substitute offerings and how a new offering comgae alternatives; and e) they are
likely to be committed to the development procesgabse they will benefit from

improved performance.

According to Forsstrom (2005a p.141) the benetitthe buyer of a relationship with a
supplier include: a reliable fleet (pro active aoondition-based maintenance); risk
sharing - openness in communication; access toigadhinformation; increased cost

efficiency in operations - efficiency in spare gahnandling, smooth routines, logistics,
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administration, fuel economies, "tailor made” seeyiand, joint business development.
On the other hand the benefits to the supplier wlaionship with a customer include:
business security-sales, price received, predigtabfeconomies of planning and
coordinating); efficiencies in operations - loweamwanty costs, lower costs for spare
parts, handling, smooth routines, ease of commtiaigdearning to work in a new way;
new business through product development - devetopf new technological solutions,
fun to work with a demanding customer and develew things; public visibility; and,

reference value (Forsstrom 2005a p.146).

A customer and a supplier will develop relationshgs a way of solving some of their
own problems. Customer problems relate to ratiaaibn and development activities
(Ford et al. 2006 p.102). Supplier problems mayukhe the need to generate cash, earn
profit, develop new skills that may then be appledsewhere and cope with a loss of
business from other customers. Nevertheless, athaelationships are an asset for
instance in terms of being a source of problem tewig, sales, purchases, profits,
technology and new ideas, on the other hand theyaacostly burden and require
investments of time and money and involve risk,aentanty and dependence on others

(Ford et al. 2006 p.126).
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Table 8: Value co-created in business relationships

Category Value co-created Source
Direct benefits (revenue) Turnover Kingshott (2006)
Increased volume of business/sales Mdller and hén@2003); Prahalad and Ramaswamy (2004 p.20Q)giNg
et al (2010)

Higher economic returns/profits

Price premiums
Acquisition/ delivery Generic exchange/transactional efficiency
cost

Delivery performance

Improved time to market

Reduced costs in material flows

Operations Enhanced productivity

Reduced cost in production
Reduced time in product development

Saving in costs of operation e.g. through integrédgistics

Reduced order fulfilment time
Inventory reductions
Increased asset utilization
Fewer defects

Reduced errors

Improved response times
Reduced administration costs
Improved coordination
Economies of scale

Spekman and Carya@805); Doole and Lowe (2008 p.339); Dyer and
Singh (1998); Kingshott (2006); Susan and Gibb9%)9Reicheld (1996);
Cannon and Homburg (2001)

Chernatony et al. (2000)

Dwyeaalef1987); Spekman and Carraway (2005); Dyer amd (2003);
Gulati et al (2000); Cannon and Homburg (2001)
Band (1991); Ulaga and Eggert (2006)
Ulaga and Eggert (2006)dB@L991); Wagner and Hoegl (2006);
Rindfleisch and Moorman (2001)
Forsstrom (200Baid et al. (2003 pp.91-101)

Spekman and @ay42005); Prahalad and Ramaswamy (2004 p.200); La
(1992)
Forsstrom (2005a); Eoed. (2003 pp.91-101)
Bititci et(2004); Dyer and Singh (1998)
Forsstrom (2005a); Doole and Lowe (2p@89) Cannon and Homburg
(2001)
Bititci et al. (2004)
Bititci et al. (2004); Randall (2001 p.247)
Bititci et al. (2004)
Dyer and Singh (1998)
Randall (2001 p.247)
Prahalad and Ramaswamy (2200),
Ford et al. (20031ph®L)
Gulati et al (2000); (Day 2P0
Bititci et al. (2004); Gulati et al (2000); Forssm (2005a); Prahalad and

154



Category

Value co-created

Source

Non-monetary benefits

Others

Economies of scope

Economies of integration and economies of innowatio
Quicker and more cost efficient problem solving
Efficiency, effectiveness

Improved flexibility

Improved service levels

Social satisfactions
Personal interaction

Learning — improved knowledge and skills

Symbolic value

Experiential benefits
Access to information

Convenience
Enhanced customer satisfaction

Managed dependence
Reduced uncertainty/ risk

Market access

Competitive advantage/relational rents or superabrm
profits

Ramaswamy (2004 p.200),
Gulati et al (2000); Forsstrém (2005a); PrahaladiRamaswamy (2004
p.200)
Forsstrém (2005a)
dret al. (2003 pp.91-101); Bititci et al. (2004),

Moller and Torrénen (2P03
Forsstrém (2005a)

Bititci et al. (2004); Fsirém (2005a); Ulaga and Eggert (2006)

Dwyer et al. (1987); Kingshott (2006)
Ulaga and Eggert (2006)

Beugelsdijal.(2006); Gulati et al (2000) Ford et al.2@pp.91-101);
Bititci et al. (2004), Prahalad and Ramaswamy 420@00), Wagner and
Hoegl (2006); Johnsen and Ford 2006; RindfleischMoorman (2001);
Lane and Lubatkin (1998); Dyer and Hatch (2006)eiDgnd Singh (1998);
Ngugi et al (2010)

Chernatony et al.(2000); Srivastava et al.(200bptEand Reddy (1998);
Bititci et al.(2004)
Srivastava et al. (2001)
Mdller and Tarronen (2003); Beugelsdijk et al.(2p06
Gulati et al (2000); Dyer and Chu (2003); Dyer &iigh (1998)
Payne (2009)
Prahalad and Ramas{2®04 p.200)

Dwyer et al. (1987)

Gulati et al (2000); Moknd Torrénen (2003); Susan and Gibbs (1995);
Bititci et al. (2004); Wagner and Hoegl (2006)
Leek et al. (2006), Mdller and Torronen (2003); &iubt al (2000); Bititci et
al. (2004); Ford and McDowell (1999); Dyer and 3ir{998); Prahalad and
Ramaswamy (2004 p.200); Wagner and Hoegl (2006)
Leek et al. (2006); Dyer and Singh (1998); Gulatalg2000); Srivastava et
al. (2001)

155



Category Value co-created

Source

Improved product quality

Lower costs and higher functionality of the endduat due
to joint design activities by customers and supglie

Networks

Innovation

Access to technologies
Access to resources

Access to technical assistance, leased equipmehgdvice

on improving quality

Reduced development cost/ leverage investment

Enhanced change

Access to tailored and cost-effective businesstisols/

attainment of differentiation-based advantages

Ulaga and Eggert (2006gnvbe (1991); Wagner and Hoegl (2006);
Forsstrém (2005a); (Bititci et al. (2004); Ngugia¢i{2010)
Cooper and Slagmulder (2004)

Moller and Torrénen (2003); Ford et al. (2003 pgl@1); Doole and Lowe
(2008 p.339)
Beugelsdijk et al.(2006); Leek et al. (2006); Mbkad Torronen (2003);
Bititci et al. (2004); Dyer and Singh (1998); Wagaed Hoegl (2006);
Rindfleisch and Moorman (2001); Gemunden et al9g)9Lall (1992);
Cooper and Slagmulder (2004); Ngugi et al (2010)

Gulati et al (2000); Ford Saren (2001)
Gulati et al (2000)
Dyer and Singh (1998)

éiaat (2003 pp.91-101); Wagner and Hoegl (200h&ad and
Ramaswamy (2004 p.200)
Prahalad and Ramaswamy (2004 p.198)
Doole and Lowe (2008 p.339); Ling-yee and Ogunmo2091)

Source: author’s compilation
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In general, the above reviewed studies and disusiemonstrate that relationships are
important in co-creating many types of values raggrom monetary to non-monetary

(see Table 8). This is consistent with Forsstro®08a p.39) who noted the different
types of value as comprising competence relateaeyaéputation related value e.g. brand
and reference, value related to long-term secutifferent monetary value, social value,
value related to logistics or organisational aesttiire, and other types of value. However
it is unclear how value is co-created in the contéxhe dyad of SME suppliers and their
larger customers in the organic food and drink ceatonsidering its unique

characteristics. Also, it is not well understoodiathareas of collaboration bring about

the benefits or value. This study informs thesesetsp

3.5 A conceptual framework to examine value co-creation

This section presents a conceptual framework tamex@ value co-creation in the

relationships of larger customers and their SMEpBags. The above reviewed literature
has shown that there are many types of value cemgriboth monetary and non-

monetary value. This implies that firms in relagsbips could co-create both monetary
and non-monetary value. Monetary value includesimal of sales (Méller and Torrénen
2003; Ngugi et al. 2010), price premiums (Chernatenal. 2000) and higher economic
returns or profits (Cannon and Homburg 2001; Daoted Lowe 2008 p339; Reicheld

1996; Spekman and Carraway 2005; Susan and Gil##).19n the other hand, non-
monetary value includes social satisfactions (Dwegéral. 1987; Kingshott 2006),

competences (Beugelsdijk et al. 2006; Dyer and iHa@06), symbolic value (Bhat and
Reddy 1998; Bititci et al. 2004) and experientialue (Srivastava et al. 2001). These
types are in line with Forsstrom (Forsstrom 20059 pwho noted the different types of

value in business relationships as comprising coemge-related value, reputation-related
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value (for example brand and reference), valueteeél#o long-term security, different
monetary value, social value, value related todticg or organisational architecture, and

other types of value.

Traditional studies on value assumed customerssapgliers acting independently and
thereby characterised by distinct roles of consionpand production respectively. On
the contrary, customers and suppliers are incrghgsiworking collaboratively or

collectively. Therefore, the parties are not getiegavalue autonomously but they are
both contributors to value creation. Hence, rathiean treating the customer as
exogenous, similar to Lusch and Vargo (2006), dtisdy considers both parties as
endogenous to the value-creating activities anccgs®es. Customers are particularly
considered to be co-creators of value because thelilize knowledge and other

resources that influence the success of a valysopitton (Ordanini and Pasini 2008). In
this regard, the collaborative areas by customedssappliers reflect potential for value

co-creation.

Collaboration allows access and utilization of teses not owned or fully controlled by
a particular firm and hence contrasts the tradtiorsource-based view (Barney 1991).
The collaborative areas include: planning (Harvag &peier 2000; Johnsen and Ford
2006; Ngugi et al. 2010), joint technical systerbay 1994; Dyer and Singh 1998),
innovation (Agndal and Nilsson 2009), bilateral eleyment of knowledge and skills
(Johnsen and Ford 2006; Nahapiet and Ghoshal 19§8gi et al. 2010), joint teams
(Day 1994), cross-functional coordination and infation-sharing (Day 1994), and
development of commensurate culture (Johnsen and Z@06). The value associated
with these areas is however not well understootheeis it clear whether these are the

only extant collaborative areas. This study infothis perplexity.
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In line with the co-creation view, this study foesson value within a business
relationship or in a dyadic context rather thansmé the relationship (firm-centric).

Given the centre of attention in larger customereESBupplier dyads, then in essence,
inter-organizational theories become relevant iougding the study. In particular the
IMP interaction approach is chosen given its assiomg that are consistent with value

co-creation.

In accordance with the IMP interaction approacls #gtudy assumes that since at least
two active parties are involved (herewith a largarstomer and SME supplier)
collaboratively in the interaction process, thén ot one party that is creating value
alone for the other but rather both parties ares@lgtinvolved. Accordingly, similar to
other studies (Forsstrom 2005a; Lefaix-Durand 200&) study adopts the term value co-
creation rather than value creation to show th#t Iparties are involved collaboratively
as opposed to one party independently. Value catiore relates to the aspects that the
parties perceive to be of value, and which aretedegintly through interaction in a
business context (Forsstrom 2005a p.70). The comaegramework, Figure 7, is
assumed in the investigation of the value co-coegbhenomenon. It links the themes of:
customer-supplier interaction, collaboration anchdee value co-creation, and the co-

created value.

159



Figure 7: A conceptual framework to examine value @-creation in the larger

customers-SME suppliers’ dyad

Interactior

SME supplier ~. Lager customer

A potential positive trade-off
between benefits and costs |in
the relationship leading to
value co-creation

Value co-creation
Innovation and design dependence
Collaborative planning
Development and sustenance of technological iim&ages
Bilateral development of knowledge and skills
Development and sustenance of commensurate culture
Joint teams
Cross-functional coordination and information sha@ri

Value co-created
Monetary benefits e.g. revenue
Non-monetary benefits e.g. reputation

The framework is developed on the basis that viaslwe-created jointly and reciprocally,

in interactions among providers and beneficiafdesugh the integration of resources and
application of competences. This is consistent witier authors (Ford et al. 2006 p.46;
Vargo et al. 2008). Through value co-creation psses in business-to-business
relationships, resources of the companies invoreccombined thereby enabling them to

achieve something that one of the parties couldaobieve alone (Freiling 2004). In
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summary, Figure 7 assumes that it is rational doged customers and SME suppliers to
interact in order to create something togetheguyh the use of each other’s resources
for instance. They are compelled to collaborataghi#y perceive this as beneficial.
Interaction implies that neither party is passiee independent but rather both parties are
active and interdependent and act collaborativéglue is co-created through the
collaborative areas. The specifics or manifestatiohcollaborative areas represent how
value is co-created and the co-created value ieslumbth monetary and non-monetary
values. These manifestations are essentially theevao-creation practices. The
conceptual framework (Figure 7) is useful in margys: It is a guide and a sensitising
device. It is useful in establishing areas of foasswell as development of interview

guestions.

3.6 Summary of the chapter

This chapter has shown that there are a numbetudfes that have demonstrated that
business relationships have the potential to gémes@lue for customers and suppliers.
The studies have however largely considered oné/ emd of the dyad. Also those that
addressed themes of collaboration, co-creationcaadreated value tended to consider
them separately and hence it is unclear how theynéerlinked. Furthermore, the organic
sector which has its own unique characteristicsdess) neglected in the investigations,
probably because of its low importance in the pldsiwvever, with its continuing growth
now becoming substantial, the understanding of hewustomers co-create value with
suppliers in relationships becomes essential. Bhigly contributes to filling these
lacunae. The chapter has developed a conceptuakidvark that links the themes of

collaboration, value co-creation and value co-@eat
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Chapter 4. Research methodology

4.1 Overview of the chapter

Clough and Nutbrown (2007 p.23) distinguish betweethodology and methods. They
explain that whilst methodology provides reasonsusing a particular research recipe,
on the other hand, methods may be perceived ag tmme of the ingredients of
research. They also indicate that one of the tésk& methodology is to explain and
justify the particular methods used in a given gtygd.28) and that methodology
represents the ongoing task of justification (p.23}his regard, this chapter describes the
research methodology that is employed in the stddys methodology guides this
investigation thereby enabling us to address théy& research question — how organic
food and drink suppliers in relationship with largeustomers co-create value and
consequently address the objectives, which incligsatifying the areas of collaboration
and their respective associated value as well asritdng how the value is co-created.
The methodology starts with a discussion of reseaftlosophy, and then presents the
research approach and the methods used. Datatmoilend analytical procedures that
were applied are described. Validity and reliapiigsues in relation to this study are then
discussed including the methodological path that felowed in implementing the study.

Finally, some concluding remarks about the wholgptér are made.

4.2 Research philosophy
Research philosophy relates to the developmentnofviedge and the nature of that

knowledge (Saunders et al. 2007 p.101) and carhbeght of in three major ways
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namely: epistemology, ontology and axiology (p.10Bhe three are dimensions of a
paradigm. A paradigm is a set of basic beliefs haseontological, epistemological and
methodological assumptions, and deals with ultimatefirst principles (Guba and
Lincoln 1998 p.107). It (paradigm) is a basic debeliefs that guides action (Guba 1990
p.17). A paradigm represents a worldview that aefjrfor its holder, the nature of the
world, the individual's place in it, and the rangkepossible relationships to that world
and its parts (Guba and Lincoln 1998 p.107). Ompploeflects the nature of reality
(knowable), epistemology relates to the naturehef telationship between the knower
(inquirer) and the known (or knowable) and methodglrelates to how the inquirer goes
about finding out knowledge (Guba 1990 p.17). Epsilogy concerns what constitutes
acceptable knowledge in a field of study (Guba landoln 1998 p.102). Ontology on the
other hand relates to the nature of reality andsitcharacterised by two aspects:
objectivism and subjectivism (p.108). Objectivismrtpays the position that the social
entities exist in reality external to social actd® the other hand, subjectivism asserts
that social phenomena are created from the peareptnd consequent actions of social
actors (p.108). Axiology is a branch of philosoghgt studies judgements about value. It

relates to personal values in relation to a topiesearch.

Collis and Hussey (2003 p.47) suggest two mainareseparadigms or philosophies.
First are positivist (quantitative) where researshbelieve that the objects they are
studying are unaffected by their research actwigied will still be present after the study
has been completed. Second is phenomenologicali{®iv&) which they indicate is also
referred to as interpretivist to prevent confuswith phenomenology methodology.
Along the dimensions of ontology, epistemology, otogy and rhetorical, they

distinguish the two research paradigms (Table 9).
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Table 9: Assumptions of the two main research paragms

Assumption Question Quantitative Qualitative
Ontological What is the nature of Reality is objective and Reality is subjective
reality? singular, apart from and multiple as seen by
researcher participants in a study.

Researcher interacts
with that being

researched
Epistemological What is the Researcher is Researcher interacts
relationship between independent from that with that being
researcher and the being researched researched
researched?
Axiology What is the role of Value-free and Value-laden and biased
values? unbiased
Rhetorical What is the language Formal Informal
of research? Based on set Evolving decisions
definitions Personal voice
Impersonal voice Use of accepted
Use of accepted qualitative words

guantitative words

Source: Collis and Hussey (2003)

Four epistemological orientations may be distingeds namely; conventionalism,
constructivism, positivism and realism (Easton 19983). Schurr(2007) describes the
positivism, critical realism and constructivism represented ifable 10:Conventionalists
argue that there is no reality except that agrgeddmvention but such conventions are
caused to occur by human actors (Easton 1998 pAn&logously, constructivists argue
that reality is socially constructed, that is, haause reality to occur and describe how
this reality is created (Easton 1998 p.77). Whdastructivist and conventionalist would
argue that reality is socially constructed or, tingre is no reality and that all knowledge
claims are relative to the system that producechthtan the other hand the fundamental

assumption of the realist position is that thereaiseality “out there” waiting to be
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discovered and that reality is independent of ws{@& 1998 p.77). To uncover reality,
positivist researchers rely on the analysis of evegularities or correlation (Ramsy

1998), in closed or close-able systems througlaigwsl and control of variables.

Much of the past studies in business and industiyrace a positivistic paradigm, which

attempts to reduce the study of a phenomenon tethamg that can be measured (Gibson
2004). Positivism focuses on large-scale empirivgbothesis testing and deductive
reasoning (Ramsy 1998). Perry (1998) comparesipissiand constructivist and suggests
that the objectivist approach is predicated ona@&rpig and predicting phenomena while

the subjectivist approach emphasises describingiaddrstanding phenomena.

From a realist point of view, positivism is limited at least two ways (Tsoukas 1989).
First, its evaluation of knowledge claims lackseamplicit backward link with ontological
assumptions of what the world must be like if ooowledge claims are true. Second, it
lacks a forward link with the sociological arrangets of the social relationships in
which the scientific adequacy of knowledge claismi&s$certained. Realists argue that the
world is composed of real objects and their retetjothough they cannot be directly
apprehended, have structures but, more importacdlysal powers which combine in
complex ways to create events which occur in theahevorld (Easton 1998 p.80). They
distinguish three domains, namely, empirical, sead actual (Bhaskar 1978) and explain
that the empirical domain is where events are eepeed by observers. This is in
comparison to the real domain which contains thelependent-from-observer
mechanisms which create events and to the actuahidowhich is where the events

created by the interaction of the real mechanigopear.
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Table 10: Range of research paradigms

Paradigm Positivism Post-positivism Constructivism
Characteristic (Objectivism) (Critical Realism)
Ontology Reality can be known Reality exists Reality is relative-
and observed-at least independently of our local, with deep
as an approximation. knowledge of it. underpinnings that are
context embedded.
Epistemology We come to know  We come to know We come to know
reality through reality by going reality through
objective findings that beyond concepts of  subjective reasoning
are true and founded truth and falsification and insights.
in internal and to seek deeper,
external validity. possibly subjective
understanding.
Methodology Falsificationist, using Weighs internal and Descriptive; using

guantitative methods
that test hypotheses;
experimental
manipulations.

The Nature of Verified or
Knowledge nonfalsified
hypotheses.

Type of Narration Scientific report.

Investigator's Posture

Inquiry Goal Explanation,
production, and

control.

Neutral, dispassionate.

external validity yet
creating substantive
raw data that enables
description and
interpretation.

Empirical methods
check and enhance
our understanding.
Effectiveness in
informing and
explaining is not by
accident.

Combined
description,
interpretation, and
scientific report.

llracbyet actively
planning to reduce
sources of bias.

Understanding with
control.

interpretation,
discussion, and
reasoning.

Individual
reconstructions
coalescing around
consensus.

Interpretive case
studies.

Involved, cognizant of
biases and values.

Understanding and
reconstruction.

Source: Schurr (2007)
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Epistemologically, constructivism avows that we Wwnaeality through subjective
reasoning and insights and it recommends use afthadology that is descriptive; using
interpretation, discussion, and reasoning (SchQ@72 The findings are created as the
research goes on especially through the interactidhe researcher and the respondent.
The paradigm is characterised by interpretive sasgies and the investigator is involved
and cognizant of biases and values (Schurr 200%% Jtudy assumes a constructivism
paradigm thereby assuming relativist ontology amgextivist epistemology. In line with
constructivism, the aim in this research is to e more informed and sophisticated
construction than the constructions presented bdf@uba and Lincoln 1998 p.114) and
hence the researcher strives for a greater unddista and description of the
phenomenon value co-creation in larger customer-S8digplier relationships than

previously done.

Constructivism views reality as being socially donsted (Saunders et al. 2007 p.108).
Actors will perceive different situations in vargirways as a consequence of their own
view of the world. Relating this to value in busiseelationships, the subjectivist view is
that value is produced through the interaction kbetwsuppliers and customers and is

likely to change continuously.

With constructivism, the aim is to distil a consesmigonstruction that is more informed
and sophisticated than any of the predecessor rootisns (Guba and Lincoln 1998
p.111). In other words, the aim of enquiry is ustlending and reconstruction of the
constructions that people (including the reseajchsitially hold; aiming toward

consensus but still open to new interpretationsf@smation and sophistication improve

(Guba and Lincoln 1998 p.113). Accordingly, theenbn for progress is that over time,
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everyone formulates more informed and sophisticatatstructions and becomes more
aware of the content and meaning of competing cactsdns (Guba and Lincoln 1998

p.113).

Considering the main goal of this inquiry is in enstanding without control the
phenomenon of value co-creation in the customepigerpdyad, Schurr (2007) suggests
that the philosophy that is suited to such a duaits constructivism. Constructivism is
characterised by relative reality (Schurr 2007).laRéast ontology excludes the
possibility of a “true” construction (or objectiweorld or truth) and avers that there are
only more or less informed or sophisticated comsitbns (Guba and Lincoln 1998 p.114).
The aim of the research in this context is noteach an objective truth, but to create an
understanding of a studied phenomenon under -certénoroughly described

circumstances.

4.3 Research approach

The two main research approaches are deductivéendndtive. A deductive approach is
usually associated with positivist philosophy awdnmally involves testing of hypotheses.
Given the focus of this study in building ratheanhtesting theory, the inductive approach
is chosen. Inductive data analysis is charactehsgeglualitative researchers building their
patterns, categories, and themes from the “bottprh-by organizing the data into
increasingly more abstract units of informationg€well 2007 pp.38-39). This involves
researchers working back and forth between the é¢seamd the data base until they
establish a comprehensive set of themes (p.39hé&mnore, it may involve collaborating
with the participants interactively, so that thegvé a chance to shape the themes or

abstractions that emerge from the process (p.39).
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Induction reasoning may be considered as reasdnomg the particular to the general
(Johnson 1996). While deductive reasoning asshds if the premises are true, the
conclusion must be true, on the other hand indactasoning supports the conclusion by
showing only that it is more probably true (Johnd®96). The purposes of using an
inductive approach are to (Hussey and Hussey 198igntakos 1993): a) condense raw
data textual into a brief, summary format; b) elsabclear links between the evaluation
or research objectives and the summary findingsvel@rfrom the raw data; and c)
develop a framework of the underlying structureegperiences or processes that are
evident in the raw data. An inductive approachdgsociated with qualitative research. It
tends to be more flexible than a deductive approdgirovides opportunities to address
any unexpected issues that may arise during treargs. With inductive reasoning, the
truth of the conclusion doesot necessarily follow from the truth of the premisesl a
denial of the conclusion does not logically conitadhe premises (Johnson 1996).
Inductive arguments provide less certainty; they murkier than deductive arguments.
More evidence strengthens the plausibility of theatusion. Inductive arguments may be
strong or weak depending on the evidence marshialsdpport of a conclusion (Johnson
1996). Inductive reasoning, by necessity, is mucher and more complex because it
must provide strong evidence that a particular kanen is the most probable (Johnson

1996).

Researchers have tended to categorize researcheithier qualitative or quantitative
research. This study is essentially qualitativeal@ative research involves data analysis
inductively building from particular to general thes and the researcher making

interpretations of the meaning of the data (Cres2@09 p.4). Creswell (2007 pp.36-39)
169



discusses the characteristics of qualitative rebedrhese are: a) natural setting: natural
setting (field focused), a source of data for claseeraction; b) researcher as key
instrument: researcher as key instrument of dalleatmn; c¢) multiple sources of data:
multiple data sources in words or images; d) indectlata analysis: analysis of data
inductively, recursively, interactively; e) parfeints’ meanings: focus on participants’
perspectives, their meanings, their subjective sieivtheoretical lens: framing of human
behaviour and belief within a social-political/lngtal context or through a cultural lens;
g) emergent design: emergent rather than tightfigured design; h) interpretive
inquiry: fundamentally interpretive inquiry — reselaer reflects on her or his role, the role
of the reader, and the role of the participantshaping the study; and i) holistic account:

holistic view of social phenomena.

Creswell (2007 p.39) indicates that qualitativeeegsh is characterised by a holistic
account which involves identifying many factors ttlase involved in a situation and
generally sketching the larger picture that emergdesordingly, researchers are bound
not by tight cause-and-effect relationships amaagadrs, but rather by identifying the
complex interactions of factors in any situatiomthis regard, this study aims to capture
the whole picture or all the collaborative areasl dmow value is co-created in the

customer-supplier dyad as well as the types otthereated value.

Creswell (2007 p.53) suggests five main qualitatagproaches. These are narrative
research, phenomenology, grounded theory, ethnbgragnd case study. Other
qualitative approaches include participation actioesearch and discourse and
conversational analysis (Creswell 2007 p.11). Bigdtion action research is usually at

macro-community level and aims at social changeexainining the political structures
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that deprive and oppress groups of people. Disecamalysis and conversational analysis
are usually at micro-level and involve analyzing ttontent of text for syntax, semantics,

and social and historical context.

Among the main qualitative research approachesatias research is considered best for
capturing the detailed stories or life experiencks single life or the lives of a small
number of individuals (Creswell 2007 p.55). Cres2007 p.55) contrasts that, whereas
a narrative study reports the life of a single wndlial, a phenomenological study
describes the meaning of the lived experiences airgept or phenomenon for several
individuals. It focuses on describing what all papants have in common as they
experience a phenomenon. Its (phenomenology) hasigose is to reduce individual
experiences with a phenomenon to a descriptiohethiversal essence (p58). Creswell
(2007 p.60) states that the type of problem bastddor the phenomenological approach
IS one in which it is important to understand salendividuals’ common or shared

experiences of a phenomenon.

In distinguishing phenomenology with grounded tlyeo€reswell (2007 p.62-63)

explains that although phenomenology emphasizesnigning of an experience for a
number of individuals, the intent of a groundedottyas to move beyond description and
to generate or discover a theory or rather an adtsinalytical schema of a process.
Grounded theory is defined as a qualitative re$ealesign in which the inquirer

generates a general explanation (theory) of a psp@etion, or interaction shaped by the
views of a large number of participants (CreswdélD2 p.63). It is characterised by
constant comparative method of data analysis whodans a process of taking

information from data collection and comparingoiteimerging categories (p.64).
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Grounded theory is considered a good design towlsn (Creswell 2007 p.66): a) a
theory is unavailable to explain a process; b) thedels available in literature are
developed and tested on samples and populatiores tthn those of interest to the
gualitative researcher; and c) the available tlesoare incomplete because they do not
address potentially valuable variables of inteteshe researchers. The primary outcome
of grounded theory study is a theory with spectfienponents: a central phenomenon,
causal conditions, strategies, conditions and sbnted consequences (Creswell 2007
p.68). A grounded theory researcher develops ayHeam examining many individuals
who share in the same process, action, or interacklowever, the study participants in
grounded theory are not likely to be located in #aene place or interacting on so

frequent a basis that they develop shared pattéripshaviour, beliefs, and language.

In contrast to grounded theory, ethnography isaitgive design in which the researcher
describes and interprets the shared and learnegtmmbf values, behaviours, beliefs, and
language of a culture-sharing group (Creswell 2p@8). It is a way of studying a
culture-sharing group as well as the final, writpgaduct of that research. As a process, it
involves extended observations of the group, fetance through participant observation
in which the researcher immerses himself in the-tdagay lives of the people and
observes and interviews the group participantsn&dhaphy is appropriate if the needs
are to describe how a cultural group works and xplage the beliefs, language,
behaviours, and issues such as power, resistandejaminance (Creswell 2007 p.68).
The aim in this study is not to explore these aspdmt rather to describe the
phenomenon of value co-creation and for this reasttmography is found to be

inappropriate for this purpose.
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In comparing a case study with ethnography, Crds{28D7 p.73) states that while the
entire culture-sharing group in ethnography maycbasidered a case, the intent in
ethnography is to determine how the culture wodtkar than to understand an issue or
problem using the case as a specific illustratid@.indicates that a case study involves
the study of an issue explored through one or raases within a bounded system, that is,
a setting or a context. In other words, the casgpeally selected to illustrate an issue,
and the researcher compiles a detailed descriptidhe setting for the case (Creswell
2007 p.76). Whiles some authors consider case studgthodology, others consider it a
choice of what is to be studied. Similar to Cresw2007 p.73), this study views case
study as a methodology, a type of design in qualéaesearch, or an object of study, as

well as a product of the inquiry.

4.4 Research method: Case-study

There are different research methods that an igatst may adopt in the course of
research work. These include experiments, surdagsry, archival analysis, and case-
study (Yin 2009 p.8). Each method can be used deraking any of the three research
investigations, namely, exploratory, descriptive,egploratory (Yin 2003 pp.7-8). The

choice of a method depends on the type of resaarektion, the control the investigator
has over actual behavioural events and the focu®otemporary as opposed to historical
phenomena (Table 11). This study’s main questian‘foow’ question (how is value co-

created in the larger customer-SME supplier dyadr2xthermore, considering the

dynamic nature of customer-supplier relationshtps, investigator has no control over
them, and lastly the research focus is on conteanpassues. The method that fits best

under these circumstances is case-study (Tableardd )hence its choice for this study.
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Related to this, Creswell (2007 p.74) suggests ¢hae-study is a good approach when
the inquirer has clearly identifiable cases withuhdaries and seeks to provide an in-
depth understanding of the cases or a comparis@eddral cases. Furthermore, case-
study in the context of business relationshipsid £ be an appropriate research strategy
since it allows for catching the complexities angina@mics of business markets

(Forsstrom 2005a).

Table 11: Relevant situations for different researkk methods

Strategy Form of research Requires control  Focus on
question of behavioural contemporary
events events
Experiment How, why? Yes Yes
Survey Who, what, where, how No Yes

many, how much?

Archival analysis Who, what, where, how No Yes/no
many, how much?

History How, why? No No

Case-study How, why? No Yes

Source: COSMOS Corporation, adopted from Yin RKO@0Case Study Research: Design and
Methods 3% ed. London, SAGE Publications, p8.

A case-study is an empirical inquiry that investdggaa contemporary phenomenon in-
depth within its real life context, especially whiéve boundaries between phenomenon
and context are not clearly evident (Yin 2009 p.1Byrthermore, considering that
phenomenon and context are not always distinguishdle case-study inquiry copes
with the technically distinctive situation in whigchere will be many more variables of
interest than data points, and as one result reliemultiple sources of evidence, with
data needing to converge in a triangulation fashaoil as another result benefits from the
prior development of theoretical propositions tadgudata collection and analysis (Yin
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2009 p.18). Creswell (2007 p.73) defines case-stadgarch as a qualitative approach in
which the investigator explores a bounded systewwaé®) or multiple bounded systems
(cases) over time, through detailed, in-depth datkection involving multiple sources of
information (e.g. observations, interviews, audsod material, and documents and
reports), and reports a case description and a@sedithemes. In the context of networks,
a case strategy refers to an intensive study obomesmall number of business networks,
where multiple sources of evidence are used toldpva holistic description of the
network and where the network refers to a set ohpamies (and potentially other
organizations) connected to each other for the geapf doing business (Halinen and

Tornroos 2005).

