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The purpose of this thesis is to research the value creation potential of redesigning a
distribution network. The thesis aims to understand the value creation in international
networks focusing on a manufacturer point of view which is a less researched topic in the
supply chain management literature. The research for this thesis was conducted in a case
company operating in the medical device industry. The research methodology combines
a participatory action research and a case study. Data for the research was collected by

utilizing the practices of participatory action research and with semi-structured interviews.

The findings of the research propose that by redesigning the way distribution is executed,
companies can increase efficiency, respond to customer needs more adequately and
utilize existing resources more effectively. The research suggests the use of cross-
functional teams, product- and customer group segmentation and core competence-
focused distribution strategy as tools to increase the value creation capabilities of a

distribution network design.
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1 Introduction

The role of supply chain management in organizations has shifted from a support function
to a strategic function of the company strategy. Moreover, the competitive standpoint of
supply chain management has changed from competition between companies, to
competition between supply chains and networks. This shift has transformed the way
companies respond to challenges and how prioritizes are set in supply chains. (Ketchen &
Hult 2007) Formerly, supply chains were viewed as series of independent activities that
lacked cohesiveness. This has invited many practitioners to research the value creating
potential within the supply chain and its development (Fu & Piplani 2004). This factor has
similarly become more important to research since the field of supply chain management
has grown and many general tools are already used worldwide, which pushes businesses
to find ways to differentiate among competitors. Different additional value creation
methods are therefore utilized. (Ulaga & Eggert 2006) One factor in supply chain
management evolvement has been the possibilities that different IT systems can bring to
each company and the way partners within networks can gather and utilize knowledge and
data with each other. This has been one of the key factors in the development of supply

chain management. (Sherer 2005)

One of the aims of this thesis is to discuss and analyze international networks, from export
manufacturer’s point of view. The value perspective from manufactures’ point of view is
less researched and therefore the purpose of this thesis is important. Kannegiesser and
Gunther (2011) notion how important it is for global supply networks to coordinate the
activities in a way that is the most profitable value wise. Meixell, and Gargeya (2005)
have reviewed the global supply network literature and called for more variability to the
literature, since the companies are more dispersed and multileveled in today’s global
business environment. International supply chains are experiencing development
pressure both from supply and demand side which has led to considerations of
reorganization of business operations, especially in multinational companies. (Roh,
Turkulainen, Whipple, Swink 2017) Manufactures are put under tight pressure to

reorganize their distribution activities to establish the best possible outcomes and the most



cost beneficial ways that benefit the customer. In this sense, manufacturers need to tackle
the issue of brand unity, when customers can be served from various locations. Therefore,
customer-focus and brand protection are factor to consider in global distribution decisions.
(Hakanen, Helander & Valkokari 2017)

1.1 Background of the thesis

This thesis is a case study conducted for a manufacturing company based in Finland. The
thesis concentrates on the distribution network design of the company and redesign of the

distribution network.

The primary spark for this research topic came from the case company who wanted to
know if its current distribution strategy was efficient and how it could be developed. The
company’s distribution network as it had been established through the years and its
structure of different product lines and divisions has highly impacted the way distribution
network decisions has been done in the past. The company distributes products to all over
the world, mainly focusing on distribution centers for both internal and external customers.
The transportation methods for the products conclude air, sea and truck as well as courier
services, depending on the size and the destination of the products sold. The distribution
strategy already utilizes intercompany collaboration, meaning that many of the main
distribution partners and strategies are executed with the sister companies and
subsidiaries. This sets an example of the usage of the current worldwide network that the
company has utilized. For the above-mentioned reasons, the efficacy of DND and its value

creation potential was chosen as the main interest of this research.

As already mentioned, supply chain managers are under constant pressure to find out
more innovative ways to manage toughening competition with the already existing
resources. The need for this research is therefore justified. The following literature review
will give more insight to the topics of this research and present the existing research gap.
Therefore, though the primary spark of this research is purely managerial, it is to be
expected that by researching this topic in an empirical setting, also theoretical

contributions can be made.



1.2 Literature review

There are three main theoretical entities in this thesis that will represent the literature and
research that already exists. The first entity is the distribution network design. Second
entity is value creation and value networks. Lastly, theoretical understanding of
governance is included due to the need for understanding core capabilities and possible
ways to reorganize the business. The theoretical research aims to focus on the theoretical
topics that are relevant assessing the research objectives of the research. This literature
review is to explain shortly the main theoretical entities which will be used in this thesis as
the theoretical basis of the research and aims to present the research gap that this
research will aim to fulfill. The theoretical data collection later in this thesis is based on the
findings that were made in the preliminary literature review stage. The purpose of the
literature review in this research was to investigate the theoretical concepts that were
related to the research objectives and target the research to few specific concepts that

are being used.

The material for the theoretical part has been collected from different scientific databases
by using key words as “distribution network”, “distribution network design”, “value
creation”, “value networks”, “value creation in supply chains”, “distribution strategy”,
“‘governance of supply chains”, “offshoring”, “supply chain strategies” and “core
capabilities”. For some part of the literature search, existing literature was used to acquire
new references to understand the linkages between different journal articles. This was

done to guarantee the coherent approach for the theoretical entities.



1.2.1 Distribution network design

As the competition between companies is tightening and more unique ways to organize
supply chains is needed, companies are looking to gain competitive advantage with their
distribution strategies. (Hilletofth, Hilmola & Claessons 2011) Especially in creating a
successful supply chain strategy, the decision of distribution network design is one that
creates the backbone of the strategy. (Tabrizi & Razmi 2013). The literature review of
Mangiaracina, Song and Perego (2015) showcases a large amount of the research
executed on the topic of distribution network design. This research discovers the lacking
information on the empirical research on the topic, since the literature review could identify
only 5 journal articles on the topic. The researchers state that this is a gap in the literature,
since the quantitative research can only propose mathematical patterns that would need
the confirmation in the real business settings. What is more, qualitative data is necessary
for the topic for creation a true coherent picture on the problem, since not all supply chain
related matters can be analyzed with quantitative data. (Mangiaracina, Song & Perego
2015)

As said, in the literature there are several different proposals for the formulation of the
distribution network design. Research on formulation has in many cases a fuzzy
approach, which then varies based on different conditions that the supply chain can
encountered with. In the research of Babak and Jafar (2013) the uncertainty of the
demand is taken into consideration in their fuzzy model of DND. The uncertainty of
demand is also included in the paper of Izadi and Kimiagari (2014) where is noted that the
more uncertainty the demand carries the more vital it is to cover the risks of the distribution
network. What is more, they claim that the pharmaceutical industry is especially exposed

to uncertain demand.

Mourits and Evers (1995) have given a four-stage model for the formulation for the
distribution network problem. This model has given propositions to how to consider the
complex nature of distribution networks and the common issues that companies might
face in the formulation. As some key issues to solve in the design of the distribution
strategy is a company are the facility location, inventory management and with that the

warehousing as well as the transportation of the goods. These decisions are integrated



together in a tight way, and this has for example been introduced in the article of
Ambrosino and Scutella (2005).

Against the extensive amount of research on the different ways to formulate a distribution
strategy, the empirical data on the topic is lacking. What is more, the specific research
from the manufacturer’s side of the distribution strategy and its value is minor. The
constant research and development of the distribution strategies is necessary, as can be
evidenced in the research of Gadde (2013). He has described the different stages of the
development of the distribution network governance during the past few years. He
highlights that for all parties in the distribution network needs to be ready to change and
develop their strategies in order to stay agile. To add, extensive research has been made
on the consumer market in distribution strategies, which means the conditions may defer

to business to business market.

1.2.2 Value creation in networks

The purpose of value networks in the supply chain literature is more evident now than it
has ever been. The traditional thinking of value chains has moved to the thinking of value
networks and it is showing in amount of literature that there is available on the topic. As
the business environment today is a creation of different sort of networks, a single one
company cannot exclude itself outside networks, at least if it desires to keep up with the
competition. Since the value that a single company can create is significantly minor than
as the potential of a network, all companies should acknowledge this (Peppard & Rylander
2006, 133)

Hammervoll (2009) presents few different value creation logics that have different focal
points of concentration. Each logic is observed with four dimensions that are
interdependence, objectives, focus of coordination, and value-creation. Supply chain
managers should consider the different logics in company specific cases so that the
collaborative relationships could achieve their potential. A same kind of approach has
been presented in the paper of Holweg and Helo (2014) with value chain architecture that

is aiming to join together the financial value chain and operative supply chain. Their case



example of ABB shows five determinants that should be observed and analyzed if the
company truly wants to create value in its processes. Jayaraman, Kannan & Tan (2004)
have built on the knowledge on the need for both structural and behavioral mechanisms
in value creation in supply chain. They have also proven the affiliation in company and
more specifically supply chain performance if value creation is truly made a priority in the

organization.

Ren, Hu, Ngai & Zhou (2015) have given important information on the inter-organizational
value creation in supply chains. They highlight that the cooperation with the partners of
the company, the resource exchange though occasionally with scarce information and the
constant developing of the relationship with partners is crucial in order to value creation
to exist. This thought is represented by several authors, as in Huemer (2006) who
extenuates the importance of expanding company networks in order to create more value
in layered networks. As distribution networks for each company look different, the value
creation capabilities are dependent on the partners in each network and therefore the
possibilities need to be researched. Lai, Chi- Chan, Delphine, Yang & Hsu (2015) have
stated that more research on especially in manufacturer-distributor value creation is
needed as the value creation phenomenon in buyer-supplier relationship has been studied

as strong.

1.2.3 Governance problem in supply chain

The formulation of the supply chain strategy depends heavily on different features of the
company. The governance structure of the supply chain is an important decision in the
supply chain and the outsourcing of certain activities has also therefore been examined
with more interest. On the research of Lu, Meng & Goh (2014) the optimal governance
structure for each supply is proven to be very company specific. For example, outsourcing
to a 3rd party provider can be managed in several different ways which depends on the
industry and the capabilities of the 3PL itself. There is much literature on the topic as does

prove the literature review of Pilbeam, Alvarez & Wilson (2012). Their review especially



showcases well the different cases of formal and informal governance instrument and their

efficacy in variable circumstances.

The literature of governance structures suggests a model of governance value analysis,
which is a Ghosh and John’s (1999) theory that aims to give understanding for firms how
to arrange its governance structure to achieve the highest potential in value creation. This
analysis has the emphasis of that any make-or buy theory, that of companies needs to
position themselves in the market in a way that utilizes best its resources and capabilities.
This theory of Ghosh and John has been criticized on its output on the value creation
aspect for example by Hammervoll (2009). Vurro, Russo, & Perrini, (2009) state that the
centrality and density of the supply network affects highly on the way network participants

participate and commit in individual and joint value creating efforts.

1.3 Case company introduction

The case company of this thesis is a company operating in the medical device industry.
The product portfolio of the company is large including laboratory equipment and solutions
and consumable products for the instruments manufactured. The company produces
products to mainly clinical use, but has products designated to the industrial chemistry as
well. In Finland, there are few competitors on the industry, but generally the competition

the company faces is global as the company mainly operates in export.

The Finnish site is part of a large international corporation with over 75 000 employees.
The company’s Finnish site is a factory as well as a center of R&D. The site is currently
manufacturing, warehousing and forwarding products to multiple customer areas all over
the world. The company’s customers are B2B customers, more specifically divided into
intercompany customers, distributors and some end-customers. The company works

closely with its closest supply chain partners especially in Europe.



1.4 Conceptual framework and key concepts

The conceptual framework’s purpose is to clarify the relations between different
theoretical entities researched in the thesis. The conceptual framework of this thesis is

illustrated in figure 1.

Figure 1. Conceptual framework of thesis

Supply chain management

Value
networks

Value
measurement

Governance Distribution PR \/alue creation

network

Offshoring Value
sources

The focal interest of the research is the distribution network design and more precisely
the redesign of the distribution network. The second main concept is chosen to be value
creation which is used as the metric to evaluate the success of the distribution network
design. The purpose of the value creation focus of this research is to help understand the
benefits of the development of the transformation together with the potential theoretical
contribution of the research to the value creation potential of DND which is not a highly
researched topic. The entity of value creation is supported by defining different value
sources and value co-creation measures and measurement techniques. Governance has
been chosen to be the second supporting entity of the research, which contribution is to
support the understanding of the possible choices of governance of the distribution

network as well as to contribute to the understanding of core capabilities and competences



on the overall opportunities to the value creation potential and the chosen strategies of
distribution strategy. Offshoring is chosen to specify the concept of governance strategies
in this research. In addition to the below topics, the theory of value networks will be
included in all literature entities. All theory and empirical research in this thesis is

researched under supply chain management.

Distribution network design

Distribution network design is a part of supply chain management which concerns the
structure of the distribution strategy of a specific company. The design problem tries to
solve the optimal location of warehouses and distribution centers, the optimal structure of
serving customers from each plant by optimizing the flow of goods. (Miranda & Garrido
2009)

Value creation

Value creation is a complex phenomenon which tries to describe the different aspects of
value concept through different tools. Value as a concept can be highly subjective, and
therefore value creation is always dependent on the context and the surroundings. Value
creation is generally connected to the added value that is targeted to be formed in

activities inside the supply chain. (Velamuri 2013, 7)

Governance

Governance can be defined as the steering action within the company that includes
systematic processes which coordinate and lead the company towards its targets.
Governance can be described with different formal authority actions but recent years have
added the usage of different non-formal personal governance actions as well. (Rampersad
& Hussain 2014)



10

Offshoring

Offshoring of processes refers to the international transfer of some non-core activities of
the company. This can mean moving some actions to a subsidiary or in some extent
setting up a whole new location for the company in another country. Most often offshored

activates are related to services. (Daub 2009)

1.5 Research questions and delimitations

The objective of the study is to understand the value creation potential that the redesign
of a distribution design can create for a manufacturing company. A great interest in the
study is to recognize the value creation practices that the redesign can affect, and which
of them can result as value-added for the company itself as well as for its customers.
Furthermore, the research targets to comprehend the DND process and the possible

diverse governance methods that can support the success of a distribution network.

The research questions are set to guide the study and give direction to the research. The
analysis at the end of the thesis will be guided by these research questions, and the results

of the research will be based on the theoretical literature and empirical data collected.

The main research question is targeted to summarize the research aim of the thesis.

What kind of value creation practices could the proposed redesign of distribution

network be able to create for the company?

Sub questions are created to find out additional information on the different aspect of the

research topic and to support the main research question.

What are the opportunities and challenges in a distribution network design process for a

manufacturer?

What kind of value can be created in distribution networks?
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How can the governance of distribution network support value creation in organizations?

There are few delimitations in the research. The main delimitation is that the research
focuses on a single case study in one company. To continue the thesis focuses only on
the distribution of consumable products of the case company, which means excluding
some product lines outside the research, simultaneously excluding some customers.
Moreover, although the research does review the distribution network design, the main
interest in the study is the direct drop-shipments to end-user customers and attention to
other distribution lanes is not given. Finally, the research focuses on the markets in

Europe.

