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Abstract

Should a firm make its own inputs (in-house), outsource production or activities to

external supplies, or maintain an ongoing relationship with a particular supplier? The

emergence of the transaction cost approach to vertical integration, resource based view

and intra-firm cost calculation generated a substantial body of empirical research on

vertical firm boundaries and related issues in contracting and organizational design. But

in this thesis, I will apply Strategic Perspective that is amplified on the Resource Based

View and a modified strategic model for decision-makers to achieve the appropriate

make-buy decisions. Choosing this approach rather than other over-mentioned ones is to

testify that the scope is wide and decision should be made under specific circumstance.

This dissertation will apply analyzing a case study –Clinical Based Selling project of

Coloplast’s Ostomy Care Division to examine the author’s perspective. This dissertation

will also discuss and find out solutions for Coloplast’s Ostomy Care Division to adopt.

Key words: make-or-buy decision, strategic sourcing, strategic model, methods, sustained

competitive advantage, core activity, relationship partnership, and performance objective



4

Introduction

1.1 Company Background

Coloplast was founded in 1957 and listed on the Copenhagen Stock Exchange in 1983.

They develop, manufacture and market medical devices and services to improve the

quality of life of the users of our products. (www.coloplast.com)

Coloplast has three product areas:

 Ostomy care products for people whose intestinal outlet has been surgically

rerouted through the abdominal wall

 Urology and continence care products for people with problems in the urinary

system or in the male reproductive system

 Dressings for the treatment of chronic wounds and skin care products for

prevention and treatment.

The company operates globally, and mainly on niche markets with a few large suppliers.

Most of our products are reimbursed by the healthcare authorities. Coloplast has indepth

knowledge about the healthcare systems of the countries in which they operate, and they

are represented by sales subsidiaries in the most important markets. They supply their

products to hospitals, institutions, wholesalers and retailers. In certain markets, they are

direct suppliers to users and are thus able to provide optimum advice.

1.2 OCD Business

The Ostomy care business has been a main driver of the overall growth created in

Coloplast during the last 5 years. (Coloplast Ostomy Care Division SBP, 06/07 –08/09).

Looking at the last 5 years of performance, Coloplast ostomy sales has experienced a

very positive development moving from 1.562 BN DKK in 2001/02 to 2.547 BN DKK in

2005/06, representing a CAGR1 of 13%. 2005/06 sales is growing at an index 111, which

1 CAGR –Compound Annual Growth Rate
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is a lower rate than previous years. This is mainly explained by the German healthcare

reform-excluding Germany, total sales grew in 2005/06 by index 113.

For the financial year 2006/07 the core ostomy business YTD2 has grown 13% over the

last year. The business is, however, facing a much more challenging environment than

previously due to the growing pressure on prices and the medical shift towards temporary

ostomies. Growth rates have consequently been declining lately. Facing these distressful

business issues, Coloplast Ostomy care division has set down a certain SBP3 that is based

on an in-dept analysis of the total

Ostomy market outline through new models and analyses what the remaining growth

opportunities are for Coloplast in the global ostomy market.

1.3 OCD’s Competition and Comparison

Despite OCD’s superior product portfolio, high innovation level, strong commitment to

both ostomy care and its stakeholders, more than 70% of the total market is in the hands

of competitors. And in the last 3 years OCD has not gained any significant market shares

on a global level.

The global market for traditional ostomy appliances is dominated by ConvaTec,

Coloplast and Hollister/Dansac. Based on the recent estimate of the world ostomy market

at 9.5 billion DKK. It is estimated that Coloplast have a global market share of 28%. The

remaining 72% of the market is split between the market leader ConvaTec with 37%,

Hollister/Dansac with 26% and other regional or local players with 10% market share.

On a global level Coloplast have had a considerable growth in market share from 23% in

2000/01 to 28% in 2002/03, but after 2002/03 market share has been linear. Coloplast’s

market share grown mostly on behalf of ConvaTec (42% market share to 37%) and

2 YTD –Year To Date
3 SBP –Strategic Business Plan
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Hollister/Dansac experiencing a slight decrease (27% to 25%). The group of “other”

competitors remains at a stable level.

The new analyses project a total ostomy market growth of approximately 1-3% within the

SBP period. So capturing marketing shares from competition will consequently be the

main driver of growth in the SBP period. OCD4 will need to grow its market share from a

current level of 28% to 37% in 2008.

In order to successfully capture market shares from these 2 main competitors,

recognizing and knowing OCD’s own advantage and disadvantage comparing with rivals

is inevitably most important than anything else.

1.4 Clinical Documentation Management

The new analyses point out that there is obvious disadvantage comparing between

Coloplast’s OCD and the other 2 competitors’, i.e. Clinical Documentation Management

and Clinical Based Selling. These 2 main rivals deployed and emphasized on CDM5 and

CBS6 from 2006 and gained certain sales benefits from this strategic activity. On the

contrary, OCD’s experience in this field is no doubt much less than them, so this will be a

crucial issue and task for OCD to solve and carry out so far. Fortunately, CDM has been

listed as one “must”sub point in the new SBP.

With a more diversified market approach, differentiated products and adjacent business

there is a need for further development of clinical documentation scope and competencies.

The objective within CDM is to

 Serve as input to product development

 Ensure optimal reimbursement through health economic analysis

 Documentation to support sales and marketing, e.g.