Case-study has a unique strength in its abilitgeal with a full variety of evidence such
as documents, artefacts, interviews and obsensabegond what might be available with
other strategies such as history (Halinen and ®Bdsir2005 p.11; Yin 2009).
Nevertheless, it is possible to do a valid and {gghlity case-study without leaving the
telephone or internet, depending upon the topiadetudied (Yin 2009 p.15). The
distinctive need for case-studies mostly arisesaduhe desire to understand complex
social phenomenon and the method allows the irgagsti to retain the holistic and
meaningful characteristics of real-life events (YRD09 p.4). Case-studies, like
experiments, are generalisable to theoretical mitipas and not to populations or
universes and also like an experiment, a case-sfodg not represent a ‘sample’ and
hence the goal in conducting a case-study is tamk@nd generalize theories (analytic
generalization) and not to enumerate frequencitdigscal generalization) (Yin 2003

p.10). Case-study strategy may adopt single-casgrder multiple-case design.
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According to Eisenhardt and Graebner (2007) andistant with Yin (2009), multiple
cases are chosen for theoretical reasons suclplasat®n, extension of theory, contrary
replication, and elimination of alternative explaoas. In this study, the main reason is
extension of theory in particular the IMP interaatiapproach. Multiple-case designs are
less vulnerable and the analytic benefits of hawmg or more cases may be substantial
(Yin 2003 p.53). The analytic conclusions indepetigearising from multiple cases, as
with multiple experiments, are more powerful thhose coming from a single case (Yin
2003). Furthermore, multiple case-studies typicaltgvide a stronger base for theory
building (Eisenhardt and Graebner 2007; Yin 2088)ng the same line, theory building
from multiple cases is known typically to yield rearobust, generalisable, and testable
theories than single-case research (EisenhardGaadbner 2007). This research hence
adopt multiple-case design. The main aim is howemet on getting common
characteristics per se but rather to create thdentioture of the phenomenon. The use of
multiple-case design is common in a business enwiemt (e.g. Johnsen and Ford 2006;
Palmer 2006). In this study, cases comprise relskips between SME suppliers and
their larger customers. Although case-study has beethe past considered a soft
approach, it is remarkably hard to conduct. Agati& misconception of qualitative
research, the research, just like quantitativearebe can be hard-nosed, data-driven,

outcome-oriented and truly scientific (Yin 2003 3).3

Whilst quantitative research aims to produce gdretaements about large populations,
gualitative research seeks detailed explanationsitofted events (Dubois and Araujo
2007). Furthermore, while cases in statisticalgtesire simply observations in which the
cases lose their integral character, in a multpl@parative case design cases have clear

identities and are chosen because of their theatattlevance and the set of what are
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deemed relevant cases for comparison may shifbguhe research process (Dubois and
Araujo 2007). In addition to being inductive toolsase-studies, can also serve as
important complements to quantitative researchinggsheories in concrete instances and

helping to refine their scope and applicability ois and Araujo 2007).

Case-study strategy has been suggested to be mitsti $or the study of business
networks (Halinen and Tornroos 2003). A move awaynfeconometric analysis as a tool
to examine relationships between variables andatgr willingness to accept qualitative
research processes in regard to investigationgrifoad business relationships was also
expressed by Susan and Gibbs (1995). This is inbtdmkdrop of considering the
interacting nature of activities that make it diffit to understand the development of
strategies and decision processes unless by ukithgyta detailed investigation of the
relationship itself, whether relationships are dgadr part of a larger network.
Gummesson and Polese (2009) also encourage resesatohwelcome complexity and
context by increasingly using methodologies thiivalcomplexity and context to come

forward, specifically expressing favour in casedgttesearch and network theory.

Despite the undeniable merits of case researdheistudy of business networks, it poses
four major challenges, namely, the problems of nétviboundaries, complexity, time and
case comparisons (Halinen and Térnroos 2005). Anbss network may be defined as a
set of two or more connected business relationsimpahich each exchange relation is
between business firms that are conceptualized adiective actors and whereby
connected means the extent to which exchange inrelagion is contingent upon
exchange (or non-exchange) in the other relatiomdékson et al. 1994). The problem of

network boundaries relates to the difficulty of @eging the content and context of
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business networks especially in the backdrop teawaerk setting extends without limits
through connected relationships thereby making aetwork boundary arbitrary. In
defining the unit of analysis, network studies hdween carried out by using focal
organizations (actor-network), dyads (dyad-networ&inall nets for organisations
(micronet-macronet perspective) and lastly theam#t perspective which refers to the
internal networks of big national or global corgayras composed of several business

units (Halinen and Tornroos 2005).

Comparably, business relationships could be andlytedifferent levels. According to
Eng (2005b), the first level is concerned with aadiyor focal exchange relationship
between two parties which is the basic unit of wsial for analyzing business
relationships. The second level extends to the'difmcal relationship to include all its
direct relationships, namely a portfolio of relaships. The third level accounts for
indirect or third party relationships of the firmmmected through both dyad and customer
portfolio relationships within the focal firm inding. The fourth and final level comprises
relationships beyond third parties connected imtlyeto the firm in industries and
networks. Guided by the focus of this research, ctvhis largely in regard to
understanding the co-creation of value in custosugplier relationships, the dyad-
network perspective seems the most suited in agfithis study's’ case boundaries. This

may be illustrated by Figure 8.
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Figure 8: Case boundaries through the dyad-networlerspective

Source: Halinen and Térnroos (2005)

Since the focus of this study is value co-creatlpn customers and suppliers in
relationships which are a property of the custoswgplier dyad, the interest here is on
the focal dyad. Figure 8 shows that a focal refetiop is connected to several different
relationships that either the supplier or the cmgtiohas, including those that both parties
have with same third parties. Anderson et al. (198dntifies the relationships that the
supplier has as including: other customers, othés in a focal customer firm, supplier's
suppliers, other supplier units, other ancillaryn, and third parties in common. On the
other hand the relationships with customers aparnfthe focal dyad include: other
ancillary firms, supplementary suppliers, custom@utstomers, other units in a focal
customer firm, other units in a focal supplier firoompeting suppliers, and third parties

in common.

With reference to business networks, Anderson.€tLl8P4) distinguish between primary
and secondary functions. Primary functions arepibsitive and negative effects on the

two partner firms of their interaction in a focajadlic relationship. On the other hand,
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secondary functions, also called network functiocepture the indirect positive and
negative effects of a relationship because it ieally or indirectly connected to other

relationships.

The focus on the dyad further implies that thigigtadopts a micro-position rather than
macro-position. The micro-position is characterizgd an investigation of value co-
creation in larger customer-smaller supplier relahips. Network boundaries in terms of
network horizon, context and relationscape werenddfthrough informants that were
used in the empirical study. Network horizon deadtew extended an actor’s view of the
network is and is more so dependent on the exprriehthe actor and on the structural
network features, which implies that the actor’'sizmn is likely to change over time, for
instance as a consequence of doing business (Hadim@ Térnroos 2005). With respect
to this study, the wider network is actually no¢ flocus since the interest is largely the

customer-supplier dyad.

Network context refers to that part of the netwdyldd horizon that the actor considers
relevant (Anderson et al. 1994) and as definedutjitothe ARA approach (model)

(Hakansson and Snehota 1995a), the perceived ¢omexdes the actors and their
relationships that the actor regards as relevhatacttivities performed in the network and
the resources used and created within it. The qanaferelationscape is used when the
interest of research is more in the potential nétwtban in the perceived or active one.

The focus of this study is on active relationslapd hence relationscape may not apply.

Business relationships as a target for researclt@rplex in four main ways (Halinen

and Tornroos 2005). Firstly, they always involveledst two actors or rather several
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actors and several different links between thenrmes@f which are direct and others
indirect. This increases the potential access probland the workload in data gathering.
Secondly, as a cooperative arrangement betweers,fithey are not legal entities,
although often governed by some kind of formalndoimal agreement. This makes their
identification problematic. Thirdly, they are typlty characterised as loosely coupled
systems and flexible by nature, which also means ¢hange is an inherent feature in
them and hence the temporal dimension which ne#dstian in research. Fourthly,
business relationships are often viewed as embeiddéitferent spatial, social, political,
technological and market structures, which makesh eset of relationships (network)

somewhat unique and context-specific.

In the backdrop of the network complexity, it ispantant that a researcher designs and
conducts the study in such a way that the basiachkexistic of business relationships are
revealed rather than hidden, that is, in such atalthe inherent nature of a network is
not lost. In this study, this was achieved by utaleng a thorough description of each
case so as to reveal the complexities involvedhénfunctioning of the relationships. In
this connection, in-depth interviews were undemakgth several respondents that were
well-informed in the studied issues (value co-aoeatind co-created value) in the case
dyad. A close and direct relationship between #searcher and practitioners (SMEs and
larger customers) was established and observatgoioged. Accordingly, in-depth and
broad empirical data were obtained, analysed, ptedeand displayed in various forms

including narratives, graphs and matrices.

Networks and subsequently dyads by their very eatue dynamic and susceptible to

change. They are changing in relation to the viieg create and the problems that they
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aim at solving over time (Halinen and Tornroos 200bhe problem of time was

addressed in this study by taking into considenaboth past and future loadednesses.
Past loadedness of business relationships entasghre relationship actors are guided by
their past and to what pasts they are connectdd @i the other hand, future loadedness

refers to where the relationship actors want tarwhat they want to become.

The problem of case comparisons is particularlgvaht to case-studies that aim to
generate theory. Multiple case-studies have mudbngial for both greater explanatory
power and greater gerenarisability than a singée-saudy (Halinen and Térnroos 2005).
The idea of case comparison is based on replicédgin, not on sampling and statistical
representativeness. To mitigate the problem of casgarison, a conceptual framework
was developed prior to data collection. This cohegpframework was also relevant in
guiding the conduct of the study, helping in thiestton of cases and limiting the number
of theoretical dimensions to be compared (Halined @&drnroos 2005). Furthermore,
theory is recognised as important for several mesmgacluding providing a framework for
analysis, providing an efficient method for fieleev@lopment, and providing clear
explanations for the pragmatic world (Dubois anéwo 2007). In addition, to enhance
comparison, research questions and the industiyetstudied (food and drink) were
determined a priori. In attempting to compare thses, caution was taken not to ignore
the value of rich holistic description that makegossible to reveal the complex and

changing nature of a business network/dyad.

4.5 Selection of study area
The research was undertaken in the south-westrregithe UK. This region has its own

distinctive characteristics. For instance its pagioh has grown at a faster rate than any
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other English region, it has the lowest rate ofrapl®yment, its economy benefits from
high rates of business stock and investment in R&Das a skilled workforce though
with some problems with basic and particularly ambetd skills, has relatively low stock
of capital and its international trade performansemodest. Its exported output is
relatively little and concentrated in only a fewctses, aerospace, and markets,
particularly the EU (Southwest-Observatory 2006)cdrding to a small business survey
conducted in 2005, 13 per cent of SMEs in the regiere exporting compared to 17 per

cent across the United Kingdom.

The economy of the South-West was valued at £8#liérbin 2005. This was the sixth
largest of any English region. The average annu@kip rate of the region was 5.8 per
cent between 2000 and 2005 though with great @fffegs across sub-regions ranging
from 40 per cent below the English average in ther@st sub-region (Torbay) to 53 per
cent above the national average in the most produceégion (Swindon) (South-west-
Observatory 2006). The regional economy has gdgerafrored the national economy
Figure 9. Support of business (including food amthkd businesses) productivity is
recognized in the regional economic strategy of3beth-West as one of the principal
means of reducing the regional and sub-regionaymrtvity gaps. This is in line with the
UK Government’s Public Service Agreement (PSA) wehdsrget is to improve
comparative rates of productivity. Innovation ixognised as one of the drivers of

productivity with the others being skills, investmheenterprise and competitiveness.
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Figure 9: Economic Growth Rates (GVA) at Current Piices 1991-2005 (%)

— South West
England

15991 1992 1993 1994 1995 1996 1997 1998 1999 2008 2001 2002 20003 2004 2005
Source: ONS

1 The headline regional GVA series has been calkculated using a five-period moving average.

Z Estimates of regional GVA in this table are on a residence basis, where the income of commuters |s afocated 1o where they live rather than
where they work,

3 2005 data is provisional

Source: South-West RDA (2007)

South-West England is one of the strongest fooddaimk producing regions in the UK

offering a diverse range of products and producEnsre are over 3,000 food and drink
producers in the South-West. Many small, traditicaradl new companies are located in
this region providing a highly innovative and foedsbusiness region. Larger food and
drink manufacturers are also well represented & région, with over 60 companies
employing more than 200 people (South-West RDA 200fe presence of many small
and medium agribusinesses (suppliers) as well e laustomers such as Waitrose,

Marks and Spencer and Tesco supermarkets makesgilba appropriate for this study.

The South-West has the largest agricultural regioBEngland boasting over 1.8 million
hectares of agricultural land with a very mild cite which allows a prolonged growing
and rearing season. The natural high quality ofptfary foods produced in the region,

i.e. milk, meat, fish, fruit and vegetables, ensutet the local supply chain is constantly
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in demand. As the consumer becomes more aware @d feafety and quality,

environmental and welfare issues, the South-Westnisexcellent location for future
investment. In the organic sector, the region i #$frongest of all English regions,
accounting for 26 per cent of all organic farméisre than 30 per cent of the UK's dairy

production is from this region (South-West RDA 207

The eating habits in the South-West are consideeadthier than in other regions of the
UK (Southwest-Observatory 2006). This is an indarathat people are becoming more
cognisant of the diet that they take including gmeduction methods. This health-diet
awareness in the South-West may be consideredfdhe market changes characterising
food and drink industries in the region. This hamifications on the processes through
which food and drink firms undertake their busimsssMany of the key changes in the
organic sector have been supported by the develagnad small and medium-sized

organic suppliers in the South-West region involwvedrelationships with large retail

chains such as Waitrose and Marks and Spencer.
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Figure 10: Map showing UK regions and counties inite South-West
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The South-West region is geographically the largegton in England. It contains the
counties of Cornwall, Devon, Dorset, GloucesteesshBomerset and Wiltshire (Figure
10). The region is one of the strongest food andkdproducing regions in the UK
(South-West RDA 2007). The county of Devon hasHigiest number of organic farms

of any county in England as well as some of thestidLobley et al. 2005).

Therefore, in summary, South-West England was palycselected as the study area for
many reasons. The region has over 3000 producerss than 1.8 million hectares of
agricultural land and a mild climate which allowspeolonged growing and rearing
season. It has many small, traditional and new eones as well as larger food and drink

manufacturers with over 60 companies employing ntbhesn 200 people (South-West
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RDA 2007). The presence of many small and mediunbagjnesses (suppliers) as well
as large customers such as Waitrose and Marks padc&r supermarkets makes the
region appropriate for the study. In the organict@e the region is the strongest in

England accounting for 26 per cent of all orgaaierfers.

4.6 Selection of cases and respondents

Given that the purpose of this research is to dgvétheory (expansion of interaction

approach), not to test it, then theoretical sangphather than say random or stratified
sampling is found to be appropriate (Eisenhardt &wdebner 2007). Theoretical

sampling simply means that cases are selected $®¢heay are particularly suitable for

illuminating and extending relationships and logimong constructs (Eisenhardt and
Graebner 2007). In particular, SMEs were identifiexin an internet search of organic

farms in the South-West. Sites such as the Soibéiagon were consulted as well as
Google search using key words such as “organic 8mah West” and “organic suppliers

South West”. Firms in the organic food and drindlustry were selected as this tends to
be the current shift of consumer taste and preteenFurthermore, an organic system
requires adherence to certain principles and stdsdahich requires collaborative effort

by actors in value networks. This characteristidk@sacustomer-supplier dyads (unit of
analysis) in the organic sector attractive andr@siéng for studying the phenomenon of

value co-creation, not to mention the potentiatakbf information-rich cases.

Although more than fifty cases were contacted byiemwr telephone, not all of them
were considered in this study for varied reasorseyTincluded lack of response, not
being certified organic though considering themsglpartly organic, not selling to larger

customers but via other outlets such as their aamm fshop, feeling that the information
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was too confidential and therefore not willing teage with anyone outside the firm, and
declining participation by for instance claiming lbe very busy and therefore couldn’t
allocate time to the research. In addition, givemgtudy’s focus on relationships between
SMEs and larger customers, then the SMEs had tohsistent with the Commission of
the European Communities (2003) definition of SMiast is, enterprises which employ
fewer than 250 persons and which have an annuadtar not exceeding £41.8 million (€
50 million) (Exchange rate 1£= € 1.1962, Bank ofland 09/07/2010), and/or an annual

balance sheet total not exceeding £36 million (€lBon).

In regard to the appropriate number of case-stuftiesonsideration in a qualitative
study, suggestions have varied across authoranst@nce Creswell (1998) recommends
between five and twenty-five interviews for quédiia research. At the same time, four to
ten case-studies have been suggested as approprigieviding a good basis for
analytical generalization (Eisenhardt 1989; Gibbett al. 2008). The number of
relationships (case-studies) that were consideredis study is five and therefore falling

within the range that is suggested by the authors.

Following the identification of the SME supplietbey were asked to identify the larger
customer with whom they had been doing busineds feit the longest period of time.
This was essential in increasing the likelihoodt tha& suppliers commented on a
relationship that was properly formed and had distadxdd patterns of behaviour (Duffy
and Fearne 2004; Leuthesser 1997). It is on thadisaship with larger customers that
data collection was concentrated. The selectiongs® for cases ceased when saturation
was reached and this was indicated by informatiedumdancy. Data saturation is

achieved when no new data are being found in tteeviews of the participants (Pickler
188



2007). The use of saturation in the determinatioth@® number of cases to study has been
used before (e.g. Ulaga and Eggert 2006) and egrased by researchers in qualitative
methods (Yin 2003). Likewise, Morse (1995 p.147ygests saturation as the key to

excellent qualitative work.

The SMEs’ personnel that were better informed rmgeof collaboration with customers
were identified. In other words, the criteria usedthe selection of informants were their
knowledge of the focal relationships as well asuwhiéngness to communicate with the
researcher. The same criteria were used by Beugyettdal. (2009) in their study, “the
role of organizational culture in the performancé lauyer-seller relationships”.
Considering the SMESs’ context, the Managing Direstavere selected as the main
respondents within the supplier firms because eir tkthnowledge and experience of areas
of collaboration, value co-creation and involvement relationships with larger
customers. The collection of data from supplierstba relationship between larger
customers and SME suppliers is consistent with roihedies (e.g. Johnsen and Ford

2006).

4.7 Data collection

In-depth interviews were the main data collectiontimd in this study though other
methods such as observation were employed to amatdbinterview data. Interviews are
one of the most commonly used data collection nusho qualitative research (Mason
2002) and also one of the most important and esseaturces of information in a case-
study (Yin 2003 p.89). They are also consideretidéaa highly efficient way to gather
rich, empirical data (Eisenhardt and Graebner 20@@ta were collected by the

researcher through face-to-face in-depth intervieais the respective companies’
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premises. Compared with other interview methodsh sag telephone and online, the
personal interview method, despite being the mogtersive, has the advantage in
enabling the interviewer to ask more questions raedrd additional observations about
the respondent such as body language (Kotler atldrk¥06). Furthermore, considering
the focus of this study on a relatively new conceptvalue co-creation in business
relationships, in-depth interviews become relevAetording to Martin et al. (2009), the
goal of the in-depth interview technique is to gieisights about less researched concepts
that can guide theory development and/or futureareh and hence can be empirically

verified in subsequent research.

Prior to face-to-face in-depth interviews, compamgbsites were visited and in some
cases telephone conversations were made. Thismygastant in informing the researcher
of background information on companies, their siaetivities and involvement with
larger customers. A similar procedure was usedthgrostudies (e.g. Johnsen and Ford
2006). A brief of the research study was sent speetive suppliers and customers and
appointments made prior to interview dates. Durthg interviews, the researcher
travelled to the premises of the interviewees tmdoot the interviews. This was
necessary considering the in-depth nature of ireessand also to allow for collection of
some information by observation, which is relevémt instance in discovering any
discrepancy between what the respondents say amat wabttually happens and
consequently enhancing data triangulation. Tablesi@ws a summary of fieldwork

aspects including the durations in respective ipHaéterviews.

An interview guide (annex 7) was used to aid datéection in the field. Such a data

collection instrument is appropriate so as to alléev in-depth interviews and
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subsequently allow for collection of comprehensia¢a. According to Patton (2001), the
use of an interview guide (a semi-structured qoastire) has the advantages of easing
the interviewer to gather data in deeper detail andbling a conversational and
situational interview. Furthermore, semi-structunetgrviews allow for the collection of

a large amount and wide variety of information whalt the same time safeguarding the
coverage of all topics (Valk 2007). For instancethis study the questions focused on
areas of collaboration, value co-creation and thereated value hence safeguarding the
coverage and they were open rather than striathetstred questions, hence enabling the
respondents to exhaust their opinions on theseesssMevertheless, the use of an
interview guide should be used bearing in mingdgential weakness that important and
outstanding topics may be skipped over as thevig@er may be diverted by other topics
in the conversation (Patton 2001). The in-deptarinews were audio-taped, transcribed

verbatim and then analyzed. Annex 6 shows a satrgsiecript.
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Table 12: Summary of field-work aspects

Name of company Chesa Sowa Bete Spibe Laberi
Date of data collection ~ 24/04/2008 23/04/2008 13/05/2008 06/01/2009 0892
(in-depth interviews)

Duration of first round 2 hr 20 min 1 hr 8min 2 hr 27min 3 hr 35 min 2 frrBin
interviews

Duration of second round 1 hr 9 min 1hr 1hr12 min 1 hr 44 min 1 hr 14 min
interviews (verification)

Number of people 1 1 2 3 1

interviewed

Duration in the company 1 day 1 day 2 days 1 day 1 day

premises

Data and data collection -recorded face-to-face
method interview with the MD
-organisational structure

chart

-took pictures especially at

the farm shop

to MD

-observation through a

tour of the beef farm
with the MD

-took some farm
pictures

interview with the MD

-unrecorded discussion
with personal assistant

- recorded face-to-face - recorded face-to-face - recorded face-to-face
interview with the MD
-observation through a (partner)
tour of the processing
premises

-took some pictures

interview with the MD &
Director

-observation and discussion
with a technician during a
tour at the processing plant
-email data

-took some pictures
-organisational structure
chart

-herbal related pamphlets
and other materials

- recorded face-to-face
interview with a partner
(manager)
-observation through a
tour of the farm

-email data

-two farm pamphlets
-took some farm
pictures

Source: Author’s compilation
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The data collected comprised both primary and sengndata, though predominantly
primary. Primary data though often expensive am@&-consuming is important for it is
tailored to a specific purpose of interest andrigioated by a researcher (Patton 2001).
Secondary data is data already collected for pagposher than the researcher’s problem
and is often quick and less expensive to obtairitqRa2001). Secondary data were
collected from internet, newspapers, product brogfjumagazines, businesses’ reports,
research reports, and government and relevantutistis’ reports. The different sources
are important at least in enhancing data trianguiafyin 2003 p.98). The data collected
included that on: background of the firms, backgebuof the customer-supplier
relationships, characteristics of the firms angoeslents, areas of collaboration between
customers and suppliers, and manifestations ofsaoéacollaboration as well as the
benefits/value associated with the respective botkaive areas. These are in line with

this study’s conceptual framework.

4.8 Data analysis

Yin (2003 p.109) points out the need for every estsely to have a general analytic

strategy that relate to defining priorities for wit@ analyse and why. The main general
analytic strategies are: relying on theoreticalppsitions, setting up a framework based
on rival explanations and developing case desorpti This study, having generated
research questions and objectives, relies on theakeropositions and these are depicted
through the conceptual framework. This is the naggiropriate analytic strategy in this

study, especially considering that the question thiedconceptual framework shaped the
data collection plan (Yin 2003). Given the subjeftstudy as value co-creation in

customer-supplier relationships, then a dyad (glsirelationship) is taken as the unit of
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analysis. This is consistent with the IMP interactapproach that takes@ationshipas

its unit of analysis, rather than for instance Engransactions. Taking inter-firm
relationship as the unit of analysis is common ewenfood industry studies of
relationships between large customers and SME mupp{e.g. Blundel and Hingley

2001).

Data analysis comprised three main interactiveviiets, namely, data reduction, data
display and drawing or verification of conclusiofiiles and Huberman 1994). Data
reduction is a form of analysis that sharpens,ssdocuses, discards, and or organizes
data in such a way that final conclusions can lagvdrand verified (Miles and Huberman
1994). Attention is paid to information that iseehnt to this study’s research question
and objectives. The aim is not to compare the méiron provided by different
informants and find common characteristics, butentt is to create the whole picture of
the phenomenon of value co-creation. A displayni®iganized, compressed assembly of
information that permits conclusion-drawing andaci{Miles and Huberman 1994). The
two families of displays are matrices (the crossoigtwo lists, set up as rows and
columns) and networks (collection of ‘nodes’ orrmisiconnected by lines-links) (Miles
and Huberman 1994). Conclusion and verificatiorolne deciding what things mean —
noting regularities, patterns, explanations, pdssionfigurations, causal flows, and
propositions. The analysis was guided by the oimestand the conceptual framework
that have been presented earlier in this thesistidda and graphs were used to structure

and analyse the data as well as summarise thengspérom interviewees.

The analysis involved annotating and classifyiranscripts into meaningful themes and

categories. The analytical strategy adopted inghigly was to seek to relate data to the
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research question through the conceptual framewerk/ed from literature (Figure 7).

This was relevant in displaying and reducing dédaivo 7 software was used in

analysing the transcripts. This largely involvedliog into free and tree nodes based on
the themes that emerged. Annex 8 is a screen ptistmwing examples of nodes that
were created during analysis. The manifestationsotidboration (value co-creation) as
well as the respective co-created value were gobup® collaborative areas that they
best fitted. These were later cross-checked weghtridinscripts and also the draft findings

were reviewed by key informants as a means ofigatibn.

Since the study adopts a multiple case-study glyatanalysis involved providing a
detailed description of each case and themes watluase (within-case analysis) and this
is followed by a thematic analysis across casesgecase analysis), as well as assertions
or interpretation of the meaning of the case (Cedsi?d07 p.75). Cross-case comparisons
are done at least for external validation of tréivildual case-study findings. Patterns are
identified in terms of commonalities and divergeneeross the individual cases. These
patterns are identified by use of cross-case casgameta-matrices. Use of quasi-
statistics was also employed. Quasi-statisticy riefehe use of simple numerical results
that can be readily derived from the data (MaxWwé®6 p.95). Quasi-statistics are useful
not only in allowing the testing and support ofiitia that are inherently quantitative, but
also in enabling the researcher to assess the amabeawvidence in the data that bears on a
particular conclusion or threat (p.95). Quasi-stats are used in this study for instance in
relation to an identified number of value co-creatpractices and types of co-created

value per relationship and collaborative area.
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4.9 Validity and reliability

Four criteria are commonly used to assess the rigbdield research including case-
studies. These are: internal validity, construdidity, external validity, and reliability
(Gibbert et al. 2008; Yin 2009 p.41). Equivalenflypchim (2006) and Guba and Lincoln
(1998 p.114) use different terminologies in refegrto the criteria for judging qualitative
research, namely, credibility, confirmability, tederability and dependability.
Nevertheless, in consistence with Yin (2009), Magsal. (2002) argue for a return to
reliability and validity as appropriate concepts &btaining rigour in qualitative research
and they recommend that qualitative researchersilghceclaim responsibility for
reliability and validity by implementing verificatn strategies that are integral and self-
correcting during the conduct of the inquiry itseFurthermore, given that the
methodological path that this study adopts is nyaithht described by Yin (Table 13),
then accordingly his terminologies are herewithpaeld. Moreover, all the issues that are
described under credibility, confirmability, traesdbility and dependability are also
covered when adopting the Yin's (2009) and Gibletrial.’s (2008) criteria, namely,

internal validity, construct validity, external \dity, and reliability.

Internal validity

In this study, internal validity (logical validityyvas enhanced through three strategies
which are also the main ones suggested by Gibbatt €008). The first is by deriving a
research framework explicitly from literature. TlaBows the relationships between the
key constructs of this study, namely; interaction the customer-supplier dyad,
collaboration, value co-creation and value co-a@@aBecond is through pattern-matching

(Gibbert et al. 2008; Yin 2009 p.41) and this ldygavolved matching themes that were
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identified with those reported by other authorsadidition to details under ‘development
of conceptual framework’, this (pattern matching)thoroughly described especially in
the ‘discussion of findings’ section whereby thedfngs are compared and contrasted
with those of other authors. Third is the use @otly triangulation whereby different
theoretical lenses (e.g. G-D logic as well as S8Bid) and bodies of literature (e.g.
marketing and strategic management) are used elaj@ng the conceptual framework as

well as in interpreting the findings.

Construct validity

Construct validity refers to the extent to whichstady investigates what it claims to
investigate, that is, to the extent to which a pthoe leads to an accurate observation of
reality (Denzin and Lincoln 1994; Gibbert et al03). For instance in this study the value
co-creation practices are assumed to generate s@hie. These value co-creation
practices are grouped into areas of collaboratiorenhancing construct validity, this
study employed five strategies which are also sstggeby Gibbert et al. (2008). The first
is through a review of transcripts and drafts by pegrs, PhD colleagues, in which they
confirmed the themes. Second is through reviewraft dindings by key interviewees or
rather by key informants. This involved visitingchacompany that participated and
taking the respondent through the findings thergdsking confirmation of the findings.
Only one company had a different respondent froenattie interviewed during the initial
data collection round. In this instance, the partssumed the role as this was a family
business and both parties were well-informed onaffgects being investigated and are
actively involved in running the firm. Third is thugh a clear indication of data collection
circumstances whereby the explanation for instameehow access to data has been

achieved is clearly presented under the ‘data ciodie’ section. Fourth is through a
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detailed explanation of data analysis (in datayamalsection) whereby clarifications are
made on the data analysis procedure. Fifth is tiralata triangulation. This specifically
involved the use of original interviews carried doyt the researcher, use of secondary
data especially from company websites and alsougirodata derived by direct
observation by the researcher. This was enhaneedgh tours around the participating

companies’ premises.

External validity

External validity relates to generalization (Giltbet al. 2008). It relates to defining the
domain in which a study’s findings can be geneealiand it deals with the problem of
knowing if whether a study’s findings are generddie beyond the immediate case-study
(Yin 2009 p.40). Unlike other research strategigshsas surveys, case-studies generalize
analytically rather than statistically. Analyticgeneralization as opposed to statistical
generalization refers to the generalization fronpeical observations to theory, rather
than a population (Gibbert et al. 2008; Yin 20@ipbbert et al. (2008) suggest three main
strategies for ensuring that external validity iaimained, namely, cross-case analysis,
rationale for case selection and details on cas¢éegb The same strategies are used in
this study to ensure that external validity is naimed. First, having employed the
multiple case-study design, the study employed @ssccase analytical technique
involving case-studies (relationships) of differenganizations (Ericksen and Dyer 2004;
Gibbert et al. 2008; Yin 2009 p.136). Second, th&gonale for case-study selection is
explained (in the case selection section) in whith reasons are given on why the
investigated case-studies were appropriate in wwéwhe research objectives. Third,
details on case-study context are elaborately ptedeand one full chapter (chapter 5)

largely deals with this issue.
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Reliability

Reliability relates to demonstrating that the opers of a study - such as the data
collection procedures - can be repeated with thees@sults (Yin 2009). The objective is
to be sure that if a later investigator followe@ thame procedures as described by an
earlier investigator and conducted the same cashstll over again, the later
investigator should arrive at the same findings emaclusions. Gibbert et al. (2008) and
Yin (2009 p.41) suggest two ways to enhance reitgbn case-study research, namely,
the use of case-study protocol and a database h@none suggested by Gibbert et al.
(2008) is use of an organisation’s name. The fwst (protocol and database) were
applied in this research. However, during the daléection phase, the participants were
promised anonymity of their companies in writing tthesis. Therefore, due to ethical

reasons the actual names of the companies areeMdthh

In regard to the database, this was developed sravailable especially in regard to
interview transcripts and other available documehtsregard to case-study protocol,
details of how case-studies were conducted wergepted under the relevant sections in
methodology (e.g. in the data collection and anslgsctions). Furthermore, Table 13 is
prepared and presents a detailed methodologichl that was employed in this study.
Essentially, this study was conducted following thieractive process recommended by
Yin (2009 p.2) in doing a rigorous case-study regeaQualitative research is recognised
to be iterative rather than linear, so that a gqadlitative researcher moves back and
forth between design and implementation to ensusagmence among question
formulation, literature, recruitment, data collectistrategies and analysis (Morse et al.
2002). The interactive process is characterised sby main phases (Table 13).

Accordingly, the study unfolded as described bydiResteps.
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Table 13: Methodological path

Step

Details

Plan

Design

Prepare

Collect

Analyse

Share

Thorough literature review was conducted wier@ general research question as
well as objectives was formulated. In the backdobphe identified question (how
value is co-created in the larger customer-SME Jgad the complex contemporary
phenomenon of the value co-creation within rea &bntext, and the fact that the
researcher has no control over the events, theoliske case-study method was
found to be more appropriate compared to other oglsthThis phase included the
understanding of the strengths and limitationdhefdase-study method.

At this phase, the unit of analysis wasngef namely, the dyadic relationship. The
cases were to be drawn from the organic sectdnisisstmore likely to illuminate the
phenomenon under investigation, value co-creafidre criterion for deciding the
number of cases for study was also decided, nansalfyration. A conceptual
framework was also developed and this essentiaflyasents the theory as well as
the issues to be studied. The study design, medtpke, was also found as
appropriate and the procedures to maintain casi-stuality were defined as
discussed in the above section.

To sharpen skills, the investigator att@nalesession on conducting case- study
research. This was offered through the Bournembunirersity’s Graduate School.
An interview guide was developed with questionsgtode data collection. An
internet search was conducted for organic fooddrimk suppliers in the South-West
UK including their contact and subsequently a teteye-call was made or an email
was sent requesting their participation in the aede This involved briefing about
the research and requesting attention from theoppigte respondent - in the SMES’
context this was mainly the Managing Director. Appaments for interview were
made with consenting SMEs. The interview guide wamiled to the SMEs who
were informed that the discussion (interview) worgdolve around the questions.