1.6 Structure of the thesis

The structure of the thesis is divided into 6 main chapters. The chapters and the contents
of the chapters are described in figure 2. First chapter of the thesis will introduce the
background of the thesis and clarify the objectives of the research. The introduction part
will also include primary investigation of the previous literature as well as define the
concepts used in the thesis. The chapters 2 and 3 are dedicated to the theoretical entities
of the research. The purpose of chapter 2 and 3 is to introduce the concepts of DND and
value creation focusing on understanding the key knowledge for the research objectives.
Chapter 4 will explain the methodology of this specific research. Additionally, the data
collection methods will be familiarized in chapter 4. Chapter 5 is the empirical part of the
thesis. Chapter 5 will include the data collected for the research as well as present the
primary findings of the thesis. In the final chapter 6 includes discussion on the findings of
the research with the final conclusions of the research. Furthermore, also the research

limitation and possible future research topics are presented.
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Figure 2. Structure of the thesis
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6. Discussion and
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The chosen structure for the thesis aims to build the knowledge around the research topics
gradually. The empirical research conducted in this research is based on the previous
literature findings on the topics and therefore the previous literature is presented first. The
final chapter’s purpose is to draw together all the findings based on all the gathered
knowledge. In addition to the structure presented in figure 2, the list of references will be
in the end of thesis alongside with the appendix 1 which includes the interview questions

utilized for the research of this thesis.
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2 Distribution network design and governance of distribution

networks

In the current market situation, where the customer’s expectation and demands are ever
growing, and companies must find efficient ways to organize its logistics so that the
customer service level can rise, without costs rising severely. (Tsiakis & Papageorgiou
2005) In the global market environment many of the decisions concerning supply chains
that used to be made inside individual companies are now part of large international
corporations which allows but demands new approaches to decision making. The global
market structure allows the companies to carefully plan the locations of warehouses, the
demand structure of them and the sites that serves which customers. (Ambrosino &
Scutella, Papageorgiou, 2008) The global environment also demands the optimization of
all business functions across the networks, in comparison to the traditional optimization of
individual business units. This kind of global reorganization can result as value creation
mechanism and is therefore valuable source to direct resources in. (Kannegiesser &
Gilnther 2011)

The tense market competition situation has challenged the supply chains in many ways.
All aspects of the flow of goods are put under inspection and different business models
are being developed to response to the challenges. Companies are pushed to drive down
warehousing costs, thus decrease of inventory levels are necessary. As the flow of goods
are pushed to be faster, supply chains have the pressure to become more and more agile,
in order to shorten lead-times. This challenge is being tackled by different supply chain
strategies. (Baker 2004) When many companies are renewing their supply chain
strategies, it is often overlooked of how strategically important it is to match the supply
chain strategy to the company’s overall business strategy. Massow and Canbolat (2013)
suggest a framework for tackling this issue, where the whole planning process of the
supply strategy begins and is derived from the corporate strategy of the company. These
sorts of models are necessary to utilize in any strategy renewing process. Though,
renewing of supply chain processes is seen as highly necessary in the hope of adding the

value for the customers (Korpela, Lehmusvaara & Tuominen 2001).
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Sunil (2013) presents the importance of distribution decisions in supply chain
management as following “Distribution is a key driver of the overall profitability of a firm
because it directly impacts both the supply chain cost and the customer experience” (Sunil
2013). Distribution strategy of the company must be able to respond to the demands of
the overall business strategy as well as to the customer expectations. International
business networks especially require careful consideration of how the customers are
being served, which partners are used to fulfill customer needs and specification to fit the
multinational business environment. Since distribution strategy could, but is not often
standardized, companies must recognize both external and internal factors that can be
defining the distribution network. (Musetescu, Chitiba, Nicolau & Bojan 2014) The
globalization has changed the landscape of global sourcing so much that the tools which
are utilized to design the networks must evolve as well. Therefore, the factors to consider

have multiplied as have the customer expectations. (Creazza, Dallari & Melacini 2010)

The following section of the thesis will cover the main characteristics of the distribution
network design as well as covering shortly the governance decisions in the distribution

network design and its effects on manufacturer’s resources and their usage.

2.1 Management of distribution networks

Management of supply chains has gone through a tremendous change in the past two
decades. In the article of Frazier (1999) he identified many challenges that the distribution
strategies fight with, them being for example resource allocation, how partner’s
coordination is arranger of which goals to set for the distribution networks. He also
mentions many issues that by then had not been addressed, such as the involvements of
IT solutions in distribution strategies, which by then was
only a natural issue since technological solutions were only started to arouse by then.
(Frazier 1999) Large amount of literature on the management has been widely recognized
and practitioners have tried to capture the nature of distribution from many different
perspectives. The main themes that the literature is concerned with are the enabling
factors in supply chain, external and internal factors, environmental factors and logistics.
(Schoenherr 2009)
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The decision of company’s organizational strategy must be cohesive with the chosen
distribution channel strategy, and therefore the decision making of choosing both
strategies is often collided. The success of management of the organization strategy is
the basis for the overall success of the distribution strategy which can be the extension to
the effective uses of resources and capabilities. Companies should choose a strategy that
could best serve the business objectives of the company and support the overall mission
of the company. Therefore, distribution strategy can be focusing on product, customer,
geography, function or be a hybrid of different goals. (Paksoy, Pehlivan & Kahraman 2012)
Baker (2004) has explained and given clarification on the topic of different inventory and
distribution strategies. For distribution strategies he proposes different ones, which of two
are especially intriguing for the research topic of this thesis, the service level segmentation
and third-party logistics providers. Service level segmentation refers to the different value
providing customer groups, for which towards different distribution strategies are
designed. Third part logistics provider distribution strategy then again refers to outsourcing
certain parts of the distribution chain. Outsourcing of logistics activities is a growing trend
which relates heavily in focusing on core capabilities and concentrating on key resources.
(Baker 2004) Outsourcing of supply chain activities will be covered briefly later in this

thesis.

The management of the distribution network and the chosen distribution channels is
complex. The management decisions are heavily impacted by the overall mission and
business strategy of individual companies involved in the supply network. Kauferle &
Reinartz (2015) state two main decisions that the distribution strategy should be
concerned with, the usage of distribution channels as well as the variety of the channels.
Both decisions include various, more specific decision concerning the resource capability,
products offered and the number of key customers. Overall, they argue that each company
should match their distribution decision with the overall tactics of the company. Sabri and
Beamon (2000) on the other hand describe the divisions to strategical and operational
decisions, where strategical are more long term decision such as facility locations and
how the goods are flowing through the supply chain and operational decisions which are
more short term, concerned with stock levels and batch allocation for instance. (Sabri &

Beamon 2000) Generally the decision making and planning in distribution network
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decisions are divided into strategical, tactical and operational decisions. These three
describe different timeframes of the planning and the needs for the strategy, as
operational level is very short-term decision, strategical long-term decisions and tactical
the time horizon between the two. (Vidal & Goetschalckx 1997) These exact features of
the distribution decision making especially in global strategy level are tough challenges to
beat, due to the human nature of decision making which can easily turn to personal
endeavor or aiming of achieving something, rather than aiming to find the optimal strategy
in the long-term (Jia, Orzes, Sartor & Nassimbeni 2017) What also makes the decision
making tougher is the often long-term effects that the decisions bare. Many decisions that
the distribution networks design includes require large investments and the costs of an
unsuccessful decision can be hard to attract from. Therefore, managers often turn to pre-
researched models or frameworks to guide the decision-making. (Cardona-Valdes &
Ozdemir 2011

The management decisions are heavily impacted by the uncertainty in supply chains,
which is researched by many scholars (e.g. Kim, Lu, Kvam, Tsao 2011; Cantor, Balckhurst
& Cortes 2014; Gupta & Maranas 2003). Uncertainty is oftentimes included in the
decision-making models as a variant or the whole model can also be based on the
uncertainty of demand or future events. Gupta and Maranas (2003) propose a two-stage
stochastic model for the planning of a tactical supply chain including uncertainty as a
variant. The model gives an important tool for planning supply chain actions considering
the total cost of supply chain, but too to recognizing the customer relationship and service
level as a significant factor. Germain, Claycomb and Droge (2008) have clearly proved
that the level of uncertainty of demand is a key factor in choosing the supply chain
structure. Their empirical model on the supply chain process variability includes both
scenarios of low demand uncertainty and high demand uncertainty. In addition, they
suggest that managers should recognize multiple tools for supply chain process variability
management, other than integration and formal control. Environmental considerations,
just-in time approaches and designing products strategies to fit flexible manufacturing

mechanisms are for example valid factors. (Germain, Claycomb & Droge 2008)
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Sabri and Beamon (2000) has criticized the gap of stochastic approach to supply chain
planning, which neglects the effect of uncertainty and the multi-objective nature of the
distribution. Their model aims to create an all-purpose mathematical approach that could
be applicable for different strategy approaches and to different levels of uncertainty. (Sabri
& Beamon 2000) Van Der Vorst and Beulens (2002) have tried to grasp the factors in
supply chains that are most effected by the uncertainty that effects decision making, and
therefore lead to non-value adding activities. They propose that particularly in the case of
supply chain redesign should be based on the management and recognition of
uncertainty, which can lead to much more efficient strategies. On the other hand, Izadi
and Kimiagari (2014) propose that especially in high demand volatility industries like the
pharmaceutical industry the decision over how to distribute the goods and the ideal

distribution center strategy is more important than in steady demand industries.

2.2 The design process of a distribution network

This kind of process is necessary to acknowledge in supply chains if any kind of change
is found necessary. Recognizing different phases in the change is an important tool overall

to accomplish a successful transformation project. (Aglan, Lam & Ramakrishnan 2016)

Often the smallest need of change can spark the complete need to redesign the whole
distribution strategy, which then need to be analyzed thoroughly on both strategical and
operational level. Distribution systems elements to consider in the brink of change are the
constraints that companies are working with, exiting system characteristics and ideal
distribution system ideas. In cases where distribution design is changed the failing factors
usually are the lack of customer focus and real-life information missing. (Van Der Vorst &
Beulens 2002)

Oftentimes, in international organizations the business needs and requirements shift
overtime. These kinds of changes require the adopting of supply chain strategies, for
internal and external reasons. Reorganization in organizations can be a challenge, and
different obstacles will need to be recognized before diving in to change. Challenges might

include sensing of change drivers, conflicts between different units or workers’ attitudes
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towards change. (Roh et.al 2017) Often companies focus their strategic efforts on the
current core capabilities, but the reforming and developing through learning of the usage
of all possible external resources is a challenge that managers must face. For example,
rearranging the company’s distribution network, companies need to use innovate
measures and resources to create rearrangements which truly can add value. (Mukherjee,
Gaur & Datta 2013) The change of supply chain strategy is viewed as more complex
compared to other business units. The reasoning for this is the complex nature of supply
chain and the multiple locations, actors, interests and measurements it can include. Any
change that is implemented in supply chain can have impact the profitability of the
company or the efficacy of operations. Therefore, it is important that managers
implementing change in organizations acknowledge the issues to address while
implementing changes in the supply chain. Ensuring some stability within change, as for
example by exact schedules and goals to achieve with the change are important for the

success of the change actions. (Roh, Turkulainen, Whipple & Swink 2016)

Decision making is a relevant part of the management of supply chain. Decisions in
supply chains are multi-objective, which makes decision making more complex. Different
frameworks and mathematical decision-making tools are hence utilized to summarize
large quantities of information. Usage of different models allow the businesses to test
different sort of scenarios based on a decision-making environment in mind. This could
mean for example calculating uncertain demand or unstable business environment to the

decision made. (Ilvanov, Pavlol & Sokolov 2014)

The research on the formulation of the distribution network and the distribution strategy
has traditionally been criticized for being one-sided and that the several factors in the
decision are not considered. (Jayaraman 1998) As the amount of research on the topic
has expanded, the more factors are being considered. Especially transportation, facility
location and inventory levels are the key factors to consider when designing the network.
The way literature reviews distribution strategies have shifted is from the talk of distribution
channels, towards distribution networks. Mallen (1996), Bellhouse and Hutchison (1993),
Frazier (1999) and Harvey and Novicevic (2002) are examples of the early research on

distribution channel strategies and their formulation.
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The factors that need to be taken into consideration in a DND in order to truly acknowledge
the benefits for the customer are for example response time, product availability and
customer experience. (Sunil 2003) As the manufacturer works as a supplier for the
customer’s, the response time especially is a key factor in design of the distribution
network. Ding, Benyoucef and Xie (2009) present three factors that should be considered
in the production-distribution network design. The key in their opinion is to truly capture
all the possible factors in the DND, so that everyone’s voice is heard and considered.
They highlight especially the consideration of customer satisfaction in the design of the
network. (Ding, Benyoucef & Xie 2009) Balance allocation problem describes the
distribution of customers to different distribution center which can ensure product
availability, prepare for sudden changes and give customer’s better overall experience.
This is also to guarantee that all distribution centers have enough customers, therefore
working as efficiently as possible. Focusing on balance allocation problem solving can be

one way to formulate the distribution network. (Zho, Min & Gen 2002)

Optimal distribution network is challenging to achieve, due to the high number of factors
to consider in the decision making. Distribution networks are multi- commodity and multi-
stage entities that are complex both by functional and structural ways. (lvanov, Pavlol &
Sokolov 2014) From a manufacturer’s point of view, the optimal distribution strategy is the
one that has the capability to most efficiently, time- and cost wise, move the manufactured
goods to the end-customers. Agility and responsiveness to demand are therefore the key
attributes that manufactures are looking for when designing distribution networks.
(Diugwu, Nwaogbe, Pius & Omoke 2018)

To better manage company’s distribution strategy, third party logistics providers can be
used as middlemen between plants and distribution centers. Traditionally the 3PL’s role
is to allocate goods from the distribution centers to the customers, arranging the
transportation and demand allocation between distribution centers. Utilizing different ways
to incorporate 3PL integration to the DND can be beneficial for the efficiency of the whole
supply chain, especially with getting new ways to arrange transportation of the goods for
example. (Arabzad, Ghorbani & Tavakkoli-Moghaddam 2015) In the figure 3 below is

collected various factors that are included in the decision of distribution networks. The
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literature has been collected from the existing research and the articles that include

mathematical frameworks and proposals for the formulation of a DND.

Figure 3. Factors of distribution network design process
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Though the formulation can be challenging g due to the many factor to consider generally
it can be said that the implementation of a new DND is the phase in which most issues
can occur. Generalized, implementation of strategies can fail despite careful planning is
made. Especially change implementation in supply chains is proved more difficult
compared to non-supply chain activities (Greer & Ford 2009). Although it is the successful
implementation of for example the new distribution strategy in order to make sure that the
wanted advantages and benefits are realized in supply chain. To guarantee the success
of the implementation, it needs a clear process structure and the change needs
managerial control (Greer & Ford 2009). To add control to the coordination of redesign
implementation especially in inter-organizational collaborations, information sharing and
introducing collaborative measures are ways to make implementations. Especially in inter-
organizational collaborations the usage of some sort of incentives or other ways to support
the advancements of the implementation project. (Lehoux, D"Amours & Langevin 2013)
Denolf, Trienekens and Wognum (2015) list several critical success factors that
companies need to acknowledge when implementing new information systems. This wide
range of different actions ranging from project management to budget management the
wide range of decisions that especially in supply chain transformations need to be
considered. The added challenge that a supply chain transformation such as DND carries
is the complex nature of the network and the different partners it involves. (Denolf,
Trienekens & Wognum 2015) Therefore the above explained high control of DND change

is in place.

After the implementation of a redesign of distribution network, managers are after the
information of the success and outcomes of the redesign. The first stage of the redesign
process is to define why the change is necessary and why the project is taken, and
therefore the assessment of the outcomes is vital. As in the beginning businesses set
targets and wishes of how the change would impact operations, they also need to set
measures to measure how the redesign has gone. Narayanamurthy and Gurumurthy
(2016) shows that in lean management assessment, it is critical to set measures that are
suitable for the company specific targets. The measures need to truly describe the change
or in their research lean process in its entirety, considering both long- and short-term

effects and all parties that the change effects. (Narayanamurthy & Gurumurthy 2016)
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Moreover, the measures need to respond to the need of the strategy of the company. The
outcomes of a transformation or change can only be determined if it can be applicable in
the grand scheme of the company structure and if all levels of the can impact or see the
results of the change. (Najmi & Makui 2012)

Rosado and Relvas (2015) suggest a framework for the performance measurement in
supply chains. They highlight the importance of the usage of key performance indicators
that match the company targets as important tool in the assessment. They also want to
empathize the importance of customer value view in any performance measurement.
According to the research the decrease of total costs must be done by maximizing
customer value, which therefore leads to the including the customer in the performance
metrics. (Rosado & Relvas 2015)

2.3 Partnerships on the distribution networks

When a company is seeking for ways to reduce cost, integration of supply chain functions
is one of the most effective ways to start with. As the pure purpose of integration is to
remove stages that are repeated or done double and to enhance flow of information, tight
integration of supply chain partners can bring immense benefits. (Wee & Yang 2004)
Integration with the network partners is important in the business level but creating and
managing great relations with the customers is as important. As customer’s have more
possibilities to change the supplier if too many inconveniences arouse, taking care of the
relationship with the customers is more crucial than ever. (Ounnar, Pujo, Mekaouche &
Giambiasi 2007) What is more, as companies cannot anymore function by themselves,
resisting or reacting to necessary relationships can be a major disadvantage and waste
necessary resources. Therefore, turning all relationship functions into flourishing

partnerships is the best way to utilize already existing resources. (Johnson 1999)

Networking is the overruling way of working that no company can overlook, and all
companies should be more aware of the effects and possibilities of networks. In supply
networks the meaning of strategic partnerships in networks is highlighted. One of the

benefits of strategic partnerships is the added amount of contacts that the partners have
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which can lead to better information sharing, co-learning and co-creating best practices.
Strategic partners often begin to mimic each other best practices which can have positive
impacts on quality and efficiency of the network. (Mellast-Parast 2015) The flow of
information has been made a lot more effortless due to the possibilities that IT options
nowadays offers, and communication between network partners can be done in seconds.
Different technologies also allow companies to share valid reports, statistics and other
information fast. The optimization of the flow of information is an important step in the
management of distribution networks. (Lewis & Talalayevsky 2004) Information sharing
in networks comes with precautions thought. Sharing strategic information to partners can
be detrimental, if the partners cannot trust each other. Therefore, great information
sharing comes with relational training and people acknowledging the risk involved.
(Partanen, Kohtamaki, Patel & Parida 2019) Information sharing inter-organizationally can
benefit innovation and the ability to recognize opportunities and on the other hand prevent

wrong decisions (Samaddar, Nargundkar & Daley 2006)

As mentioned before in thesis, customer demand and the desire for the level of
specifications has aroused the need to improve existing processes. Increased amount of
specializing has increased the need to share resources and to acquire resources from
multiple sources. (Olsson, Gadde & Hulthén 2013) Supply chain segmentation is a
strategy that has lift its head since the customer demands are arising and different
potential supply chain lanes are being investigated. Segmentation can be the most
beneficial strategy to the companies that have multiple products and multiple available
channels. Segmentation cannot be done on light bases, but the segmentation has to be
done with a perspective of several years and various aspects form customer experience
to total cost of the supply chain logistics needs to be taken into account. (Tompkins,
Tyndall & Bonebrake 2014) Korpela et al. (2001) present an interesting framework
approach of the customer segmentation, where customers ‘strategic importance is
evaluated with few parameters. The framework also analyses the preferred service
requirements that the customers have. The framework is based on the optimization of the
distribution network basing on the customer preferences and importance in the attempt to

maximize the value given to the customer by the distribution strategy.
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In a network setting, partnerships and the management of those relationships is an
immense part of the management. In global market settings, there can be one or few key
players in the supply chain, who control these partnerships and overlooks their
effectiveness. Gadde (2014) highlights the importance of the ever-evolving relationships
between the partners in the distribution network, and communication and information
sharing within the network. As the power relations have evolved in general during the
decades of which the distribution of goods has been relevant, the ability to stay agile in
the network if crucial. Kdhkdnen and Virolainen (2011) have given important knowledge
on the power sources that are affecting the relations within networks. Thus, they suggest
that managers need to be in the now of these power resources and their relations with

each other, in order to be able to function in the network.

2.4 Governance decision of a manufacturer

The governance of global value chains is well researched topic that has gained more
attention in the supply chain management as well. Who makes the executive decisions in
networks, which operations are being outsourced and which arranged by the company
itself are important questions that supply chain managers are up against. The governance
decision of a company must be aligned with company values, objectives and the wanted
future state of the company (Groucho, Tavares, Pascoe & Tribolet 2015). A governance
decision juggles between using markets to acquire resources and producing the services
itself. As outsourcing has been growing in recent years, the motives behind these
decisions is crucial. Outsourcing is a strategic decision that is usually driven by the need
to reduce costs and free capacity concerning company resources to the core activities.
(Fill & Visser 2000) Simultaneously as the outsourcing of non-competence activities free
up space to utilize existing resources better, it allows the company to utilize outside

resources in order to gain competitive advantage (Le Bon & Hughes 2009).

Hsiao, Vorst and Omta (2010) propose a framework which is illustrated in figure 4, for
managers to guide them in the decision of outsourcing. The framework is designed to fit

the food industry, but the framework could applicable for other industry managers as well.
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The main findings that the framework is aiming to illustrate are the factors that affect the
decisions of outsourcing. In the food industry, the low investment in asset specificity, low
closeness to the core business and high supply chain complexity are the key drivers of
outsourcing logistics activities in the supply chain.

Figure 4. A preliminary decision-making framework for levels of logistics outsourcing
(Hsiao, Vorst & Omta 2010)
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Mechanisms of governance are multiple, and the company must decide onto which pay
attention to the most, in order to create optimal results with the chosen governance
structure. If the main purpose of the governance decision is to able learning within a
network, the mechanisms of governance must follow this target or else it fails and is with
no true purpose. (Hernandez-Espallardo, Rodriguez-Orejuela & Sanchez-Pérez 2010)
What Le Bon and Hughes (2009) imply is that to base governance decisions e.g.
Outsourcing to the focus of core capabilities utilization, companies must first truly
understand its core competences and why the core activities are important. (Le Bon &
Hughes 2009) Manufacturers particularly must consider to which activities to focus on and
should market segmentation for example be an option for the distribution strategy. For a
manufacturer this can mean outsourcing some market segments (service wise) and

producing some services for some market segments. (Hakanen et al. 2017)
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Simplified, there are two main perceptions to divide governance decisions, the transaction
cost economics- perspective and relational perspective. The former relies more on formal
agreements and structures, were as the latter focuses on the characteristics s of relational
capabilities and structures. (Chwo-Ming, Yu & Liao 2006) Although the relational
perspective is often taken when researching network governance, the formal contract and
specific agreements with parties in a network should not be forgotten, but to even use as
a catalyst for better relational performance (Wacker, Yang & Scheu 2016). The relational
perspective could also refer to the resource-based view or the core competence theory.
These have traditionally been more overlooked topics as the transaction cost-view has
often set the grounds for the outsource decision. Though, it is often underestimated how
much transactions costs are generated in the outsourcing processes and on the other
hand the benefits for the company of outsourcing are often over exaggerated. (Dekkers
2010)

Supply chain governance has multiple alleyways to go towards, one term being supply
chain integration. Integration of supply chain that come with the integration and
understand that losing control over certain activities can mean anything that can
streamline the company’s operations for example by cooperating with internal partners
within the company or utilize external resources. Key factor in the integration and the
governance of supply chain is essentially the balance of control and independence.
Companies must development structures to handle the barrier areas with integration is
evitable to gain better control over other areas in exchange. (Richey, Roath, Whipple &
Fawcett 2010) Supply chain collaboration especially can be beneficial by reducing the
barriers and uncertainty around exchange with especially long-term collaborations. The
benefits can be monitored with the optimal combination of relational and transactional
governance methods. The optimal usage of the different governance methods can lead
to increased supply chain performance. (Um & Kim 2019) With giving away some of the
control over certain activities by outsourcing some activities, companies can gain
significant value through flexibility of the supply chain and in decreasing the uncertainty
within. In order to establish the values potential of outsourcing and integration of activities,
great deal of information sharing is to be learned in organizations. (Dev, Caprihan &
Swami 2011)
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2.4.1 Offshoring of service processes

In most cases of offshoring decision of manufacturing companies, the streamlining of
processes and focus on core capabilities is the major reason for the offshore decision. As
companies are being pushed to constantly drive their operating costs lower and to focus
on key resources and developing them, especially customer service offshoring is amongst
the favorable operations to offshore.  Offshoring is strategy that does require more
advanced economy in which the transfer is done, but can show result in short term
considering cost, and value creation in the long term. Companies often start the offshoring

processes with easily standardized activities. (Mukherhee, Gaur & Datta 2013)

Offshoring of services is a phenomenon that has been taking more and more space in
international business networks, since companies are continuously looking for new ways
to arrange their business operations in order to find competitive advantages and abilities
to focus on core capabilities. Offshoring is a process of which is vital to control all
stakeholders in mind, otherwise the expectations of one stakeholder can be positive but
for some other stakeholder negative. (Tate, Eliram & Brown 2009) Despite the more
complex strategy that offshoring services might cost, the external or internal resources
that can become available with offshoring can be strategically more beneficial. The
strategic role of offshoring does not have been researched that much, but as markets
continue to become more and more global the research on the topic becomes more and

more relevant. (Bertrand 2011)

Offshoring of customer service can be viewed as negative if the customers view the
change to be lowering their level of service that they are getting currently. The service
quality is one of the most important factors to pay attention to in the offshoring process,
since customers attitudes towards the change of processes can primary be negative,
which means that especially in the early stages, focusing on providing good or preferably
better customer service than before is important. (Sharma 2012) Another important
critique towards customer service outsourcing is to acknowledge customer perspective
on the matter. It is too often that the new perception that the customer might have of the

outsourced service is different to the perspective before, and this must be recognized as
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a possible risk in outsourcing activities. This furthermore relates majorly to the great at
management not the process of outsourcing so that all parties have a joint understanding
of the end-goal. (Bon & Hughes 2009) Other side-effects of offshoring can be the hidden
costs that the company cannot predict or have not realized to acknowledge when making
the decision to offshore. The danger of hidden costs arises if the offshored activity is
complex. Hidden costs are also possible if the offshoring decision basis are bias and

therefore not carefully thought through. (Larsen, Manning & Pedersen 2013)

Alongside offshoring, in omni-channel networks in the agile business environment, right
shoring has become a used terminology as well. This term refers to a mix of different
shoring strategies which aims to finds the optimal way to arrange the supply chain
activities. The use of the term demonstrates the rapidly changing environment in global
networks and businesses, which leads to the challenge of choosing the right kind of
strategy. Nowadays the right strategy can be a coalition of strategies that together create

the best kind of solutions for company needs and goals. (Miller 2013)

According to the research of Pisani and Ricart (2016) an overlooked entity in the offshoring
literature is the individual level of offshoring and the way the globally dispersed teams are
governed. Generally, the relational aspect of service offshoring is not thoroughly
researched and should be investigated further. (Pisani & Ricart 2016) The managers
executing offshoring projects should be able to critically the capabilities and competencies
of the service provider in order to make decision on offshoring that can truly create value.
Assuring that the work culture and values of in in-house operations are executed in the
offshoring location as well is a vital part of offshoring projects success. Cultural readiness
of offshore providers can often be ignored but might affect the performance of the
customer service if it's not executed correctly. (Youngdahl, Ramaswamy & Dash 2009)
These sorts of cases might occur in cases like in the usage of a 3PL which can be started
with too little background research which can then lead to negative consequences
(Hannon 2003).
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3 Value creation and value networks

Despite the extensive literature on value, the true definition of value is difficult to
determine, and it has been challenged whether companies can define value other than
with traditional measures as money or profit. In theory, there is nothing wrong with
measuring value with these sorts of measures, but if that is all that the company sees as
value, the true potential of value and its creation is missed. (Francis, Fisher, Thomas &
Rowlands 2014)

Especially in the business markets, value is a well-known concept that is used as a basis
for many managerial decisions. But still, too often, the desired value of managerial
decisions is not translated into successful business strategies. Therefore, to truly embrace
value in business operations, it is necessary to grasp all its different aspects. (La Rocca
& Snehota 2014) In collaborative networks the value is oftentimes divided into 2
categories, the shareholder perspective and the customer perspective. These
perspectives together create a coherent understanding of the dimensions of value, since
value creation should be able to be favorable through the entire organization. In
collaborative networks, this division can be deepened and expanded to cover more wide
definitions of the organization. (Bititci, Martinez, Albores & Parung 2004; Martinez 2003)
From the shareholder’s perspective who invest their capital into the company, the value
is created from very different starting points than of the customers. From the supply chain
perspective, the value drivers of the shareholders can be for example revenue growth,
working — and fixed capitals” efficiency and operating cost reduction. All of these can be
also beneficial for the creation of customer value. All in all, supply chain actions have

immense effect on the shareholder value. (Christopher & Ryals 1999)

The literature on value networks and value creation has been heavily impacted by the
early 2000s theory of Vargo and Lusch’s service dominant-logic. They were among the
first with the research with the transfer of good-dominant logic to service centered
business logic. Originally there were 8 basic principles in the theory which all has later
been modified by the critique and by the true business environment conditions. The main

contributions of the theory for value creation are the purpose of core competences and
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their utilization and the way each company can gather value with its unique competences
and the combination of them as the good- dominant logic purely suggest that the value is
within the sold goods. (Vargo and Lusch 2004)