Data were collected from many sources theresing multiple sources of evidence.
First were in-depth face-to-face interviews using interview guide and these were
recorded for eventual transcription. Second wasmsional data and this was
enhanced by a tour around each company’s preniib@sl. was secondary data from
sources such as company pamphlets, website, etaséstudy database was created
comprising various files related to respective sa&dfort was made to maintain a
chain of evidence.

The analysis was guided by a conceptaatdivork. Transcription was done on the
in-depth interviews. Within-case analysis was darstng NVivo 7 and results
verified by interviewees. Given the multiple castedy design of the study, a cross-
case synthesis analytic technique was then employélde analysis. Also used in
addition to matrices were graphs for data display.

A lot of evidence was displayed in the theBiis is largely to enable the reader to
reach their own conclusions. Preliminary resulismirwithin-case analysis were
verified by interviewees. Also the draft thesis wagiewed by other academicians
and re-written by the investigator to perfection.

Source: Author’s compilation and in consistencenwiin (2009 p.2)
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4.10 Summary of the chapter

This chapter has discussed the methodology that emagloyed in this study. The
relevance of constructivism philosophy, inductived equalitative approaches, and the
case-study method with respect to this study wemaemed. Also described were the
procedures that were employed in selecting theystuda in line with the case-study
method, cases as well as respondents. Data colieatid analysis procedures were also
explained. Finally, the chapter depicted how vafidind reliability issues were ensured in
the study to maintain quality and rigour. This ud®d a presentation of the employed

detailed methodological path which is consisternhwhe case-study research method.
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Chapter 5. Findings: Within-case analysis

5.1 Overview of the chapter

This chapter presents the findings of this studgedaon within-case analysis. This
includes the areas of collaboration in the largestamer-SME supplier dyad, value co-
creation as well as the respective value co-creafBue findings are presented on per
case-study basis and are in line with the objestiok this study as presented in the
introduction chapter of this thesis. In terms otisture, under each case-study, the main
heading represents the area of collaboration. Thehsadings reflect the manifestations
of the respective areas of collaboration and heapeesent value co-creation. The values
co-created are indicated within the respective gragghs. This structure is found
appropriate as it allows for capturing the holistiature of the phenomenon under
investigation. The need to maintain the holistitura in case-studies is emphasised by

Yin (2003) and Creswell (2007 p.39).

5.2 Description of the cases (relationships)

The SMEs that participated in this research wereelationship with lager customers.
Table 14 presents information about the SMEs vadpect to their size, annual turnover,
balance sheet total, number of employees and thain products. The organisations
ranged from micro to medium-sized enterprises. Amaty was offered to the firms to

encourage openness of response.
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Table 14: Description on the larger customer-SME spplier relationships

Name of Chesa Sowa Bete Spibe Laberi
company

Company Medium Small Micro Small Micro
size*

Annual £20m £1m £60,000 £1.4m £185,000
Turnover

Balance sheet £9m Declinedto £12,000 £835,424 £193,000
total reveal

No. of 115 18 5 24 3
employees

Main Cheese Soups and Beef Organic herbs Lamb and
products sauces beef

*classification of company size is based on nundf@&mployees, consistent with the definition of
SMEs by The Commission of the European Commun(#663).

5.3 Alpha-Sowa relationship

5.3.1 Innovation and design dependence

5.3.1.1 Product development and market success assessment

Based on a larger customer’s market intelligenceatrer experience with consumers,
through the customer-supplier relationship, Alptsised the smaller supplier (Sowa) on
the possibilities of success of their new produittis is clear from the following
statement by Sowa:

“If we want to introduce a new product... or an idea new product we would take it to
Alpha and tell them we are thinking of launching thew product what do you think, and
they would give us advice. They would say, in ogegences this soup will work, this

soup will not work.”
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5.3.1.2 Packaging development and product name determinatio

Alpha and Sowa collaborated in packaging espechallyleliberating on any preferable
change. In addition, the larger customer recomnencd®nges in relation to taste,
ingredients, name of product and pricing. Sowa estgl that this was useful in

enhancing success of the products in the market. iy be an indication that the larger
customer made the recommendations guided by martetigence probably due to its

position downstream. In regard to collaboration packaging and product name
determinations, Sowa indicated that:

“We (Sowa) run the packaging by them as well, yoomk any packing changes. Alpha
buyers are very very experienced buyers and wednoftién seek their help and advice
when we are going to launch new products so theyvary supportive with us...Yah,

taste and ingredients absolutely, the packagingn@af product they can help us on.”

5.3.1.3 Design dependence

Design dependence was noted in the Alpha-Sowaae#htip. This took the form of the
larger customer suggesting the need for increabimghelf-life of products and the SME
supplier implementing this requirement. To resptmdhe requirement, innovation was
relevant. Sowa equipped its kitchen with statehefdart processing machinery which
allowed the firm to employ hot filling techniquesir which pasteurised liquids were
poured directly into their final containers and ieufiately sealed — and blast chilling —
whereby the temperature of the hot containers \&pgllly reduced to below 5 degrees
Celsius. This process increased the shelf-liferoflpcts to at least 16 days, 4 days above

the minimum requirement by larger customers.
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In this connection, Sowa stated that:

“We now offer our customer a minimum 16 days slifelf-The situation before is that we

had very short shelf-life. And how has that enahlsedo overcome market challenges?
Well, it makes a big difference just between usdeable to supply the supermarkets
really. | mean you would not be allowed to supplugermarket if there is less than 12

days shelf-life. That is why it has been a fantasiing for us.”

The longer-lasting products were beneficial to supplier in terms of non-monetary
value co-created in the form of achieved and swsthipreferred supplier status in the
eyes of the larger customer. This also indirectg Imonetary implications. It enhanced
access to the supermarket outlet. It was also mealeto the supermarket in lowering its
transactional costs through less frequent but tapgechases, and accordingly enjoying

economies of scale.

5.3.2 Collaborative planning

As noted above Alpha and Sowa discussed new ideaes o the development of
products and new products prior to introductiontle market. This was useful in
enhancing the market success of new products. d$sentially indicates that the two

firms were involved in collaborative planning.

5.3.3 Co-evaluation

In the Alpha-Sowa relationship, the supermarkeff stgether with those of the smaller

supplier audited the supplier’s factory as weltlesstaff.
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Sowa stated the following in relation to the audit:

“If you sell to supermarkets nowadays, you havhedee an audit of your factory and all
the staff. So the supermarkets will tell you exyattte standards that you have to adhere
to and the training that your staff need to hawea$ our staff are trained in accordance
with their audit. So our staff have to have forrepée hygiene training, they have to have
something called a HACCP which is all about progeguwithin, that has to be adhered
to... They look at the cleanliness, they look atitedl paper work and they look at the

ingredients that we use. Yah.”

5.3.4 Marketing and promotion

5.3.4.1 Collaboration in product launch

The larger customer was instrumental in the laurghof new products in the Alpha-
Sowa relationship.

“Alpha buyers are very very experienced buyers aedwould often seek their help and

advice when we are going to launch new producthep are very supportive with us.”

5.3.4.2 Collaboration in product distribution
Sowa claimed to be saving money through the use lairger customer’s distribution
system. The smaller supplier stated that the lacgstomer’'s extensive store networks

were useful in promoting the distribution of itogucts widely.
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The SME indicated that:
“Well, basically there is a lot of difference. Iby have 25 little vans going out to take one
order to Alpha depot, as opposed to one huge 8etdmmy, that is how we save money.

It's a huge benefit to us by going to the largerdsitors.”

5.3.5 Participatory pricing
In the Alpha-Sowa relationship, collaboration or-pgaoticipation in pricing was
identified. Sowa said that:

“And they (Alpha) help us in pricing. So they asgyvery useful customer to us.”

5.4 Omega-Chesa relationship

5.4.1 Innovation and design dependence

5.4.1.1 Design dependence

In the Omega-Chesa relationship, the larger custoraeommended the need for

developing a very small cheese that could fit chiddren’s lunch packs. Such cheese did
not exist before and represents a new innovatibrs 3tudy argues that such innovation
is likely to generate more revenue for both thellenaupplier and the larger customer.
The small cheese for children lunch packs in paclétfive were observed d in the

smaller supplier’s farm shop.

5.4.2 Collaborative planning

5.4.2.1 Collaboration in drawing of business plan
Chesa worked in collaboration with the larger costoin drawing up the business plan.

This was usually drawn up during the period Decamibeghe end of March each year.
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The plan became effective on the first of April eTfprocess started with Chesa convening
a meeting and kick-starting the process of busimgas development. Chesa’s team
progressed with development of the business plaomsultation with Omega’s staff and
most of these communications were done by emagyTdame up with a draft business
plan which was then presented to Omega for furthgcussion including face-to-face
meetings and round table discussions. From thersgrket side, those involved in the
process included, Omega’s buyers, merchandisersetthat arranged goods on shelves),
guality assurance team, design team or labellatsarmon. Once the plan was finalised by
the two teams, it was discussed by Chesa’s ManabDingctor and the supermarket
buyer’'s boss and once approved or signed it waptaddoy the smaller supplier. The
issues in the plan included volumes to be producenly products that would be
developed and promotions that would be done duhegyear under consideration. The
collaboration in planning had value co-createdeast in terms of enhancing continuous
supply, maintaining promotions and hence boostialgssand consequently ensuring

guaranteed cashflow.

In relation to the collaborative planning, Chesdicated that:

“What happens is that we have a meeting, we comgitlpa business plan, we present it
to them (Omega) and they will say yes we like thatlike that, no we don't like that, we
take that out you know and so we come up with etetid of the period, that is before
start of April, with a whole series of issues tivat are going to address, and volumes that
we are going to meet, new products that we areggordevelop, promotions that we are
going to do, yah... But the importance of having aitess plan is that we know what
they are expected to take and we can make surentbanake enough cheese to meet

those requirements.”
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In connection to the business plan developments&hdded that:
“Staff at Omega and here put together what we avg@ to be able to do and finally
myself (Managing Director) and the buyers’ bossstgff saying its right and that is the

plan we gonna go with.”

5.4.3 Development and sustenance of technological intenkages

5.4.3.1 Installation and sustenance of a stock-flow monitng system

A computer system of monitoring flow of stocks etlarger customer’s outlets was
installed in Chesa premises through commissionyghle supermarket (Omega). This

connected the various branches of Omega to Chesargputer systems. Successful
installation and sustenance of such a system mgjsupport and collaboration between
the two parties — smaller supplier and the largestamer. This system enabled the small
company to look everyday and know exactly how moictheir cheese was sold through

Omega. By monitoring the stocks, they could thgsler@sh accordingly. This ensured

that stocks were replenished promptly and this geed co-created value at least in terms

of higher sales through enhanced continuous supply.

Chesa, in connection to the interlinked technigatesm, expressed that:

“In terms of actual happening on daily basis, oauntgputers are connected to Omega’s
computers and we can look everyday how much ofchaese is being sold through
Omega today. In all the branches, we know exaaly much cheese has gone today. So

there is a pipeline of distributors feeding thaeeke in and so what has been sold today
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we know we have to put in the pipeline the othertemorrow. So we keep the pipeline

full all the time.”

5.4.4 Bilateral development of knowledge and skills

5.4.4.1 Internships

Interactive learning in the form of internship wasted in the Omega-Chesa relationship.
This is evident from this statement by Chesa:

“The idea is really, ah, Omega have a very busyetiaver Christmas. And usually
speaking as far as we are concerned most of oudymis Omega will sell over
Christmas, and they go in about a week beforenSew days before Christmas we are
not very busy here. Products are in the supplyrtladieady. So some of our staff would
go to Omega and help them to stack shelves or do whatever needs to be done just to

get a feel of what is like inside a supermarket”

In commenting on the value of such internship, @hieentified the understanding of
customer and consumer needs as the main one. Tdilessupplier stated that:

“It's just an understanding of your customer nedgtause sometimes people will come
back with a very simple thing. They will say, wilthe packaging was a bit different it
would fit on the shelf better or it would presesttbr or wherever. So sometimes you get
people come up with ideas through doing the jolt ylws won't realize through sitting

around the desk.”
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5.4.4.2 Exchange visits

It was common for the larger customer and the smallipplier to visit each other. The
visits by the larger customer involved going rouhd smaller supplier’s premises and
observing what went on. This enabled the largetotoner to familiarise itself with the
smaller supplier's system. During the data vertfara visit, the smaller supplier
elaborated that such visits were relevant in enhgnloyalty and this made the larger
customer give special attention to products thaevpeocured from the smaller supplier.
The supplier explained that the visits were notitsubdut were mainly for learning
purposes. In relation to the visits, Chesa expretss:

“They (larger customer) come here but not to wdrkey come here and take an interest

on what we are doing and go round and have a ladkHat is all.”

5.4.5 Development and sustenance of commensurate culture

5.4.5.1 Quality orientation
Quality sensitivity seems to be ingrained in Chesaay of life. In relation to quality,
Chesa’s Managing Director expressed that:

“All the way through our systems we are driven bglgy.”

Quality in cheese is largely assessed by tastd),gemure and body. To build integrity
as to the quality of systems, Chesa had the BrRistail Consortium accreditation. The
SME had a whole manual of quality management syst@hich was a pre-requisite for

accreditation. The larger customer, Omega, waskaen on quality.
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5.4.5.2 Greening culture

Related to integrated systems and reduction iney&tesa mentioned that:

“The beauty of it is, the by-products from one sysiare the raw materials for the next.

For instance the waste from the cheese making psoenormally a nuisance to most
cheese makers. But because we have got pigghe islea of feed for pigs and because
when you keep pigs the biggest problem is manacemuch manure, but manure is the
idea for fertilizing the grass. So all the by-pratiithat are a problem in other peoples
systems, are the raw material for the next stagee .nMist address waste. We have far
far too much waste. In this country they say 30 qant of all food is wasted. Sinful!

Sinfull”

5.4.6 Marketing and promotion

5.4.6.1 Smaller supplier supporting larger customer durirgromotions

In the Omega-Chesa relationship, the smaller sepplstaff sometimes helped at the
larger customer’s premises during a promotionaloperThe promotions were found to
yield dramatic sales increases. Costs were alsaceed considering that the larger
customer would be likely to engage additional staffserve the increased number of
customers who are attracted by promotions. Inicglab benefits from promotion, Chesa
indicated that:

“We normally sell 25 tonnes of that product in antftoand we sold 125 tonnes in the
month with that promotion... what we see happen,tamabpens after every promotion is
that it goes up to 125 tonnes in a month, the mextth when no promotion it goes back

down to ordinary shelves, it will come back to ardul5 tonnes and then it will trickle
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down again 45, 40, 35, 30 and then we might prorag&gen. When it gets down to 30 we

might promote again. So that is how promotion does.

5.4.6.2 Collaboration in distribution of products

During the findings verification visit, the smallsupplier (Chesa) clarified that they
sometimes use the trucks of the larger customere@@nin distribution of their products.

For instance, when the trucks were going back ¢oldhger customer’s depot, instead of
going empty, they would pass by and carry produéts them rather than the smaller
supplier using its own. This generated value in fibben of reduced costs, increased
capacity utilization of the larger customer’s tracnd contributed to a reduction in

carbon emissions.

5.4.7 Co-participation in corporate social responsibility

The Omega-Sowa relationship was characterised kyadaipation in corporate social

responsibility (CSR). Chesa indicated that:

“And this is what Omega are interested in becaume fublic relationship of educating

people, particularly city people, on how their forsdproduced is important. ...because
we pay our staff to tell the children how to..., ymaw, all there is to learn. We have to
pay for the buses to bring them to the farms andafrse with all these, if Omega
contributes some money they would get the bergfpissitive public relations...positive

advertising. Absolutely, social responsibility.”
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5.4.8 Collaborative communication

Chesa indicated two-way communication as one ob#refits that they got through the
relationship with the larger customer (Omega). TWiss important in enhancing an
understanding of customer wants. The smaller sepjpidicated that:

“The benefit we get from our customers is about-tv&y communication. You have to

understand what the customer wants and make surswyaply it.

5.5 Zeta-Bete relationship

5.5.1 Bilateral development of knowledge and skills

5.5.1.1 Learning through open days
Zeta used to invite its suppliers of beef to itatadir and gave them information on how
to improve the quality of their beef. Bete attendeel open days and this was useful in

enabling them to understand the quality that thgelacustomer demanded.

In this relation, Bete expressed that:
“They occasionally have days when you can go tdar thieattoir and they can tell you
what they want... they might say, ok, you need te@ laachange of breeding of your

cattle, have a different bull may be, have diffetmeed of cows, something like this.”

5.5.2 Communication

Bete considered the feedback given by the largstooer to be difficult to accept. The
supplier had this to say on customer feedback:

“Zeta’s feedback is difficult to swallow whereas tbe people who understand what we

are doing here feedback is very good.”
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5.5.3 Generic relationship

Bete acknowledged that selling to a supermarketthadadvantage of providing a big
market or business compared to, say, individualapei buyers. Referring to the big
market that was provided by the larger customete Baid that

“It's a very big market”

5.6 Gamma-Laberi relationship

5.6.1 Innovation and design dependence

In the case of the Gamma-Laberi relationship, #rgdr customer advised the small
supplier, especially in regard to quality improvenelhey discussed appropriate breeds
or best products. However, the degree to whichrélggiirements were satisfied by the
smaller supplier was constrained by outsourcinche- $ME outsourced some of its
supplies and did not have much control over itspBap This is reflected by this
statement:

“We would talk about the breeds of cattle, and ¢hare some that they (larger-customer)
prefer to others. So we would try and do that betcannot always produce exactly what
they want because we buy some from another farmetha has different breeds that are

guite as good because he comes from further westewhis much harder country.”

As an indication of the limitation in influencinghd smaller supplier's supplier
(outsourcing), Laberi suggested that:
“We would like him to produce like different catdad use a different bull but we are not

good at persuading him.”
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5.6.2 Collaborative planning

5.6.2.1 Collaborative planning and communication

Laberi and the larger customer (Gamma) collaboratgalanning and this had benefits
such as reducing wastage. For instance, by plantoggther, the animals were
slaughtered at the appropriate age thereby avoidowymulation of fat that would
otherwise be wasted. Co-planning was also helpfupriomoting continuous supply.
When responding to the question of if there wemees when the SME (Laberi) would
have liked to deliver to the larger customer bugntihe customer indicated that they
already had enough for instance from other supplier

“Ah, sometimes but very rarely because they plath &e plan ahead with them and say
we will have 100 cattle in this next nine monthd Hrerefore we need to sell you so many

a month. And mostly that works pretty well.”

The collaborative planning involved a lot of coratibns across the two firms (Laberi

and its larger customer, Gamma). This was chatiaettby weekly communications and

also at the beginning of a season the two pargesed on the number of cattle as well as
sheep that the larger customer would buy. This el@ar from the response by Laberi

when asked how the process was like in planningthay.

“Basically a lot of conversations between the miairicher (larger-customer’s employee)

who does all the buying. We would speak every Wwatlalso at the beginning of the

season we would say we know we will have 500 lawdbsyill have 100 cattle, so that we

need to know that you will take those, and he nealyadve, | don’t know, 10 suppliers. He

will know he will have however had many cattle oy and he will plan it and make sure

that he takes them from people regularly accordogrhat suits their farm.”
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When asked about the modes of communication theg weed, Laberi indicated that it
was mainly by telephone, email as well as by plasigisits especially during
deliveries/supply.

“Ah, email and telephone, very personal, very paao(Or you go there also?) Yes yes,
we deliver anyway. We have our own lorry now somillebe taking stock regularly. But

mostly by phone and email.”

The planning seemed more targeted to actions bgrttatler supplier (Laberi) rather than
the larger customer. In other words, the largetasuer seemed to be the one contributing
more to plans of the smaller supplier rather th@ngupplier contributing to the plans of
the larger customer. Laberi considered itself asngano input to the larger customer’s
plan. However, the SME used to have input when dhgtomer was small but this
scenario changed when the larger customer grewaBsri indicated:

“l think we used to, but now they are so big, | aat sure we do any more because they
have grown so much. In the early days, yes... Buttheyare so big, they can’'t be quite

flexible because they have grown massively.”

5.6.2.2 Collaboration in enhancement of continuous supplgar round

Laberi and the larger customer (Gamma) collaborate@nsuring that there was a
continuous supply of organic beef and lamb througjltioe year.

“We collaborate in that we have worked to producénaals all the year round. So one of
the key things is to make sure that we can detivéhem every week a small number of

animals and with both cattle and the sheep we lawd&ed quite hard to do that and we
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manage it quite carefully. Whereas most farmerstw@produce all their lambs and sell
them all in large batches, we sell about 12 lambsegek and may be five cattle every
week for of much of the year as we can. So we adjusted our systems to make sure

that we can have continuous output.”

5.6.3 Development and sustenance of technological intenkages

Laberi did not have interlinked technical systemthwts larger customer such as EDI.
They felt that they were too small for such a syst&/hen asked if they had any
interlinked system with the larger customer, fostamce one that which could allow
access to information across the two firms, thepoaded that:

“No, we don’t do that. Probably we are too smalt that. It is just by personal means.”

5.6.4 Bilateral development of knowledge and skills

5.6.4.1 Mutual learning

Laberi and its larger customer learned by visigagh other and being shown around the
host’s premises and processes. This is confirmatiibystatement by Laberi:

“The butcher (main buyer) we would have him com&rdonce in a while for a farm visit

to come and show him what is going on.”

Laberi's larger customer (Gamma) also gained froMES especially in regard to
understanding farm systems and quality. They cthéd use such knowledge in advising
other smaller suppliers. The SME expressed that:

“l think they have learnt that ah, they have leambre about farming systems and

quality. They would use us as an example of goadtioe for other newer suppliers.
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Because we are very established, lot of organiqpkens are much newer, and they
would use this as an example. They could then stivedl farmers to get some experience

or training or advice from us.”

Laberi learned from the expertise of the largetamer especially in regard to practices
that would enhance the display appeal of produlttss was particularly useful to the
SME because it had another outlet, the farm shopddition to the larger customer. In
this case, the smaller supplier was able to apmykinowledge gained from the larger
customer in the farm shop. The relationship with ldrger customer therefore enhanced

its understanding about butchering and presentatialisplay.

This learning from the larger customer through tk&tionship is clarified by this

statement by Laberi:

“We have gained a lot in terms of understandindpatichering and it's the way that meat
must be presented to be good quality. And | thik have also learnt from their

marketing because they have very high emphasisialitygand local and they have got a
particular way and reputation. So we have learrdtth knowledge of presentation of

beef is beneficial to us because we also seltla hit from here. We sell some at home.”

5.6.5 Co-evaluation

As noted above under the section on mutual leayninggas common for the larger
customer to visit the smaller supplier and be shanwound. When asked if there were
times when the larger customer recommended the afottaining that the smaller

supplier’s personnel needed to undergo, Laberomdgd that:
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“Ah no, | don't think so. But I think to be fair,enare very experienced organic farmers
so is more likely we will be giving training thah, decause we have eh, we do quite a lot

of education here and farm walks and demonstratianselves.”

5.6.6 Development and sustenance of commensurate culture

5.6.6.1 Quality orientation

Quality orientation was relevant in improving andimaining quality and subsequently
enhancing preferred supplier status. In Laberisecdhe partner, while commenting on
quality in relation to the customer-supplier redaship, indicated that:

“Yes as they have become more professional, theg bacome more specific about the
quality, that is for sure, and many organic farnteage had to improve their quality a lot.
Over time we have worked out what suits us begeims of farming and also what is

quality for our customers.”

5.6.6.2 Greening culture

Laberi stated how they relied on only feed producedfarm (rather than bought

concentrates) to feed their livestock and how thagycled almost everything, all of

which relates to greening:

“We grow all the grass to feed them, make silage lasly and we feed them a little bit of
cereals and nothing else... So the only real wasteeisve have on the farm like this is all
the black plastic from silage. We have lot of blatdstic. And at the moment we cannot

recycle that, it has to go to landfill which is b&b that is the main waste we have.”
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5.6.7 Marketing and promotion

5.6.7.1 Collaboration in promotion

Gamma and Laberi were found to be collaboratingramotion. Laberi suggested that:
“And also we have benefited from that because tfi@yger customer) do a lot of
publicity about their suppliers, for instance oreithwebsite they would have stories
about their suppliers which is good for both of uSometimes we enter competitions, ah
food competitions, we have tried various mediaghiah press things where we might
both be involved in article for something. Thapistty much it really. ..We would always

make sure that we acknowledge the other.”

Information in the larger customer’'s (Gamma) websibnfirmed the participation of the
larger customer in promoting the smaller suppli€his comprised pictures of the SME

supplier’s livestock as well as a story in praigdéhe smaller supplier.

Laberi suggested the benefits of collaborative mton as including reduced cost and
much more importantly, gains through reputatiom agsult of association with the larger
customer who already had good reputation.

“Yes | think so (save cost through collaborativeoqiotion). We get some advertising
benefits from that but this is fairly small as lidsabut yes, it is certainly good for our
reputation. They (large customer, Gamma) have & geod reputation and so we benefit

from that as well.”

In addition to the verbal communication, the lowstcpoint was validated by a research

report by a university which ranked Laberi’'s farm e most efficient among other
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organic farms in the region. A copy of the reseasgort was with the smaller supplier

and was shown to the interviewer.

In relation to cost, Laberi expressed that:

“The other side of it is that we keep our costs lm@. On the side of economic side, the
business is very tight in terms of keeping costs o it is very high performing business.
We do this farm business survey with “Phi” Univéysand from results of 2007; our
farm is the top performing farm in the survey. génerally in incomes, in profits. So in
the survey we come out very very high. So thamteyesting...l think we analyse our
business very carefully all the time, we look at cast and our performance. Something
like this (referring to the university research ogf) is very useful because it is very
detailed. Then you can think, ok, which bits oflibheiness are doing well and where are
the good bits, where are the bad bits and you aaoadly look at areas that you need to
improve on. And many farmers aren’t very good ait.tlso perhaps that is different

business background may be”

5.6.8 Participatory pricing

Gamma and the smaller supplier, Laberi were foungbractise participatory pricing.
Commenting on the co-participation and fairnesgricing, Laberi indicated that:

“So they always offer a very fair price. And sommets that means that we get paid a bit
more than the average. And sometimes we even gea pittle bit less. But we agree we
are going to be paid at certain level and then weksy that. And that requires a lot of

trust, a lot of trust.”
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5.6.9 Collaborative communication

The relationship between Gamma and Laberi was ctaised by collaborative
communication. This was useful in many ways inalgdimprovement in animal welfare
and management and consequently quality. The essérieedback is emphasized in this
statement by Laberi:

“It is useful to get feedback because, you knowitalhelps you manage animals as well
as possible, to prevent stress particularly. Seafget feedback that a certain animal was
not good, we might understand why that was. It mingive been upset in the lorry, you
know, there are lot of things that can affect. Alge feed different groups of animals
slightly differently, so it is also useful to knewkich ones have been the best because on

the two farms they are slightly different.”

Laberi’s larger customer provided the smaller sigoplith feedback especially in regard
to quality and the two parties (larger customer antller supplier) discussed the best
product. In this regard, Laberi mentioned that:

“We get feedback, feedback of quality. We will gssctogether what the best product is
and we would make sure that we are giving them wiet want. Yes they would ask us

for something and we would do it.”

5.6.10 Collaboration in solving each other’s problems andeing responsive

5.6.10.1Collaboration in implementing each other’s requests
Laberi considered itself reliable in solving itsgar customer’s problems and on the other
hand, the larger customer (Gamma) also put efftd sustaining the supplies from

Laberi. This is reflected by this statement by Lrabe
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“We are totally reliable. And whenever they ring apd say we have got a problem, we
will always sort it out...They are also very intesgsbr concerned in making sure that

they are able to sustain us or to honour whatekiey fpromise.”

Also as noted in the section on collaborative pilagnand communication above,
effective communication was relevant in enhancirgmpt deliveries and in appropriate

guantities, thereby reducing waste.

Laberi also indicated that the two parties respdniderequests by the other party and
worked together in implementing the requests.

“We have always worked with them responding to vithey want and very much working
with them to produce what they ask for. So thetiaiahip has grown over 18 years. And

as they have changed we have made sure that wgsajwaduce what they want.”

5.6.11 Provision of services to SMEs

5.6.11.1Service provision to smaller suppliers

In the Gamma-Laberi relationship, the larger cusiomas noted to provide butchering
and packaging services to the SME. This was domecast by the larger customer rather
than at a profit. The meat was then sold by the SiEs own farm shop. Although the

meat belonged to the SME supplier, the packagimgechthe larger customer’s brand.

Indeed packaged/sealed meat bearing the largeonoass brand was observed at the

SME supplier’s farm-shop.
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In connection to the butchering and packaging sesyiLaberi suggested that:

“They do our butchering so we get back meat herseld They do the butchery for us
which is very good for us because they are veryddmgchers, so we get back packed
meat to sell. They butcher and give us back sdrmarcown (meat) to sell here. They do

it at a cost rather than at profit.”

5.6.11.2Subsidizing smaller suppliers

In addition to the butchering and packaging sesvidescribed above, in the Gamma-
Laberi relationship, the larger customer paid ftemughtering services for smaller

suppliers. This involved absorbing some of the caftslaughtering and processing that
would otherwise be incurred by the supplier. Thaswonsidered by Laberi a rare thing

and not common with other businesses/customers.

In connection to payment for slaughtering costidraexpressed that:

“And they also pay the cost of slaughtering. Sogeé a very good price because we
don’t get very many deductions. | think they payughtering for everyone who uses the
abattoir in Devon. But compared with other busimssshey absorb some of the costs of
slaughtering and processing in a way that in othempanies you would not find. So |

think they are quite generous.”

5.6.11.3Encouragement and confidence building in growth
Moral support through encouragement and confidéngeling in growth was identified
in the Gamma-Laberi relationship. As the largettauer grew, it encouraged the SME to

grow as well. In other words, the larger customavegthe SME confidence to grow.
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Therefore, the growth by the larger customer tadktiown to the smaller supplier. The
supplier benefited for instance in terms of incesbprofits and improved efficiency due

to increased production and gains from economissale.

The encouragement and confidence in growth isateftein this statement by Laberi:

“They encouraged us to expand. In the early dayatewer we had they would have but it
was very very small but yes, certainly they gavthasonfidence to expand our farm for
sure. As they grew, we grew. ... We developed oylysugs they grew we grew and sort
of synchronised what we did...Ah, it just allowedaigxpand so that we can grow the
business. Yes it has been good for us because wveeb®@ome more profitable. So we

spread our costs over a bigger area and have becuoore efficient.”

5.6.12 Value of generic relationship

5.6.12.1Co-creation of a guaranteed market
Although Laberi and the larger customer did notehav written contract, the SME
indicated that they had commitment to buy the peceduhat they supplied. This

guaranteed market gave the SME some confidence.

Related to guaranteed market and confidence, Lakpressed that:

“The point is we have had commitment of the contsacwe always know that they will

buy what we can supply. So that has given us sonfalence.”
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5.6.12.2Elimination of middlemen

Laberi indicated that the relationship with thegkar customer, Gamma, was important or
beneficial in enabling the elimination of brokersdathis subsequently promoted better
price. When asked if the relationship with the éargustomer had contributed to the
elimination of brokers or middlemen, the suppli@icated that:

“Yes. Well, because it is a direct relationshipe wlon’'t for instance belong to a

cooperative which lots of other producers mightobgl to a cooperative and have their
marketing done through that. But we always haveedomirectly. That is good for us

because we get a better price.”

5.7 Delta-Spibe relationship

5.7.1 Innovation and design dependence

5.7.1.1 Design dependence

Some degree of design dependence in product dewelttpvas noted in the Delta-Spibe
relationship. The larger customer provided spediiftms whilst the smaller supplier
advised on preferred parts, product availabilitycipg and provision of a free trial to
enable taste and package testing by the largeoroest The trials were also useful in
enabling the assessment of processing capabipibpeSxpressed that:

“It's our customer's blend. So they will say, adtyave want this ingredient at this

percentage. And then we will blend for them”

Related to product development, they (Spibe) ektiedrthat:
“So what we do, they (larger customer) will givethe ingredients and tell us how much
they want of each ingredient in their blend andwi# blend a small trial, which will be
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monitored for any processing issues, and then sethhem to ensure the blend can be
packaged. The larger customer will taste the prodacaddition to other quality tests.
Then they will send us feedback and ask for outtdfaek as well, like how difficult was it
to run the plant or process it and they will askittpackers as well, was it ok packing or

were there problems? Yes it's a fully involved psscthere is no question.”

For the new products that were developed basedpegifications from the larger
customer (Delta), the smaller supplier (Spibe) @eed this process as investment. They
therefore tended to supply the trial products todhstomer free of charge.

“Because we are trialling a new blend for them (tArer customer) which could lead to
more business, we will of course provide the tfaal free. This is not a service that is
offered for all customers; but dependant on theureatof the relationship with that
customer and history. Some suppliers may feelnbat product development should be
paid for by the customer; but we feel it is an im@ot part of building a relationship

with our customers. It is kind of an investmentrfrour point of view”

The free trials or rather the cost forgone becadis®t being charged may be considered
as value to the customer that is co-created throlgnelationship. This is so because the
SME (Spibe) indicated that if the trials were doméh any other customer that had not
been in a relationship with them for long, they Vaocharge that customer.