The creation of customer value is of course a complex phenomenon but simplified, the
customer value creation demands two kinds of understanding, of what kind of value
customers are after and which competences is needed to fulfill those requirements.
Thoroughly adopting these two fundamental questions into the business strategy of the
company, companies can stay agile in the changes of the business environments, since
the answer to these questions adapt with the competitive environment of any industry.
(Rundht 2011) Including the perspective of value proposition fulfilment as the one of the
key perspectives in supply chain planning is the fundamental basis for delivering the
service that the customers are looking for. Aligning customer value propositions and
supply chains strategies can even be the most useful move for companies who are

struggling to fulfill customer expectations. (Billington & Nie 2009)

The traditional way of supply chain thinking has generally covered the value aspect in the
sense of how the streamlining of operations could manifest most value, whereas the new
value view in supply chain management focuses emphasis on the different value streams
that can together create value in the network. (Holweg & Helo 2014) Competitive
advantage of the company can be greatly improved within organizations by focusing in
value creating practices. In networks, this means many different value components that
integrated can create the best competitive advantage for the company. (Jaaskelainen &
Heikkila 2019)

As important as defining the value within a network, is the alignment of the value metrics
within a network. In complex network settings that include many participants of the supply
chain, customers, suppliers, and manufacturer’s joint value can be created but the way it
is measured defines the actual success of value creation. It is important that the value
metrics in the network are not contradictory but are aligned to truly be able to measure
the created value. What is more, the joint value within the network need to be able to
translate into value for individual participants of the network. This aspect needs to be

considered while setting the value goals in networks. (Sherer 2005) The most successful
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networks are prove to be the ones that have system-level goals, that are feasible for all
network members to engage in that are designed in a way that brings value to all member
and the results are matched to the commitment to the actions. This can be furthered with
the selection and compatibility of them. (Matinheikki, Pesonen, Artto & Peltokorpi 2017)
As large value networks are nets vowed from many different partnerships and
relationships, the aspect of value-exchange relationships, in which both parties of the
relationships gain as much value, at least in comparison to the sacrifices that the value
creation takes. (Toytari 2015) Value in relationships in exporting firms is a wider concept
than for national firms, due to the more complex nature that with different business
customs and expectations. Therefore, especially export manufacturers should focus on
giving clear message with their core offering and focus on customer responsiveness. This
can improve the overall value creation capability of the relationship. (Skarmeas, Zeriti &
Argouslidis 2019)

3.1 Defining value in supply chain

Defining of what kind of value, a business mainly is trying to produce is a complex
phenomenon. In this research value is defined similarly to Forsstrom (2005) who
recognizes couple of value definitions, but one of the definitions is value of relationships.
This approach to value expands the concept of value to fit the purpose of relationship
which covers more indirect elements of value compared to traditional monetary view of
value. This definition of value is used in this thesis as well. The traditional monetary view
of value or economic value can be defined also with the term tangible value, which is
generally measured with financial and performance-based metrics (Brandenburg 2016).
The relational value on the other hand, in especially in global value chains can show as
better connectiveness increasing level of trust and commitment. In some concepts
relational value or benefits has been referred as value-adding benefits, which is
essentially a term for the activities that cannot be considered as directly value creating
activities. (Li 2011) Two distinct perspectives on relational value are the interfirm view
and the relations with other parties and the connections that the companies have with

other companies and parents. The different sources of relational value are important to
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recognize or otherwise some aspects might go to waste if they are not utilized. (Rai,
Pavlou, Im & Du 2012) Relational value can therefore be key asset in global supply chain
competition, because it can truly create unique positions for businesses. Relational value
creation in global supply chains can also be supported with different governance methods,
formal or informal structures if needed. What is more, the increased relational value, such
as mutual trust and personal interactions caused by cooperative working, are proven to
have positive effects on the overall performance of supply chains, such as lead times
which can then be translated into improved sales and reduced costs. (Cousins, Handfield,
Lawson & Petersen 2006)

In business to business markets the concept of different kinds of value propositions is
generally more used in literature compared to for example the term of value types which
is more common in consumer markets. Anderson and Narus (2006) define the company
value propositions in three categories, to the all benefits that the company can offer, to
the value that the company can offer compared to competitors and to the value that the
customer is seeking. It is crucial for managers to define to which value propositions to
focus on and which value propositions are the most beneficial with the existing resources
the company has, and which value proposition are the most important for customers
(Sheehan & Bruni-Bossio 2015). In the literature of supply chain management, the term
of value chain is often pulled next to it and they are being compared. As the supply chain
aims to find the most cost-effective ways to run goods through the system linearly value
chain looks for the streams and connections which can create value operationally.
Therefore, the concept of value chain covers more aspects than generally quite linear
supply chain literature, when it covers different actors in the chain as well as the different

types of locations and sources of information. (Holweg & Helo 2014)

The value created for the customers can vary from field to field, depending of what kind
of offering a company sells. Also, the customer expectations are different between
offerings. But by defining customer value in some measurements it can help the company
to steer the focus of its efforts. A customer generally does not by a product, but a solution
to need. In business to business markets the personal attachments and the feelings are

not as present as in consumer market, but the idea behind the value is still relevant. In
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B2B-markets the seller must have the ability to quantify the value into facts as the
purchase decisions are based on facts more than feeling. (Kotler 2017) The value
definition for the company customers can be an element that brings competitive
advantage and fitting the capabilities of the company into customer value creation is highly
effective (Roper 2003).

3.2 Value creation in networks

Traditionally the value creation has had a company-centric approach, which has over the
years changed to cover both company and customer side due to the change of market
environment. Therefore, the general discussion over value creation has shifted to value
co-creation, which is a complex topic. In the centrum of co-creation of value is

communication, interaction and transparency. (Prahalad & Ramaswamy 2004)

Saarijarvi, Kannan and Kuusela (2013) showcases the three parts of value co-creation
and the two sides of the value creation process, the customer’s and the firm’s. With their
research they have aimed to simplify the concept of value creation and value co-creation.
In the framework which they represent in their research they try to assess, what is the
value for the customer and what for the company, which are the resources that can create
this value and which are the mechanisms that integrate the value propositions into actual
processes in the company. The framework gives all-around look into the value co-creation

as if therefore highly practical for managers to use. (Saarijarvi, Kannan & Kuusela 2013)

Prahalad and Ramaswamy (2004) in comparison show the DART-model which show the
four key factors of value creation as dialog, access, risk assessment and transparency.
The four factors stem from the realization that value creation is at heart interaction
between the company and the customer. The four factors in DART-model describe the
building blocks of the interaction. Kothandaraman and Wilson (2001) name three core
building blocks for value creation in networks as superior customer value, core
competences and relationships. These three elements are relating and the level of
success in one of the building blocks could create the basis for another and the failure of

one element effects the whole network of the value building blocks. (Kothandaraman &
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Wilson 2001) In addition to recognizing the resources that can create value, merely as
important is the true management of those resources in order to facilitate value creation.
For example, in intra-organizational, multinational offshoring processes controlling the
resources to transform, coordinate and collaborate, to manage locational decision s and
to understand cross-cultural aspect of offshoring are keys to the success of value creation

within these projects. (Mukherjee et. al. 2013)

In business markets, value creation cannot be separated to be within the internal
resources of the company, but the value is created in the network and amongst all the
partners involved in the business, counting in the internal and external partners. To do so,
companies need to acknowledge the need to organize the organizational structure so that
in can support the interactions and the upkeep on needed relationships in the best way
possible. (La Rocca & Snehota 2014) Ren, Hu, Cg, Ngai and Zhou (2015) have
established that the development of inter-organizational resources by acquiring resources
through partnerships and their development is the key to value creation. They suggest
that the expansion from resources acquiring amongst partners to bilateral investment that
grow the partnership into truly value creating entities. Through tolerating interdependence
joint problem solving and innovation, partnerships can succeed in the long run. (Ren et al.
2015) Truly, exchange relationships are the source for value, and the interactions in these
relationships determine what sort of value can be created and which the outcomes of the
value creation are. Managers should recognize the most valuable interactions that result
as organizational learning which can lead to value creation, but focus on relational
governance which can raise the quality of the interactions and therefore their overall value.
(Hammervoll 2012)
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Figure 5. Collaboration practices for value creation in B2B-systems (Kohtaméki & Rajala
2016)
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The research result of Kohtamaki and Rajala aims to (2016) presented in figure 5 to
understand the different ways of collaboration in business-to-business systems to co-
create value. They distinguish coproduction of value propositions and co-creation of value
experiences as the two most significant classifications in value co- creation collaborations.
The key takeaway is this particular distinguished difference of value propositions and
value experiences and how they are together created with the internal and external
stakeholders within B2B —systems. (Kohtamaki & Rajala 2016) Gronroos (2008) also
spokes for this approach, in comparison to the oftentimes enhanced purpose of customer
as a value co-creator, which he [Gronroos (2011] has criticized. The critique stems from
the service-dominant logics ‘one main contributions as value creation tools, he states that
the idea of customer always being the co-creator of value, is vague and not useful addition
to the value co-creation literature. Supplier’s role in value creation is to act as a facilitator
for the value experiences that the customer can create. Customers then can be value

creators with given resources and facilitated environment. This does not necessarily deny
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the joint value co-creating practices but present another view to value creation. (Gronroos
2008)

Marcos-Cuevas, Natti, Palo and Baumann’s (2016) contribution to the value co-creation
practices is significant and their research on the topic has given clarification to the various
practices across industries. The corner stone for all co-creation according to them is the
relationship that the partners have, but that different practices are built to co-create value
utilizing the company resources. (Marcos-Cuevas, Natti, Palo and Baumann’s 2016) As
the core of co-creation is the sharing of the resources and utilizing the relationships in joint
efforts, the understanding the relations of co-creation practices in different levels of the
organization and how the impact each other is vital. All practices can have positive and
negative effects on the network ecosystem and analyzing these effects on specific
business is beneficial for all organizations that wish to engage in co-creation practices.
(Frow, Mccoll-Kennedy & Payne 2016) Information sharing is one example of an action
that has the capability of creating value in organizations. But as above mentioned,
information sharing can also have positive or negative effects in a network, depending on
the sort of information we are talking about and from who’s perspective are we viewing.
Manufacturer, customer or the supplier can all have different perspectives on how
beneficial concerning value creation can a certain information be. What is more to
consider, is the homogenous nature of information value. This means that if any changes
are made into the information sharing activities, the effects on value for each partner of

the networks must be evaluated. (Lumsden & Mirzabeiki 2008)

As the network structure is one of the most influential factors in value co-creation, the
relationships between the actors in the network are as important. Different roles in the
network define the ways and practices to use in the value co-creation processes. The
clarification of roles and relations of different actors can be specified with additional
training in order to have all the actors understand the purpose of information exchange.
(Breidbach & Maglio 2016) The purpose of the network leader or the network architect as
the most important position that can build a powerful network or diminish its benefits is
argued in literature. (Matinheikki et al. 2017). The positioning of one’s role in the value

networks is therefore relevant decisions for managers and can be the determining factor
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of the company’s competitive position. This goal can be met by analyzing one’s position
in the network and comparing it to the strategy that the company is executing and where
it should be developed in the future. By analyzing one’s own position in the network,
companies can learn about their customer’s value expectations and the actual, real
capabilities that the company already has to meet those expectations. (Kothandaraman
& Wilson 2001) In addition, it is to be acknowledged that roles that the counterparts hold
in networks all have unique relations to each other, and not relationship is the same in
networks as someone’s supplier is other one’s customer and so on and so forth (Ramiréz
1999).

Jaakkola and Aarikka-Stenroos (2012) have research the co-creation of value in joint
problem-solving cases between supplier and the customer in the knowledge-based
industries. They have managed to find five phases that the joint problem solving involves
that are also elements that co-create value. Both participants in the case, in the research
in dyadic relationship, have unique resources to them which defines the roles of the actors
and their value to the value co-creation process. They emphasize especially the
customer’s role in the process, and its vital purpose for the development of a supplier’s
co-creation abilities. (Jaakkola & Aarikka-Stenroos 2012) Also Altman and Paolo (2019)
have recognized the need for close supplier participation in value co-creation, of which
they propose several examples of how integration could be achieved. Deciding on joint
value perspective and focusing on mutually beneficial innovation projects are examples

of the ways supplier and the buyer can tighten integration. (Altman & Paolo 2019)

A notion from Echeverri and Skalén (2011) of co-destruction of value is important to
mention in the discussion of value-creation. As most of the literature gives positive
examples of the co-creation of value in interactions, especially between the company and
the customer, it is important to understand that this is not always the case. Co-destruction
can be a result of miscommunication or —understanding, dissimilar expectations of the
service encounters or something going wrong in the service encounter. This opposite side
to value co-creation should be acknowledged when evaluating business decisions.
(Echeverri & Skalén 2011). This is the case especially because value co-destruction is as

likely as value co-creation. Value destruction is characterized as a service failure whereas
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value co-destruction generally requires action e.g. customer service complaint or social
media complaints. Recognizing value co-destruction reasons and sources can work as
one of the risk management tools for a supply chain management for example as these
are issues that can be acknowledged and develop solutions for. (Jarvi, Kahkonen &
Torvinen 2018)

3.3 Value measurement

Regarding the value topic of value measurement, the first notion that needs to be
considered is the reality of how difficult the topic of value is to measure as value is such a
large concept. Therefore, literature can only suggest possible ways that the value can be
measured with chosen perspective within organizations. As value can be measured with
different time windows, from different stakeholders’ perspectives and for different value
propositions, deciding the conditions for value measurement is the critical stage all
businesses must start with when viewing the topic of value measurement. (Badinelli 2015)
The research of Barber (2008) introduces many implications for measuring value in value
chains. One key measuring key the researcher puts out, is the aligned value targets within
the supply chain. In the article the researched presents an updated balanced scorecard
for measuring value in value chains, which intentions is to grasp the total value created in
a value chain by including different areas and their inputs to value creation. The main
contribution with this more balanced approach to the value measurement, is the
measurement of the integration of the different value elements. As the value is embedded
both in intangible and tangible activities in the value chain, understanding the value of

their collaborative nature is one of the key elements in measuring the value. (Barber 2008)

For measuring economical value is usually rather easy with different existing tools and
frameworks. One approach to measure the overall value created in an organization is to
model the different value sources with numbers and describe the process of these in a
progress following way, as has been done in a research of Srithika and Bhattacharyya
(2011).
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Across the border of literature on the topic one outlook to the measurement of value is the
approach of compering relational values and their outcomes to the operating performance.
This can mean for example taking one of the relational value aspects such as interaction
and reviewing the results on operational performance. This sort of measuring is especially
applicable in foreign business relationships. (Lai, Chi- Chan, Delphine, Yang & Hsu 2015)
Merchant and Sandino (2009) suggest a focus on the non-measurable values which can
then advance to measurable value. They propose that economical value measurement
could be done by combining the results of different metrics, which would create a more
wholesome understanding of the value created. (Merchant & Sandino 2009) Including
customer value perceptions into the measures of value can be done for example by
refining balance scorecards with including customer voice in the planning. Similarly,
customer value can rather easily be included in the measuring of value by using different
surveys or customer relationships management tools to assess how well the customer

expectations are met. (Roper 2003)
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4 Research method

This research is executed as a qualitative research. Qualitative research is often
characterized as written perceptions and views of a case, a descriptive analysis of events
or as research of natural events in a written form. Qualitative research is usually based
on existing theoretical knowledge which is used as a basis for the event in case qualitative
research setting. (Flick 2007, 2)

The analysis of this qualitative research is based on the research questions that are set
in the first chapter. For the research questions, the main one is the main steering purpose
of the thesis whereas the supporting research questions are set to present additional
perspectives for the research. The research questions are used as an analyzing method
in this qualitative research in order to investigate a specific given research objective and
to structure analysis of the collected data. What is more, the research questions are
chosen to find the perspectives from the collected research data that are cohesive with

the research objectives.

4.1 Methodology and data collection

This research is conducted as a qualitative research which suits the thesis objectives the
best as the main interest is to widely understand the concept of value in DND’s. The
methodology of the thesis will be a combination of a case study and participatory action
research. This methodology approach is explained with the nature of the research project.
As the research is spread to cover a period of 6 months, a clear action research project
evaluation can be completed. Therefore, the action research approach is mainly to
contribute to this research in a practical manner by reviewing the transfer project of a
customer group in scope. Though, the project scope is to also seek the value that can be
found in the renewed distribution network design, data collection by case study methods
is necessary for the goals of the research. The data collection for this study will therefore
be two-fold. Firstly, the action research approach will give practical findings for the DND

as during the period of the research, different phases can be recognized in the project and
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evaluated as the project goes on. This can bring out the challenges that the DND process
in the specific case can have and give concrete managerial suggestions for case company
and others to develop in the future. But as the goal of the research is to understand the
value creation potential of the distribution network design, case study approach such as
interviews, are necessary for the purpose of the research. Interview data will be collected
from the key stakeholders of the company and of the project. All the data collected will
be analyzed together and conclusions drawn based on the data and the theoretical

research made.

Participatory action research is a research technique that could be described as a
decidable process from which few clear phases can be recognized, executed and
reported. Participatory action research can be different collaborative projects where
knowledge is gathered, analyzed and implemented. (Mcintyre 2008, 6) The target of an
action research in the big picture is to oversee a project or a process with certain
conditions, with the end goal of bettering the project or process in hand. One of the main
advantages in action research and its longitude nature is the opportunity to understand
different aspects of the project or process during the different phases or cycles, as the
nature of action research is not linear. Learning through the action research events and
cycles is the main contribution of the research approach, alongside with the in-depth view

that especially the researcher can take in the process. (Seale 2007, 478)

Case study research on the other hand can be described as in the book of Farquhar (2008,
5): “case study is an empirical inquiry that investigates a contemporary phenomenon in
depth and within its real-life context, especially when the boundaries between
phenomenon and context are not clearly evident’. (Farquhar 2008, 5) Case study is used
as a method when there is a single case that is being researched, with often the target to
find some aspects that could be generalized outside the single case studied. (Mils,
Durepos & Wiebe 2010, 31) Especially in business environments, the case study
approach is applicable because the interest of stakeholders is often in particular cases in
a certain setting, with certain given conditions. Case study approach is also pleasant in a

way that the research methods are usually well known, as the chosen method of
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interviews in this research (Farquhar 2008, 6). The design of this research for the case

study is a holistic single case and the motivation for the research is intrinsic.

Figure 6. Analytical framework of the thesis
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The framework above in figure 6 aims to illustrate the model of how the analysis will be
executed. This framework is a continuum for the conceptual framework in chapter 1 which
explained the theoretical frameworks. This analytical framework again will present the
research approach taken in this thesis that will use methods of the data collection and
analysis to draw conclusions that respond to the purpose of this thesis. The methods used
in this research to execute the research are the participatory action research, interviews
that will open the key stakeholders’ views and the research on the previous literature that
is studied on the topics explained in the conceptual framework. The data collection will
lead the thesis to the analysis of the current DND, the sources of value within the DND
and understanding the governance taken to control the DND. The determination of these

previous elements of research is to fulfill the research purpose which is to understand the



43

value creation potential of a DND and discover the optimal ways to govern the DND in

order to support the value creation.

4.2 Data collection and analysis

The two data collection methods used in this thesis are explained more in depth in this
following chapter. The first data collection method is the participatory action research of
which data was collected during the period of 6 months. The second data collection
method taken for this thesis is according to a case study approach, in this thesis the semi-
structured interviews. Both methods and how they were executed in this thesis is reviewed

below.

4.2.1 Participatory action research

The following figure 7. will represent the structure of the action research of this thesis. The
structure of the action research follows the action research steps mentioned in the book
of MclIntyre (2006, 6). The action research part of the data collection is mainly to review
the current distribution network design and to propose a redesign for the network and
assess its success during an actual customer case, as well as to recognize the core
capabilities’ during the project of transfer. The data collection approach of this thesis
follows the participatory action research process generally expressed in research

literature.

The current distribution network structure was established with a case company member
and the analysis for that part included research on the company structure and distribution
lanes. The proposed DND was also created jointly working with the company to fit the
company needs by analyzing current issues and future needs. The action research as a
process was monitored with the diary of the researcher but as well with a project follow-
up excel sheet, which had specific actions related to the project and the they were
monitored once per cycle by the key members of the project. The excel sheet was mainly

filled for the purpose of reporting of the project. The analysis for this research was based
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on the diary as well as the discussions on the distribution network design within the

company.

Figure 7. Participatory action research approach in the thesis
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4.2.2 Interviews

Brinkmann (2013, 46) divides the design of interviews to preparation, interviewing,
analyzing and reporting. In this thesis, the preparation for the interviews was done way
ahead of time of the actual interview schedules, due to schedules that the project and the
interviewees had. The questions that were prepared for the interviews are based on the
research objectives as well as to the theoretical data that was collected for this research.
The interviews were kept as semi-structured which means a set of specific questions that
all the interviewees answered with open format. The target was to create an interview
climate were the interviewees could express their true opinions, and therefore the
interviews are kept anonymous, and the identities of the interviewees are not exposed.

The interview questions are presented in appendix 1.

The interviews of the research were executed on week 14 of 2020. The interview time

was chosen to be 1 hour which would be enough time to go through all the questions
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without the feeling of rush. Originally the interviews were planned to be held face-to-face
but due to the Covid-19 outbreak in March the interviews were held remotely. Interviews
were recorded in order to later transcribe the interviews into a written form. Recordings of
the interviews allowed the interviewer to focus on the answers of the participants and
possibly ask follow up questions or to ask to clarify the answer, since the interviewer did
not need to focus on memorizing or writing down the answers. The recordings were

deleted after the interviews had been transcribed and analyzed.

Interviewee Area of responsibility Experience in Work related to DND
the industry

Highly related, 70 %
Interviewee A Operations of work is related to
the DND directly

Interviewee B Product management 10 years Indirectly related

Indirectly highly
related

Interviewee C Operations 7 years

Table 1. Interviewee profiles

The profiles of the interviewees are illustrated in table 1. Based on the interviews the
interview data was analyzed starting with transcribing the recordings of the interviews.
After the transcribing, the interview data was sorted according to the questions which were
placed to three different main categories. The answers to each category was studied
separately in relation to all the interviewee answers and individual answer’s. The main
purpose of the analysis was to create a coherent picture on the three interview topics

which was done by comparing answers and searching similarities and differences.
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4.3 Reliability and validity

The qualitative research methodology challenges the reliability and validity measurement
of a research. Kirk and Miller (1986, 20) define the concepts of reliability and validity as
“Reliability is the degree to which the finding is independent of accidental circumstances
of the research, and validity is the degree to which the finding is interpreted in a correct
way.” Objectivity of a research is also a common term that is used to describe reliability
and validity. This means that all research should be based on objective approach, often
meaning that there are proven causalities between the elements of the research.
Research must be able to prove the reason why a deduction has been made and which
factors has led to it. (Kirk and Miller 1986, 20)

Reliability defines the aspect of the research ability to achieve similar results if the
research would be repeated with the same research tools. High reliability of a research
would mean consistent results throughout many experiments. Though, it is to note that a
research always includes unreliability in some extent due to the unfeasibility to repeat an
event precisely as before (Carmines & Zeller 1979, 11) This research reliability is low
concerning the data collection that has been done with the action research part of the
research as it is a unique case in a specific research. Though, if same sort of redesign
project would be similarly executed repeatedly, the results could be similar. The interviews
in the research has in comparison risen the level of reliability as similar results could be

achieved by following the interview structure and questions.

Validity describes the success of the chosen research tools to the research objectives or
how well the chosen measurement tools measure the chosen target (Litwin 1995, 33). In
this specific research the research methods are chosen based on the research objectives
which rises the connectivity of the methods and the objectives. The research methodology
is done to fit the single case study approach that the research is concerned with. As the
data collection is wide on the case topic, the chosen methods can be described as valid
concerning the targets of the research. The research has been able to respond to the

research objectives with the chosen methodology.
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5 Distribution network design of an export manufacturer

This section will include all the data collected for the research. First, the action research
as presented in the former chapter will be presented and after that in chapter 5.6 the data

from the interviews is presented. In this section also the findings will be analyzed.

5.1 Assessment of current state of the distribution network design

As the case company is a worldwide provider of laboratory equipment, it has a huge
amount of shipping locations, at least one in almost every country of the world, but more
so in Europe where each country has several locations. Figure 8 below is a simplified
illustration of the current distribution network, with the three current lanes of the distribution
lanes of the consumable products. The first lane that the company uses is selling to the
intercompany customers, to which the shipping locations can be either their own
distribution center from which the intercompany customers distribute against their
customer orders or the other shipping strategy is to ship the goods that the intercompany
customers have ordered straight to the customers. The second distribution lane is
distributors, which order higher quantitates which they then distribute to their customers.
For some distributors the Finnish site does also make drop-shipment to customers. The

last lane is the drop shipments straight to the end-customers.

Figure 8. Current distribution network of consumable products
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The lane in focus of this study is the end-customer lane. Specifically, the focus is on the
end-customers in the locations in Belgium and in the Netherlands. This lane is chosen to
be under inspection as the company considered that this lane would need the most
development. The current distribution network for drop shipment customers in Belgium
and in the Netherlands is tricky. Historically, the Finnish site has agreed to a service
promise of same day dispatch if the customer places orders before 12 am EST. This has
put pressure on the customer service team in to process orders, communicate them to
the warehouse and make the necessary paperwork for shipments after the warehouse
has packed the items. For the warehouse team, this has required one person to be

constantly alerted for new orders that need to be delivered still the same day.

The approach taken on this research is according to a one utilized distribution lane that
the company has and move some smaller customers to this distribution lane as well in
comparison to shipping them straight from the manufacturer. The distribution lane
operates a 3PL to which the Finland site is already shipping large quantities of
consumable products in weekly shipments. The current quantities should be increased if
the new DND is implemented. This would require analysis of the current’s transportation
strategy, which is now being executed by courier services. If order quantities to the 3PL
increase, shipment methods like air or truck freight would need to be considered to
maintain cost efficient transportation of the goods. In general, the utilization of the current
distribution network structure in the European market is a choice that would need to be

sincerely considered in the manufacturer site.

5.2 Recognizing the challenges in current the distribution network design

Out of the three distribution lanes which are presented in figure 8, the end-customer orders
are the ones that require quick response times and the orders and shipments are small in
volume. As the case company is a manufacturer, these sort of quick-pace direct shipments
are not the core competences that the company can offer for its customers. This form of
shipments is amongst the orders that require a lot of work but the value of the shipment

is not comparable to larger, more concise shipments. The volume of the consumable
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products is also high, which causes challenges. The consumables in scope of this
research are meant for industrial purposes which decreases their regulative
specifications, but the products are still highly regulatory. What is more, the consumable
products require multiple shipping conditions as there are products that can only be
transported in ice or refrigerated or are dangerous goods when the transportation is highly

regulated.

The company is arranging most of its distribution itself. This is one current feature of the
DND that could be developed with the large international networks the company
possesses. The company has a worldwide network of subsidiaries, suppliers and other
partners that allow a lot of possible interconnections to utilize for the distribution of
company’s goods. Furthermore, the distribution of the goods must be efficient enough
that it supports the company targets related to for example growth. The current DND has
development opportunities in especially the aspect of growth support, as it is currently not

supporting this target fittingly.

Lastly, the current DND’s capabilities to respond to end-customer needs is not as good
as it could be. As the company does drop-shipments only to some customers that order
the consumables, the processes to serve these sort of customer needs are not as efficient
compared to for instance a distribution center. The agility and the responsiveness of the
DND is not high in the end-customer customer segment and therefore the possibilities to
increase the service promise to the customer is also one major challenge in the current
DND.

5.3 Proposed redesign of the distribution network design

The challenges that the distribution network currently has, could possibly be tackled by
altering the distribution network. This proposed redesign is presented in the below figure

9 as a simplified illustration of the DND.
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Figure 9. Proposed distribution network design for consumable products
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The major difference that the proposed design has is that the dropship end-customers are
deleted from the design. The two distribution lanes in the proposed distribution network
are the distributors and the intercompany distributors. The proposed network structure
change and its efficacy will be assessed in this thesis based on the previous literature and
the data collection of this research. The purpose of this thesis is, according to the research
questions, to discover the value that the new proposed distribution network could bring to

the company and for its customers.

The structure is tested with one customer group of end-customers and if the project is
successful, it could be expanded to other customer accounts as well, especially to some
drop shipments that the company is now doing with its consumable products. The
purpose of the redesign is also to explore how the case company’s current network could
be further utilized and more efficiently used. As the case company has many subsidiaries
the possibilities for offshore outsourcing or insourcing needs to be considered. The
change of the distribution network that is proposed means that the customers that are
currently being served in the Finnish site in the customer service, will be moved under a
sister company’s customer service team in Germany. This sister company runs the
customer service for many of the company’s site by utilizing a logistics partner as a
warehousing and distribution facility elsewhere in Germany. The Finnish site is already
shipping large quantities of the consumable products to this 3PL in Germany, which

distributes the goods to various regions. From the customer point of view, what changes
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is the customer service mail address and contacts that they have been ordering from as
well as the company entity from which they purchase from. As currently the customers
are essentially buying from the Finnish entity of the company, after the transfer they will
be purchasing form entities in the Netherlands and in Belgium. For the customer this is a
slight change as they must open new suppliers in their systems, but in the end of the day,

this transfer should be beneficial to the customers in more than one way.

The following project diary will describe the pilot of this proposed DND, when the around

70 end-customers were transferred to the Germany customer service team.