“In general, if it was a new customer that approadhus in relation to new product
development, we would of course charge them, tlsane doubt about it. But in terms of
customers that have been with us for years andsyednere we process most; if not all

their blends, we will not charge”.
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5.7.2 Collaborative planning

Collaboration in forecasting and planning

Spibe indicated that they usually got forecastsnfrtheir larger customer and this
enhanced smooth delivery.

“Certainly in terms of forecasting, we will ask thgDelta) for their forecast which they
will give us. It obviously benefits them becaudhely give us forecast, we can organise

improved delivery schedules.”

5.7.3 Development and sustenance of technological intenkages

5.7.3.1 Unique manufacturing system and mix of raw matersal

Spibe expressed the existence of a very strong lmmtdeen them and the larger
customer and this provided a continuous stream wdinkess. The linkage was

characterised by systems that were difficult totamel as well as dismantle as resetting
was estimated to take long time, about a year. Esvidenced by the statement by
Spibe:

“l guess we are tied into some of our customeitspoabably more to the nature, | mean
for example if one of our customer who does bleadt\io leave and go elsewhere. They
have to reset all the manufacturing, all the braagredients that we hold for them. So it
will take quite a long time to move and go somewladse. It would take probably about
a year to stop using us and go somewhere else. Whegan is, yes we have strong
relationships with our key customers and notablyséhwhere not only do we provide
ingredients but process for them as well. It idiclift for customer or an alternative

supplier to not only match quality of ingredients lalso taste profiles and the quality of
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the finished product in terms of cut size. It woptdbably take a customer a year to

move to an alternative supplier.”

Related to switching costs, Spibe added that:

“If it was just a case of buying the product inthink it would be quite difficult to keep
hold of customers because they are also going tgulie price-sensitive especially at the
moment with the economy the way it is. The ingreglieve purchase are based on
quality; rather than price. Blend is affected by thuality of the processing as well. With
all our ingredients we try and test. It is theredorquite a long process to get to the
product and also to appropriate quality standaraslaso it will take quite a long time to
move elsewhere. With the processing service anduatananagement that we offer, it

can make difficult for the customer to switch toadternative supplier.”

5.7.3.2 Collaboration in development of quality systems

Spibe supported some of its customers in developirgetting up a quality management
department. During the setting up and initial opers period, the SME and the larger
customer’s staff worked together in order to acdishpthe project. This took place
largely in the larger customer’s premises. Suchuality management department was
relevant to value co-creation at least in the fofnmproving quality. In this connection
Spibe suggested that:

“We have helped our customers in producing quatignagement systems. For instance

we have assisted some of them in setting up thaiitg department.”
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5.7.4 Bilateral development of knowledge and skills

5.7.4.1 Exchange visits

Spibe indicated that it was common for them anddhger customers, especially the top
ones, to visit each other regularly. The small@pser stated that:

“For example our top customer they came down herBlovember and we are going to
see them in February. Yes, with three or four aftop customers it's a regular kind of

thing.”

Spibe explained that the exchange visits usuatik tme day and they were important as
they provided a forum for discussing issues sudom@gasting, new product development
and pricing. They also discussed issues relatetigcsourcing of ingredients and they
expected this to contribute to improved procurem@&muibe indicated that, during the
visit, the larger customer would sometimes suggestcing of new ingredients that they
did not stock normally. This indicates the potdnti& such visits to introduce new

ingredients and hence products and subsequentaneatl innovation.

In regard to the visits and what they involved,femuggested that:

“In one meeting we talked about their forecastidgscussed new product development
and an update on sourcing products, we explainedréasons for price increases. Its
kind of sit down conversation and is the same kincbnversation that we will be having
when they come next week... yes, it's like ask thieah mwgredients they need in their
products. In relation to new product developmentwik find out what products are
required, as it may not be products we normallyreeuand due to long lead times it is

necessary that we have this information as earlyasrpossible. So, when we meet the
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next time, they will ask how well we are doingoarging these products, you know, have

you managed to find a certain product etc.”

5.7.4.2 Bilateral knowledge combination

Both Spibe and the larger customer (Delta) worlagkther, especially when there was
need to improve or amend a product. Each had ardiif expertise. Spibe’s owner was
very knowledgeable about the blends, particularlyelation to textures and volumes in
regard to the ingredients that were mixed togetBerthe other hand, the larger customer
was more knowledgeable in terms of the health lsnéfat would be derived from
different ingredients. In such situations, the tworked together to develop more

appealing products. This is clarified by this etaént by Spibe:

“We would send ingredients up to them and againwitecollaborate like if they have
got issues with it lets say if they say this dgrisinot right, we can unpack it, then Y who
is the owner of the company is very knowledgeabteiablends, he will say how we will
mix the ingredients till we get it right. We wilkeiour expertise to use different parts/cut
of an ingredient to develop a product that will RaBo, he would kind of work with them
a little bit and kind of identify may be a betteaywof doing it. So like textures and
volumes he is more knowledgeable about it and olsiyathey will be better in kind of
health benefits of the blends and the ingredientslzow it tastes and what have you. And

also we have got experience from a former company.”
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5.7.5 Co-evaluation

The larger customer, Delta, and the smaller suppfpibe, were both active in the
evaluation process. In relation to the audit, Spilokécated that:

“Because our customers do come and audit us andl@ay; you know; do you have
proper food safety systems in place, how do yowkchbat there is not foreign
contamination in the products, have you trainedrystaff for instance on basic food
hygiene, and so we have customer audits...an gadicustomer can take two days, so
that is the quality manager and the assistantrgjtthere and going through all the paper

work and going to show them outside and talkinthém.”

5.7.6 Development and sustenance of commensurate culture

5.7.6.1 Quality orientation

To improve on quality, the Delta-Spibe relationsimplemented systems that promoted
quality. The co-evaluation mentioned above was alseful in improving and
maintaining appropriate quality. Spibe indicateaith

“Ah, some of our customers we have helped in texhiike quality for example we have

helped them set quality departments.”

5.7.7 Marketing and promotion
Spibe was looking forward to collaborative promaotiwith the larger customer. In
relation to featuring the larger customer in theben supplier's website, Spibe indicated

that:

233



“One thing we are looking at doing now is re-designour website and we would like to
do some shared marketing. So we are looking atigawase studies of some of our key

customers.”

5.7.7.1 Display of products at each other’s premises

Joint promotion of products was expressed and wedem the form of displaying
products in each other's premises. In the Deltd&pelationship, the smaller supplier
displayed in its premises samples of finished pctglthat were supplied by the larger
customer. These products were developed through sthaller supplier supplying
ingredients to the larger customer and the lat@ngl the packaging. During data
verification discussions, the smaller supplier esged that this was important especially
because they usually have annual open days whenirtkige the general public and
hence the consumers/visitors get a chance to saetthy produce. This contributed to
increases in sales. Also the larger customer amdrtialler supplier consulted on products
for promotion and this was essential in enhancimgdpcts for promotion. Spibe

expressed that the larger customer also did simliggniays of the products at its premises.

5.7.7.2 Joint decision-making in promotion

The larger customer (Delta) and the smaller supfipibe) were found to be involved in
joint decision-making in promotion. Spibe indicatédt:

“They (larger customer) would send a couple of rhehnotice and say, look, we are
promoting this particular product therefore we netdmake sure that you are able to

produce extra to ensure that demand can be met.”
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5.7.8 Collaborative communication

The Delta-Spibe relationship was characteriseddnticuous and mutual willingness to
communicate. The smaller supplier commented theovihg in relation to
communication with Delta:

“We work so closely with them and speak to themaodaily basis to ensure tight
communication and so that any issues can be raséuke earliest opportunity. They also
want to be closely involved as the supply chairmasswith any business essential to
ensuring demand is met. Thus, we work so closghthier with them and, you know ah,
you want to keep communication with them, you @kengy to them on telephone perhaps
daily and actually they want to as well ... with sstoumer characterised by such high
level involvement and relationship, they expect ggophone them every day just to say

everything ok? Anything | can do? You know its @bfwdaily contact we have with them

anyway.”

5.7.9 Co-pricing

As noted under the section on bilateral developreéikinowledge above, Spibe and the
larger customer made frequent visits to one anathdramong the issues they discussed
was pricing. The fact the both parties participategricing was relevant in promoting
fairness. During the findings verification visit tiee smaller supplier, Spibe added that co-

participation in pricing was also useful in ensgroompetitive prices.
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5.7.10 Collaboration in solving each other’s problems andeing responsive

5.7.10.1Collaboration in sharing experiences

Sharing experiences between larger customers amatlesnsuppliers was found in the
Delta-Spibe relationship. If one faced a problemwvirich the other party had previously
gone through, it would seek ideas or opinions friv@ already experienced party. For
instance, Spibe asked its larger customer for sadvece in regard to recruitment of a
delivery services provider. Delta had just recuitaeir delivery service provider and
therefore had experience in such recruitment akagsdhe efficiency and effectiveness of
the provider. Spibe stated that this sharing cbuated to reduced costs in sourcing a new
delivery services provider and also there was kedge gained by the smaller supplier in
relation to the effectiveness of the provider. Tdtisdy therefore argues that such sharing
of experiences is relevant for efficient and effeefproblem-solving. This is particularly
the case considering that, without the relationstiiith the larger customer the smaller
supplier would probably have spent more resourfoesnstance in terms of time or even

finance.

Spibe described the sharing of the delivery serproeider as follows:

“For example we talked to some of our customersativer day about couriers because
we are looking at changing our supplier who delsveur packages and our parcels. So
we go to our other customers and say to them, wevkhat you have changed yours
recently, who do you use, how do you go along thitm and what sort of deal have you

got? Yes, we talk to them like that. We have veog gelationships with our customers.”
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5.7.11 Value of generic relationship

5.7.11.1Provision of business
Spibe mentioned the value of the customer-suppéiationship in providing business.
The supplier said that:

“We continue to get their business including alneroduct development.”

5.7.11.2Enhancing customer retention

In the Delta-Spibe relationship, when asked if thlationship that the smaller supplier
had with the larger customer was beneficial, thepBer suggested that it was useful in
terms of enhancing customer retention. This retenttas buttressed largely by the nature
of the manufacturing process which according to shwaller supplier was long and

difficult for other suppliers to implement with pect to the high quality of products that
it yielded. Also the development of some produetguired a long period of learning and
hence the huge cost of setting up appropriate mgstdhis may imply high switching

costs.

The customer retention benefit of relationshipléacfrom this phrase by Spibe:

“l think it (collaboration) is beneficial in termsf retention of customers. | think it is
more difficult particularly for our blend custometis move elsewhere because it's quite a
long process and requirement to match the quafithe existing product, as just because
they know what the ingredients are, they can't gistelsewhere to have it processed
because it does not mean it has the same qualitgssarily. | mean it has been a

learning experience for us. So the blend they mebwe, want it consistently on a regular
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basis and if they went somewhere else it may benefr standards. So | think we benefit

in that respect and we do give our customers & lot.

5.8 Summary of the chapter

This chapter has presented the within-case anabydise five case studies that form the
larger customer-SME supplier relationships that eoasidered in this thesis. It is
interesting to see the varied ways in which theydarcustomers and their smaller
suppliers collaborated, co-created value and tifferdnt types of value that they co-
created. The findings suggest many areas of colidibo and these include: innovation,
planning, development of knowledge and skills, rmeéirlg and promotion, and

communication. There are also varied value co-tnegiractices that were implemented
by the SME suppliers in relationship with the largeistomers. The co-created value
comprised both monetary and non-monetary value.fiflttngs are analysed further in

the next chapter through cross-case analysis.
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Chapter 6. Findings: Cross-case analysis

6.1 Overview of the chapter

This chapter presents the findings of this studsebaon cross-case analysis. This covers
the areas of collaboration in the larger customdESupplier dyad, the manifestations of
the value co-creation as well as the respectiveievalo-created. This involves the
examining of the conceptual framework presentedhapter three which identified the
following areas of collaboration: collaborative mténg; joint technical systems,
innovation and design dependence; bilateral devedop of knowledge and skills; joint
teams; cross-functional coordination and informastaring; and, the development of
commensurate culture. Consistent with the concétamework or rather the previous
studies, this thesis recognises value to include bwnetary and non-monetary elements.
The chapter also presents quasi-statistics thagjemerated through cross-case analysis.
The quasi-statistics include number of collabomtveas, value co-creation practices and
types of value per larger customer-SME suppliesti@hship (Table 16). Others are the
number of types of co-created value, value co-eapractices and applicable

relationships per collaborative area (Table 17).

6.2 Findings on collaborative areas, value co-creatioand value co-created

The previous chapter has presented the key findidhis study based on within-case
analysis. Larger customers and the SME suppliere i@und to collaborate in many
aspects including innovation, planning, developmantl sustenance of technological

inter-linkages, bilateral development of knowledgand skills, development of
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commensurate culture and promotion. These werefested in varied ways and this
reveals the various practices of value co-creati@mt were implemented by the larger
customers in relationship with their SME supplieFee findings suggest different types

of value being created in the relationships. Adlgé findings are summarized in Table 15.
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Table 15: Summary of findings on collaborative ares, value co-creation and value co-created

Areas of collaboration

Manifestation (value co-ceation)

Value co-created Relationship

Innovation and design dependence

Planning

a) product development and concept evaluation b)
product name c) packaging

-Larger customer recommending development of
products with longer shelf-life and the smaller @igy
implementing this requirement

-Recommending development of very small cheesk to f-Increased revenue

children’s lunch packs

-Discussion on appropriate breeds (raw materials)
-Discussion on best product

-Product development: larger customer providing
specifications whilst smaller supplier advising on
preferred parts, product availability, pricing grdvision
of a free trial to enable taste and package tesftihig also
enables assessment of processing capability

-Development of business plan througlersiterations
in consultation with both larger customer’s and lena
supplier’s staff. This included agreeing on promiodl
products

-Consultationgacithnge of ideas e.g. deliberations oincreased ranges of products Alpha-Sowa

-Enhanced success of products due to
being interesting to consumers
-Preferred supplier status

-Reduced transactional cost Alpha-Sowa
-Preferred supplier status
-Reduced waste

Omega-Chesa

-Improved quality Gamma-Laberi

-Perceived investment by smaller Delta-Spibe
supplier

-Waive cost for the larger customer

throughfree trials

-Enhanced innovation

-Successful products especially in terms

of both taste and packaging

-Enhanced processing capability

-Continuous supply and in appropriate Omega-Chesa
quantities

-Boosting sales through promotional

products agreed during co-planning

-Guaranteed cashflows

-Boosting innovation
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Areas of collaboration

Manifestation (value co-ceation)

Value co-created Relationship

Technological inter-linkages

Bilateral development of
knowledge and skills

-Agreeing ahead on quantities of lambs and caitleet
supplied

-Forecasting: exchange of forecast plan.
-Smaller supplier discussed new ideas prior devedoy

of products and new products prior introductionhi®
market

-Collaboration inadishment and utilization of EDI

-Implementing projects for quality improvement: dheia
supplier helping some larger customers set quality
management departments

-Complex and unique manufacturing system and mix of-Continuous provision of business

ingredients; characterised by high switching cost

-Internships: smaller supplier’'s staff, with suptdfoom
the customer, help at customer’s premises e.gaakisg
shelves

-Larger customer visiting and being taken round the
smaller supplier’'s premises

-Suppliers staff sensitized on quality issues atauer’s
premises.

-Reduced wastage Gamma-Laberi

-Enhanced continuous supply
-Enhasoexbth delivery of products Delta-Spibe

-Enhanced market success of new
products

Alpha-Sowa

-Higher sales limth firms
-Continuous supply: no empty shelves

Omega-Chesa

-Improved quality Delta-Spibe

Delta-Spibe

-Enhanced understanding of consumeitOmega-Chesa
needs

-Enhanced understanding of customer

needs

-Enhanced innovation

-Familiarization with smaller supplier's Omega-Chesa
systems and loyalty building

-Improved quality Zeta-Bete
-Enhanced understanding of customer’s

needs
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Areas of collaboration

Manifestation (value co-ceation)

Value co-created Relationship

Co-evaluation

Marketing and promotion

-Larger customer and smaller supplier visiting eaitter.
Smaller supplier learnt about meat presentationused
this knowledge in displaying at its own farm shbarger
customer learnt about farming system and used the
smaller supplier as a reference point for othepbeys

-Exchange visits: larger customer visiting smadlgpplier
and vice versa

-Bilateral knowledge combination: Spibe’s owner
knowledgeable in mixing ingredients to achieve
appropriate textures, pricing and availability obguct.
Larger customer knowledgeable in health benefits of
blends, taste and ingredients. The two worked bmydiy
combining respective knowledge to develop more
appealing products

-Larger customer staff and smallgipsier’s directors
together evaluate factory and staff and identiyning
needs

-Larger customer visiting the smaller supplier and
together doing the evaluation especially on qualifpects

-Product launch: smalleapdier sought advice from
larger customer when launching new products

-Knowledge for instance on product Gamma-Laberi
display

-Improved meat presentation at smaller

supplier’s farm shop

-Reference point by the larger customer

to other suppliers in regards to

appropriate production methods

-Patrticipation in pricing Delta-Spibe
-Product development

-Enhanced procurement of ingredients

-Development of more appealing Delta-Spibe
products

-Improved quality Alpha-Sowa
-Preferred supplier status

-Enhanced food safety and hygiene. Delta-Spibe
-Improved quality

-Enhanced product success Alpha-Sowa
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Areas of collaboration

Manifestation (value co-ceation)

Value co-created Relationship

Co-pricing

-Product distribution through use of large custoserry

-Smaller supplier found larger customer’s extensioee
networks useful for effective distribution of theoducts

-Acknowledging each other and co-promotion through:
website, media, newsletters and award winning

competitions

-Display of samples of end products at each party’s

premises

-Planned case-study (shared marketing through tegbsi

-Consultations on products to be promoted

-Co-participation during promotion

-Both larger customer and supplieripgrating in pricing

-Co-participating in pricing

-Prices were not unilaterally determined but indfdenth

parties agreed and committed to price

-Reduced cost Omega-Chesa
-Improved capacity utilization of larger

customer’s lorries

-Reduced carbon emissions

-Reduced distribution costs Alpha-Sowa

-Reputation Gamma-Laberi
-Reduced cost

-Increased sales Delta-Spibe
-Enhanced availability of promotional
products

-Increased sales Omega-Chesa

-Reduced costs

-Fairness Alpha-Sowa
-Ensured competitiviécpg Delta-Spibe

-Fairness

-Fair prices Gamma-Laberi

-Satisfaction
-Price stability
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Areas of collaboration Manifestation (value co-ogation) Value co-created Relationship

Corporate Social Responsibility  -Collaboration in exposing school children to agiteral -Reputation/public relations Omega-Chesa
(CSR) aspects e.g. through facilitating and sponsorisigsvto

farms
Communication/feedback -Feedback on quality e.gcanmdition of beef and lamb  -Improved quality Gamma-Laberi

-Improved management of animals
while transporting as well as at farm
and subsequently improved animal

welfare
-Continuous communication (e.g. weekly) on quasgito -Reduced waste Gamma-Laberi
be supplied and other delivery issues -Prompt deliveries
-Maintaining communications and exchange visitgpy -Enhanced forecasting, Delta-Spibe

frequent visits by larger customer and smaller Bepf®  -Enhanced new products developmer
each other’s premises b) almost daily telephonimdythis -Favourable pricing
could be made by either party -Ensured everything was ok
-Improved procurement
-Enhanced innovation

-Two-way communications -Enhanced understandinguefomer’s Omega-Chesa
wants
Problem-solving -Smaller supplier working withdar customer in -Mutual satisfaction Gamma-Laberi

responding to what they (larger customer) want and
working with them to produce what they ask for
-Smaller supplier responding in case of any cadidive
larger customer’s problem

-Larger customer endeavoured to sustain the smaller
supplier and honoured promises

-Sharing experiences: for instance Spibe soliddéeger  -Reduced costs in sourcing new Delta-Spibe
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Areas of collaboration

Manifestation (value co-ceation)

Value co-created Relationship

Development of commensurate
culture

Generic relationship

customer’s opinion on contracting alternative dsatyw
services provider

-Quality orientation

-Greening culture: a) closed-loop systems b) rewngcl

-Co-creation of a guaranteadket through mutual
development of commitment to the contract
-Elimination of middlemen

-Enhancing customer retention

delivery services provider
-Knowledge about the effectiveness of
the provider

-Improved quality -Delta-Spibe
-Enhanced preferred supplier status -Omega-Chesa
-Gamma-Laberi

-Sustainability -Omega-Chesa
-Gamma-Laberi

-Build smaller supplier's confidence = Gamma-Laberi

-Better prices

-Enhanced customer retention Zeta-Bete
-Provision of business consistently  Delta-Spibe

Source: Author’'s compilation

246



6.3 Areas of collaboration

The findings suggest twelve areas of collaboraiiorthe relationships of the larger
customers and the SME suppliers in the organicosd@iable 15). It is through these
collaborative areas that value co-creation aspesse implemented and thereby
generated value. The identified areas of collabmmaare innovation, corporate social
responsibility (CSR), technological inter-linkageglanning, co-evaluation and
development of training needs, bilateral developneéknowledge and skills, marketing
and promotion, co-pricing, communication/feedbagigblem-solving, development of

commensurate culture and generic relationship.

6.3.1 Innovation and design dependence

The collaboration in innovation is particularly éidébearing in mind that by being further

downstream, the larger customer/retailer tendsut@ ltloser contact with consumers than
the SME supplier and hence is more likely to haugeter understanding of consumer
needs. Such knowledge of consumer needs is usefdeveloping products that are

successful. Based on the larger customer’'s mankelligence or rather experience with

consumers, through the customer-supplier relatipnshAlpha advised the smaller

supplier (Sowa) on the possibilities of success wieir new products.

Customer-supplier relationships were found to bpartant in achieving packaging and
product name that appealed to consumers or mafk@t&xample the Alpha supermarket
runs packaging in collaboration with a smaller digopSowa. They discussed the best

packaging for a particular product and deliberatedthanges when needed.
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Since the assessment of new ideas as well as pgsodas largely based on the larger
customer’s knowledge of consumer needs, subsegutndl was useful in enhancing
market success of potential products for developrasnwell as the developed products
about to be introduced to the market. Spibe (smallpplier) and its larger customer
(Delta) also collaborated in developing productse Targer customer usually provided
specifications and then the smaller supplier digl dievelopment, in this case blending
various herbs. The role of the party further dowgenh in the development of new
products is again noted here. This was criticaldaveloping products that satisfied
customer needs and hence success in the market, Aiee to exchanged ideas,

innovation was enhanced.

6.3.2 Co-planning

Four relationships were found to collaborate implag. These were the Omega-Chesa,
Gamma-Laberi, Delta-Spide and Alpha-Sowa relatiggsshThis took slightly different
forms such as: development of business plan thr@egeral iterations in consultation
with both larger customer’s and smaller supplistaff as was the case in the Omega-
Chesa relationship; informal agreement on quastitiebe produced and supplied in the
Gamma-Laberi relationship; exchange of forecashgia the Delta-Spide relationship;
and, discussion of new ideas prior to developmépraducts and new products prior to

introduction to the market as was the case in tiph@Sowa relationship.

6.3.3 Development and sustenance of technological intenkages
Technological inter-linkages were found in two krgcustomer-smaller supplier
relationships. These were the Omega-Chesa and-Bgitie relationships. In the Omega-

Chesa relationship, this took the form of collaltiora in establishing and utilizing
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electronic data interchange. In the Delta-Spidati@hship, the smaller supplier had a
complex and unique manufacturing system and mixngfedients and this bonded it

strongly to the larger customer thereby making avitg very expensive.

6.3.4 Bilateral development of knowledge and skills

Four larger customer-SME supplier relationships evéound to collaborate in the

development of knowledge and skills. Short exchangjés that necessitated one party to
learn from the other was common in Gamma-Laberitadb®pide and Omega-Chesa
relationships. However, in the Zeta-Bete relatigmstine larger customer did not visit the
smaller supplier but instead Bete visited the laggestomer together with other suppliers
and they were sensitized on quality issues. Intmotdto the short visits, in the Omega-
Chesa relationship, relatively prolonged visits evéound and this took the form of

internship whereby the smaller supplier's employeesre engaged in the larger
customer’'s premises for a number of days and in plezess they interacted with

consumers as well. Consequently, this enhanced timelerstanding of customer and
consumer needs. In the Delta-Spide relationshipladeral knowledge combination was
identified. Spibe’s owner was knowledgeable in maxingredients to achieve appropriate
textures, pricing and availability of product whitee larger customer, Delta, was
knowledgeable in the health benefits of blendsradgnts and in tasting. The two
worked together by combining respective knowledgddvelop more appealing products

and this was not possible to achieve singly.

6.3.5 Co-evaluation
In the Sowa-Alpha relationship, the larger custors@ff together with those of the

smaller supplier audited the latter’s factory adl & the staff. In so doing, they identified
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the gaps that the small company needed to fillddr@ss to sustain its position as a
preferred supplier to the larger customer. The tacoiered issues such as cleanliness,
paperwork and ingredients that were used. Sowaamqud that the audit by the
supermarket normally involved three main activitiesst was the factory tour whereby
the supermarket staff together with the SME’s sfafirmally the Managing Director)
followed the flow through which food and drink weprocessed from goods-in to

dispatch plus waste disposal and staff facilities.

Second was documentation and reports review. Tivislved inspection of the various
documents including those on traceability aspett&CCP, calibration certificate,
cleaning schedules and so on. Supermarkets req@MBs to adhere to HACCP
standards though even without supermarkets pudbinthis, Sowa considered it good
practice. Third was the discussion on findingshef audit and this included deliberating
and agreeing on corrective actions. The auditsuemited how the small company
conducted its businesses. For instance the em@ayere trained in accordance with the
audit. Such training could be on hygiene and sikghissues. Considering the issues that
were deliberated during the audit such as hygiel#&CCP and cleanliness, this implies
that the co-evaluation contributed to improved gualAlso, since the audit was an
essential requirement by supermarkets then ithmiparticipating supplier at a preferred

status compared to those not participating in ticbta

Similar to the Alpha-Sowa relationship, the Deltai® relationship was characterised by
co-evaluation. This involved the larger customaitirig the smaller supplier and together
doing the evaluation. In other words, it was pgvttory in that both parties were actively

involved in the evaluation. The main issues thaeve®vered during the co-evaluation, as
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may be inferred from the sort of the questions thatlarger customer asked the smaller
supplier as well as the personnel that were invblepiality manager and his assistant),
revolved around areas of food safety and hygienevels as quality. We therefore

interpret that the audits or the co-evaluation weseful in co-creation of value at least in

the form of enhanced food safety and hygiene akasejuality.

Unlike Sowa that identified training needs in cbbaation with its larger customer, not
all SMEs and their larger customers practised drigdtidentification of training needs. In
the case of the Gamma-Laberi relationship, neitherSME nor the larger customer was
involved in training each other nor in identifyirgach other’s training needs. Laberi
considered itself to be very experienced in orgam&tters and hence would rather train
others than being trained. None of the two recontedrihe sort of training that the other

one needed to undertake.

6.3.6 Marketing and promotion

6.3.6.1 Joint promotion through websites, newsletters, nednd events

The relationship with larger customers was usefulpfomoting SME suppliers. For
instance in the Gamma-Laberi relationship, thedaystomer used very nice images of
the SME’s animals in its website. Also through wtdss the larger customer did a lot of
publicity for the smaller supplier. This includedigication of stories about the supplier.
There was also collaboration in promotions, foitanse in websites, newsletter, media
and joint participation in competitions. Such prdimo in addition to benefiting the SME

supplier is likely also to benefit the larger custr for instance by getting access and
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using the SME’s information and materials (suchpesducts e.g. animal images) and

subsequently making the website appealing.

Unlike the Gamma-Laberi relationship whereby thgéda customer already featured its
suppliers in its website, in the case of the D8Jpabe relationship, Spibe indicated that
plans were underway for them to collaborate witlstemers in joint promotion,

especially through websites. However, their anéited model was slightly different in

that rather than the larger customer featuringstinaller supplier in the website; it was
the smaller supplier that was to feature the laoystomer. Although the co-promotion
through website had not taken-off, both Spibe dradlarger customer (Delta) displayed
end products at their respective premises. Thiglalsof products was observed at the
smaller supplier’'s meeting room where there wasatractive glass shelf well-packed
with sample end products. The smaller supplier esged that the larger customer did

likewise.

6.3.6.2 Collaboration in product distribution

In the backdrop of larger customers’ extensiveritigtion systems, some SMEs were
found to make use of these systems with the impaotducing their distribution costs.
The distribution system was in the form of usingé customers’ lorries as well as their
extensive store networks. The greatest potentrabtava was in exploiting the networks
offered by Alpha (its larger customer) and this fedyreatly reduced costs. On the other
hand, Chesa used the larger customer’s lorries whey were going back to depots
rather than going empty thereby increasing thgdacdy utilization and reducing carbon

emissions by sparing use of their vehicles too.
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6.3.6.3 Joint decision-making in promotion

Larger customers and SME suppliers were found tona@ved in joint decision- making
for instance in regard to promotion. So, the largestomer did not take the decision
unilaterally but rather sought approval from the ESMupplier. This was the case in

Spibe’s and Chesa’s relationships with their respedarger customer.

6.3.7 Participatory pricing

Participatory pricing was found in the relationshgd the larger customer and their SME
suppliers. The SME suppliers did not fix pricescaatmously but rather their larger

customers also played a role in pricing the pragltitat were being produced by the SME
suppliers. This was important for the sustainabibf the parties, SMEs and larger

customers. Participatory pricing was found in thph&-Sowa relationship whereby

Alpha was involved in pricing Sowa’s products. G@img was also found in the Delta-

Spibe relationship whereby the larger custometadsihe smaller supplier and discussed

prices among other issues.

Likewise, in the Gamma-Laberi relationship, it westher the larger customer nor the
smaller supplier that decided on the price unitdhgr On the contrary, both parties
participated and the appropriate price was mutwsdhged upon. Due to the agreement or
co-participation, the joint pricing generated valmethe form of mutual satisfaction
through fair prices. Also related to pricing, Laberdicated that the larger customer
always provided a fair price. The two parties (&rgustomer and smaller supplier)

agreed on price in advance and even if the gemeiee level declined thereafter, the
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SME was still paid at the agreed higher price as ldrger customer was already
committed to it. This reveals the role of the largestomer-SME supplier relationship in

promoting price stability.

6.3.8 Co-participation in corporate social responsibility

Although corporate social responsibility activitea®e usually associated with large firms,
this study identifies participation of SMEs as dastoated in the Omega-Chesa
relationship through sponsoring school childrenigit farms. This was achieved through
a collaborative programme. The main aim was to s&pschool-going children to

agricultural aspects so that they are well-inforneed how the food that they eat is
produced. Both the smaller supplier and the laogstomer would contribute to funding
trips for the children when going to visit the farirhe supplier also provided staff to take
the children round the farm and explain to themoediagly. The supplier was also

encouraging other farms to join so that the chiids®uld visit not only its farm but also

many more.

6.3.9 Collaborative communication

Larger customers and their SME suppliers were fouad be collaborating in
communication across the parties. This was essentenhancing the relationship. For
instance Omega and Chesa maintained a two-way comation. Delta and Spibe
communicated almost on daily basis and this coeléhitiated by either party. Although
SMEs valued the feedback from their customers, whkiey considered a great benefit,
sometimes the feedback from larger customers sautate harsh or stringent from the

point of view of the SME supplier and this was tiase with the Zeta-Bete relationship.
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Laberi considered feedback essential for severasoms. These included improved
management of animals while transporting, improwe@hagement of animals at farm
level through feedback on quality with respectiferent feeding systems under which
animals were produced, improved animal welfardrfstance through reduction in stress,

and generally improved quality.

6.3.10 Collaboration in solving each other’s problems andeing responsive

6.3.10.1Collaboration in implementing each other’s requests

The relationships between the larger customerdtagid SME suppliers were found to be

useful in solving each other’s problems and beegponsive to each other. For instance
Laberi considered itself reliable in solving itgdar customer’s problems. The larger
customer (Gamma) also put effort into sustaining shpplies from Laberi. This study

considers this mutual responsiveness to be essenéiahancing mutual satisfaction.

6.3.11 Development and sustenance of commensurate culture

6.3.11.1Greening culture

Larger customers were increasingly sensitive tosgorer needs and this had strong
repercussions on the way the suppliers were exghéatadapt their businesses to changes
in consumer culture. For instance, the climate ghattebate led to a cultural change in
favour of environmentally friendly products as wadl firms that supported recycling. In
this connection, consumers and supermarkets areasiagly interested in food that has
less ‘food miles’. The SME suppliers in this studgd to change their procurement
culture in line with larger customers by giving ference to local sourcing, to minimize

carbon footprints and reduce food miles. Organigcsomers and larger customers were
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increasingly in favour of ‘green’ suppliers and darade processes. Accordingly, the
suppliers were increasingly restructuring theirteys in order to emphasize recycling

and other sustainable processes.

For example, Chesa devised an integrated processelghoutput from one level fed the
next level as input. The process comprised cowk-ofkeese-whey-pigs-manure-grass-
cows. So, all the by-products that were a problerother peoples’ systems were the raw
materials for the next stage in Chesa’s systems €bontributed to ‘greening’ within the
relationship and also reduced production costs imedeased competitiveness, thus
contributing to new technological innovations aradue co-creation in the Omega-Chesa

relationship.