5.4 Project diary

The project diary is to review the research project flow of the transfer of the customer
group in scope. The data collection began in November 2019 and ended in April 2020.
The customer transfer of the dropship customers of the chosen countries, was executed
in complete during this period, and therefore the full transfer cycle can be recognized and
analyzed. The project cycle diary aims to describe the whole process transfer, reflecting
on earlier cycles and questioning what could have been done differently along the way.
The diary is written from a subjective point of view of the researcher involved in the
process, although keeping objective outlook on the process between the customers and
the company. The research reasoning for the collection of this sort of project diary data

is to be able to gather practical findings of the research project and later analyze this data.

5.4.1 Cycle one

In the first cycle of the process, the current state of the distribution network was reviewed
and the kick start for the transformation of the distribution network for European drop-ship
customer’s was begun. In the first phase the first customer communication of the transfer
was drafted, discussions about the key stakeholders of the project was had and the
schedule of the project was reviewed. In the first phase, few of the toughest obstacles

were overcame, since the transfer was communicated to the sales managers.
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Since the organization is large, many different opinions were to be considered. As the
customer service center shift and the distribution location shift essentially is not a great
change customer’s process wise, the Finnish site wanted to communicate the transfer as
a small change that was made to only improve the customer’s experience with the
company. Due to the large number of individual customers, the customers were
transferred in three cycles, starting with only 6 pilot customers and moving to the transfer
all the customers in cycle three. This was done to increase controllability during the

project.

One of the main tasks in the beginning of the project was to design the customer
communication that was to inform the customers of the transfer. The communication was
designed together with one of the business unit responsible, who also had prior
experience on the customer communication to the end-customers. The letter had a few
different drafts before finalizing the message that the company wanted to express to the
customer. As the customers in the scope of the project were end-customers, the aim was
to highlight that the change from the customer perspective is minor and that the service
level would rise for the customers Informing customers of the changes in the business
processes or for example upgrades on products with and informative letter is a standard
procedure in the company and was therefore chosen to be the communication method.
As the number of individual customers in the project was high, the standard letter that was
shared through the sales channel by the respondent business unit, which was the most
effective way to inform the customers. Though the customers were informed as bulk, the
letter did include contact information in case any questions were aroused. The person
responsible of the transfer project and the researcher of this thesis, was designated as
this communication person responsible which allowed the close investigation of all

communication related to the project.

One of the main issues encountered was the complex business structure of the company
and the responsibilities distributed between businesses. This creates problems especially
with the hierarchy and in the communication between employees in different divisions and

businesses. Understanding which the correct person’s to contact for each matter are
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seemed to be quite unclear to everyone. This made the process of finding the key

stakeholders of the project more difficult.

As the first phase of transfer included six customers, close examination was easy, and
the amount of customer communication easily handled. Concerning the first set of transfer
there were only 4 email conversations with the customers that mainly concerned the
placing of the orders to the new communication address. Not many opinions of the
transfer, nor negative or positive were received at this stage. Therefore, the results of the
pilot state (cycle 1) were overall positive and the issues that occurred were mainly internal.
This phase of the project went as accepted and targeted, that the customers would not

feel stressed over the change or anxious about not receiving ordered goods in time.

For the preparations concerning the customer service team in Germany few calls with the
team were held and matters cleared. Prior to the start of the project, some key
stakeholders have discussed the project with the key members in Germany and in the
sales teams, so the primary start for the project had already started before cycle one. As
the Germany team works closely with the teams in Finland, the hierarchy for the project

between the teams were low.

The first cycle also included the analysis of what would be the customer benefits that the
transfer would bring to them. The end-user has had a service promise of same day
delivery if the orders are being placed before 12 EST. This has been difficult for the Finnish
site, as only some of the end-customers have had this service promise, meaning that this
is not a standard way of operating for the Finnish site. As the capabilities to faster delivery
schedules are higher with the customer service team in Germany, and especially in the
3PL distribution center, the customers would be able to order until 14 CET, which is a
significant increase in the daily ordering cycle. In addition, the customers are
geographically closer to the distribution center in Germany, which can affect the shipping
times of the goods positively. To add, the availability of products should not be
compromised since the warehousing capabilities and response to high demand is well

executed in the distribution center.
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5.4.2 Cycle two

In the second phase of the customer transfer the next batch of customers were chosen,
mainly based on the order amounts that the customers have. Approximately 10 customers
were ordering larger amounts and 10 smaller amounts. Choosing customers from different
demand groups was made in order to control the transfer and the flow of customer orders
and communication to the Germany team. This was also done so that the questions and
inquiries could be better controlled and made sure that all customer inquiries were
answered properly. After these 20 customers transferred, there were still approximately
30 active customers that were excluded in phase 2. The remaining customers to phase 3
included some customers that still had unsolved matters related to pricing, invoicing or

other, which required longer research.

There were few matters that could be learned from the cycle one of the process. First,
processing this kind of change in a multinational and large corporation is slow, and some
unpredicted hold-ups can occur. In the second cycle, the possible hold-ups were better
prepared for and taken into consideration in the schedule of the next phase. Additionally,
what was discovered that it can be rather difficult to understand which are the correct
contact persons, as the business structure is more complex and responsibilities between
entities are dispersed. This factor was paid more attention in the cycle two to avoid

misunderstandings.

The second cycle could have been describing as the confusion-solving cycle. During cycle
one, excluding above mentioned issues, not many issues were detected, which then in
cycle two started to unveil. The main issues were caused my misunderstanding about the
project scope and responsibilities. This challenge was resolved by added communication
with different stakeholders, such as sales teams and the management of different sales
divisions. Few calls were had, where possible confusions on the projects were tried to be
solved. The second cycle was way more informative for the project in comparison to cycle
one, which went rather smoothly and perhaps not all aspects of the projects were realized.
During the cycle two was clear that the confusions need to be tackled immediately or the

schedule of the project would suffer greatly.
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People concerned with the project did not change in the cycle two, but the amount of
communication between participants was increased and therefore more open
communication was introduced to the project. Within the different international teams, the
communicating style must stay cohesive and the message clear in order to avoid
misunderstandings. The few miscommunications in phase two were clarified through
email conversation but also with conference calls with the different parties. These

corrections to the ways of working were fruitful.

Not a great number of issues from the customer side occurred in this cycle either. As the
researcher of the project was in control of the project communication, it would have been
easy to detect. The target in cycle two overall was to react to possible customer or other
key stakeholder requests promptly, in order to make sure that all concerns were
addressed. Overall the customer response to the transfer was mainly positive and all the
end-customer communication was positive. For the customers there seemed to be no

delays or disruptions on the receiving of the purchased goods.

Though the second cycle had a slight delay in schedule it did not affect the overall
schedule of the project as many confusions that could have caused delays in cycle three
were solved. Moreover, the participants of the project learned to understand each other’s
schedule which helped to predict when certain actions would need to be done in order to
stay in schedule. Overall, predicting the causalities between different actions and tasks
that needed to be done was something that arose especially important throughout the

cycle two.

In the Finnish site, the workload of course was in decrease throughout the second cycle.
The workload of the transfer mainly occupied the responsible of the project as well as in
some way the customer service worker who was the responsible of the BNL customers.
This worker’s expertise was needed in the customer specific questions that the project
responsible could not have known herself. As in cycle two about half of the very active
customers were transferred, this directly decreased the workload in customer service as
well as in the warehouse. As the workload of the transfer project was also distributed over

several months, the workload regarding the transfer was manageable.
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5.4.3 Cycle three

The start of cycle three was more serene compared to two other cycles as the conditions
for the project were already well known. The timeline of the cycle three was longer than
the two previous cycles, which each lasted a bit under 2 months. The third cycle
essentially lasted for 3 months, with the exception that the cycle three also included the
future state after the project as well as resolving some open matters that did not have time
for during the 5 previous months. The future examination of the project included for
example the research on the possible other customers that could be offshored with a
similar method. Also updating the material that concerned the transferred customers was
done and briefed to the customer service team in Finland. In cycle three the remaining
customers were opened as new customers in Germany and the customers were informed
about the transferred. Like two other cycles not much customer inquiries were received,
though the information letter was re-shared a few times. Close communication was kept
with the key members of the project, but the communication was decreased towards the

end of cycle three.

Although many of the misunderstanding were tried to be tackled in the cycle two, some
still flowed through the cycle three as well. There was a slight change in contact persons
in cycle them which required some additional information sharing to the previous cycles.
A learning curve could still be analyzed in this case as the contact persons learned to
respond to inquiries in a manner that could best resolve each case. Therefore, the work
done towards the project in cycle three was more unproblematic compared to the two
other cycles. A new task that was discovered was pricing issues that needed clarifying
and strict control. This was controlled by using the set pricelists for the customers as too

updating some conditions in the ERP systems.

Important notion from cycle three was the unexpected environment change was
experienced as the Covid-19 outbreak was realized, the effects of that for the project are
not discovered in this thesis. Possibly the outbreak effected the amount of customer
orders in general, which can lead to more customer contacts after the cycle three when

the outbreaks effects are not affecting anymore. Regarding the project this had no severe
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other impacts other than being a great reminder to everyone that in a global world the

circumstances can change extremely rapidly.

5.5 Summary of the action research data

The action research purpose for this research was to showcase a practical case study
over a distribution networks redesign. The action research data captivated in this research
includes the assessment of the company’s current state and recognizing challenges in it,
the proposed redesign and the project diary over a pilot of this redesign. The project diary
was able to identify many great findings on the DND change process that was implanted.
The improvements that the project was able to bring were the identifying of the elements
on the current DND, more rationalized work in the manufacturer’s site as well as a positive
impact on customer lead times. Regarding the challenges in the project there were few
evident barriers that are necessary to acknowledge in future projects as well. The
communication between different stakeholders and parties, the hierarchy in the network

and different misunderstandings are examples of these barriers.

Identification of current challenges and the work toward an improved functioning DND was
done in the early stages of the action research by assessing, recognizing and undertaking
the current DND structure. In the beginning stated of the action research is was clear that
the current DND is not serving the company mission in the best way possible. The
shipments of consumable products to end-customers was slow and took more resources
than it would give. Shipping direct shipments from the manufacturer brought out more
work that what the benefits were. Additionally, the company questioned whether the
current DND is the best possible option form the customer perspective. The proposed
redesign again was based on the current challenges that the DND included as named
above and tried to make the DND more well-organized. It can be said that the pilot project
was successful since it met the targets such as rationalizing the current DND to be more

agile and efficient as well as the target of increasing customer service-levels.

The design can improve the overall efficiency of the manufacturer’s warehouse for two

reasons. First, though the Finnish site still serves the customers indirectly as the goods to
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the end-customers are being shipped from the logistics partner of the company, the
workload is a lot less. This means that even when the Finnish site would ship the same
quantitates as before the redesign, the shipments are more centralized. This also effects
the order handling which is now quicker as well as the packing of the orders, when the
warehouse can pack more items into bigger boxes in comparison to packing the same
goods into many small boxes which is slower. Also, the paperwork done for the forwarding
of the shipments is more effective to do for one big shipment in comparison to the many

small shipments.

From the customers’ perspective, in overall the project has been good and not many
negative comments were brought up during the three cycles. The improvements that the
customer can see instantly on this specific redesign is that the daily ordering cycle is
improved by 3 hours, still guaranteeing the same day dispatch. However, compared to the
previous, the customers will in most cases receive the goods with shorter lead times. This
brings agility to customers” service levels as they can better react to changing demands.
The work that the transfer added to the customers were opening a new supplier account
which of details were given to the customer as well as the change of ordering email to

their systems.

The governance issues of a large corporation stood out during the research. The overall
hierarchy on who is responsible for what can be difficult to detect in a larger organization.
This kind of issue can lead to misperceptions and confusion when people are involved in
cases they should not be. This led to the realization that the more stakeholders are
participating in a project, the more complex and therefore slower the project becomes
Possibly a more long-term risk and process plan would have been in place before starting
the project. Although a plan was made and the goals and steps of the projects were set,
some possible risks and background work that would have needed more research in cycle
one. This background work could have also included more discussions over the persons
involved in the project. Though the project was mainly done with known colleagues in the
sister company and was consequently more easy, paying more attention to this factor in

the beginning could have diminished some misunderstandings during the project.
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5.6 Additional data collection with interviews

Towards the end of the research project, few key members in the company were
interviewed to complete the data gathered for the research. The interviews were executed
in the way it has been above described in chapter 4. There were three different sections
that the interviewees were asked about which was set according to the theoretical
structure of the research. In the following chapter the data from the interviews is analyzed.
There are few direct quotes from the interview material, which are written with cursive text.

The main discoveries from the interviews are summarized in table 2. The discoveries are

divided to the possibilities and challenges according to the three interview categories.

Topic

Distribution

network design

Value and value creation

Governance

Challenges

Large product
selection

Variety of customer
accounts

How to serve
customers the most
effectively resource
and value wise?

Transparency
Recognizing
customer value
Recognizing value
creating elements in
daily operations

Decision-making
Which activities
should or could be
outsourced or
arranged in some
other way?

Possibilities

Develop efficiency,
cost reductions
Competitive
advantage
Utilization of global
network
Consolidating of
practices

Transparency
Removing excess
work

Responding to
customer needs more
efficiently

International
cooperation and
integration
Focusing to core
capabilities more
efficiently

Table 2. Summary of the interview findings
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5.6.1 Distribution network design

When asked to describe the current distribution network, all interviews had a clear
understanding of what kind of distribution channels the company currently utilizes. A joint
consensus was for the fact that the distribution network is dispersed, and it includes many
different sorts of actors, both intercompany and end-customer and everything in between.
Interviewee C explained that the interest to follow up with the distribution channels and
the integration between the actors of intercompany actors has evolved greatly to better
ways of working during recent years. This change is seen as positive as the factory is
therefore more in control of the whole lifecycle of the products which itself is generally in
good level in the company. The lifecycle control is high for the manufactured products as
the company develops, manufactures and distributes the products which allow higher

control.

As the second question included the covering of the challenges of the current DND one
of the main challenges was the large scale of customers as well as the large product
portfolio. The challenges the large customer database causes are the many variable ways
of working which is far from standardized. This can be viewed as a good feature in regards
of that the company can respond to changing customer conditions, but which causes
challenges within employees and multi skills. The large database of customers also
causes challenges in the communication between different actors within the company as
not everyone has the access to the same customer information and there might not be
enough customer data to know who to contact. The large scope of products on the other
hand causes challenges especially in the warehouse and in the preparations of
paperwork. The shipping and storing conditions vary, as some of the products are with
short expiries or under some other special conditions which makes the processing of the
customers’ orders less effortless. It also challenges the product management as the

processes concerning the product handling data must always be efficient.