6.3.11.2Quality orientation

In addition to environmental concerns, there waseased sensitivity towards quality.
Delta-Spibe, Omega-Chesa and Gamma-Laberi rel&ijossvere all characterised by the
adoption of quality orientation and this was ineliwith larger customers’ requirements.
The relevance of collaboration by larger custonzerd SME suppliers in achieving and
sustaining appropriate quality was also noted byrdifa (1996 p.95). Likewise the

influence of larger customers’ culture and valuegheir SME suppliers was observed by
Johnsen and Ford (2006), though in the textile sthgu In this study, larger customers
had a high quality orientation culture and accagtjinthe smaller suppliers tended to

follow suit.
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6.3.12 Value of generic relationship

Sometimes the SME suppliers could not identify plagticular collaborative area that
yielded benefits in the customer-supplier relatiops. However, they were categorical
that the relationship was beneficial. In the Ganiraberi relationship, the value of the
relationship was identified as better prices thfoefjmination of middlemen and also
confidence-building. The elimination of intermedksr is likely to reduce the number of
points of contact for supply and this delivers ¢desable benefits in terms of transaction
cost savings and also generates relational bemefitsaling with fewer but closer partner

suppliers (Hingley and Sodano 2010).

In the Delta-Spibe relationship, the smaller suggptionsidered the relationship with the
larger customer as being beneficial because it ss¢eded customer retention and
subsequently provided business all the time. Thetridbmtion of customer-supplier

relationships to the financial performance of SMipEiers was empirically confirmed by
Duffy and Fearne (2004) and therefore this findimigiot a surprise. This contribution

underscores the importance of customer-suppliatiogiships in generating revenue.
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6.4 Value co-creation

6.4.1 Value co-creation across relationships

Maxwell (1996 p.95) recommend the use of quasistted because at least they enable
the researcher to assess the amount of evidenttee idata. Table 16 shows on a per
relationship basis the number of areas of colladmra identified value co-creation
practices and types of values that were co-creditate details on how the quasi-
statistics were estimated are shown by Annex 1lpl@cally, the quasi-statistics are
represented by Annex 3. Among the five relationshimat were considered in this study,
the Delta-Spibe relationship had the highest nundfelypes of co-created value (22)
while Gamma-Laberi was characterised by the higmeshber of value co-creation
practices (18). On the other hand, the Zeta-Bé&tioaship registered the lowest number
across the three aspects (collaborative areasg wakcreation practices and types of co-
created value). Apart from the Zeta-Bete relatigmghat had only two collaborative
areas, one value co-creation aspect and three ofpescreated value, all the other four
relationships had at least five areas of collabonatten value co-creation practices and

seven types of co-created value.

The low levels of collaboration in the Zeta-Betéatienships may be attributed to the
mistrust that characterised the relationship. Thealler supplier accused the larger
customer of setting unreasonable demands and ainteeof data collection the supplier
was considering concentrating on alternative marlketd local individual customers,
rather than the larger customer. Probably suctodient contributed to low investment
in the relationship and subsequently low levelscalfaboration and value co-creation.

Indeed, during the data verification visit (two y&#ater), the smaller supplier indicated
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that there were no deliveries that had been madketdarger customer in the previous

eight months.

Table 16 presents quasi-statistics for amongstrettiee number of collaborative areas
per larger customer-smaller supplier dyad of thatienships that were considered in this
study. The Delta-Spide relationship was markedheyrighest number of collaborative
areas (11) followed by the Gamma-Laberi relationg¥). The Zeta-Bete relationship
had the least number of collaborative areas and ih this relationship that mistrust

characterised the larger customer-smaller supgiiad.

Table 16: Quasi-statistics on the number of collabative areas, value co-creation
practices and types of co-created value per customsupplier relationship

Larger customer- Number of Number of value  Number of types
smaller supplier collaborative co-creation of co-created
relationship areas practices value
Alpha-Sowa 5 10 7
Omega-Chesa 8 11 14

Zeta-Bete 2 1 3
Gamma-Laberi 9 18 18

Delta-Spibe 11 15 22

Source: Author’s compilation

6.4.2 Value co-creation across collaborative areas
The identified collaborative areas were manifestedifferent specific ways and these
represent how value was co-created. These incldaflle 15): consultations and

exchange of ideas especially in relation to newdpeb development; implementation of
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programmes that supported urban school childrenvistt farms; collaboration in

establishment and utilization of EDI; SME suppliaorking together with larger

customer in setting up a quality management demarttntonsulting and agreeing well
ahead on quantities of products to be produceddatidered; larger customer and the
SME supplier together evaluating SME processesstaftiand identifying training needs;
supplier’'s staff’'s sensitization on quality isswdarger customer’s premises; supplier's
staff having internships at larger customer's pe&® and, participation and
acknowledgment of each other in website, media, stetter and award winning

competitions. The number of ways in which value wascreated (value co-creation
practices) and also the number of types of co-eceatlue per collaborative area is
shown by the quasi-statistics presented in TableAhvex 2 provides the details on how

the quasi-statistics were derived.
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Table 17: Quasi-statistics on number of value co-eation practices, types of value
and customer supplier relationships per collaboratre area

Areas of collaboration Applicable Number of value  Number of
number of co-creation types of value
relationships practices

Innovation 4 6 8

Bilateral development of 4 4 11

knowledge and skills

Corporate social responsibility 1 1 1

Technological inter-linkages 2 3 4

Planning 4 4 7

Co-evaluation 2 2 3

Marketing and promotion 4 10 7

Pricing 3 2 4

Communication 3 5 10

Problem solving 2 4 3

Commensurate culture 3 2 3

development

Generic relationship 3 3 4

Source: Author’'s computation

6.5 The co-created value

The collaborative areas and the various ways afreating value generated several types
of value. Figure 11 shows on a per collaboratieadrasis the number of types of value
co-created, the number of value co-creation prasténd also the number of relationships

that these were applicable.
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Figure 11: Graph showing number of value co-creatio practices, types of value and customer supplierefationships per

collaborative area

Bilateral development of knowledge and skills

Generic relationship Innovation and design dependence

Commensurate culture development Corporate social responsibility

Problem solving

Technological inter-linkages

Communication Planning

Pricing Co-evaluation

Marketing and promotion

Applicable number of relationships Number of value co-creation practices - - - . Number of types of value
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The figure shows bilateral development of knowledgel skills having the highest
number of types of value (11) followed by collaliov@ communication (10) and then
innovation (8) and joint planning, and marketingl @aromotion tying (7). CSR register
the least number of types of value and was maeiflest only one value co-creation
practice. The numerous types of value that areceégtsd with bilateral development of
knowledge and skills underscores the importancecatfaborative learning in larger
customer-smaller supplier relationships in co-c¢ozadf value. The numbers presented by
the figure (Figure 11) should however be intergieteith caution given that the
quantification of the types of value for examplenmonetary terms is lacking as this is
beyond the scope of this study. The figure alsonshthat collaboration in innovation,
planning, development of knowledge and skills, amdrketing and promotion were
exercised by the largest number of relationshipswidile CSR was noted in only one
relationship. Considering that bilateral developtadrknowledge and skills was found to
be generating the most types of value and was iassdcwith the largest number of
relationships while CSR had the least types ofevalnd in only one relationship, then the
findings suggest that larger customers and themllemsuppliers were more likely to

collaborate in areas that generated more typealaéyv

In relation to collaborative areas and the respectialue co-created, collaboration in
innovation through the related various value catiom practices led to co-creation of the
values, enhanced innovation or increased new pted@énhanced market success of
products through the development of increased son§@roducts that are interesting to
customers and consumers, increased revenue, iadreagestment, improved quality and

lower costs.
263



Co-planning took the form of development of a bassiplan through several iterations in
consultation with both customer’s and supplieraffstagreeing ahead on quantities to be
produced and supplied, deliberating and agreeingnew products that are to be
developed, and exchange of forecast plan wherebyatiger customer gave the SME its
forecast plan. The co-planning was beneficial imte of enhancing continuous supply
and in appropriate quantities, boosting sales tiltopromotional products that were
agreed during co-planning, guaranteed cash-flowspsting innovation, reducing

wastage, and enhanced success of new products.

Technological inter-linkages generated three typewsalue, namely, higher sales for
larger customer and SME supplier, continuous supghyg improved quality. An
interlinked information system was the typical teclogical inter-linkage and this was
found in the Omega-Chesa relationship. In additjomt establishment of projects such
as a quality management department was found ilD#l&-Spibe relationship. Unlike
Delta-Spibe, the situation with the Gamma-Labelatrenship was different. Laberi and
the larger customer did not have a common projestractures that they had established
together and also did not have inter-linked tecbgichl systems. For instance, when
asked if there was any structure that they hadipwrith input from the larger customer,

Laberi indicated that there was none.

Bilateral development of knowledge and skills tab& form of: internships whereby the
SME staff worked for some time at the larger cugidspremises; larger customers and
SME suppliers paying each other short visits whbey learnt about issues such as

quality, products display and production systemy], annovation through a bilateral
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knowledge combination. This was useful in co-creatvalue such as an enhanced
understanding of consumer needs, enhanced unddirgjaof customer needs, enhanced
innovation, improved quality, improved meat prea@oh at the SME’s farm shop,
creation of awareness of reference points (suppliemhanced procurement of raw
materials, creation of opportunities for particguat pricing, and development of more

appealing products.

Interactive learning (Lane and Lubatkin 1998) aformn of bilateral development of
knowledge and skills was more evident in the Om@gasa relationship. During
Omega’s busy Christmas season (which it is a loas@e for Chesa since most of its
cheese was already dispatched to customers), sbitsestaff would go to Omega to help
stack the shelves and carry out similar activitiBsis gave them a feel for what it was
like inside the supermarket. At the same time tlgey a chance to interact with
consumers. The internships also gave them a bettgerstanding of what customers
needed and enabled them to familiarise themselubstiae on-the-job environment that
they would not get if they were in the office. Sdames Omega staff also went to
Chesa’s premises where they were taken round ta lghat went on in the supplier's
premises. By developing a clearer understandirtgeotustomers’ and consumers’ needs,
this enhanced the development of new productssidizfied customers and consumers.

This development of new products also essentialjylies enhanced innovation.

Co-evaluation was another area where larger custoamel SME suppliers were found to
collaborate. This was characterised by larger coste undertaking audits together with
the SME suppliers and deliberating on the apprtgpriaeasures guided by the audit

outcomes. Both staff and SME supplier's processesevassessed by both the larger
265



customer and the supplier together. The exercise wameficial in three main ways:
contribution to improved quality; placing the supplin a preferred status category; and,

enhancing food safety and hygiene.

In the collaborative area of marketing and promutivalue was co-created through:
product launch whereby the SME supplier soughtadfriom the larger customer when
launching new products; participation and acknogtednt of each other in website,
media, newsletters and events such as competiwaduct distribution using the larger
customer’s transport network; display of sampledpats at each party’s premises; and,
planning and agreeing on the products to be praincfbe value co-created through
collaboration included reputation, reduced coshaeced availability of promotional

products and increased sales.

Larger customers and SME suppliers were found thalmarate in pricing. The

collaboration in pricing was found to lead to ceation of value in the form of fair and
competitive prices, satisfaction and price stabiliCollaboration in corporate social
responsibility was found in only one relationshihat of Omega-Chesa. This
collaboration in CSR generated non-monetary vatuboth the larger customer and the

SME supplier in the form of reputation or publitateons.

Collaboration in communication took the form of:effvack on quality, continuous
updates on deliveries, frequent visits to eachrighemises and almost daily telephone
communication. The value co-created included therawed animal welfare and

management both at farm and on transport/delivgmglity, reduced waste, enhanced
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forecasting, enhanced new product development,ufabde pricing, ensured smooth

running (everything ok) and improved effectivengsgrocurement.

Collaboration in problem-solving comprised: SME gligr responding in case of any call
to solve the larger customer’s problem (at the same the larger customer endeavoured
to sustain the SME supplier and honoured promiseS) supplier working with the

larger customer to produce what they ask for, dratiisg experiences for instance on
sourcing in connection to common services. Theievalo-created through these was

mutual satisfaction and reduced sourcing cost.

Value was also co-created through a generic relstipp and this was manifested as
elimination of middlemen, provision of a guaranteedrket or business and enhanced
customer retention. The co-created values assdciath these were customer retention

and consistent business, better prices and comgdeuilding.

According to Hakansson (1982) and subsequently IME interaction approach,

customer-supplier interactions include a seriesepisodes over time which involve
exchanges of product/service, information, finanoe sociality. This study argues that
there is more than just exchange in the custommpsu relationships. There is co-
creation of value. This is evident from the arefgaidlaboration, the value co-creation
practices and the co-created value that have ltified in this study. The findings

reflect all the customer-supplier relationshipsiganvolved in value co-creation. At least
four out of the five relationships that were invgated were found to be collaborating in
innovation, planning, development of knowledge akitls, and marketing and promotion

and these were manifested in varied ways of vatuereation and resulted in many types
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of co-created value. Both parties (customers ampplgrs) were actively involved in

realizing the co-created value. In other wordsméirin a relationship are not only
involved in exchange, but they are also able tareate something that one party could
not manage to do alone. This reveals a weaknegitMP interaction approach in its
current form for it omits the value co-creation dimsion and therefore it would be

important to improve it so that it not only showsleange but also co-creation of value.

It is therefore important to expand the interaciamnts not only to include the exchange
points but also co-creation points where partieaetogether and create what one party
would not create alone. Hence, parties interacionbt to exchange but also to co-create
value. This is indeed buttressed by the understgnthat the capabilities of firms in
relationships are more than the sum of individuah$’' capabilities because of the
existence of distinct relationship capabilitiesingy together and interacting with the
capabilities of individual firms (Foss, 1999). Iddation, this is in line with Schumpeter
(1934), Moran and Ghosal (1996) and Nahapiet anostEdl (1998) who argue that all
new resources are created through two generic ggesenamely, combination and
exchange. Likewise Das and Teng (2000) asserbtishess relationships are relevant in
achieving superior resource combinations that singilms cannot. We argue that
combination enhances value co-creation. In linghwhis, Vargo and Lusch (2004a)
indicate that value creation is a process of irg@gg and transforming resources which
requires interaction and likewise the notion ofcceation of value is an interactive

concept.
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6.6 Summary of the chapter

This chapter has presented the findings of thidyshased on cross-case analysis. The
five larger customer-smaller supplier relationshipat are investigated in this study are
compared. This is largely along the dimensions mefas of collaboration, value co-
creation practices and the types of value thatasereated. The Zeta larger customer and
the Bete smaller supplier were found to collabotatest. On the other hand, the Delta
larger customer and Spibe smaller supplier wereketaby the highest number of
collaborative areas. The other three relationshefisin between. The Gamma-Laberi
relationship was characterised by the highest nummbealue co-creation practices while
the Delta-Spide relationship had the highest nurobgypes of co-created value. A cross-
case analysis based on collaborative areas revealaboration in marketing and
promotion being characterised by the highest nurabgalue co-creation practices while
in terms of number of types of co-created valuewds bilateral development of
knowledge and skills that registered the higheste Thapter highlights the need to
interpret the cross-case analysis results withi@auiven that the various types of value
have not been quantified neither their relativeontgnce established as this is beyond the
scope of this study. In addition to exchange, thdifigs suggest that the relationships of
customers and suppliers are characterised by wahaeeation and points to the need for

expanding the IMP interaction approach to includse value co-creation dimension.
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Chapter 7. Discussion of findings

7.1 Overview of the chapter

The previous two chapters have presented the nradm@s of this study. This chapter
proceeds with discussion of the findings. They aréiqued alongside other related
studies. In other words, the areas of collaborati@hue co-creation and the co-created
value that were identified in the organic custom@pplier relationships are reflected
upon in the light of the literature. The chaptesocablescribes the implications of the
findings on the previously developed conceptuamBwork and thereby presents a

revised conceptual framework.

7.2 Innovation and design dependence

This study’s findings show that innovation is enteoh through suppliers working
together with their larger customers. In other vgotttie findings suggest collaboration as
enhancing the innovativeness of the collaboratings especially in terms of increasing
the ranges of new successful products. This isismm with Nieto and Santamaria
(2010) who suggest that technological collaboraisom useful mechanism for firms of all
sizes to improve innovativeness and a criticaldiaftir the smallest firms. The success of
larger customer-SME supplier relationships is patérly essential considering that one
of the factors that contribute to low innovativefpemance of small firms compared to
large firms is a lack of external partners (Hewitindas 2006; Madrid-Guijarro et al.
2009). In this study, collaboration in innovatiorasvcharacterised by involvement of

employees of both firms as well as open commumnaamong them. These (open
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communication and high employee involvement) araratteristics of market oriented
organisations (Martin et al. 2009) and such origmtais considered vital in achieving

superior competitive performance especially by mtagam customers (Zhou et al. 2005).

Business relationships have been suggested astiabsi@n enhancing innovation,

especially in the context of SMEs. This is partly so considering that necessary
knowledge and technology may lie outside a firméglitional core competence (Johnsen
and Ford 2006; Xu et al. 2008). In this study, sitpof ideas was essential for enhanced
product innovation as demonstrated for instanceAlpha-Sowa and Omega-Chesa
relationships.This was evident in planning for new product depetent by SMEs in

consultation with larger customers. Larger cust@reatvised the smaller suppliers on
appropriate attributes of a product and were bottolved in discussion of concept and
design. The issue of concept discussion and joiatlyct design was also noted by

Agndal and Nilsson (2009) though in the context@st management.

Collaborative innovation was found to contribute itwreased product ranges and
successful launches. In addition to enabling SMEsdll more products, continuous
innovation was beneficial to the larger custometenmns of adding new products for sale
and widening the range of products that were isterg to consumers. This mutual gain

is indicative of value co-creation through colladtoon in product innovation.

It was not only the supplier who came up with nei@ais in regard to new products; the
larger customers were also found to assume theofadenerator of ideas. For instance,
Chesa’s larger customer recommended the need ¥@laeng a very small cheese that

could fit children’s lunch packs. This finding oxample also supports the suggestion by
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Xu et al (2008) that business relationships maggdofirms superior access to important
ideas and opportunities, resulting in stronger uatiwe capabilities. Also, it is consistent

with Prahalad and Ramaswamy (2004 p123) who obdd¢hat the explosion of dialogue

between firms and consumers, and among consunerséives, creates the opportunity
for customers and consumers to become originatoiatogue, not dependent on the
company. In this study the development and salethefunique cheese implies co-
creation of value in terms of increased revenué@th the SME and the larger customer.
Trust in customer-supplier relationships plays kbg role of stimulating new ideas and

innovation among the related parties (Cooper aadr8llder 2004).

Effective product development routines typicallywotve the participation of cross-
functional teams that bring together different sesrof expertise (Eisenhardt and Martin
2000). Through collaborative innovation, a custersapplier team can produce new
product and process solutions that, if very sudagssiay form new industry standards
(Moller and Torrénen 2003). According to Lall (199the hallmark of a technologically
mature firm is the ability to identify a firm's spe for efficient specialization in
technological activities, to extend and deepeneheggh experience and effort and to

draw selectively on others to complement its owpatalities.

Also related to innovation, the findings sugges #xistence of design dependence in
some larger customer-SME supplier relationshipssidgie dependence transpires when
the buyer and supplier split responsibilities tog establishment of the outsourced item’s
specifications and/or design (Cooper and Slagmu@®4). For example in this study,
Spibe’s larger customer sometimes gave specificst@and the SME supplier did the

development of the products. Cooper and SlagmR{#¥4) classifies design dependence
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in three levels and indicate that the highest I@falesign dependence occurs when the
supplier and the buyer establish joint specificaticand take joint responsibility for
product design. Under these conditions, the twmdirmust actively integrate their
product development processes. The next level sigdedependence occurs when the
supplier accepts responsibility for design and nfecture, but the buyer retains sole
responsibility for establishing high-level spedifiions. The level of integration at this
level of dependence is lower but still demandimgasithe two firms must ensure that the
end product and the outsourced item are compatiahally, they indicated that design
dependence is low when the buyer both establishes specifications and takes
responsibility for design, and the supplier onlgeguts responsibility for manufacture. At
this lowest level of dependence, the buyer mustirenthat the outsourced components
are designed in a way that enables the supplieraiaufacture them at a reasonable cost.
The supplier has few additional responsibilitieeentthan ensuring that the parts are
delivered on time and to specification (Cooper &tdgmulder 2004). Based on this
categorisation, for the Delta-Spibe relationshigsign dependence at times involved the
whole process even concept discussion and hergmaat the highest level while for the

Alpha-Sowa the design dependence was mainly ahitidle level.

For firms to compete effectively, it is importahiat they adapt their product designs to
changing market conditions as well as establisbcéffe linkages with reliable suppliers
(Lall 1992). Adaptations by both customers and 8Sapp in the context of dyad
relationships could be classified as adaptationghef product specification, product
design, manufacturing processes, planning, delivgggocedures, stockholding,

administrative procedures or financial procedukgkénsson 1982). From a co-creation

273



perspective (Vargo and Lusch 2004a), the adaptatipnsuppliers requires customer

participation as well.

This study underscores the importance of custommgpiger relationships in product
development. This is noted for instance in the fahdiscussion of concept, product
name as well as design including packaging. This &so emphasised by Mosey (2005).
According to the study, it is important that SMBentify and satisfy the unmet needs of
new customers by building new networks with innaxatustomers and suppliers if they
are to enhance the development of new-to-marketyats. A firm that is able to identify
and exploit new opportunities by continually builgipartnerships with lead users would
be more likely to produce a stream of successful-tzemarket productsilfid). SMEs
that exploited new technologies were found to tev@an seeking new technologies to
incorporate within new products and this was maithrough development of
partnerships with new customers, suppliers or ee@npetitors. In this way, the SMEs
experimented with new technologies within new megkand learnt concurrently about

the market and technical needs.

This study’s findings do not contradict those ob@er and Slagmulder (2004) who noted
that customer-supplier relationships may yield lienhén the form of lower costs and
higher functionality of the end products that akely to be realized through joint design
activities by customers and suppliers. The joirttvdaes signify value co-creation. By
sustaining a continuous stream of breakthroughgdesand products with new and
unique features, the customers would benefit bynigaaccess to new innovative designs

and products never seen before (Bititci et al. 2004
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The identified collaboration in innovation by largristomers and SME suppliers concurs
with findings by Schiele (2006) who noted that ne&d innovation models have been
found not to yield a sustained growth of an orgati® and consequently innovation is
increasingly not happening in the isolated labagatd a firm anymore, but involves the
supply chain including the firm's suppliers. Comigsnare increasingly striving to
connect a hitherto internal approach to research davelopment to an approach that
involves external parties, including users (Donatdand O'toole 2007). Moreover, the
development of products and processes is commaiking place through joint action
between the supplier and the customer in multifonel teams (Moller and Torrénen
2003). Comparably, firms are increasingly condugtiew product activities through new
product alliances. This is driven by factors such ressing costs of research and

development and increased global competition (Ramstth and Moorman 2001).

Although in this study innovation was largely masied in the form of new product
development including packaging, it is importantntte that there are many aspects of
innovation. These include growing, sourcing, maoufe, packaging, logistics,
marketing, selling, promotion, category managemaegtgiling and (of course) product

development (FDIN 2010).

Furthermore, the development of a unique new cépafor hereby innovations) which
enables a SME to offer its customers the posgilitdifferentiating themselves in their
markets is relevant in reducing the power thatdadK retailers have been accused of
possessing (Brummer 2006) or might even inverptheer and prestige structure thereby
making the SMEthe dominant partner (Blois 2010). Neverthelesthoalgh there is

tendency for lager customers to be dominant indesfrpower, Hingley (2005) argue that
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this asymmetry is not necessarily detrimental te tollaborative relationship with

smaller food suppliers.

7.3 Collaborative planning

Planning together by suppliers and customers isrbgxg an increasing phenomenon and
has been observed by a number of studies (JohnseRaad 2006; Ngugi et al. 2010). In
this study, collaborative planning is seen in tbherf of development of business plans
through several iterations in consultation with hatustomer’s and supplier’'s staff.
Suppliers worked in collaboration with larger cus@ys in drawing up annual business
plans e.g. Chesa would convene a meeting and kickthe process of business plan
development. The supplier's team progressed wighdi&velopment of a draft business
plan that went through several iterations in caiasian with the larger customer’s staff.
Input to the process was broad-ranging across pheltiayers of the customer’s
management via larger customer’s buyers, mercharsligjuality assurance team and
design team. This level of bilateral planning wakiable in enhancing continuous supply
in appropriate quantities, boosting sales througimptional products and guaranteeing

cash-flows for both supplier and customer firms.

In this study, the bilateral development of a bassiplan is an indication that managers
of SMEs are increasingly involved in the impleméta of premeditated activities. This
to some extent contrasts with Andersson and Fla¢2008) suggestion that managing a
small firm involves dealing with ad hoc unpremetith activities. In addition to co-
development of a plan, collaborative planning mésp anvolve joint development of
suppliers’ and customers’ structures, strategied @ationships (Johnsen and Ford

2006). The overall strategic alignment of similaaly and objectives of customers and
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suppliers is crucial to develop value from the trelasship (Barber 2008) and it
significantly influences the achievement of stratafly-oriented goals (Ling-Yee and

Ogunmokun 2001).

Verwaal et al. (2009) suggest that misalignmentntérnal and external resource and
transaction attributes would be likely to reduce gotential for value co-creation. This
study argues that this could be mitigated by imgetimg collaborative or joint planning
by customers and suppliers in business relatiosshipikewise, collaborative
development of business plans and strategies woeldmportant in setting objectives
such as levels of production by the supplier thrat @ppropriate to serve the customer
continuously throughout the year. Consistent supgyld then be likely to demonstrate
reliability on the part of the supplier, therebyglueing the cost of stocking contingencies
by the customer. This process would be likely toebdanced if the joint planning is
coupled by inter-linked processes that enable rmdng of flow of stock and hence
replenishment. Consequently, value would be likelype created in the form of reduced

levels of slack.

In some situations, effective co-planning requicetiaborative forecasting, for instance
in relation to demand. This was the case with DPgfibe and Omega-Chesa
relationships. This demand forecasting may alsargeied to be essential for inventory
control and this is a characteristic of the expanfiteus of marketing in supply/value
chain management in regard to promotion of enviremial sustainability (Sharma et al.
2010). Environmentally-sustainable objectives cilt greater emphasis on waste
management, and thus, overall inventory control ematrol over material flows (Ling

1998; Sharma et al. 2010).
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7.4 Development and sustenance of technological inteirkages

Effective response to particular relationship regmients calls for technological
interaction between larger customers and their Isgp An example of such a
requirement in the organic food sector was the ntegrovide continuous supply,
ensuring that there was no shortage of producth@mrustomers’ shelves at any time. In
this regard, a computer system monitoring flowtotks was commissioned and installed
by the larger customer, Omega, in Chesa’s premides.connected the various branches
of Omega to Chesa’'s computer systems. This endhke®&ME to monitor stocks and
replenish products accordingly, thereby ensurirad there was continuous supply. This
created an opportunity for value co-creation thropgtential increases in sales turnover
in both customer and supplier firms. Technologlodage across customer and supplier
firms that are in a relationship has been notedthgr authors (Day 2000; Randall 2001).
Likewise the importance of IT and the internet wsiness-to-business marketing has
been emphasised by Fill and Fill (2005) Nevertreldse fact that the computer linkage
system was found in only one relationship (Omegasah shows that this is not a
common practice in the relationships of larger eomrs and their SME suppliers. This
finding coincides with that bZhenget al.(2004)that SMEs tend to be less e-enabled and

less integrated with information systems of laiga$ in the supply chain.

Collaboration in establishment and utilization wfferlinked computer system was useful
in enhancing continuous supply leading to mutuatease in sales. Such a computerized
communication system is also likely to make it eagor consumers to interact with

suppliers (Sheth and Parvatiyar 1995) for instanaelation to order status and payment

information (Day 2000). The connection of suppliared customers has therefore been
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identified by other works (Day 2000; Randall 200Hythandaraman and Wilson (2001)
suggest that the linking of computer systems bustdsctural bonds that are difficult and
expensive to break, for instance because an incoihmedéationship partner has inertia
helping to maintain the relationship and as longhesincumbent continues to deliver

value it will be difficult for a new supplier to &ak the business relationship.

Related to technological inter-linkages, Gordon9@.$.28) suggests four key roles that
are served by technology within a company and batwe company and its customers,
namely, external communications, internal commumeog, computing and content.
Considering the focus of this study on the custesugplier dyad rather than within a
firm, then the role of technology in external cormwmations becomes of particular
interest. In regard to external communications,htetogy may play the role of
facilitating two-way interaction between customed @upplier firm about every aspect of
their requirements such as collaboration in prodoictservice design, product co-
development, pilot testing, ordering, review of entory levels in one another’s
warehouses and account status information. Furibrernit may provide a more rapid or
informed communication than was possible with mamiarvention. It may also play the
role of opening new approaches to communicate tveeistomer and supplier firms

such as EDI and use of the internet to communioetween them.

According to Anderson and Narus (1990 p.43), ifiten-relationship is a process where
two firms form strong and extensive social, ecormmservice and technical ties over
time, with the intent of lowering total costs andincreasing value, thereby achieving
mutual benefit. An example of such a technical eaystis with the electronic data

interchange (EDI) (Randall 2001 p.247). EDI alloavsustomer and a supplier (retailer
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and manufacturer) to link their computers direclifis has the advantage of allowing
rapid communication and has potential for reduagngrs thereby co-creating value.
Randall (2001 p.247) remarks that EDI has the eattwn potential in the form of cost
savings to both parties and also savings in stexdl las well as in generating greater co-
operation across the parties involved. The motara$ means of suppliers getting closer
to customers are enhanced by network technologied enable addressability,

interactivity and demand-chain coordination (Dap@0

In line with enhanced flow of products from supmieto customer which implies

reduction in surplus supply, technological inteikkhges across the parties would be
useful in promoting environmental sustainabilitpred the value chains. This coincides
with Sharma et al.’s (2010) suggestion that suataiity could be promoted through the

adoption of two strategies, namely; reducing sww@upply and reducing reverse supply.
Reducing surplus supply relates to when firms dbmanufacture more units than are
required (over-produce) and consequently a reductiaver-supply occurs that leads to
lower levels of product needing to be disposed thiat( may need recycling or

remanufacturing), leading to a more sustainablérenment. On the other hand, reducing
reverse supply relates to where firms reduce thebeu of products that need recycling
and these calls for firms to develop repairabledpots as well as more complete

recycling and remanufacturing strategies.

280



7.5 Bilateral development of knowledge and skills

The findings also show the SME suppliers collabogatvith their larger customers in

supporting interactive learning. The customer-sigpplelationships were marked by
incidences of interactive learning. For exampleg$zts staff would go to the larger
customer’s premises and help them to stack shdtvegve a better understanding of
customer needs and enable them to gain knowledtiee6bn-the-job’ environment. This

sort of internship was also identified by Johnsed Rord (2006). However theirs took
the form of larger customer’s staff being hostedh®/small supplier while in this study it

is the larger customer who is hosting the smallgapBer staff. The internships were
beneficial to both parties - to the supplier inmsrof enhancing his understanding of
consumer and larger customer needs which was eddentsuccessful innovation, and to

the larger customer through the supplier’s input@#, innovative ideas and products.

Correspondingly, as noted in the Delta-Spibe retethip, the larger customer and the
SME supplier had different expertise and they comadithis in product development.

This is related to Gadde and Hakansson’'s (2008)kwmr the role of business

relationships in systematic combining of resourcésey enumerated key roles of
business relationships, that is, in accessing,gdesj, and using resources. By using
other’s resources that are not fully exploitedhait current settings, such as application
of knowledge residing in other companies and faedithat could be used for refinement
of the physical features of the product, firms ngethto adjust the features of the
standardized product at reasonable cost. They nbtdby connecting the resources of
two companies, a business relationship can impaperational efficiency, as well as

contribute to innovation and development and comsety value co-creation.
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The identified learning aspect by this study in tustomer-supplier dyad is consistent
with other findings (e.g. Johnsen and Ford 2006reita 2009). Johnsen and Ford (2006)
identify some interweavement across large custamner smaller supplier personnel in
striving for opportunities for joint knowledge ddéepment. Related to this, Moreira
(2009) note that building relationships with suleabpartners is interesting for
organisational learning. While reviewing literaturine study explains that learning
accelerates capability development, reduces tinteresk involved in developing new
products and technologies, creates synergistictsfieading to new knowledge that a

partner would not access independently and it reslgost and risks among partners.

Firms are vehicles of sharing and transferring Kedge of individuals and groups within
them (Zander 1992). In recognition that it is tlwlpof personal knowledge, skills and
competencies of the firm’s staff that provides disvelopment potential, firms have
redefined themselves as knowledge-based orgamsatiznole 2008 p28). They indicate
that the growth potential can only be exploitethé firm becomes a learning organisation
in which good practice learned by individual mensb@&f staff can be leveraged,
transferred and built upon. The ability of firmsarrelationship to generate rents through
knowledge sharing is dependent on an alignmentnoéntives that encourages the
partners to be transparent, to transfer knowledgd, not to free-ride on the knowledge

acquired from the partner (Dyer and Singh 1998).

Learning in business relationships may manifeselfitsn the form of bilateral
development of knowledge by employees of supplier @istomer as well as in the form
of combined and new areas of knowledge and expedéseloped through sharing and

intertwining of both firm’s knowledge and experti€bohnsen and Ford 2006). In other
282



words, bilateral development of knowledge may bdicated by the supplier and
customer engaging in joint exchanges or developnmogrammes that facilitate
knowledge sharing. Customer-supplier relationsteppecially those characterised by
trust, tend to exhibit greater information sharifi@yer and Chu 2003) with potential
value co-creation for instance through avoidanceostly crash programs that would be
likely to arise from lack of early communicatiomyson availability and delivery changes

by suppliers (Cannon and Homburg 2001).