The large scope of customers and the product base brought up the need for segmentation
of customers and service models. Harmonizing the policies and practices for each
customer segment could be one tools to bring agility and responsiveness to the supply

chain overall. Better understanding of the demand of the customers and the service model
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that would respond to the specific market need would bring more room for possible
changes as actions would not be completed in rush. This would require critical reviewing
of the current lead times and the assessment if they are competitive. In comparison,
standardizing processes according to customer demand or lead time, could improve the
efficiency of packing in the warehouse. Packing larger quantities at the same time can
decrease the time used to pack different storage condition items. Therefore, the
segmentation of customers would reflect to segmentation of products which can therefore

remove excess work.

Two out of the three interviewees named global growth as one of the most critical business
essentials that the distribution strategy must be able to respond to. This feature of the
business strategy could be one of the future elements that the DND needs to be able to
respond in order to support the business mission accordingly. All interviews highlighted
that a lot of work is already being done in the background to achieve this target. The way
the consumable goods are being distributed has many lanes to go by. As already

mentioned, this area needs development on the actions now and in the future.

Overall the purpose of DND in the overall success was viewed as highly important by the
interviewees. The purpose was especially important from the customer point of view and
for the overall customer satisfaction. The reliability of delivery times was brought up by
interviewee B as one critical factor in DND. If the customer can trust that they get the
ordered goods when promised, it should ensure better customer satisfaction. In the long
run this demands that DND can work consistently. As the Finnish site is part of a large
international corporation it was also perceived as a valuable target to send cohesive
message to the customers of the company brand wise. The consensus between the
interviewees was that as the sold products, especially in the clinical chemistry as well as
for the industrial products, are critical for the customers the distribution network must be
able to stand up for this challenge. As the for the company it is critical to sell especially
the consumable products, the DND must be able to handle these shipments efficiently in

order to keep customer satisfaction high.

Streamlining the supply chain and in it, the distribution network, is one target that could

ensure cost reduction and efficient serving of customers in the future. The company views
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the development of the DND important and is ready to make improvements to it. The
possible utilization of other distributions centers that are better located and can execute
for example fast deliveries more efficiently is seen as one possibility that could be utilized
more in the future, as interviewee C describes: It is possible that by utilizing some other
location than the factory as a distribution channel we could serve the customers faster,

especially the ones that need the products in few days’ notice.

5.6.2 Value

The purpose of the interview’s questions on the topic of value was to discover how the
interviewees interpret the concept of value and value creation in the company. The
concept of value was not strictly defined in the questions to ensure that the interviewees

truly could determine all sorts of value propositions that the company can and could offer.

The definition of value in the company according to the interviews is highly focused on the
great quality control that the company is specialized in which creates additional level of
trust for customers on top of the core offering. The quality specifications and systems that
the company has ensures advanced R&D compared to some competitors and is therefore
one of the most value creating activities for company. Other value propositions that were
discussed on the interviews were the high performance of product, the efficient distribution
of the products including availability and competitive lead times as well as effortless
customer service including all customer’s inquiries in order to ensure customer centricity
as customer C said: Our processes must respond to customer needs efficiently to confirm

that our customers can focus in their core operations.

The value that the high level of quality management brings in the company is the reason
why the products are also being manufactured in Finland. This is the corporation wide
value that the Finnish site can create. The main value in the company is created by its
core offering and its usability and product-focused offering was seen as the main value
that the customer is looking for. Addition to this perception was that though the main
added value is not created by the supporting functions, it does not mean that they would

not have a significant value for the overall customer experience. In essence, the most
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added value can be offered for the customers by creating reliable processes which
showcases that the manufacturer can work as a trustworthy supplier ensuring that
customers ‘need for high stock levels can decrease. This need is especially highlighted

for end-customers such as hospitals.

Transparency through the whole supply chain was mentioned as one value creating
element. According to the interviewees allowing the customer voice to be heard better as
well as improved flow of knowledge can increase the effectiveness of processes by
diminishing waiting times or inquiries. Overall diminishing waste throughout the entire
supply chain is something that the interviewees saw highly important in facilitating value
creation. Especially this was seen important in the supporting functions. One solution to
limiting waste was the effort to establish processes that work effortless without someone’s

constant.

For the internal value that is created in the company and its potential, interviewee B
brought up the following: As for some products the whole lifecycle is under one roof, the
ability to work in cross-functional teams is essentially one of the most important elements
that can create value in the company. This showcases the unique opportunity’s that the
company has when it has so many of the functions currently physically under one roof.
The possibilities for value creation by enabling added communication and integration are
therefore one of the most significant elements that can create value in the company. The
creation of relational value in the company could be enchanted by putting efforts to the
relationship building within and between different teams. Interviewee B mentioned the
following matter whilst discussing on this topic: One of the most useful tools is to know

people personally and have those connections outside of email chains.

This idea showcases the importance of the creation of relational value as a tool to support
the creation of tangible value. What is more, the relational value that is created in the
company’s network was detected to be in the rise. In recent years the collaboration
between for example internal distributors have been in the rise and the tighter cooperation
has had positive effects on for instance in the product life-cycle management. The
interviewees agreed that the closer cooperation within its network could have positive

effects in the future to value creation.
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The meaning of DND in the overall value creation was mentioned to be big and its future
potential was recognized. Especially the effortless, “works like a clock” approach was said
to be one of the keys in ensuring greater customer satisfaction when the customers
receives the goods as promised. As the operational functions such as distribution was not
included when asked about the core competences in the company, its future potential in
value creation is possibly higher than the existing great functions. The distribution is the
part that the customer mainly sees in their everyday work and therefore the meaning is
high. The closeness of distribution function to customer interface was seen as one main
way to support the value creation for the customer. Good distribution can therefore support

the value created by the core product.

However, as there is the potential to be better in this operation in the company, its full
potential for the overall value creation is not even discovered yet. It was also mentioned
that as the Vantaa site is part of a larger corporation, setting examples and proving its
efficiency is one of the goals that for the additional value creation is needed. Interviewee
C also brought up the aspect of competition, which the distribution network has a great
role. If the customer can get the same products or offerings from somewhere more
efficiently or easier, the company can lose customers for that reason. But overall if the
customers can get the products they ordered as promised and fast; it can again ensure
the competitive position of the company. The competitive advantage can grow if the
company is able to create inventive ways to integrate its networks globally, which was
viewed as a positive asset by interviewee A: If we can develop our distribution network,
we can through that improve our overall value creation abilities considering the whole

corporation.

The possible positive outcomes of centralizing the DND and therefore the manufacturer’s
capability to ship larger quantities more rarely in comparison to many small shipments
weekly was also discussed. This opinion was viewed as a possibility to allow slower space
throughout the supply chain, which could be more suitable for the company overall. The
functionality of a manufacturer was compared to a functionality of a distribution center,
which are often more prepared process wise to both smaller and larger shipping quantities

in more rapid pace. There again, a manufacturer can work more concisely.
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For the measurement of value, the interviews shed light for many different perspectives.
Interviewee A mentioned that keeping the operational measures such as on time delivery
percent high, the company can quite well measure the value that is created through the
distribution network. Customer satisfaction surveys were mentioned to be great tool to
follow up the actual customer satisfaction. For the company side, value of cooperation
and integration within the company as one of the ways to ensure the value creation
abilities, different employee satisfaction surveys which are already being executed as a

measure to see how well the company is succeeding in it.

5.6.3 Governance

From the governance point of view, it was mentioned that the decision-making in supply
chains needs to be rightly timed and the persons in charge must have the capacity to
make decisions accordingly. An important feature on the topic of governance was the
suitability to the activity that is being governed. An example interviewee C gave was that
if an activity is outsourced the company must be able to let go of the governance
considering that activity, or otherwise the point in outsourcing is missed. A topic of
governance aroused questions on the interdependence and losing control, as the
decision-making was viewed as an important factor in the efficiency of the relationships in
the company. Interviewees were cautious about giving out more control of the activities if

it meant that it could affect the control on the lifecycle management negatively.

For the effective design of the governance model it is necessary to identify company’s
core capabilities and to which of them to focus and which can produce the most value. In
the interviews the core capabilities and core functions were clearly stated as the R&D
knowledge and capabilities, the quality management in the company and the production
knowhow the company withholds. It was clear that none of the supporting functions were
overlooked, but these core competences were highlighted in all interviews as the ones
that have the greatest future potential in value creation the most. Therefore, the potential
to rearrange the way distribution function is working is bigger than for most activities. The

customer voice was strongly included during all three interviews and all interviewees
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highlighted that the work that the company does is in many ways vital for its customers as
the products are widely used in both clinical and industrial testing such as for water quality.
Therefore, interviewee B discusses: Despite the way of governance, it would be important
to understand that at the end of the line, behind every inquiry there is a customer and

remembering that could help everyone work together more tightly.

Therefore, the company’s aim is to produce the best possible products and deliver them
to customers in the best way possible. This gives reasoning why the supporting functions
were also seen as highly important in the lifecycle management of the products, though
the supporting operations were not named as core capabilities. It was seen that the
development of the distribution for example needs to be a constant process that aims to
rationalize the work that is done. To be assessed likewise is whether or not the work is
done appreciating the factory resources. It was considered beneficial that a factory

operates with a slower daily pace compared to for example distribution center.

Regarding offshoring, all interviewees considered the possibilities as good based on the
large global networks that the company operates in. Interviewees were hopeful but also
careful with the wishes on the offshoring as these kinds of projects can be challenging. It
was said that in the big picture, as the Finnish site is rather small in volumes considering
the consumable products, most offshoring projects would most likely need global
integration within the corporation to ensure that the projects would be profitable. The main
opportunities in offshoring was mentioned to be the released resources to focus on the
core functions and some sort of centralization of the distribution done. Another challenge
besides the need for global integration, is the slow change processes within the industry.
Though the company’s abilities to change regarding resources was described as good,
especially the requirements and factors that affect the clinical products were mentioned

to be more challenging compared to some other industries.
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6 Discussion and conclusions

The following chapter will conclude this research by discussing the findings and
presenting the final conclusions. The conclusions of this thesis are structured to draw
together the main findings of the research which are as well summarized in table 3. The
discussion of the thesis will be steered by the set research questions. The following
chapter will correspondingly present the managerial contributions as well as discuss the

limitations of the thesis and possible future research topics.

The research objective of this thesis was to review the value creation potential of a
distribution network redesign. Moreover, the aim of the research was to understand more
about international distribution networks and how they could be utilized further in order to
utilize company resources and core capabilities in the best way possible. The research
objectives were summarized to four research questions that are in this chapter analyzed
individually based on the findings in this research. The focus on this thesis has been on a
manufacturing company’s DND which has been a less researched area in previous
literature. The research objectives were aimed to be met by gathering data by the method

of participatory action research together with collecting data with interviews.

The case in focus of this research is a DND of a manufacturing company. The company’s
current DND was altered during the research to a proposed DND of which deleted the
end-customers from the distribution lanes. The project was reviewed by the methods of
participatory action research. To complete the data collection of the research few key
members of the company were interviewed to understand the operational environment of
a manufacturer better. There were four research questions established to clarify the

objectives of the thesis. The main research question was summarized as following:
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What kind of value creation practices could the proposed redesign of distribution

network be able to create for the company?

The proposed distribution network that has been researched in this thesis aims to cut out
the dropship customers from the distribution network. This was chosen in order to see
what kind of value the more efficient layout of DND could create. In this research the main
objective was to understand the causality of altering the distribution network design to the
value creation potential it might partake in. The findings of this thesis propose that the
value creation potential of the proposed DND is significantly better compared to the old
DND. The practices that the proposed DND introduced to the distribution strategy
compared to the old one is tighter cooperation with partners, segmentation of customers,
utilization of global network, and aligning the distribution strategy better with the business
strategy. The practices that the proposed DND in this thesis represent can add the
creation both for economic and relational value as well as increase the value creating
capabilities within the company. Finally, the process of the redesign itself can likewise be
a value creating element in the company by understanding the distribution strategy and
interfirm connections better, by identifying the risks of the environment better including

expanding the knowledge of future possibilities.

Though the economic consequences were not researched in this thesis and therefore
cannot be confirmed, the reorganizing of resources has most likely had many economic
benefits for the company considering the resource and workload allocation as well as the
transportation costs. To continue, the proposed DND can rationalize the way shipments
are handled and increase the quality of the work. The relational value that the proposed
DND can create compared to the current state is the added connections between network
partners, the integration and the synergies it can create. The conception of Cousins et al.
(2006) of that the added trust and mutual understanding of common goals in supply chain
can have positive effects on supply chain performance can be future result of the alteration
of the DND. This sort of relational value can be difficult to measure but in the long- term
the positive effects could be detected in performance. The proposed DND utilizes the

company’s global network more than what it has previously have, which is argued to be
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beneficial for efficacy by many authors (e.g. Johnson 1999; Mellast-Parast 2015).
Cooperation with its partners can take some work of from manufacturer’s hands and move
it to somewhere where the same activity can be done more efficiently. Simultaneously the
company can increase the co-creation abilities by renewing the DND. Co-creation in this
case is expanded to the internal partner in the network but in addition, the company can
act as a facilitator of change for the customers better than previously. For the customers
this proposed DND means that they have longer ordering cycles and that they will in most
cases receive goods faster than in the previous DND. This can support the company’s
mission to support customers to focus on their core activities by serving them with more

effortless distribution.

DND can be the most efficient only if it its aligned with the business strategy and
simultaneously aligning the value expectations and value proposition to all the strategies
of the company is necessary as has been said by Rundht (2011). The fit of the business
strategy to the distribution strategy has been widely covered in this thesis by many
different authors (see for instance Paksoy et at.2012; Massow & Canbolat 2013). If the
business strategy and DND are aligned they can create synergies within the company,
remove waste and offer better service for the customers of the company. In the proposed
DND of this research the distribution network was developed to response better to the
needs of the company’s future strategy and to the current challenges such as resource
allocation, product management and process development. As the research discovered
the DND's close relation to the customer interface, the efficacy of the distribution rose as

one of the key elements that which the business mission can be achieved.

Furthermore, the proposed DND has given insight to the segmentation of customer groups
as the serving of end-customers would be centralized in Europe. This is one way a
distribution network can be applied to rationalize the segmentation of customers.
Previously mentioned by Tompkins et al. (2014) notion of the supply chain segmentation
as a tool to bring clarity to various product groups and customers, is applicable in this
thesis as well. The notion is backed by few other authors as well. (e.g. Korpela et al. 2001;
Olsson et al. 2013) The findings of this research add to the previous literature that the

segmentation of customer and product groups can be highly effective especially for
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manufacturers who have a large portfolio customer and product groups. The value that
the segmentation can bring is that it clarifies the ways of working, cost reduction by

removing waste and efficiency to existing processes.

Regarding the process of redesign of a distribution network itself, the value that the work
with the process has been able to create are the identification of possible other ways to
develop the DND, the improved understanding of interfirm relations and the identification
of risks in the operational environment. These process findings follow the four key factors
of value creation by Prahald and Ramaswamy (2004). The outcomes of this proposed
DND project work can reflect positively on the outcomes of future similar projects and

expand the understanding of the company’s current DND and its efficacy.