Development of knowledge by suppliers’ and cust@nemployees encompasses skills
and knowledge base (Leonard-Barton 1992b) and kilks snay be reconfigured and

translated into knowledge, assets and technold@esce 1998). Lall (1992) suggest that
human capital includes not just the skills genetde formal education and training, but
also those created by on-the-job training and e&pee of technological activity, and the
legacy of inherited skills, attitudes and abilittbsit aid industrial development. Bilateral
development of knowledge may be indicated by tretaruner and the supplier engaging
in joint exchanges or development programs toitat#l knowledge-sharing (Johnsen and
Ford 2006). New intellectual capital is createdbtiyh a combination and exchange of
existing intellectual resources, which may exist tire form of explicit and tacit

knowledge and knowing capability (Nahapiet and Glab4998).

In contrast with horizontal relationships, verticgader-organisational relationships, as is
the case of customer-supplier relationships, argcp&arly more productive in terms of
transmitting knowledge because of their higher lleMerelational embeddedness and

lower level of knowledge redundancy (Rindfleiscll &hoorman 2001).
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Knowledge gained through interactive learning betwéwo firms is more likely to
permit a firm to add unique value to its own capds compared to that gained through
passive or active learning which provide articidafbbservable) knowledge and hence
not rare, imperfectly traded or costly to imitatefe and Lubatkin 1998). Collaboration
in learning among small and larger firms was regmbfiy other studies (Johnsen and Ford
2006; Ngugi et al. 2010). This involves combinasiarf knowledge and this particularly
when combined with input from the larger customa&s been found to lead to knowledge
creation (Tolstoy 2009). In relation to this, firngve been found to participate in
alliances (relationships) so as to learn know-ho@ eapabilities from their partners and
at the same time protect themselves from the oppistic behaviour of their partner to
retain their own core proprietary assets (Kald.e2@00 ). Also, the identified value (e.g.
better understanding of needs, innovation and ingmaquality) that is associated with
learning, support Kogut and Zander (1996) who ssgtieat the sharing and applying of
knowledge would yield benefits that either couldused to enhance the firm’s capability

to produce efficiently or to develop new produatservices.

7.6 Co-evaluation

Customers and suppliers in the study were fountetanvolved in co-evaluation and

identification of training needs. It is not onlyighstudy that has noted the role of both
customers and suppliers being relevant in evalgatie supplier. Co-evaluation is also
highlighted by Agndal and Nilsson (2009). Co-evélwa meant that both the supplier’s

and customer’s needs were considered and planmad &mlvance. For example, in the
Alpha-Sowa relationship, the supermarket evalutttedactory and staff in collaboration

with the small supplier’s directors. The suppliatisectors were thus not being evaluated

by the larger customer but were included in a mscef co-evaluation. During the
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process Sowa and its customer together identifggas ghat the small company needed to
fill or work on to sustain its position as a preéer supplier, such as the need for
upgrading and maintaining hygiene and safety sk#ldditionally, the organic food
production required stringent adherence to tratiealdspects and staff training was
supported in this aspect through the larger custent@oad knowledge and training

inputs to these requirements. The training was la¢doful in improving quality.

7.7 Marketing and promotion

Previous studies even on relational aspects (Johausé Ford 2006) tended to consider
the relevance of business relationships in regardpriocesses that are geared to
developing and delivering products to businessorusts with little role in participation
of the suppliers in marketing the offerings to &mel consumer. Surprisingly, this study’s
findings show that business relationships are ezleveven beyond this stage. For
example some activities such as promotion at lamgetomer’'s premises that were
hitherto viewed as solely undertaken by larger amstrs had input from the suppliers
through the relationship. This was clear when Chkesiaff participated in promotional
activities at Omega supermarkets. The promotionaiVides were useful especially in

boosting sales remarkably.

In addition to collaboration in promotion, largeustomers had extensive logistics and
distribution systems and SME suppliers tended tadixsuch networks to reduce their
own distribution costs. For example, Sowa consiilete greatest potential to be the
prospect of tapping into networks offered by Algbareduce the supplier's costs. This

represented a value co-creation opportunity inréegionship.
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Collaborative promotion, for instance by acknowledgt of each other in website and
newsletter as well as co-participation in media amchrd-winning competitions, was
noted to contribute to cost reduction or savingse Towering of cost is consistent with
Cannon and Homburg (2001) who indicated that colative approaches seek to lower
acquisition and operating costs through the joiffores of customer and supplier.
Likewise Van Mieghem (1995) showed that value wduddcreated through reduction in
total cost including direct product costs, acquositcosts and operational costs when

customers and suppliers work closely together.

Business relationships are equally important imtng value or promoting customer and
consumer acceptance of an innovation (Hargadon ‘delbwlees 2001). This is
particularly so in the backdrop of recognizing thierdependent relationship between the
technical and social aspects that constitute aaviion. The social “material” and the
technical “material” are both relatively mallealaled the successful innovation is the one
which stabilises an acceptable arrangement beté®enuman actors and the non-human
actors at the same time (Akrich et al. 2002b). @msg the involvement of customers
in development and implementation of innovations been noted from the case studies,
this study argues that through business relatipgsthiere would be interactions between
customers and suppliers (both customer and supgleeractive participants and would
have their input in the process) and therefore hpatties would be informed of the

innovations and their attributes thereby boosticgeptance by the customer.

7.8 Participatory pricing
In business relationships, Ford et al (2006 p.2XpJain that pricing is not about making

profit on each transaction but conversely, it isghmaximizing the rate of return on each
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relationship over its life (lifetime value). In thstudy, the fact that customers were found
to offer relatively higher prices to suppliers inetrelationship may probably be a
reflection that the larger customer understood thkttionship investment takes a long
time to recoup. This is also consistent with Far@lg2006 pp.222-223) who expressed
that like any investment in tangible assets, tiveitebe a pay-back period in which to

recoup a business relationship investment.

In established relationships, Ford et al (2006 29-223) remark that price management
could be achieved through ‘open book’ agreementer@dy the supplier agrees to
disclose its costs of supply and to price at aredymargin on top of this. They also note
that although price is an important element oftegg for the business marketer, it is
customer problem-solving that must remain at thee aof strategy (p.228). In other
words, relying too much on low prices to gain besmis dangerous since it makes the

supplier vulnerable to any other offering at a loyece.

7.9 Co-participation in corporate social responsibility

The co-participation in corporate social respotisybas is demonstrated in the Omega-
Chesa relationship indicates the potential of essnrelationships in promoting SMES’
participation in social responsibility activitieBhe participation or the increasing interest
in such activities is in line with the growth ofrg@ companies’ reporting on corporate
social responsibility (Stern and Ander 2008). Thientified larger customer-SME

supplier collaboration in corporate social respbitisy coincides with Sharma and

Ruud’s (2003) suggestion that positioning the fia® an environmentally conscious
business builds corporate reputation, and this tha&s impact of strengthening the

competitive market position of the firm.
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McQuade & Johnson (2003) suggest two types of @slthtat relate to CSR. First, social-
political debate relates to the rights and respmiitsés of organisations to society.
Second, business economics concern the naturengbetdive advantage and business
sustainability. In relation to the rights and resgbilities of business to society,
organisations may recognise them as requirememtdusiness legitimacy or regard
contribution to society beyond core business asntaty. This seems to be the case in the

relationships of Chesa and Omega whereby they suppitdren in visiting farms.

Considering that some of the issues that legitintheedominance of large retailers in the
UK are that they benefit the community as a whfdejnstance by providing consumers
with a wide choice of products at very competitpreces (Blois 2010), then it is likely

that this dominance could be weakened if likewise$MEs contribute to the community

as exemplified by Chesa’s participation in corpersicial responsibility.

The co-patrticipation in CSR also shows that, initaold to environmental and economic
dimensions of sustainability (Walker 2008), firmee aecognising the importance of
incorporating social dimensions thereby pursuingirttobjectives in line with triple

bottom line — economic, environmental and social.

7.10 Collaboration in communication

The larger customers and their SME suppliers weuad to be supporting and actually
engaging in two-way communication. Each party iteltas its responsibility to maintain
communication on the various aspects in which theye engaged. This was relevant in

enhancing understanding between the parties as aglitheir needs. Enhanced
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communication was also found to be important inroepg quality as well as animal

welfare in livestock-related businesses.

Communication could be enhanced through inter-linkgstems across the customer and
supplier firms such as EDI (Gordon 1998p.28; RA2@01 p.247). In any case, firms in
relationships can increase partner-specific abs@ptapacity by designing inter-firm
routines that facilitate information sharing andrease socio-technical interactions (Dyer
and Singh 1998). Related to this, Day (1994) suggésat suppliers must be prepared to
develop team-based mechanisms for continuouslyasgihg information about needs,
problems, and emerging requirements and then tadgtign. They must also be prepared
to participate in the customer's development psEesin the context of networks,
Canavari et al (2010) point out that implementatadngood information management
procedures within a network may be able to creatmrapetitive advantage for that

network.

Relationship intensity, defined as the magnitudergjoing interactions between venture
partners, for example, in the forms of two-way camimation and frequent information
exchange, has been found to be the most influefacibr affecting the attainment of
differentiation-based advantages (Ling-Yee and @uukun 2001). Loyalty between
supplier and customer is enhanced through shaeedihg and communication or rather
through dialogue and this is essential for valuemation (Prahalad and Ramaswamy
2004a). In fact some studies have found that loyatomers are far more profitable than
the price-sensitive, deal-deal prone switcher wamsdittle difference among alternatives

(Reicheld 1996).
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7.11 Collaboration in solving each other’s problems andeing responsive

This study noted that one of the benefits of thhgdacustomer-SME supplier relationship
was the solving of each other’s problems. For mstan the Gamma-Laberi relationship,
the larger customer and the SME supplier resporidedquests from each other and
worked together in implementing solutions. The s@wof problems in relationships has
been noted by other authors. For instance Fordl €2@06 p.221) and Ford et al. (2003
pp.91-101) suggest that a business relationshigezahto quicker and cheaper problem-
solving through familiarity with each other’'s wagworking and through trust in each

other. Likewise, Day (1994) expresses the needdstomers and suppliers to develop
team-based mechanisms for continuously exchangiimgnnation about problems. Also,

Mahroum et al (2007) highlight the essence of lessrelationships in terms of, among
others, shared learning around addressing probldwmisnsen and Ford (2006) also
highlight the importance of integration of the tewal systems of larger customer and
SME suppliers in enabling technological problem$e¢oidentified and coped with at an

early stage.

Helander and Hirvonen (2000) suggest that the hasit of the value creation approach
Is to make the business processes of the customer wisible and in that way help the
supplier organisation to solve the problems ofdhstomer. Accordingly, they argue that
the value creation approach offers an effective wagevelop customer relationships by
making the customer's business activities morébhsiThis study argues that it is also
essential to make the business processes of tiphesumore visible and in that way help
the customer organisation to solve the problemshefsupplier. In other words, both

parties need to work in collaboration and to makartrespective processes visible to
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each other. This is useful in enhancing the paémdi solve problems in their firms as

well as in the relationships.

7.12 Development and sustenance of commensurate culture

Larger customers and their organic SME supplienevi@und to adjust to commensurate
culture and this was largely in accordance withscomers’ evolving cultural orientations.
For instance, the climate change debate led to laural change in favour of
environmentally friendly products by consumersahy case, it is now recognised that
consumers are energetically seeking green firmbuyp from. Accordingly, the SME
suppliers and larger customers had to change teicurement culture by giving
preference to local sourcing, to minimize carboatpoints and reduce food miles, and
also by laying emphasis on recycling. In many casestendency is for larger customers
to influence the suppliers to respond to the emwvirental agenda. This study is in line
with the interaction approach support suggestion Vidglker et al. (2008) that a
collaborative approach by both customers and seqspls appropriate. Although small
companies do not necessarily produce reports anehgironmental performance, their
increasing interest in this area is in line witk irowth of large companies’ reporting on

environmental performance (Stern and Ander 2008).

In addition to environmental concerns, there waseased sensitivity towards quality.
The relevance of collaboration by larger custonsrd SME suppliers in achieving and
sustaining appropriate quality was also noted bydita (2009). In this study, larger
customers had a high quality orientation culturd ancordingly the smaller suppliers
tended to follow suit. Sometimes SME suppliers dader customers even worked

together in setting up quality management departsnas was noted in the Delta-Spibe
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relationship. The bilateral development of custoraed supplier’s culture was also
observed by Johnsen and Ford (2006), though irtetktde industry rather than organic
food and drink. Dyer and Singh (1998) suggest thkdtional rents (value) can only be
realized if the firms have systems and culture$ #na compatible enough to facilitate

coordinated action.

The cultural adjustment that was noted in this gtsech as quality orientation, related to
safety and hygiene, seem to be a characteristtbeofood industry. This is consistent
with other studies that suggest that companiesshare cultural values and practices and
that this commonality is not random but arises freimilar industry demands (Chatman
and Karen 1994; Gordon 1991; Hofstede et al. 188@lips 1994; Spender 1989). Along
the same line, Christensen and Gordon (1999) itelitat since companies in an
industry share a set of common influences, therkke&dy to be similarities in their
cultures. Gordon (1998 p.23) suggests that forstaged relationship, it is essential that
a customer's culture and values are conducive ® ftirmation of an enduring

relationship with suppliers.

The elements of organizational culture may be cptuaized as organizational practices
and values (Beugelsdijk et al. 2006). Spender (128@ Barney (1986) indicate that
culture provides competitive advantage when it &slan organization to do things
differently from others facing the same environmaéwbnstraints and privy to the same
industry recipes. This hints at the potential dfune in co-creating value in the customer-
supplier dyad and thereby attaining competitiveaatizge especially when things in a

particular dyad are done differently from competitygds.
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Mehta et al. (2006) suggest that when culturessatestantively different, particularly

between exporters (suppliers) and foreign channaftnprs (customers), trust,
commitment, and cooperation are more difficultttaia and this would be likely to affect
the communication process among the collaboratarggs. Comparably, Beugelsdijk et
al. (2009) while reviewing literature mention thdifferences in organizational culture
may hamper the development of empathy thereby ivegjatnfluencing the relationship.

Furthermore, according to Jap and Ganesan (20@@ye |perceived organizational
cultural differences may negatively influence theling of “we-ness” that is an important

aspect of relational norms.

Shared culture and values may be a source of pkatity in the relationship and may
create opportunities to develop greater intensiait tvould enhance a good relationship.
Dyer and Singh (1998) suggest that relational révasue) can only be realized if the
firms have systems and cultures that are compaghlmugh to facilitate coordinated

action.

Although this study identifies bilateral developresf similar cultures (for instance

adopting a greening culture by the two collabogfinms), it is worth noting that firms

with a dissimilar culture can also create valueetbgr (Beugelsdijk et al. 2009; Gordon
1998). Nevertheless, under such circumstances, important that the similarities and
differences between cultures are understood bydia¢ing firms (Gordon 1998 p.22). A
good understanding of a customer’s (supplier's}ucal and values would enable a
supplier (customer) to better cope with conflictdaimconsistency in the customer-

supplier relationship.
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7.13 Value of generic relationship

This study noted co-creation of value in businetstionships that was not attributable to
specific areas of collaboration. These includeghiglation of middlemen and provision of
a guaranteed market including customer retentianéted earlier, one weakness with
most studies in the past has been the tendencyddntify benefits of business
relationships without necessarily identifying colimative areas. This identification of
value that is associated with respective area®kidboration is indeed one of the issues

that make this study unique.

In relation to customer retention, Doole and Lovia®08 p.341) express that it is
imperative for firms, particularly in business-tagdiness marketing, to build relationships
to retain their most valuable customers in the ltargn, especially because of the high
cost of winning and losing customers. Barber (200&ddition notes that value is added
most successfully with collaborative partnershipattrecognize all contributing areas
including processes, procedures, information amanicial linkages, management of

knowledge, innovation, strategies, change andioalstips.

7.14 Revised conceptual framework

The findings by this study can inform the literarased conceptual framework that is
developed earlier in the thesis in the ‘Developma&intonceptual framework’ chapter.

The framework presented the collaborative areasoawrising; collaborative planning,

joint technical systems, innovation and design ddpace, bilateral development of
knowledge and skills, joint teams, cross-functiot@brdination and information sharing,

and development of commensurate culture. As has betd from the findings, some of

these areas were found in the larger customer-Shpiglier relationships in the organic
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food sector. However, there was no evidence ofetlistence of some of them while at
the same time a few additional ones were identifid¢ds also translates to differences in

the value co-creation as well as the co-creatageval

For instance, previous literature (on which thdiearconceptual framework was built)
had not captured promotion and marketing as onehef collaborative areas. Also
collaboration in corporate social responsibilitydhaot been recognised. The following
areas too had not been highlighted by previousalee: co-evaluation, co-pricing,
collaboration in problem solving and generic relaships. Collaborative communication
and feedback could perhaps be related to crossibumat coordination and information
sharing. The case-studies in the organic sectoretiewreveal these as additional

collaborative areas.

On the contrary, aspects such as long-standingalooontracts though suggested by
previous literature were not observed in this stddys is probably due to the focus being
on relationships with SME suppliers rather than agnlarge firms, usually characterised
by formal structures and procedures. In the bagkdrdothese discrepancies, Figure 12
presents the harmonised or revised conceptual Wwanke This framework is more suited

in representing the value co-creation in the retedhips of larger customers and SME

suppliers in the organic food and drink sectonadesnced by the findings.
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Figure 12: A conceptual framework to examine valueco-creation in the organic

larger customers-SME suppliers’ dyad
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The areas of collaboration, as identified in thisdg, suggest that suppliers are not just
creating value for the customers but rather, battigs are co-creating value together and

hence value co-creation. This indicates the needektension of the IMP interaction
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framework by including the concept of value co-tima Since the value co-creation is

taking place within the customer-supplier relatldpsthis study argue that the concept of

value co-creation fits best within the relationsbggnponent of the IMP model alongside

the other two concepts, adaptations and institatisation (see Figure 13).

Figure 13: Integration of the concept of value co+eation within the IMP interaction

framework
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Note: In italics is the concept of ‘value co-creatiwhich is supported by the findings of this
research and hence the study’s contribution tortheel.

Although this study seems to be the first to preptiee entrenchment of the concept of

value co-creation in the IMP model, there are twloep studies that have added some
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concepts into the framework. The first study, Ra#hi& Spencer (2001), added the
concepts: trust versus opportunism; understandiegsug misunderstanding; and
commitment versus non-commitment. The second sthidglaa and Toérnroos (2007)

argued for a replacement of atmosphere with serhersp

7.15 Summary of the chapter

This chapter has discussed the findings of thidystthese have been critiqued against
other studies. Most of the identified collaboratiseeas and consequently value co-
creation concurs with previous studies. Howevelfew collaborative areas such as
marketing and promotion as well as co-participationorporate social responsibility had
not been highlighted by the previous studies arefteflore these form some of the
contributions of this study. Based on the gendratéormation from the findings, this
chapter has presented a revised conceptual frarkeWwbe phenomenon of value co-
creation which in this study takes place in thatrehships of SME suppliers and larger
customers, as reflected by the findings, suggsta¢ed to integrate the concept of value

co-creation in the IMP interaction framework.
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Chapter 8. Conclusions and recommendations

8.1 Overview of the chapter

Having discussed the main findings in the previchapter, this chapter proceed by
presenting their implications as well as conclusidrhis largely involves issues related to
areas of inter-organisational collaboration and afalue co-creation. The limitations of

the study are also discussed. Also presented iohgter are recommendations including

suggestions for further research.

8.2 Reflection on how the thesis unfolded

This thesis starts with the introduction wherebyoagst others, the problem of the study
is described, objectives presented and the indstganic food and drink) introduced.
The literature review is presented next. This idekia critique of varied issues that form
the foundation of this thesis including value, wako-creation and business-to-business
relationships. The IMP interaction theory is cutgl especially in relation to its
suitability in grounding this work. The conceptdedmework is then developed in the
following chapter, whereby the themes of collabiorat value co-creation and the co-
created value are linked into a parsimonious fraotkwThe conceptual framework is
relevant in guiding this study especially in teraidefining the scope of relevant issues

while collecting and analysing data as well as repg.

Following the development of the conceptual frameythe methodology employed in

the study is presented. In addition to describimg tesearch philosophy, the choice of
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research method, specifically the case-study metisoeixplained and the procedures of
cases and participants selection, data collectiohamalysis described. Also described are
validity and reliability issues in relation to th&gudy. A chapter describing the case-
studies that are considered in this study and tbentext is presented next. This is
followed by a chapter on key findings based on wittase analysis. These include the
areas of large customers and SME suppliers’ calilom, value co-creation and the
respective co-created value. The within-case aisatysapter is followed by a chapter on
within-case analysis. Here, the findings are amalyacross the participating larger
customer-SME supplier relationships as well as ssrthe collaborative areas. The
findings are thoroughly discussed in the subsequbapter, ‘Discussion of findings’.
Here, the findings are critiqued alongside oth&atesl studies. Following the presentation
and discussion of the findings in the previous thigphe thesis presents in this chapter
conclusions and recommendations. The implicatidrieofindings especially in practice

and theory are discussed and limitations and doedsrther research suggested.

8.3 Summary and implications of the findings

This study has contributed to a better understandinhow customers and suppliers in
relationships co-create value. It has identifiee #neas of collaboration, described how
value is co-created and identified the co-creatatlier in the larger customer-SME
supplier dyadic relationship. This has involved niglecation of value created or
associated with respective collaborative areas. fihdings through the identified
collaborative areas show that in business reldtipss there are multiple points of
interaction anywhere in the firm, including thediteonal point of exchange with the
implication that there are many points of custosigoplier interaction that are critical for

value co-creation. This is consistent with othethats’ views (e.g. Prahalad and
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Ramaswamy 2004b). Likewise, Awaleh (2008 p.36) gacxes that firms interact in a
number of ways outside the frame of the actual @xgh situation. Hence, parties interact
not only to exchange but also to co-create. Thipaicularly so considering that the
capabilities of firms in relationships are more rththe sum of individual firms’
capabilities because of the existence of distietdtionship capabilities, tying together
and interacting with the capabilities of individdaims (Foss 1999). It is not only the
smaller suppliers that gain from the relationshiprger customers also benefit; there is

mutual gain and hence co-creation of value.

The empirical evidence suggests that processestioitias, previously often viewed as
solely undertaken by larger customers or by SMEpkers independently, are
increasingly getting valuable inputs from both mertthrough the relationship. Further,
similar to Forsstrom (2005a p.72), these findingdidate that firms with heterogeneous
resources benefit by cooperating and utilizing eattier's resources meaningfully. Such
cooperation or collaboration has been shown in shisly to lead to value co-creation
with mutual benefits. This is in line with Bitita’ (2004) view that value creation in
collaborative organisations should be a win-winuaibn for the collaborating firms. It
would be useful for managers to have this motivenind while developing collaborative

strategies.

This study has achieved the objectives set fortthatbeginning. The thesis objectives
were: a) to identify areas of collaboration in theger-customer-SME supplier dyad; b) to
investigate how value is co-created in the dyadiocidentify the respective value co-
created in the collaborative areas of larger custsnand SME supplier relationships;

and, d) to identify practical and theoretical incplions of the findings. Accordingly, in
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this section, a summary in relation to the firsethobjectives is presented. Issues related
to the last objective, that is, the practical amebtetical implications and contributions of

the findings, are then discussed in the next tveties.

The findings indicate a number of areas in whiadmaic SME suppliers collaborate with
their larger customers. Working in collaborationamtivities such as product innovations,
co-participation in social responsibility activiigjoint technical systems, joint planning,
co-evaluation and development of training needemption and communications, are
among the key collaborative areas. The collabogadireas have implications on value co-
creation in business relationships. Correspondjmghand and Khanna (2000) found that

firms learn to create more value as they accumebgperience in joint venturing.

The manifestations of the collaborative areas ie arger customer-SME supplier
relationships represent how value is co-createces@hinclude: exchanging ideas on
product development — core products as well as nangepackaging; facilitating and
sponsoring visits to farms by school children;isgttup and sustaining electronic data
interchange; consultations in the development airmss plans, co-evaluating processes

and staff; and internships.

The findings reflect the value co-created compgsioth monetary, such as increased
sales and revenue, and non-monetary value, suckpagation, preferred supplier status
and improved quality. Other studies have also astenged the generation of both
monetary and non-monetary value in business relstiips (Forsstrom 2005a; Ngugi et
al. 2010; Ulaga and Eggert 2006). This study furidentifies the specific monetary or

non-monetary value that is co-created in the rdsmecelationships of larger customers
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and their SME suppliers. The identification of aleirange of benefits, both tangibles and
intangibles that are associated with businessioakttips also supports the statement by
Payne et al. (2009) that the dominant logic in raaing is shifting from the exchange of

tangible goods to the exchange of intangibles siscskills, knowledge and processes.

It is interesting to note that some collaborativeas led to the co-creation of more types
of value than others. For instance collaborationniteractive learning promoted co-
creation of four types of value (enhanced undedstenof larger customers’ needs,
enhanced understanding of consumers’ needs, erthameevation, improved quality)
while collaboration in corporate social respong#piéctivities was found to lead to co-
creation of one type of value — public relatiorso, some different collaborative areas
were found to lead to co-creation of the same tfpealue. For instance, collaboration in
business plan development and interlinked systamh as electronic data interchange
were both identified as contributing to promotidncontinuous supply of products. This

has ramifications in resource allocation with respe collaborative areas.

Some value co-creation aspects (such as EDI whrdimreeed continuous supply)
enhanced efficiency and effectiveness in the exghaprocess thereby directly
contributing largely to monetary benefits such egenue generation while others (for
instance corporate social responsibility) contrdouliargely to non-monetary benefits such

as favourable reputation or publicity.

Considering the wide range of ways in which valoecreation is manifested, this study
interprets that, although the collaborative areasy rhe likely to be common across

customer-suppliers’ relationships, their manifestet or how value is actually co-created
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would be likely to vary across relationships. Tisisalso expected to vary depending on
the sector under consideration. For instance, wbdkaborative innovation may be
common in the organic sector as well as others,sghexific innovation such as the
development of unique cheese is specific to thd fadustry and would be different in a

non-food industry.

8.4 Contribution to theory

This study has made a number of contributions émtyn First, unlike any other study,
through the conceptual framework as well as thdirigs, this study has linked the
themes of customer-supplier interaction, collaboraind hence values co-creation, and
the co-created value. To the researcher’s knowlethge is the first study to link these
themes at least in the organic industry. Generghgvious studies have tended to
investigate value co-creation without necessadbntifying or specifying the value that
is co-created (Prahalad and Ramaswamy 2004). Oflaenes identified the collaborative
areas without necessarily identifying the valuet tkagenerated from the collaboration
(Johnsen and Ford 2006) or else identified the evalithout specifying the specific
attributable collaborative area (Table 8). Thisdgtinas expanded on these issues and

attempted to combine all these themes into a parsous framework.

Secondly, while the larger customers and the SMiplgers that are considered in this
study both appear active particularly in regardh®e collaborative activities, and hence
consistent with the IMP interaction approach whigtognises both customers and
suppliers as active participants, on the other haerdindings show that the interaction
process involves more than just exchange sincésat iavolves value co-creation. The

value co-creation occurs at areas of collaboradimh the collaborating parties are able to
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come up with or do something that one would notabime. For instance in the Delta-
Spibe relationship, the larger customer and thellemsupplier combined their distinct
knowledge and skills and developed products that party could not develop alone.
Also in the Omega-Chesa relationship, through bollation in development of a
business plan, the larger customer and the smaligplier consulted on various issues
including production, demand, new products for dgwment as well as products for
promotions. This enhanced continuous supply andppropriate quantities, guaranteed
cash-flows, increased sales for instance through ptomotional products that were
agreed during co-planning, and enhanced innovahoough the deliberations on new

products for development during a particular plagnyear.

These aspects of co-creating in addition to exchahints at the need to modify or
improve the IMP interaction framework (Hakanssor82)9by entrenching value co-
creation into it. The fact that there is more tleachange in relationships was also noted
by Sheth and Parvatiyar (1995) where they expres$isatl cooperative relationships
amongst marketing actors are not always for thg@gae of exchange because they can

also cooperate and share resources in joint résa@act development (R&D) partnering.

In other words, the co-creation aspect revealsndwd to extend the IMP interaction
approach so that it not only shows exchange bot\afue co-creation. As found in this
study, firms in a relationship are not only invadvim exchange (as implied by the IMP
model in its current form — annex 4), but they als®o able to create something that one
party would not do alone. This is in line with Satpeter (1934), Moran and Ghosal
(1996) and Nahapiet and Ghoshal (1998) who argaeath new resources are created

through two generic processes, namely, combinainwhexchange. This study argues that
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combination in essence enhances value co-creatiotine with this, Vargo and Lusch
(2004a) indicate that value creation is a procésstegrating and transforming resources
which requires interaction and likewise the notidrco-creation of value is an interactive
concept. The combinations could be incrementalt{eoaus adjustment in small steps or
rather through incremental change and developmesrh fthe existing) or radical
(innovation or paradigmatic change and revolutitwqhapiet and Ghoshal 1998). The
building of the IMP interaction approach by enti@ng value co-creation into it is
consistent with Axelsson (2010) who express th&aaitity to see more work that builds

on the model.

Third, the findings support the increasingly observyphenomenon of collaboration
among firms as opposed to the traditional stragegifeautonomous competition. This
shows that firms are increasingly realizing th&tréhis more to gain by collaborating than
operating individually. In this study, such gairre aepresented by the value co-created,
which to achieve requires input from each of thikaborating parties — in this case larger
customers and their SME suppliers. Lastly, unlikeitionally where the objective of
firms tended to be solely financial, this study Ishswn that firms are now recognising
non-financial aspects as important value that isreated in business relationships. In
any case, the different types of monetary and nonetary value that are identified by
this study are relevant to academia especiallyethioserested in understanding the

emerging new ways in which value is co-createdthnd a new definition of value.

8.5 Contribution to practice
In practice, the understanding of the dynamics alue co-creation is particularly

important for managers considering that they maliikdedy to miss business opportunities
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if they do not understand how value is co-createldusiness relationships. It is vital that
managers in SME suppliers are able to assess #ttiséies that must be done internally
or developed in conjunction with larger customdisus, it is important to develop the
knowledge of how value is co-created in businekgiomships. In the past, studies of the
value or benefits of collaboration have tendedomu$ mainly on alliances between large
organisations, thereby excluding SMEs (Kale e8D2; Kale et al. 2000). In contrast,
this study is significant as it has the centrettdrdgion on the relationships between larger
customers and SMEs. This is relevant in informimg debate on how value is co-created

through interactions in business relationships.

The findings underscore the issue of the survival prosperity of SME suppliers being
closely linked to effective collaboration with thdarger customers in relationships in
addition to their internal success. This is coesistwith Hakansson and Ford's view
(2002) that the life of a firm is the result of timerplay between internal investments and

those that are made in its relationships.

The findings highlight the power of business relaships in enhancing access to skills,
resources and technologies of both the collabagdinms and in contributing towards

problem-solving for both the customer and the sepprl'his potential in relationships has
been suggested previously (Ford et al. 2006). lation is enhanced through suppliers
working together with their larger customers. Ihat only the smaller suppliers that gain
from the relationship - larger customers also biénehere is co-creation of value and
subsequently mutual gain. The identified interactaarning and collaborative innovation
across larger customers and SME suppliers implieg firms may need to work

collaboratively for instance through project grogpsnternships whereby representatives
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from both firms in the relationship can interactroeet and communicate their business
operations and ideas and consequently co-create.v@bnsidering the value co-created,
this study suggests the need for increasing legtlsollaboration between small and

medium-sized organic food suppliers and their laogstomers.

The findings suggest the potential of one collabeeaarea leading to the co-creation of
more than one type of value. Also some differeearwere found to contribute to co-
creation of the same type of value. Such knowlg@g#aborative areas and respective
types and amounts of value) would be useful to marsain decision-making particularly

in relation to collaborative areas with larger omsérs. Relationships entail investments
and therefore understanding the value co-createdigh the various collaborative areas
would be useful in deciding which areas would bst lre which to collaborate and hence
invest. Nevertheless, the many types of valuedhaico-created underscore the potential
of collaboration in the larger customer-SME supptationships. No wonder it is now

recognised that building the capacity to collab®iatin essence building the capacity to

compete (Prahalad and Ramaswamy 2004 p.2003).

The findings on areas of collaboration and thesoamted co-created value are also
important to managers in enabling them to undedstahich activities they undertake,
especially in the relationship and are importantieating value. This aspect was also

highlighted by Johnson et al (2009 p.74).

8.6 Limitations and areas for further research
This study has investigated value co-creation wébpect to larger customers-SME

suppliers’ relationships. The SME suppliers anddarcustomers are however linked to
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other stakeholders such as larger suppliers, N&ogernment institutions, competitors
and research institutions. Further research woalédsential to understand how value is
co-created by suppliers as well as customers imtioaships with these other
stakeholders. In other words, there is scope dturé studies to go beyond the dyadic

perspective of relationships to include perspestivem the wider network.

The data that were used in the investigation ofptienomenon of value co-creation were
collected from suppliers. This means that theresaspe for incorporating the larger
customers’ perspectives. This would perhaps gemeraiv areas of collaboration, value
co-creation practices and the co-created valuensnudd as well be relevant in enhancing
triangulation in the study. Also, the data weregédy cross-sectional and therefore
covering a longer span of time and adoption of oHmproaches such as ethnography
would be likely to generate useful information. Wrespect to collaborative areas, this
study focused mainly on the values that were géee@rthrough them. It would be useful

to investigate the costs that are associated Wwilcollaboration.

The study has identified the areas of collaboratlwow value was co-created and the
respective types of value that were generated.ofih this information as noted earlier
has ramifications both to theory and practices iimited in that the relative importance
or preferences of the collaborative areas fromSMEs suppliers or larger customers’
perspective has not been established and alsae¢héfied types of value have not been
quantified. Information of the relative importanaiecollaborative areas and probably the
willingness to pay for their development, considgrboth ends of the dyad, would at

least be useful to policy makers and other devetgragents who would be considering
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supporting the development and sustenance of langgomers’-SME suppliers’

relationships.

Likewise, although some collaborative areas wetsdoin this study to generate more
types of value than others, it is not clear if thisuld necessarily translate to a higher
total value if these were to be quantified. Therefdhere are opportunities for further
research in quantifying the different types of walthat are generated in the larger
customer-SME supplier relationships as well asrganisational relationships in general.
Such information is vital at least in making inwvesht decisions with respect to

collaborative areas.

In addition, this study is limited to investigateom the organic food sector. Furthermore,
in terms of geographic scope, the research isdomit the Southwest region of the UK.
This implies that further research which goes beyone industry and one country may
be essential in enabling extrapolation and gereatadin into other situations than those
investigated in this study. Nonetheless, this stsdundamental in that it is among the
first to investigate the co-creation of value irgker customer-SME supplier relationships

in the organic food and drink sector.
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Annex 1: Value co-creation per larger customer-SMEupplier relationship

Larger customer-SME supplier
relationship

Areas of collaboration

Value co-creation strategies

Value co-created

Alpha-Sowa 1-innovation 1-product development (deliberations) | 1-increased ranges of products
2-concept evaluation 2-increased success of products
3-product packaging 3-preferred supplier status
4-product name determination
5-recommending longer shelf-life productgl-reduced transaction cost
(design dependence 3-preferred supplier status

5-reduced waste
2-planning 6-co-planning e.g. in relation to new 2-enhanced success of new produc
ideas/products prior development &
marketing
3-co-evaluation 7-co-evaluation of staff and factory 6-improved lgya
3-preferred supplier status
4-marketing and promotion 8-launching of new piaidu 2-enhanced product success
9-product distribution using larger 4-reduced distribution cost
customer’s extensive networks
5-co-pricing 10-larger customer helped smallempsiap | 7-fairness
in pricing

Total 5 10 7

Zeta-Bete 1-bilateral knowledge development 1-Beppisits to larger customer and | 1-improved quality
sensitized on quality 2-enhanced understanding of

customer needs
2-generic relationship Generic 3-provision of bass

Total 2 1 3

Omega-Chesa 1-innovation 1-recommending small eh@esw) 1-increased revenue

2-CSR 2-sponsoring school trips 2-reputation

3-technological inter-linkage

3-EDI

1-higher sales

3-continuous supply
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Larger customer-SME supplier
relationship

Areas of collaboration

Value co-creation strategies

Value co-created

4-planning

4-business plan development

1-boosting sales through pre-agreed
promotional products

4-guaranteed cashflow

5-enhanced innovation

5-bilateral development of knowledge

5-internship

6-understanding of consumer needs
7-understanding of customer needs
5-enhanced innovation

6-rounds by larger customer at smaller
suppliers premises

8-familiarization with supplier’s
systems and loyalty building

6-marketing and promotion

7-product distribution using larger
customer’s trucks

9-reduced cost

10-improved capacity utilization of
larger customers’ trucks
11-reduced carbon emissions

8-co-participation during promotion

1-increasedesal
9-reduced costs

7-communication /feedback

9-two-way communication

7-enhanced understanding of
customer’s wants

8-development of commensurate culture 10- quahigntation 12-improved quality
13-enhanced preferred supplier stat
11-greening: closed-loop systems & 14-sustainability
recycling
Total 8 11 14
Gamma-Laberi 1-innovation 1-recommending on breeds (raw materialdyimproved quality
2-discussion on best products
2-planning 3-agreeing on production and supply 2-reduced waste

guantities

3-enhanced continuous supply

3-bilateral knowledge development

4-customer and supplier visiting each other-knowledge e.g. on product display

and learning about product presentation
and production systems

5-improved meat presentation
6-development of reference point to

other suppliers

XXX



Larger customer-SME supplier
relationship

Areas of collaboration

Value co-creation strategies

Value co-created

4-marketing and promotion

Acknowledging each and co-promotion
through:

5-website

6-media

7-newsletters

8-award winning competitions

7-reputation
8-reduced costs

5-co-pricing

9-parties agreed and committed to price

9-fair prices
10-satisfaction
11-price stability

6-communication /feedback

10-feedback on quality e.g. on condition
beef and lamb

of-improved quality
12-improved management of anima
while transporting as well as at farm
level and subsequently improved
animal welfare

11-continuous communication (e.g.
weekly) on quantities to be supplied and
other delivery issues

2-reduced waste
13-prompt deliveries

7-Problem solving

12-smaller supplier working with larger
customer in responding to what they
(larger customer) want and working with
them to produce what they ask for
13-SME responding in case of any call t¢
solve larger customer’s problem
14-larger customer endeavoured to sust
the SME and honoured promises

14-mutual satisfaction

aln

8-development of commensurate culturé

> 15-quality orientation

1-improved quality
15-enhanced preferred supplier stat
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Larger customer-SME supplier
relationship

Areas of collaboration

Value co-creation strategies

Value co-created

16- greening culture: recycling

16-sustainability

9-generic relationship

17- co-creation of a guaredtmarket
through mutual development to
commitment of the contract
-elimination of middlemen

17- build smaller supplier's
confidence
-better prices

Total 9 18 18
Delta-Spibe 1-innovation 1-design dependence and collaboration |nL-perceived investment by smaller
innovation including assessment of supplier

processing capability through trials

2-cost savings by larger customer
3-innovation

4-enhanced success of products
5-enhanced processing capability

2-technological inter-linkage

2-quality management department

6-improved quality

3-unique manufacturing system and mix
ingredients

of-continuous provision of business

3-planning

4-exchange of forecast plan

8-smooth delivery ofipcts

4-co-evaluation

5-customer & supplier together doing
evaluation e.g. on quality processes

9-enhanced food safety and hygiene
6-improved quality

5-bilateral knowledge development

6-exchangewisit

10-participation in pricing
3-enhanced product development
11-enhanced procurement process

7-bilateral knowledge combination

4-developmentnofe appealing
products

6-marketing and promotion

8-display of sample end products at eacl
other’s premises
9-planned website co-promotion

n12-increased sales
13-enhanced availability of
promotional products

10-agreeing on products to be promoted
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Larger customer-SME supplier
relationship

Areas of collaboration

Value co-creation strategies

Value co-created

7-co-pricing

11-larger customer and smaller supplier
participated in pricing

14-ensured competitive prices
15-fairness

8-communication /feedback

6-frequent visits by larger customer and
smaller supplier to each other’s premises
12-almost daily telephone calls and this
could be made by either party to check t
everything was ok

16-enhanced forecasting 3-
5 enhanced new product developmen
15-favourable pricing
nadf7-ensured everything was ok
11-improved procurement 34
enhanced innovation

9-problem-solving

13-sharing experiences: for instance Sp
solicited larger customer’s opinion on
contracting alternative delivery services
provider

ide5-reduced costs in sourcing e.g. ne
delivery services provider recruitme
cost
19-knowledge e.g. about the
effectiveness of the provider

W
nt

10- development of commensurate culty

Iré4- quality orientation

6-improved quality
20-enhanced preferred supplier stat

11- generic relationship

15- enhancing customer retention

21-enhanced customer retention
22-provision of business consistentl

Total

11

15

21
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Annex 2: Value co-creation by collaborative areas

No. Areas of collaboration Relationship Value co-@ation strategies Value co-created
1 Innovation 1-Alpha-Sowa 1-product development 1-increased ranges of products
2-concept evaluation 2-increased success of products
3-product packaging 3-preferred supplier status
4-product name determination
1-Alpha-Sowa 4-recommending longer shelf-life 4-reduced transaction cost
products (design dependence 3-preferred supplier status
5-reduced waste
2-Omega-Chesa 4-recommending small cheese 1-iecteagenue
3-Gamma-Laberi 5-recommending on breeds (raw 6-improved quality
materials)
1-discussion on best products
4-Delta-Spibe 6-design dependence and collaboration7-perceived investment by smaller
innovation including processing capabilitysupplier
assessment through trials 4-cost savings by larger customer
1-innovation
2-enhanced success of products
8-enhanced processing capability
Total 4 6 8
2 Planning 1-Alpha-Sowa 1-co-planning e.g. in relation to new | 1-enhanced success of new products

ideas/products prior to development &
marketing

2-Omega-Chesa

2-business plan development

2-boosting sales through pre-agreed
promotional products

3-guaranteed cash-flow
4-enhanced innovation
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No. Areas of collaboration Relationship Value co-@ation strategies Value co-created
3-Gamma-Laberi 3-agreeing on production and supply | 5-reduced waste
guantities well ahead of time 6-enhanced continuous supply
4-Delta-Spibe 4- exchange of forecast plan 7-smdetivery of products
Total 4 4 7
3 Co-evaluation 1-co-evaluation of staff and factory 1-improved lgya
1-Alpha-Sowa 2-preferred supplier status
2-Delta-Spibe 2-customer & supplier together doing | 3-enhanced food safety and hygiene
evaluation e.g. on quality processes 1l-improved quality
Total 2 2 3
4 Marketing and promotion 1-Alpha-Sowa 1-launching of new products l-enhammeduct success
1-Alpha-Sowa 2-product distribution using larger 2-reduced distribution cost
customer’s extensive networks
2-Omega-Chesa 3-product distribution using larger 2-reduced cost
customer’s lorries 3-improved capacity utilization of large
customers’ lorries
4-reduced carbon emissions
2-Omega-Chesa 4-co-participation during promotion -incbeased sales
2-reduced costs
3-Gamma-Laberi Acknowledging each other and co- 6-reputation
promotion through: 2-reduced costs
5-website
6-media
7-newsletters
8-award winning competitions
4-Delta-Spibe 9-display of sample end productsahe | 5-increased sales
other’s premises 7-enhanced availability of promotional
5-planned website co-promotion products
10-agreeing on products to be promoted
Total 4 10 7
5 | Co-pricing 1-Alpha-Sowa 1-larger customer helpexdller supplier| 1-fairness

XXXV




[92)

No. Areas of collaboration Relationship Value co-@ation strategies Value co-created
in pricing
2-Gamma-Laberi 2-parties agreed and committedite pr | 1-fair prices
2-satisfaction
3-price stability
3-Delta-Spibe 1-larger customer and smaller supplie | 4-ensured competitive prices
participated in pricing 1-fairness
Total 3 2 4
6 Bilateral development of knowledge and skjlls-Zeta-Bete 1-supplier visits to larger customat an | 1-improved quality
sensitized on quality 2-enhanced understanding of custome
needs
2-Omega-Chesa 2-internship 3-understanding of consumer needs
2-understanding of customer needs
4-enhanced innovation
2-Omega-Chesa 3-rounds by larger customer at amalle 5-familiarization with supplier's system
suppliers premises and loyalty building
3-Gamma-Laberi 3-customer and supplier visitingheac | 6-knowledge e.g. on product display
other and learning about product 7-improved meat presentation
presentation and production systems | 8-development of reference point to
other suppliers
4-Delta-Spibe 3-exchange visits 9-participation in pricing
4-enhanced product development
10-enhanced procurement process
4-Delta-Spibe 4-bilateral knowledge combination dElrelopment of more appealing
products
Total 4 4 11
7 CSR 1-Omega-Chesa 1-sponsoring school children fanps-tri | 1-reputation
Total 1 1 1
8 Technological inter-linkage 1-Omega-Chesa 1-EDI 1-higher sales

2-continuous supply
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No. Areas of collaboration Relationship Value co-@ation strategies Value co-created
2-Delta-Spibe 2-quality management department Joned quality
2-Delta-Spibe 3-unique manufacturing system and mj4-continuous provision of business
of ingredients
Total 2 3 4
9 Communication /feedback 1-Omega-Chesa 1-two-way communication 1-enhanced understanding of customey’s
wants
2-Gamma-Laberi 2-feedback on quality e.g. on camdiof | 2-improved quality
beef and lamb 3-improved management of animals
while transporting as well as at farm
level and subsequently improved animal
welfare
2-Gamma-Laberi 3-continuous communication (e.g. 4-reduced waste
weekly) on quantities to be supplied and 5-prompt deliveries
other delivery issues
3-Delta-Spibe 4-frequent visits by larger custowaed 6-enhanced forecasting 7-
smaller supplier to each other’s premisgsenhanced new product devetoent
5-almost daily telephone calls and this | 8-favourable pricing
could be made by either party to check | 9-ensured everything was ok
that everything was ok 10-improved procurement 7-
enhanced innovation
Total 3 5 10
10 Problem-solving 1-Gamma-Laberi 1-smaller supplier working with karg 1-mutual satisfaction

customer in responding to what they
(larger customer) want and working wit
them to produce what they ask for
2-SME responding in case of any call tg
solve larger customer’s problem
3-larger customer endeavoured to susta
the SME and honoured promises

=

in

2-Delta-Spibe

4- sharing experiences: for insteBmbe

2-reduced costs in sourcing e.g. new
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No. Areas of collaboration Relationship Value co-@ation strategies Value co-created
solicited larger customer’s opinion on | delivery services provider recruitment
contracting alternative delivery services| cost
provider 3-knowledge e.g. about the effectivene
of the provider
Total 2 4 3
11 Development of commensurate culture 1-Gamma-Laberi 1-quality orientation 1-improved quality
2-enhanced preferred supplier status
1-Gamma-Laberi 2-greening culture: recycling 3-sustainability
2-Delta-Spibe 1- quality orientation 1-improved quality
2-enhanced preferred supplier status
3-Omega-Chesa 1- quality orientation 1l-improvedigua
2-enhanced preferred supplier status
3-Omega-Chesa 2-greening: closed-loop systems & | 3-sustainability
recycling
Total 3 2 3
12 Generic relationship 1-Gamma-Laberi 1-co-creation of a guaranteed market | 1-build smaller supplier’s confidence
through mutual development to 2-better prices
commitment of the contract
2-Elimination of middlemen
2-Zeta-Bete 3- enhancing customer retention and | 3-enhanced customer retention
3-Delta-Spibe general relationship 4-provision of business consistently
Total 3 3 4
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Annex 3: Quasi-statistics on value co-creation acss the participating relationships

of larger customers and their smaller suppliers obrganic food

Alpha-Sowa

25

20

15
. 1

Delta-Spibe Omega-Chesa
Gamma-Laberi Zeta-Bete
—— Number of collaborative areas —— Number of value co-creation practices

Number of types of co-created value
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Annex 4: The IMP interaction model

Environment

Market structure

Internationalization

Position in the manufacturing channel
Social systei

Atmospher

Power/dependence
Cooperation/conflict
Closeness/Distance
Mutual expectations

Product/service

Short Information Exchange
Organization term Fina}ncial episodes Parties
Technology Social
Structure Organization
Strategy .
ndividual Interaction process
Aims Individual

Experience

Long
term

Institutionalization Relationships

Adaptations J

Source: Hakansson (1982)
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Annex 5: Statistics on hectarage on organic agricture in different regions in the

world

Million Ha

North America Africa

Oceania Europe Latin America Asia

Region

Source: IFOAM (2009a)
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Annex 6: Sample transcript: Gamma-Laberi relationshp

Q: Generally, I think we will just go through thegeestions.

A: Ok

Q: For instance if you could just give me a bria€kground of your firm.

A: Ok. | farm here with my husband Y who is awsye have been organic farmers for
22 years and we have been farming this farm foyeks. It is 234 hectares. It is a rented
farm tenancy owned by the National Trust. And wevested it to organic when we first
came. It is actually two separate farms but we farali as one unit. We produce organic
beef and lamb and cereals.

Q: So you have cereals too?

A: Yes.

Q: Organic beef lamb and?

A: Cereals yah

Q: So it'’s like actually you have answered the sdcquestion which is about the main
products that you have. Where do you normallytbelin?

A: Everything we produce we sell to a big farm shopDevon called Gamma Farm
Foods which is also an established organic busiaadswe have sold to them for 18
years. We have developed our business ah, our dassimve grown as their business
have grown so really we work very closely with thamd originally were probably the
only supplier of that business. And now we are ohenany suppliers because it has
grown so much, they are now five shops.

Q: So you were the first farm to sell to them?

A: Yes we were the first livestock farm.

Q: So you sell to them both beef, lamb and evercéneals?
xlii



A: Beef and lamb, but the cereals are mostly feduioown animals and if we have a bit
of surplus we would sell them to other organic faimCornwall.

Q: How do you consider your farm as having benéfitem this Gamma?

A: It is an absolutely essential relationship. Wiis totally important to us and we have
always worked with them responding to what they tweamd very much working with
them to produce what they ask for. So the relalignbas grown over 18 years. And as
they have changed we have made sure that we ajwaglace what they want.

Q: You are saying they are based in?

A: They are based in Totnes in Devon

Q: How are they structured? Do they have branchesvar the UK? Or how are they?
How big are they?

A: They were originally a farm as well. And theyeahree brothers. One brother runs a
very big vegetable company called Gamma organietaddes. Very very big, which if
you look it up its one of the biggest in the coyn#knd they are all over the country and
they do vegetable boxes and deliver and they havdrgnchises all over the country.
Then there is the farm shop who we supply, runhgydther brother and they have five
shops all in Devon and also do some mail order. thed there is one more brother who
runs a dairy farm and pigs and he produces milkh8y are three separate businesses but
they all work together.

Q: Under the same name?

A: They are all called Gamma.

Q: Ok. Now in which areas do you collaborate? Beeayou are saying you have a
relationship for about 18 years.

A: We collaborate in that we have worked to prodananals all the year round. So one

of the key things is to make sure that we can delig them every week a small number
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of animals and with both cattle and the sheep we leorked quite hard to do that and
we manage it quite carefully. Whereas most farmerst to produce all their lambs and
sell them all in large batches we sell about 12blam week and may be 5 cattle every
week for of much of the year as we can. So we laajasted our systems to make sure
that we can have continuous output.

Q: Are there times when you say you want to delteethem but they say that they have
enough from other suppliers?

A: Ah, sometimes but very rarely because they plashwe plan ahead with them and say
we will have 100 cattle in this next nine monthsl dherefore we need to sell you so
many a month. And mostly that works pretty well.

Q: If you may just elaborate a little bit how tluan happens such that they are involved
and you are involved. What is the process likénengglanning?

A: Basically a lot of conversations between themtaitcher who does all the buying.

Q: One of the big brothers now?

A: No is a big company now, an employee. So we @apkeak every week but also at the
beginning of the season we would say we know we vave 500 lambs, we will have
100 cattle, so that we need to know that you \alletthose, and he may be have, | don't
know, 10 suppliers. He will know he will have howewhave many cattle to buy and he
will plan it and make sure that he takes them fig@ople regularly according to what
suits their farm.

Q: So those communications are normally by email@phone or?

A: Ah, emalil and telephone, very personal, veryspeal.

Q: Or you go there also.

A: Yes yes. we deliver anyway. We have our ownylarow so we will be taking stock

regularly. But mostly by phone and email.
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Q: And them do they come here sometimes?

A: Yah. The butcher we would have him come downeoimca while for a farm visit to
come and show him what is going on. But they ase,db be honest they are friends, we
have known them for very long so that it is verysosal.

Q: When you say that they will know how many ansngbu will take per season, per
season here is for one year or is how long? Becdnese are not crops. | think animals
are there throughout.

A: Well we have at the moment about 120 cows, st eathose will have one calf every
year and we also buy in some other young cattla fraother organic farm in Cornwall.
Q: Of the same age?

A: Yes. So we will know how many cows are calviigp we know pretty much. And
with our sheep we will know we have about 350 biegeéwes and we will know we will
have about 1.5 lambs per year overall so we wibvkmve will have about 600 lambs.

Q: And do you have systems that are interlinkedh wheirs?

A: Like what?

Q: For instance some people say they may accetsysy$or Gamma.

A: No we don't.

Q: And them can they access yours?

A: No, we don’t do that. Probably we are too sn@llthat. It is just by personal means
Q: And you sell them live animals not slaughtered?

A: We sell them slaughtered.

Q: You do the slaughtering?

A: We take them to the abattoir, they are slauglteand then we invoice them on the

weight of the slaughtered animals.
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Q: Many companies talk about various products thay take to their customers, | am
wondering if you have different products in beefl 3mb or because a beef is a beef you
consider that to be one product? Or are thererdiitegrades?

A: 1 would say it's just one product and we badicaell whole animals, slaughtered
animals and then do lot of butchering and they reawery wide range of products that
they then make with that.

Q: Ok

A: It's very simple our business, very simple

Q: So there is not grading system at your level.

A: There is grading, there is grading system

Q: Like in beef, which grades do you normally proelu

A: They have their own grading system. Most of what would produce would “A”
grade.

Q: A grade?

A: A, out of probably A, B, C. I think they just @ three grades and then fat classes
within that. So we are producing top quality.

Q: And that applies also to lamb?

A: Yes.

Q: Are there times they may tell you to producefteiknt grade that is not here?

A: Ah, we would talk about the breeds of cattled dhere are some that they prefer to
others. So we would try and do that but we canhlvadiygs produce exactly what they want
because we buy some from another farmer and hdifiesent breeds that are not quite
as good because he comes from further west whiesreniich harder country.

Q: So there are times they propose to you the breekleep?

A: Yes we get feedback. Feedback of quality
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Q: What | am saying is, there are some customers fimd that if their supplier do not
have something, they just go to a different supphad there are others who find that my
supplier does not have this product, let me adkise to produce it for me instead of
going to another supplier. So am not sure how titey.

A: They will do that. They will do that.

Q: They normally advise you?

A: Their commitment is very much to us as a farmfnd so we will then discuss
together what the best product is and we would nsake that we are giving them what
they want. Yes they would ask us for somethingwweadvould do it.

Q: So the relationship is very healthy then.

A: Yes and it is very committed.

Q: And how do you deliver them? How do you package?

A: We deliver to the abattoir. We have a lorry @wvss. And then they collect from the
abattoir.

Q: Gamma collects.

A: They collect and they pay the slaughtering charg

Q: Within your farm, is there anything that you bamvested together?

A: Ah,a...m

Q: Any structure that may be you have put up andhad an input from them?

A: No.

Q: Basically you have done all the structures?

A: Yes

Q: Ok. And research. Are you involved in reseaxhiristance to know which breeds are

better.
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A: Ah, we know what we can produce on this farnis & mixture really of the type of the
farm. With organic, there is a type of animals te suited with organic system. So over
time we have worked out what suits us best in tasfifarming and also what is quality
for our customers.

Q: I am also wondering if there are times you nieedo something or may be you do not
have knowledge or information on how to go abauhign may be you consulted Gamma
and then they probably advised them on how to gaitaib Do you think you have gained
in term of knowledge from them?

A: | think we have gained a lot in terms of undansling of butchering and it's the way
that meat must be presented to be good quality.lAmiaik we have also learnt from their
marketing because they have very high emphasisialityjand local and they have got a
particular way and reputation. So we have learat #nd also we have benefited from
that because they do a lot of publicity about treippliers for instance. So on their
website they would have stories about their supplshich is good for both of us.

Q: But where you have said that you have learnt thosvbeef or lamb is presented, | am
not sure if this applies to you because you haigeygau, you just take live animals to the
abattoir then from there they come and collect.

A: Yes, they do

Q: So presentation of the meat, how is that beiadtic you?

A: It is beneficial to us because we also selttielbit from here. We sell some at home.
Q: From your shop?

A: Yah

Q: Ok. I agree.

A: And also it is useful to get feedback because kmow ah it helps you manage animals

as well as possible to prevent stress particul@ly.if we get feedback that a certain
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animal was not good, we might understand why thest. it might have been upset in the
lorry, you know there are lot of things that cafeef.

Q: Ok.

A: But also we feed different groups of animalgistly differently, so it is also useful to
know which ones have been the best because owdthiatms they are slightly different.
Q: What about in terms of training. Are there tintlesy recommend the sort of training
that may be the people here need to undergo?

A: Ah, no. | don’t think so. But | think to be fawe are very experienced organic farmers
so is more likely we will be giving training thah,eecause we have eh, we do quite a lot
of education here and farmwalks and demonstrativsetves.

Q: But not really to them?

A: No

Q: Have you trained them at all?

A: No | don't think so.

Q: So you train other farms?

A: Yah

Q: Probably if I may take you back where you sad have learnt from them may be the
presentation of meat. What about them. Do you tkiely have learnt anything from you
or your company?

A: Yes definitely. | think they have learnt that, ahey have learnt more about farming
systems and quality.

Q: But do they also produce? | am wondering homwmfiag systems will benefit them.

A: ah, they would use us as an example of goodtipeador other newer suppliers.

Because we are very established, a lot of orgampplgers are much newer, and they
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would use this as an example they could them sHrat éarmers to get some experience
or training or advice from us.

Q: Ok. In terms of planning, you said you plan thge.

A:Yah

Q: What about in their planning, their objectivesl all that? Do you think your company
have an input in their planning? Not them now hgumpact on your planning. But you
influencing their planning?

A: Ah, | think we used to, but now they are so bigm not sure we do any more because
they have grown so much. In the early days, yd&nktwe did, because for instance we
used to have certain number of core use or oldalse]d sheep that need to be used and
they would then plan to make ready meals like egrand things like that because they
knew they had to buy those sheep from us, andwioeyd then. But now they are so big,
they can't be quite flexible because they have gravassively.

Q: | am wondering how you have managed to keep theoause you have been in a
relationship for about 18 years. That means tharst ime something very special you do.
A: Ah, we work very hard to be very helpful and thener of the business is also very
loyal. So | think he has very committed relatiopshwith suppliers and he likes to have
long-term relationships. | think that is partlydo with it is a very ethical business. So |
think we are very lucky actually.

Q: But are there contracts that you sign?

A: No.

Q: No formal contracts?

A: No

Q: Ok

A: It's scarely?



Q: Yah. Because | am wondering how you have kegghthuch they really want to source
from you and not any other company. It’s like tteywe always given you preference.

A: Pretty much. May be that is because we have Heme from the start. But we never
ah, you know we are always concerned about thatvendork hard to make sure we are
very responsive to their needs.

Q: And that brings me to how you develop your etbo®rganisational culture or your
values. Do you think they have influenced you altrag line?

A: | think both ourselves and Gamma have the samnea$ values. One about organic
principles, ethical trading, being very fair andnbst in our trading and very open. So
they always offer a very fair price. And sometinttegt means that we get paid a bit more
than the average. And sometimes we even get phiiteabit less. But we agree we are
going to be paid at certain level and then we dbigkhat. And that requires a lot of trust,
a lot of trust.

Q: It is amazing the way you say that at times go@ paid higher than others and this
does not necessarily mean the others did not haweaés to take to them.

A: No

Q: So they still prefer to source from you evethdy are paying you higher?

A: Because they commit.

Q: Because they commit?

A: Yes.

Q: But not necessarily in writing?

A: That is right

Q: Ok

A: Itis unusual. It is an unusual situation.



Q: But I think it is also because you are ableuppty them throughout the year not like
others who may come and go?

A: Yes we are totally reliable. And whenever theagrup and say we have got a problem,
we will always sort it out.

Q: I am also tempted to think if they find a newpglier who will deliver to them at a
very low price and then take to them and goes. yaddeliver to them regularly and you
will continue, they would rather buy from you anelek you rather than go to this other
one and not buy your own animals and then may bheggb another customer?

A: Yah.

Q: Do you think that plays a part.

A: | think long term relationships work well for sth businesses and | think particularly
in farming you do see more of it than may be ineothusinesses. But also within the
organic sector particularly there is another levéhink of sort of ethical behaviour.
There are moments when it is tricky you know, bagibally that is how we try and trade.
Q: But I think just like the way you are interested making sure you meet their
requirements, they also seem to be very interest@dncerned in making sure that they
are able to sustain you or to honour whatever firegnised?

A: Yes | think they do.

Q: And they would not like to hurt?

A: That is right. | mean things may go horribly wgpbecause times are very difficult
now but | think ‘the owner’, as a business he hasawhole range of local suppliers
around him and he works very hard to create that@ay.

Q: Ok. So in terms of promoting the product, ona gaid there are times they put your
information in their website and all that.

A: And newsletter.
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Q: Ok. Are there other ways whereby you promote ywaducts together?

A: Yes sometimes we enter competitions, ah food p=iitions, we have tried various
media things ah press things where we might botimedved in an article for something.
That is pretty much it really.

Q: Food competitions are like? What do you meanl fmampetitions?

A: They are organic. The Soil Association run orgdnod awards which you can enter.
There would be lot of categories say best lamly, bbesf, best cheese or whatever. That is
an annual competition so we might do that for ins¢ga

Q: 1 wonder how you do it together in competiticechuse | would think you can do that
alone.

A: Ah, they do the butchery and we would always enalire that we acknowledge the
other.

Q: Ok. So the way you distribute yours is justdket to the abattoir then they distribute
from there?

A: Yah

Q: You are not involved in distribution of the rgmbduct.

A: No. apart from a little bit here, we just selitte bit of meat from the farm gate.

Q: Do you deliver to those who buy?

A: Ah, we just very very informally deliver a liglbit of meat locally to the village but
not very much. It is insignificant really.

Q: Ok.

A: And we have a tea room as well and they alslbnseat from the tea room in summer
to campers and holiday makers.

Q: I think we are now in number seven which is dliba various collaborative activities

that you have had together and how you think it basefited your company. You
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highlighted several areas that you collaborate ttegeand | was wondering how it has
helped your company.

A: Ah ah

Q: May be there are some areas where you find golddave incurred some costs but
because of that collaboration you had the costaedluSuch things.

A: Not really no. | cannot think of anything elgeaat from what | have already said. Ah,
they do our butchering so we get back meat hergelio They do the butchery for us
which is very good for us because they are veryddmaichers, so we get back packed
meat to sell.

Q: Your own animals now?

A: Yes.

Q: It's not that you buy from them?

A: No. They butcher and give us back some of oun tmsell here.

Q: At a cost or they do that freely?

A: At a cost, at cost.

Q: Ok.

A: Yah.

Q: That means that is not very beneficial becaleg are gaining because you are paying
them.

A: Well, it's at cost rather than at profit. Inctat’s quite annoying for them that do it.

Q: I am wondering if they do it for other suppliers

A: They don't.

Q: You the only one

A: Yes.

Q: Oh, then that is the benefit.
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A: Itis a benefit. Yah, definitely a benefit.

Q: And this publicity, if they are not putting fonstance your information in their
newsletter or in their website, do you think youwebbe doing this on your own? Or by
doing that would they be saving you some costs?

A: Yes | think so. Probably we get some advertidegefits from that. But it is fairly
small as | said but yes. It is certainly good far eeputation, | think. They have a very
good reputation and so we benefit from that as.well

Q: Exactly

A: Definitely, definitely

Q: And in terms of increased revenue. You gavexam@le for instance where they give
you a higher price than others.

A: Yes they commit to a price for the whole yeamdAthey also pay the cost of
slaughtering. So we get a very good price becaesdon’t get very many deductions.

Q: So for other suppliers may be they incur the obslaughtering?

A: Yah. Some would. | think they pay slaughteriog €veryone who uses the abattoir in
Devon. But compared with other businesses, theyorBbsome of the costs of
slaughtering and processing in a way that in otleenpanies you would not find. So |
think they are quite generous.

Q: Is that abattoir theirs?

A: No, no, but again that is another kind of ththgy collaborate, they collaborate in that
abattoir as well.

Q: In terms of gaining some competences, | think gghlighted that whereby you have
gained some competences from them.

A: Yah.

Q: And may be they also have gained from you kif?d o
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A: Yes.

Q: Like presentation and all that?

A: Yah.

Q: In terms of risk, are there some risks that feel you share because of being in a
relationship?

A: Ah

Q: May be if the relationship was not there are soisk you would get but.

A: Aaam (quiet).

Q: May be you are going to come across them asonaang.

A: Yah.

Q: So this collaboration, do you think it has bedstinnovation at all? That is in
connection with question 8 about innovation.

A: Aam

Q: May be in terms of coming up with new produatsy be in terms of changing some
processes that you were doing differently beforé lrcause of the relationship they
advised and you were able to change. May be chgnygiar organisational structure or.
A: Ah, not particularly. We changed our farming tpat, particularly our lambing. We
have changed our lambing to ah, we lamb very &tg¢hat we can supply further through
the year directly because we wanted to be suppbirsiightly different season to most of
other farmers. And we also produce ah, we sell theny heavy lambs, bigger older
lambs which they do mail order meat boxes. Throinghmeat boxes that they sell they
can sell a bigger range of lamb than normal supemhapecifications for instance. They
can sell much bigger animals because they cut tddfarently. So that has been

beneficial as well because obviously if you sdflemvier animal you get more money. So

Ivi



we are very lucky in that because most farmers aveall a lamb which is 18kilos while
we might sell one at 24kilos.

Q: Because it has taken longer in you farm?

A: Yes, because they are bigger. We can grow thigggeb because they can sell them
whereas on the supermarket shelf you will neverasieig lamb like that.

Q: What makes them bigger. Is it because theyakiag more time in your farm?

A: Yah. They are older and if you grow them momdy, they can grow to be a bigger
size without being fat.