In addition to the main research questions the three sub-questions set for the research

are answered below.

What are the opportunities and challenges in a distribution network design process for a

manufacturer?

The potential of redesigning a distribution network to increase efficiency of the distribution
network is excessive. An inefficient DND can increase costs of supply chain, decrease the
customer satisfaction with the company’s offering and add waste to processes. The
findings of this research can encourage especially manufacturers to assess the efficacy
of their current DND and recognize the possible new ways to arrange the distribution of

the goods.

One of the opportunities that the DND process can bring is the development of the current
core capabilities. As Mukherjee (2013) stated, the development of the core capabilities is
as important as the efficient use of them. By searching and identifying the possibilities in
the business environment of a manufacturer can lead to the understanding of core
capabilities better. Especially for a manufacturer in export can be beneficial to look for

ways to integrate operations and globally create a more efficient distribution network.
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The challenges recognized in this research are aligned with previous literature such as
the supply chain complexity mentioned by Denolf et al (2015). The challenges that the
DND process can include are delays in project schedules, communication issues, issues
related to responsibility between divisions and the assessment of the outcomes.
Especially the communication issues were found as the source of delays and issues.
Greer and Ford (2009) name the clear process charts and managerial control over change
as ways to avoid these sorts of issues in DND change. The clear process chart was
utilized in this research but its development opportunities were also questioned. According
to this research one element to see how changes are working is to use different KPI's to

follow up with the changes and the overall efficacy.

The approach of consolidating more and more shipments and customer groups has been
proven efficient especially in the scope of the products that were researched in this thesis
by the case company. The consolidating in this research represents one way to add
flexibility and responsiveness to the distribution function which is called for instance by
Diuhwu et al. (2018). High volumes and products that are regulated by storage and
transportation conditions increase the need for consolidation as the work can be more
focused on larger shipping quantities in comparison to smaller shipments If a
manufacturing company has the possibility to research the possibility of decreasing the
amount of drop shipments of high volume products in its distribution strategy, it is

supported by the findings of this thesis.

Formulating the redesign of a DND can be a difficult as many factors must be considered
and this challenge is widely recognized in the literature (e.g. Zho et al. 2002; lvanov et al.
2014; Sunil 2003). In global distribution networks such as in this case study, the factors
that affect the decisions are multiple. The location of the warehouses, how to utilize
intercompany sites, which locations can respond to customer needs the best and how can
the distribution network respond to customer needs the best. In global networks the
possibilities on the ways of working are endless. In this research the utilization of a 3PL
as well as the sister-company cooperation has represented the use of company’s existing
global network which have previously been recommended by for instance Arabzad et al.
(2015).
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What kind of value can be created in distribution networks?

This research has presented several value propositions and value creation ways that can
be linked to the value creation in distribution networks. As previously in this thesis has
been stated, the concept of value was defined in this thesis beyond its monetary value,
focusing more on the relationship value created. Thus based on the findings of this
research, both kinds of value, both relational and economic can be created in distribution
networks which are created by different value streams as mentioned by Holweg & Helo
(2014). This research has addressed the meaning of the DND to the efficacy of a
manufacturer and it is found extremely important factor in for example keeping the
customer satisfaction high. Previously research by Bititci et al. (2004) the company value
creation should be able to respond to both customer as well as stakeholder requirements,
which can be seen continuous flow of value inside the company. The value that can be
created in distribution networks in a manufacturing company are the ability to quantify
value, integration of partners, efficient use of resources and limitation of waste and excess
processes. The significance of DND as a value creation facilitator especially is highlighted

in this thesis.

As Kotler (2017) has said, one of the most important elements in B2B markets is the ability
to quantify the value for the customers as the personal value creation is not as intangible
as in consumer markets. As this research has proven, the more efficient design of the
distribution network can lead to several ways that the customer’s added value is
quantified. An example of these values is for examples improved lead times and longer
daily order cycles. What is more, the added value can create results quickly as the
distribution activity is often the closest to the customer interface. Therefore, it is to mention
that the value destruction is possible result of the distribution activity if it's not working
efficiently for the customer such as mentioned by Echeverri and Skalé (2011). Although
value destruction was not detected in this thesis, it is possible in cases such where the
DND does not response to customer expectations in regards of for instance lead times,
agility or responsiveness. Assessing these possible risks that an activity can contain in

the company can work as a valuable mechanism in adding value.
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The integration and bettered communication between partners is another element of value
that can be created in distribution networks. Specifically, the interactions between network
partners is vital for the success of value creation which has been researched by many
authors (e.g. Ren et al. 2015; La Rocca & Snehota 2014; Hammervoll 2012). As the ways
of working within organizations are shifted from chain-thinking to utilization of networks,
distribution networks are one important element in any supply chain management
strategy. (e.g. Vargo & Lucsch 2004; Peppard & Rylander 2006). This thesis suggests
tighter connections between parties, better understanding the work of others in the
network and added communication between different parties as tools to improve the

relational value creating abilities in the network.

Third main element that the distribution network can contribute to value creation in
companies is by removing waste and the use of resources. This is aligned with Wee and
Yang’s (2004) thought of removing double work in order to facilitate value creation. In this
case study the waste was removed from the operations by consolidating actions which
removed unnecessary steps from the distribution process, by focusing on certain
customer segments and by utilizing core competences. By combining new competences
with the renewed DND the company has been able to focus more on the most value-

added activities as some feeling of rush has been removed from the distribution function.

Important co-creation mechanism that distribution networks partakes in is the facilitating
role of the manufacturer in the creation of customer value. As Gronroos (2008) has
debated, the co-creation of value in B2B relationships is not always as present in
customer- supplier relationships, but the supplier’s role is to enable the customer to focus
on their core activities. This finding was too backed in this thesis as one of the core values
that can be created in DND’s was discovered to be the effortless service from customers’
perspective. The purpose of effortless distribution in industries such as biotechnology is
highlighted due to the vital importance of the products. This notion was moreover seen as
one facilitating element in value creation. If the core purpose of the company’s” mission
can be integrated to all levels in the organization, it can begin to create value in the
company by raising the motivation of the employees to work hard towards this common

goal. This finding of the thesis is also researched by Sherer (2005).
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To conclude, the way value is created in distribution networks is unique, as company has
unique connections and relations to other companies and partners (Cousins et al. 2006).
This is one key finding of previous literature and that can be backed by the findings of the
thesis as well. The way each company decides to utilize the capabilities it has and how to
cooperate with its networks creates tremendous opportunities to gain competitive
advantage amongst competitors (Hilletofth et al. 2011). As in this research has been
found, the distribution activity for a manufacturer is not seen as the core competence and
therefore especially the uniqueness and innovativeness it can create compared to
competitors is highly potential source of value creation. The findings of this thesis
encourage to further research the way distribution function can facilitate value creation

potential.

How can the governance of distribution network support value creation in organizations?

The main target in supply chain governance would need to be named as the balance
between the control and interdependence that the chain has as is presented by Richey et
al. 2010). Losing control over some activities means freeing resources to other activities.
In this research the governance of the supply chain has been aimed to be shifted in a way
that the company would lose control over some customers in order to release resources
to its core capabilities. Based on the findings of this research, losing some control with the
byproduct of efficacy can be beneficial for an export manufacturer whose main capabilities

are in production, quality management and R&D.

Uncertainty is something that is constantly present in any supply chain and especially
distribution networks are vulnerable to the elements of uncertainty as few elements can
fully be controlled in supply chains. As Germain et al. (2008) proposed, creating product-
based strategies to fit the different demand structures and to fight uncertainty could be
one way to bring more control to the DND. This was greatly addressed in this research as
the creation of different customer-or demand area - models were recognized as one tool

to control the DND. It was stated that creating more standardized ways of working could
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be highly effective to help resource allocation and to bring agility and responsiveness to
the DND. Standardization can be valuable for high volume product groups that carry more
uncertainty of demand, which needs more concise distribution strategy that can respond
to changing demands quick. This finding is similar to the research of Musetescu et al

(2014) from multinational business environments.

The purpose of offshoring has widely been brought up to the discussion as one possible
new opportunity for companies to utilize unique resources (see Mukherhee et al. 2013;
Bertrand 2011; Tate et al 2009). The factors that favor the offshoring of the customer
service for certain customers in the case company’s distribution network is various. Firstly,
the offshoring has a low cost of resources, since the inter-company partner is already set
up, has the capabilities to handle the customers, and is already part of the network that
the Finnish customer service is also a part of. The total costs of the transfer are therefore
significantly lower than if the customer service would have been outsourced to an external
partner. This increases for instance the cultural similarity of the customer service which is
called out for by Youngahl et at. (2009). Based on the findings of the research it is
proposed that the offshoring projects can be beneficial for the customers that order minor
quantities of the high-volume products and that are drop shipped. What in the case
company further increases the possible success rate of the offshoring, is that the used
logistics partner is well-known and the companies already have tight connections. As the
lack of background knowledge was brought up by Hannon (2003) as one challenge, this

is a positive feature of the case company’s network.

Any offshoring or other outsourcing decision must be done baring mind the current
resources of the company. In some offshoring endeavors the resources of a smaller
manufacturer might not be enough to carry the risk of the offshoring decision. In these
sorts of cases the findings of this research suggest global integration between network
partners, when the risk can be shared, and possible scaling advantages realized.
Similarly, supply chain integration utilizing governance methods are presented by Um and
Kim (2019) and Dev et al. (2011). For global organizations this can be beneficial for
example in new market areas which can by nature carry more risks. The complexity of

supply chain change and management has been widely acknowledged throughout this
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thesis and therefore decision making was also brought up as a key ingredient to efficient

operations. Companies can aim to create structures in the company that support decision

making. Usage of different models in decision making or utilizing customer surveys to

assess the way operations are succeeding are ways to support the decision making. To

conclude, including the well-though out research on used governance methods and its

possibilities in the planning of DND renewing is highly recommended by this research.

The below table 3 summarizes the main findings of the thesis categorized by research

questions.

Research question

What kind of value creation
practices could the proposed

redesign of the distribution
network be able to create for the
company?

What are the opportunities and
challenges in a distribution
network design process for a
manufacturer?

What kind of value can be created

in distribution networks?

Findings

Tighter cooperation with network partners
Segmentation of customers

Utilization of global network

Alignment of distribution strategy with the
business strategy

Opportunities

e Development of core capabilities
e Consolidation of processes

e Utilization of network

Challenges:

e Communication

e Project schedules

e Assessment of outcomes

Creation of quantifiable value (e.g. lead time)
Integration between partners

Efficiency of resources

Remove of waste

How can the governance of
distribution network support value
creation in organizations?

e Control of core competences
o Effortless decision-making
¢ Standardization of processes

Table 3. Summary of the research findings
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As in the first chapter of this research was described, there was a clear research gap that
this thesis was aiming to contribute to. The findings of this thesis support the positive value
impact of DND change with certain conditions. Firstly, the company must be able to
identify the core offering that the company is aiming to translate into added value for the
customer. Secondly, companies must be able to analyze the current value and the
practices which with it is created in the distribution network and how well this is responding
to the company targets. If the companies can better respond to customer needs and value
expectation e.g. by better met value propositions, by refining the DND, the project is worth

starting.

The manufacturer’s role has not been prevalent in the literature of distribution networks
and this research has provided insight to which value propositions manufacturers can
investigate and expect in them. What is more, this thesis sheds light on the little
researched topic of manufacturer-distributor integration and its value creation potential.
Considering the overall main contribution to the literature that this thesis gives, it is the
empirical data and analysis from the field. Empirical research that this thesis has
contributed to, has been important in regards of DND as well its redesign and the value

creation. The managerial contributions are explained in the next chapter.

6.1 Managerial contributions

As the aims of this research was to specifically find some empirical data for the topic of
distribution networks, the managerial contributions of the thesis are multilayered. Also, as
the research was very hands on, and the data of the thesis was collected from an export
manufacturer, the managerial implications could be applicable in global supply networks.
The main notion for managers from this research is the insight given to the possible
positive outcomes of renewing a DND as well as to the possible pitfalls in similar cases.
This thesis encourages manufacturers to critically assess their own DND and develop it

with the company specific, unique competences.

Few practical suggestions can be based on the findings of this thesis. Firstly, the added

use of cross-functional teams, especially including the distribution side. This kind of way
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of working could increase the efficiency as people would have tighter connections with
different activities. Second suggestion is to create clear segmentation of the customers
and if possible, product segmentation for different distribution channels. This approach is
highly recommended especially in cases such as in this research where the customer
groups vary greatly and the product selection is wide. Furthermore, researching
possibilities to alter the delivery terms and conditions for different customer segments and
possibly grow the differentiation between different customer needs. Lastly, a critical
assessment of the company’s positioning within its current distribution network is
suggested. Focusing on the value creating activities and removing excess waste
especially from non-core value creating activities is one way to develop the current DND.
The focus of especially a manufacturer who's core capabilities are in the production itself
and in the research and development actions, should be less focused on fast pace delivery
strategies. One of the main managerial suggestions of this thesis is to focus on the value
creating activities and removing excess waste especially from non-core value creating

activities.

6.2 Limitations and further research

There are few limitations of the thesis that must be consider when reviewing the results.
The thesis covers one single case in a single company in a specific industry, which
decreases its generalizability. The qualitative research method on this research set certain
limitations to the repeatability of the research. Yet, similar findings could be found in other

industries if comparable redesign project would be researched.

Although this research has fulfilled its set research objectives, there are topics that could
be refined based on the findings of this research. Firstly, there is still little literature on the
topic of manufacturer-distributor relationships and their abilities in value creation. The
relationship could be researched further by analyzing the outcomes of a similar case as
in this thesis with quantitative methods. As this research aimed to identify the different
value elements that could be found in distribution networks, the measurement of different

value elements and their true effects on the operating performance were left for future
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research. This could be explored in future research by analyzing which measures would
suite the measurement of value in distribution networks the best and which could be

applicable in practice.
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Appendices

Appendix 1. Interview structure

Preliminary questions:

What is your position in the company?

How long is your experience in the industry?

What are your main areas of responsibility in the company?

How much your works is related to the distribution network of the company?

Distribution network and DND

1.
2.

Value

How would you describe the current distribution network of consumable products?
What have been the challenges of the current distribution network design of the
consumable products?

In your opinion considering the current distribution network design, what are the
challenges and what are the opportunities it creates for the overall performance?
If you consider the distribution network from the perspective of business strategy,

would you say that they are aligned?

5. How could the term of value be determined in the company?

6. What activities in the company currently are the ones that create the most value for

the company overall?

. How do you view meaning of distribution network design in overall value creation

for the company and for the customers?

. What kind of value does the company want to create primarily for its customers?

What kind of value does the company want to create internally?

10. What could be the best measures to measure value creation in the company?



Governance

11. What do you consider as good governance?
12. What do you consider as the core capabilities/competences of your company?
13. How do you perceive the possibilities in international offshoring?

14. How in general change is adapted in the company in your opinion?
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