Q: Ok

A: Do you eat meat?

Q: Yah

A: Ah, | mean its things like ah, in a supermarketause people buy certain sizes of
joints for instance most people buy a leg of lahwt ts only this big because it has to cost
not too much money. But the way they do it is ti&y might grow some much bigger
and then cut it into pieces and sell it in sligidifferent ways. So, that is innovation for
us because we are getting the benefit, we make mch money on our sheep because
of that.

Q: Ok. Sure.

A: Yah, so that is a good example.

Q: Ok. In terms of management practices, | thirék th also related with that.

A: Yah.

Q: Have you been having your shop for all the 1&ye

A: Our own shop or do you mean Gamma?

Q: Yours. Is it a new one?
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A: Ah its just freezers. We just sell frozen mdait we also have a little tea rooms which
we have had since 2001, just a little café.

Q: This other question is about the organic seittageneral, not in particular to your

farm.

A: Ok

Q: For instance in your own experience or opinioniclv ones can you say are the
changes that have happened over time? Now thabhgee been in the organic sector for
18 years, how was it those days, how have it clhoger time?

A: Well, it's completely transformed. When we sgaitin 1996, 22 years ago we started
organic, there was no premium, no premium or angthThere was no market really,

there was no market. And so we have been doingdedhe very very early days when

we used to grow vegetables and just sell themeadatal shop, you know we used to take
them in our van and there was no ah, there wasnapét all. So | think we have seen the
whole organic sector develop.

Q: You were taking to an open market those days?

A: Yah, in the 1980s, and just little stores andpsh) you know just tiny. And we were

organic then because we believed that is rightgtihindo, not because we could make
more money. Actually we could make less money. 8dhawve seen a premium develop
for organic food probably since the late 80s, effg that premium began to develop
when supermarkets began to take organic food. Ard eshen we came to this farm, we
came here in 1992, there still wasn't really anyed@ped market and all out neighbours
thought we were very strange and unusual. Wellfa®ow, in Cornwall, there are many

many organic farms and people have begun to sae & way to actually make more

money.

viii



Q: What about in regard to Gamma, when you stavt#ti them, what were the
requirements then and has this changed over time?

A: They were very very small, very basic, ah onalmhop, very chaotic, probably
about five people worked there. And again peopleld/gust deliver things in their own
van you know very very simple but it has becomea@onally known brand now. Again
in pretty much same sort of time scale probably &fld, since mid 80s they started.

Q: What about in terms of expectations from youatrthey expected those days are they
the same things or they have changed or becomestrargent in their requirements or?
A: Yes, they have become more professional and starggent in their requirements but
the values have stayed very much the same actdddfy values are the same you know
the same principles of loyal relationships. | thankte similar. But their sophistication of
their packaging and their presentation everythiag tyyyuu (gone up)

Q: Those are the things | am interested in, lilkerthackaging their presentation, all those
have changed?

A: Everything has changed, yes. From very verydasi

Q: The way they package in their own farm but re way you people package for
them?

A: I mean everything now is ah they brand everyghrell.

Q: What about in terms of quantities? The quamstitreey needed those days from you.
Do they need more these days than those days?

A: Yes. | have no idea how much the turnover hasghd, but yes | mean probably 200
times what it used to be. | don't know, somethingé It has gone from a very small
business to a multi-million pound business probabigrms of turnover.

Q: I am saying what they require from this compahlye quantity they require you to

deliver to them per year. Or it all depends withatviou have, that is what they take? For
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instance do they propose for instance you try ame gs 1000 animals this year or 100
or?

A: They encouraged us to expand. In the early ddyastever we had they would have but
it was very very small but yes, certainly they gagethe confidence to expand our farm
for sure. As they grew, we grew.

Q: They also require you to supply them continugis|

A: Yes, yes.

Q: Just the way you were saying you do it diffelsehecause you are able to supply them
continuously throughout.

A: Yes, we developed our supply as they grew wevgned sort of synchronised what we
did.

Q: And in terms of quality of lamb or beef, did yhmind so much about quality those
days compared with how they are today?

A: No.

Q: The quality has been the same?

A: The quality has improved.

Q: It has improved?

A: Yes as they have become more professional, lthgg become more specific about the
guality, that is for sure and many organic farntexrge had to improve their quality a lot.
Q: So for yourself, how did you improve on quality?

A: To be honest, on this answer | think we haveagkvproduced quality. We have
always decided from the beginning that we will progl quality but we probably just got
the whole farm is much more efficient now thansed to be. We don’t work so hard, but
IS just easier because we have got better waysinfidt and our machinery is better and

our farming system is better, but we have alwagsipced very high quality stock.
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Q: This continuous supply though you had mentioaledut it, you said one way it has
happened is by buying from others the young ones?

A: Yes we buy. We have got capacity for a bit mthv@n we produce ourselves. So we
have a committed contract with another farmer aretyeyear we buy 20 or 30 of his
cattle and we guarantee to buy them. He knowswieatvill buy them. We have always
said to him we want you to produce these sort d¢flecdbecause we want to sell to
Gamma. So again that is another chain of goingwark

Q: So that is one way of ensuring that there iginanus supply. Is there another strategy
you have adopted?

A: That is just for us really, just to make surattiwve are producing as much as we can
within this farm. Within Gamma itself | think thelyjave a cooperative of vegetable
suppliers and things like that but that is outsidee.

Q: I am now being specific to your farm. The wayydarm is able to supply Gamma
continuously. So one way of achieving this is fostance contracting that particular
farmer.

A: Yes.

Q: Such that in addition from producing here, yoai getting more from outside.

A: That is right.

Q: Is there any other strategy that you have adojatenake sure you supply continuously
to Gamma?

A: No it's just that. It is so simple really. It r©t complicated for us.

Q: | am wondering like the breeding system, isehany way you manage so that there
are animals expected at any time?

A: Ah, we split our calving a bit, ah we do spliirocalving. We do have two separate

times when we calve. Mostly in the spring but somtéhe summer, so animals are being
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born. And also as | have said with lambing, wengjeal our lambing system. We used to
lamb in February and now we lamb in May becauseoitks better in terms of selling
period.

Q: So that means there is one period when you tleatisso much?

A: Yah,

Q: Because you leave that to other suppliers?

A: That is right.

Q: You did not want to compete with them?

A: Yah

Q: Because | would think you could still continwestupply even in that period and you
supply also in off-peak period?

A: It's partly because we know that if we lamb vezgrly, it is more hard work. The
sheep and lambing when it is very cold and often get more problems when lamb
inside, and what we wanted to do is lamb everytloutgide with better weather which is
a lower cost system. So we are reducing our coghatowe can make more money and
also it is a simpler system fitted in so that wendti have to use our buildings for sheep so
then we could have more cows. So we could produme rmows by having all our sheep
outside all the time and that therefore improvesdhbtput of our farm because we have
increased the number of cattle.

Q: So the cows are usually indoors?

A: The cows are indoors now, not all of them butresy as possible.

Q: May be if you have time we will have a view dwydon’t mind.

A: Sure. It is so cold and we have terrible proldesh the moment, everything has been

frozen and the water, there has been no waterss ibeen rather difficult, very murky.
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Q: Sorry. It happens when the weather is like thige next number, what initiatives have
your firm undertaken in response to the variousketachanges or in response to the
requirements of the main customer?

A: Ah, | think | have actually said everything tha¢ do. It is really quite simple.

Q: Which have been the sources of support by yaum in developing and implementing
the various changes, that is number 117?

A: Ah, what do you mean by that?

Q: Mainly it's for instance to be able to supply faa continuously, may be those
lambing may be there are some capital that areeteedsome facilities that are needed
that you had to put in place.

A: Ah we have invested in buildings. We have gotrenbuildings as we expanded the
farm, we also took on ah, we started with one fana we took on another farm.

Q: That was because demand for organic productdea@aming high?

A: Yes.

Q: So you wanted to adjust to respond to this deinan

A: Yes, and we just bought some land to expandnadgan basically the farm has gone
from 300 acres to now 650. So we have more thamblddiuthe farm. Which is a lot of
investment.

Q: You mentioned that farm was 234 hectares?

A: Yes 234 hectares, then we just buying some feovd another 80 acres.

Q: So you haven't bought?

A: Yes we are just buying right now.

Q: So | was wondering where this support is conimeg, that is what the question is
asking about.

A: Ah, that is all our own capital. We have justésted.
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Q: So that is like ploughing back your profits?

A: Yes. Which shows you that the farm has beew peofitable because it has more than
doubled.

Q: In terms of buildings, again is your own money?

A: Some is our own money. Most of the buildings e up by National Trust. But when
we took on the new farm, we had to invest moneypéosuade them to put up the
building. So you have to put in capital and youraeld you have to put in all ah, they put
on the structure then you have to put in all thermal fittings of the building.

Q: National Trust their main objective is to sugpor

A: The National Trust as an organisation is abautservation of the land. So they own
most of the land particularly because the coageryg important, so they own most of the
farms. But they want that farmers who use them uppert their objectives of
conservation and they also need to make money tinenfiarms. We pay a lot of rent. So
we pay commercial rent of the farm.

Q: So they contributed towards putting up someéiefliuildings?

A: Yah.

Q: Why | am asking this is to be able to know iér is any way that Gamma has
contributed towards your infrastructure.

A: Ah, no.

Q: If you have had any support from Gamma, from g@in customer.

A: No.

Q: Because here you have mentioned about Nationeit, Tploughing back your profits

but you have not mentioned Gamma.
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A: No. we haven’t except we have had what you waalldl risk sharing. The point is we
have had commitment of the contract so we alwaysvkinat they will buy what we can
supply. So that has given us some confidence.

Q: Ok.

A: Yah, yah, just thinking about that risk sharthghg.

Q: So you can say that one thing that has enaldado/be able to undertake the various
changes is like the profits that you have alreadge?

A: Yah.

Q: And may be the funding from this National Trushd they did that because you had
your own money, you had also to invest?

A: They did that because they wanted us to taka sacond farm, they wanted us to be
tenants. So we made quite a hard deal with thethwe needed that building put up
before we were going to take on the second farm.

Q: So this addition of this particular farm, theveldpment of this building, do you think
the various changes you have made has influenagargtationship with Gamma?

A: Ah, it just allowed us to expand so that we gaow the business. Yes it has been good
for us because we have become more profitable. &spread our costs over a bigger
area and have become more efficient.

Q: And I think it is also making your company teeevbe more attractive to them?

A: Yes.

Q: Because you can be able to supply them with raomals and all that?

A: Yes and also am thinking about ah we boughtiyIso that we could be very flexible
with our transport. So, we did that specifically ale bought our own lorry which is quite
unusual again for a farm. So we know that everykwee can always take animals, we do

not have to rely on a haulier. So that is anotheestment actually.
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Q: Again from your own profits?

A: Yah.

Q: So by buying that lorry | expect that you haeliminate that haulier.

A: Yes.

Q: He was like a broker?

A: Yes.

Q: You used to pay for those services?

A: Yes.

Q: Now you are not paying?

A: Yes.

Q: And the relationship with Gamma, do you thinkhas led to elimination of some

brokers who could play a part in between?

A: Yes.

Q: For instance?

A: Well, because it is a direct relationship, wenddor instance belong to a cooperative
which lots of other producers might belong to apmrative and have their marketing

done through that. But we always have done it dye®hat is good for us because we
get a better price but is not necessarily so gooddme of the other marketing structures
in the area possibly. And you are right the hauis do our own.

Q: And this cooperative bit, sometimes it sountisky because it is said that when

people do it together they are able to share tis¢ loot when you do it alone you are

likely to incur all these costs. | don’t know ifishapplies in this context.

A: | think at the moment because we have this tdirglationship with Gamma its ok, but

if this would change, if they went bust which ofucege they could, life is very very
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difficult, then we would join a cooperative and wan a group. We would have to
change what we do.

Q: This other question is inter-related. It's numié, it is asking, what has made your
firm more successful than other firms or competitoBecause | think when you started
there were other organic farms but after some yieg were gone, yours have been in
business for all these years. What can you say lhat made you more successful
compared with other companies?

A: Ah, I think ah it's difficult to say this withat sounding overconfident. | think we are
very clever of what we do. Well, | think | come iinca different ah, Mark who is not here
unfortunately, he comes from a farming backgroundpme from a communications
background, | am not a farmer originally. I'm trachas a journalist and | have very good
communication skills so | have always been verydgabpresenting what we do to other
people which helps a lot in negotiations and reartal have done a lot of media work.
So all that is good. The other side of it is that keep our costs too low on the side of
economic side the business is very tight in terfrleeeping costs low. So it is a very high
performing business. We do this farm business suwith Exeter University and from
the results of 2007, our farm is the top perfornfeagn in the survey.

Q: Eh, it terms of cost minimization or generally?

A: Ah generally ah in incomes, in profits. So iretburvey we come out very very high.
So that is interesting.

Q: Is it possible to get a copy of that report?

A: Ah this has got our figures, possibly from thesimness school, Durchy college.

Q: Or do you think they can send you a soft copthisf if you request.

A: Ah, | am sure they would give you the result$ bot with any farms identified. So our

performance is very high for a variety of reas@wsthat is interesting.
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Q: So there is that issue of your background, comeation, and farming

A: Yah, | think we analyse our business very cdhgfall the time, we look at our cost
and our performance. Something like this (referrtogExeter report) is very useful
because it is very detailed. Then you can think,vakich bits of the business are doing
well and where are the good bits, where are thebiiadind you can actually look at areas
that you need to improve on. And many farmers anery good at that. So perhaps that
is a different business background may be.

Q: Why do you think your farm was selected by Gardfma

A: Ah, we knocked on their door and asked them.

Q: Oh, you had to go and approach them?

A: Yah, yah.

Q: Any idea which criteria they use in selectingitlsuppliers, which attributes do they
look at?

A: | think probably in the early days it was veryich about you know the organic market
was very small so there were few organic suppli8s.one is if you were organic that
was good start but also | think businesses withlairkind of values actually.

Q: What about in terms of future plans, numbenii®at are your future plans?

A: Ah, not to change too much. Mark does not wangxpand the farm any more than it
is. He feels that he wants to have time to do othiegs as well so we are not going to
grow and change radically. | think it is very s&lalt the moment. And probably have
bought this land which is an investment. Probaloly mve will stay at this size.

Q: What do you mean by he needs to do other things?

A: Ah, well, he has gone away for the first time2id years. He has gone to Australia for

a few weeks. And this is you know you work veryywéard when you start a farm and
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we just got to the stage where we can have a Iitnef off. And we have got a very good
worker. | think he is enjoying that (laughs) | dokhow.

Q: But not really moving to Australia from here.

A: No.

Q: And | am wondering your future plans, how issthkely to affect your relationship
with Gamma?

A: Well, I hope that we have a long term future émak we continue to work with them,
but | think this is going to be a very very difflcyear for everyone and even businesses
that look very solid, you know, times are touglerérthey?

Q: Ok

A: So | hope that they are ok, but who knows? Mankd Spencer are shutting down 25
shops this week. Who knows? It's a very very steatime.

Q: They were saying how they are going to layl@®0 because of the recession.

A: Yah.

Q: Then ah, we are still looking for other orgasuppliers. | don’'t know if you know of
some other organic suppliers apart from your fdrat t may also approach for interview.
Might you have some contacts?

A: Ah, | do. The best thing really is to look aet®oil Association website, | think. Are
you concentrating on a particular area?

Q: Its only organic companies in the Southwest.

A: In the Southwest?

Q: Yes, anywhere in the Southwest in all those tieanl think they are more than five.
A: Have you looked on the Southwest food and dweksite?

Q: Southwest?
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A: Yah, which is the RDA, they have a food and Krimebsite. They have a sort of
listing. But also the Soil Association have gotoat ©f regional listing. And if you are
very interested you could talk to Gamma. But | ddmiow if you can get somebody to
talk to because they are running a very busy byt m¢éeresting business.

Q: I am actually wondering if you can introduce to¢hem or?

A: Ah | could certainly ring and tell them but the@ye so busy, they get a lot, lot of
requests. So | think you have got to take your charbecause the owner of business is
very very busy and slightly a sort of chaotic peraad he is not easy to pin talkdown.

Q: I wouldn’t mind even if it is in February, evdnit is not exactly this month. If they
may just assess their programme and probably 18thours for me any day probably
before end of February.

A: What | will do, | can email “X” who runs the fiar shop and also the guy who runs the
vegetables. | will email them and you, sort of cépyou.

Q: That would be good at least to know which atbay are supporting their suppliers
and also how their suppliers are supporting themchvareas are they collaborating with
their suppliers, that would be very interesting.

A: Well, I will see if | can help you with that. Bumo promises, | know they get so many
requests.

Q: It's ok. | think it is easier for you because tbke relationship you have than like
myself. Because | know these companies are very.Busas talking to Sainsbury the
other day and they were saying how they receivaghinds and thousands of requests. So
sometimes it's very hard to get an opportunity.

A: | know. Well | will see if | can help. And alskil have a think and email you some
ideas because it's better if | think about it, heat think of some stuff out of my head so

quickly. So I will see if I will have some ideas.
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Q: Now because organic is consistent with greertesys how do you go about in
managing waste from your farm? For instance yousakéng there is lambing which is
probably the first stage in the production syst&u.if we could just go through the
various stages that the animals go through in feouan.

A: Ah, what do you mean exactly?

Q: For instance you feed them with water and maythaee is manure which is by-
products. How do you manage all these? Do you pldnagk manure or?

A: What | would say is, it is a very closed cydlege farming system. So basically there is
no waste because all the animals are born on the fae only buy in, very occasionally
we buy a new bull or a lamb, we buy the male arsmApart from that everything is
bred, everything is fed our own corn, we don't launy feed at all, so we grow everything
that we produce for the animals. And all the mansiteollected and composted and used
to fertilize the land.

Q: Ok

A: So in terms of what we buy, is practically noitni And that is a lot to do with why our
costs are very low because it’s trying to be aanable system where you buy as little as
possible. The only thing that we have to buy istfor bedding because we do not
produce enough. So we buy that from our neighbdBus. all that straw and all that
manure is then composted and put back into the lfeddo not buy any fertilizer.

Q: And do you have excess for selling?

A: Ah, no. we do not have excess manure to sell.vilaisell excess ah, we have some
corn to sell. We would sell that to other orgaracniers very locally, again to try and
keep a sort of local system working.

Q: When you refer to corn here you refer to? Atlaat level do you harvest?

A: Mostly oats and some barley we grow. So usua#yhave some oats to sell.
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Q: Still for feeding animals?

A: Yes, we don’t grow anything for human consumptio

Q: And do you feed animals with concentrates?

A: We just feed them with the cereals | am talkatgput. Not very much. So we grow all
the grass to feed them, make silage and hay an@éedethem a little bit of cereals, and
nothing else.

Q: And once you take animals to the abattoir, thaomebody else’s work? To take care
of like the blood, eh that is somebody else’s work?

A: Yes. So the only real waste issue we have orfdir like this is all the black plastic
from silage. You have a lot of black plastic. Aridlee moment we cannot recycle that, it
has to go to landfill which is bad. So that is thain waste we have.

Q: So you are still thinking about how to go abibin future?

A: Yah

Q: Now when you deliver products to Gamma and magdime is not sold, who incurs
the loss? Because here you are dealing with ahadalis commodity.

A: That would be the others because we basicallycaecases to them and that is up to
them how they deal with them.

Q: You don’t share the loss?

A: No

Q: Again if we revisit the organic industry in geale you mentioned about the changes
before, what about now the challenges? Which onasldvyou consider are the main
challenges?

A: The recession.

Q: The recession is one.
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A: Yes, it's beginning to have an impact on quitetof the industry, particularly eggs
and milk.

Q: Because of? People are not buying them or why?

A: Yah. You begin seeing people going down in tleiopping habits, | think. At the
moment Gamma seems ok because it is a dedicatgghisgoarea. So if you are in a
supermarket you might see three different produmtganic, local and value, and you
probably might decide to go for the cheaper orthefy are side by side. But | think for
the shops that sell all organic products, the pewgio go there have already decided that
is what they are going to do. But | think it wikla very difficult time, very difficult, that

is the big challenge. Ah to keep a premium, becatesbave to charge more because our
costs compared with conventional farming are high®riously because of welfare and
everything else.

Q: But if people could afford to pay for them, irtk the market is there?

A: Absolutely. | think people believe in it and @ care. But when people lose their
jobs, some will have less money and so people taweake up for that.

Q: Now we are in number 24

A: Well, we have to work very hard to persuade pedp spend money on good quality
food and I think particularly for meat producetsg thing is you have to persuade people
that probably it's better to buy less meat and gogd quality rather than buy cheap meat.
And | think that is an education thing that hagdoon.

Q: In terms of lowering costs, is there much tredgle can explore to make sure that the
prices you are offering customers is same as haa food?

A: You cannot compete on cost with conventionaldfdahink we always have to look at
the technical side of our business. But therehbstiom line beyond which you cannot go

and | think that is the trouble at the moment: Su@ekets are trying to push the prices
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down to their suppliers and trying to pay less dorfers and after a while there is no
further to go.

Q: And again it’s like there are not much inputattheople are buying here that they feel
that the government can lower taxes so that tleepgould come down?

A: No. Not really. The main one to everyone thathe same, is fuel whether you are
organic or conventional, fuel is the big cost flbroé us.

Q: For cultivation and all that?

A: Yah

Q: Because that is where fuel is needed most?

A: Yes.

Q: Now in terms of SME organic farmers, that is l@m25, what do you think should be
done for them to do better? Which support do thesdrto be given.

A: Ah, | think it is a lot to do with alternative arkets, you know the small and medium
organic supplier can never compete with supermauppliers, that is never going to
work for them. So | think supporting different Ibcaconomic structures like more
independent shops, more farmers’ markets, more ddadelivery mechanisms, all that
type of marketing | think is more helpful for smalusinesses and | think that some
support for that or actually ways looking at howirtgprove that and give it more support
would be good.

Q: Are there a lot of costs that are charged fonedwody to put such a shop? Or are there
barriers to establishing.

A: There are barriers, the main barriers are tkeapfe’s shopping habits are getting more
and more to shop in supermarkets and out of towhsansupporting small towns and

actually supporting shopping in the town centres way that can be done. | think it is
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very important for all of us in all food stuffs, thpist organic because for most of those
that is where their market would be.

Q: I am relating that to the current trend wherpbkgple are concerned very much about
carbon footprint or food miles, | think that is netlly favouring the shops because most
consumers would prefer to buy from the nearesteptassible?

A: Yes. But you know it is not a level playing fiebecause supermarkets have a lot of
supporting subsidies really from councils, don’eyhin terms of access, packing and
everything else. Small traders in town struggledmpete with that. So | think that would
be helpful.

Q: And taxation, are there heavy taxes on suchsshop

A: Yes. Business rates are high.

Q: Very high?

A: Yah

Q: Although I think that one cuts across the baarein supermarkets.

A: True.

Q: But lowering that for the shops | think mighpport them?

A: | think if there was ways to support more susdbie business, you know if you could
distinguish the businesses that are operating mwar carbon footprint that would be
really good. How you do that | don’t know.

Q: Ok. | get your point. Number 26 is about orgahanal characteristics. Annual
turnover in terms of sales.

A: Total turnover?

Q: Yes

A: Ah is roughly 185 thousand pounds

Q: Per year? That is, annual?
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A: Yes

Q: Then we have a balance sheet total?

A: Ah, | have to find that. | will get you later.

Q: Number of employees

A: 4 including ourselves.

Q: And among these, how many are graduates?

A: Two

Q: So the other ones are the ones who takes c#éne ahimals and all that?

A: Ah, there is myself and Mark, and then we have workers at the moment.
Q: And do you engage temporary ones?

A: We have some contract labourers as well.

Q: So when they come they are about how many?

A: They are half a person every year contract oBascertainly some things are done on
contract. Like making silage that is done by cartirthey are not employees.
Q: So you contract some people to come and do that?

A: Yah.

Q: The organisational structure?

A: Well, we are just partnership, private partngrsh

Q: Then in terms of your market?

A: 100 per cent local

Q: Without the shop now here?

A: Yah

Q: Amongst your production, how much is sold thiodlis shop? 1 per cent or it could
me much more?

A: No, less. half per cent, tiny, tiny
IXxvi



Q: Compared with everything you produce?

A: Yes, half per cent, tiny tiny.

Q: And in terms of where you source your animals?

A: Procurement 100 per cent local

Q: And you said for instance in terms of lamb ¢hisrone farmer whom you contract.

A: We buy cattle. We don’t buy any sheep exceptsfmme rams. So we never buy any
sheep. Just rams, new genetic.

Q: Is just cattle?

A: Yes the young cattle, just from one farm.

Q: The one you normally have contract with?

A: Yah.

Q: And that is where

A: Near Penzance in Cornwall.

Q: It's not far?

A: No, very local. Everything is very local

Q: Then number 27, age.

A:lam 50.

Q: And you have been in agribusiness for how long?

A: 24 years.

Q: Position

A: Position in the organisation, partner.

Q: I am wondering, would you have preferred thimpany to be nearer or far? In other
words, what are the advantages and disadvantagganoma being where they are?

A: The nearer the better obviously in terms of $fort. But being in Devon, they have a

slightly better customer base than you would ge€amnwall. People are slightly more
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wealthy and a slightly bigger population of potahttustomers, because Cornwall is
obviously very rural so there is an advantage torfggaccess to somewhere slightly more
middle-class.

Q: But to you | think the distance may not mat@msuch. | think what will matter more
IS customer base?

A: Yes.

Q: Because you are saying your costs are only tipetabattoir. Isn't it?

A: Yah.

Q: I mean it’s not far. Is it far, abattoir

A: No, it's 50 miles.

Q: The rest is their cost?

A: Yes, and also important to us in terms of welferwe want a short journey too for our
animals in terms of animal welfare.

Q: So what would be key for you is actually to haweabattoir more closer?

A: Yes. That would be good.

Q: That is a welfare issue.

A: Yah.

Q: So that is it. The other section is about tHati@ship you have with your suppliers

and this is going to be a quick one.

Q: This other section is about mainly the relattopsyou have with your suppliers now

not your customers. Like now where you are saymadg) you buy some animals. So which

areas can you say you collaborate with your suggilie

Ixxviii



A: Well with the farmer | have told you, we collabte in that we guarantee to buy his
cattle every year, and we collaborate in that wedrencourage him to produce the sort
of cattle that we want.

Q: Ok

A: Ah, who else are the suppliers? Who else woold gall our suppliers? Contractors?

Q: Ah, no, mainly is for beef animals, you may jusve for that particular farmer
actually.

A: Ok.

Q: And how do you think that relationship has ergdeahinnovation?

A: Ah, it is very important for him because he krsow's the same thing, he knows when
he says | really need you to have this cattlewl@ek because | have run out of feed then
we will say ok, we will have them straight away. &pain it is loyalty and we guarantee
to respond to him and he guarantees to give uspick of everything there is. So again
we have been doing that for 10 years and it is dbase exactly the same sought of
feedback, friendship and trust , and commitmeiat poice.

Q: Are there some skills that he has learnt from go some competences? For instance
you said you sometimes train.

A: Yah, he is a newer organic farmer than we aceh&has come here and looked at our
cattle and looked at what we do and that has otytaifluenced the way he farms.

Q: And in terms of the changes that has been deres has he played a role? Any change
that you have ever made on your farm?

A: No. | think the main thing from his point of wieis it has given him security and
confidence in his planning again, but apart froat ttgain it's quite a simple relationship.
Q: So there is planning together so that you ate @btell him these are the quantities

you plan to buy from him this year, so there id fflanning together?
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A: Yes.

Q: What about the change that he has made in hisfamm, do you think you have
influenced? Probably proposed to do a certain thirigs farm and he did that?

A: No. Because we would like him to make some clkarand he has not made.

Q:lIsit?

A: Ah, he has made some changes but his businagsites small and he is doing less
farming because his wife has developed a new bssiire the farm, so probably not
particularly.

Q: A different business not farming?

A: Yah selling green baby products and peas artckthd of stuff.

Q: So it’s like you would like him to make whicharges now?

A: We would like him to produce like different datiand use a different bull but we are
not good at persuading him.

Q: Ok. In selecting that supplier, which factord glou consider?

A: Ah, he is a National Trust tenant, same as uUs. e came to us actually to ask
whether we would, ah the National Trust might htaalitated that, | think. | think they
put us together as is the only way we could wodetber.

Q: So that is the main thing, he contacted you and?

A: Yah, and again he is a friend really, you know.

Q: But | would think there are other suppliers wdantacted you but you said no you
prefer this particular one.

A: Yes. We have once or twice bought other catttenf other people but we would
always choose to buy from him because we are caeuirtid do that.

Q: And you are getting enough you do not need raoppliers?
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A: Yah, sometimes we do buy a lot more one yearthad we had to buy from another
one supplier as well but generally we are having,ane keeping more of our own cows
so we don’t need that many, we need about 25 to 30.

Q: To buy from him?

A: Yah.

Q: And it is like all the cows you buy from him ydoake care of them? Are there times
that you buy and when they come here you find samesick, some are not the quality
you needed?

A: No. | mean what we buy from him are young, ab®umhonths old. We look at them,
choose the ones we need and they come on a lorry.

Q: So there was no time when you bought and oneg tme here one of them died
immediately?

A: No.

Q: And who incurs that transport cost?

A: We do, we pay it.

Q: You use your lorry?

A: No, because they are too many. We would payusidrdor that.

Q: And your future plans do you think they are gpia affect your relationship with that
farmer?

A: Ah, | think if we said we do not want to buy luattle he might stop producing them.
Q: He is not likely to get another buyer?

A: | think ah, where he farms is a very very haadd, it's not like here there is really
more land and I think it is quite marginal for thamd might be that he just needs to farm
enough to keep the farm going but he might develmp other business which is

something completely different, if we did not binpse cattle | think.
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Q: Probably one area that | think | need to geuunaderstanding is the National Trust
issue. You have said this land is managed by thha Trust,

A: Yah

Q: Isit all land in the UK or just the land alotige coast?

A: Ah, no. They own land basically of important servation value. It is a charity, so
they get given land or they buy land that is esgdgcimportant. You may have to look at
their website so see how much land they own. They bits particularly at the coast but
also at the Lake District and also there is a Nidrust in Scotland and National Trust
in Wales which is separate. And also they havet @fl big houses which are historic
property.

Q: And why did you decide to hire and not buy frimse other areas that are not owned
by the National Trust.

A: Well we could not afford a farm so we could oalfyord to rent. And we went for the
National Trust because they are a conservation ayp@ganisation. So we thought that
would fit well with organic farming.

Q: So you hire for how long?

A: Here?

Q: Yes

A: 16 years.

Q: That was a contract you had to sign with them?

A: No no, we have got a life tenancy, so we cay B&e so long as we can farm the land.
Q: Ok.

A: Yah, it's called life tenancy.

Q: Provided you are able to pay the rent.
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A: Yes. If we get too old that we could not farnme might have to live. But as long as we
are farming you know we are running the businessvaugld continue.

Q: So the main difference here is that those peaple own their own land they do not
pay rent but you are paying?

A: That is right.

Q: So that is it about the interview unless youehaw issue. As | told you, my main
objective is to answer two questions. One is tatiflethe areas that you collaborate with
your customers, secondly is to understand the berdfthis collaboration.

A: Eh

Q: So unless you have an area of collaborationwleahave not looked at or may be a
benefit or a cost that comes through this collatbamahat we have not considered yet.

A: 1 don’t think so specifically but for you it ming be useful for you to talk to at least one
business that works in a cooperative to get someoscontrast because we don’t work in
a coop and quite a lot of organic farms do andnktthat might be quite good for you as
part of your comparison probably to do that.

Q: Yes if | identify one | think I will do that.

A: Gamma has one. There is a whole cooperativarohs who produce vegetables and
organic juices and they set up that cooperativaudmse they needed more farmers. So it is
a different model that would be quite interestingyou.

Q: I will try that although our interest is actyallke you because you sell direct, not
really a cooperative. | also think is a farmer cblé able to do it direct like you do it, it
would be more beneficial for the farmer.

A: It is the idea, ah

Q: Especially when that collaboration is quite firiiat is one reason that makes farmers

want to form a cooperative because they are nettabhccess certain customers. So they
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come together to be able to supply the quantityitheequired by that customer. But if a
single farmer can do that, that would be great.

A: The only thing is | suppose from our point oéwi is that all our eggs are in one basket
so we don’t have any other option. So | supposeisteort of an area of risk, as time gets
tougher that could be difficult but we have put swaite a lot of profit so we probably
have got some resilience to bad times becauses ibban quite successful for us. So we
have got quite a stable business because we ddawvet any borrowings. So that is
probably why if things get tough, we are ok, we’'tdowe the bank any money.

Q: Great. That is very good of you. | am so encgedaby what you are doing.

A: Yah.

Q: Ok, thank you very much for that informatioranh really grateful.
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Annex 7: In-depth interviews’ guide questions
Describe briefly the background of your organisatio
Which food and drink do your firm produce?
Who are your main customers?
Describe briefly the background of the relationshith your main customer.
Which areas do you collaborate with customersAdqifmentioned outright, probed for):
Collaborative planning
Joint technical systems
Innovation and design dependence
Bilateral development of knowledge and skills
Joint teams
Cross-functional coordination and information shgri
Development of commensurate culture
How have your firm and your main customer benefftedh each of these collaborative
areas?
What have been the specific roles of each partystgooer and supplier) in the
collaboration?
Organisational characteristics
Annual turnover
Balance sheet total
Number of employees and qualifications
Respondent’s characteristics: Age
Years of experience in agribusiness

Position in the organisation
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