1. Publications

4 OCD- Coloplast’s Ostomy Care Division
5 CDM –Clinical Documentation Management
6 CBS –Clinical Based Selling
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2. Posters

3. Oral presentations at congress

4. Marketing material

1.5 Clinical Based Selling

Among the above three objectives, Documentation to support sales and marketing is

the most primary and important one for OCD to achieve in the SBP, and this selling and

marketing strategy is called Clinical Based Selling in the pharmaceutical and health care

products industries. The market is changing and today both authorities and customers are

increasingly requesting clinical evidence for the marketing claims (not enough to claim

–must prove). Therefore there is a need for a better understanding of clinical studies

and how to use the results from clinical studies in marketing. OCD must ensure that

the sales force has the knowledge, courage and motivation to approach customers in

a more scientific way.

For the sake of explicitly explaining why CBS is so significant in the health care and

pharmaceutical industries, hereinafter will be a perfect example to make clear.

“A sales rep from one health care products company has just given one of his key

surgeons (surgeons is one of the SBP’s target group who are important players and

decision makers) what he thought was a clear and persuasive presentation using a new

clinical reprint. He is confident that the results of the study should influence this doctor to

make the decision to order his products. But as he checks for agreement, the doctor’s

only comment to him is, “Your Company funded this study. I know it’s biased and I’m

not going to base my treatment decisions on what you are just presented.”He struggles to

tell the doctor that it is a randomized, double blind trial, so it must be legitimate. The

doctor refuses to listen and the sales rep walks away feeling disappointed and confused. “
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Does this scenario sound familiar? More and more surgeons and physicians are

questioning the results of the clinical studies that are presented to them by reps. There are

reasons for this behavior. Doctors are being trained in medical school and at conferences

to be more critical of any research that is presented to them. This critical approach to

medical literature is a result of the new practice paradigm in medicine and devices called

clinical based products. Proponents of clinical based products advocated basing clinical

practice on a combination of available evidence and data from clinical studies, as well as

patient values and preferences. Doctors are taught several key criteria to determine the

validity of a study and its relevance to their clinical practice.

If a rep presents an article to a surgeon without presenting the salient criteria he or she

expects, the doctor will most likely reject the study. To avoid this scenario, sales reps

must understand these criteria and present them to the doctors when selling with a

clinical reprint. Reps must go beyond the traditional methods, and leverage this

information to sell using reprints. This practice is called clinical based selling.

1.6 Clinical Based Selling Project

OCD has framed this crucial CBS project in order to catch up with the developed level of

the other 2 competitors in a short time. This project has its specific objectives,

requirements and characteristics, and deliverables. These aspects will be shown below.

(Ostomy Care Planning, 2008)

Project Objectives:

The objectives are to develop a clinical selling toolbox including a general and product

specific part and a clinical selling training program using train the trainer concept. The

project is expected to align the approach across all business areas in Coloplast as

soon as possible.
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Project Requirements and characteristics:

At this stage the project description is not thoroughly detailed. It is expected, that the

project description will be further elaborated during the project.

The project needs to have the following characteristics:

 Understandable, inspiring and original

 Clinical Bases Selling Toolbox; a general and a product specific module

 Professional when it comes to the arrangement of the train the trainer programme

 Attractive to their subsidiaries

Project Deliverables:

The project is expected to create the following deliverables:

1. Assessment survey (survey’s target groups are Non-specialized nurses, surgeons

and patients who bought and used Coloplast’s products)

a. Development of questionnaire

b. Send questionnaire to UK, US, FR, DE, Region Europe and Region Asia

Pacific

c. Consolidate and analyze results from survey

2. Toolbox

d. Define content

e. Development of content - Clinical trials for clinical based selling

1. Train the Trainer Programme (to train and ensure that the sales forces from

subsidiaries have the knowledge, courage and motivation to approach

customers in a more scientific way)

a. Develop concept

b. Launch train the Trainer programme

1.7 MDP –Management Decision Problem7

It seems like that the Clinical Based Selling project on the verge of carrying out, but there

is still one puzzled issue remained for OCD’s decision makers to consider. Due to poorly

7 MDP –Management Decision Problem
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less experience for deploying this kind of project, how to perform the CBS project in

an effective, efficient, cross-functional and time-saved way becomes a big event that

OCD’s management will need to determine in time. The above bold sentence is the real

portraiture of OCD’s MDP nowadays, but what is the genuine problem or my research

problem in this thesis cannot be easily and simply found by only observing the MDP,

because MDP is merely the surface of icebergs. (J. Hair, 2006) We need to recur to the

help of other methods or tools to dig out the deep-dyed problem, e.g., an interview with

the sponsor of this project.
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Problem Formulation

2.1 Interview with the sponsor

In this section of the Problem Formulation, I will adopt an interview with the sponsor, the

director of OCD medical marketing department, of the CBS project in the interest of

finding out my research problem in this dissertation. For purpose of pursuing the “truth”,

I conducted a specific interview in order to narrow down the “objective”I am looking for.

The interview is edited and shown below.

Question 1:

What are the main reasons for your division to deploy the Clinical Based Selling?

Answer:

There are 2 important reasons for us to carry out this activity. Firstly, we dropped

behind in this category compared to our main competitors by a long way. Secondly,

CBS is a modern and beneficial sales tool to help our sales reps increase health care

products’sales volume.

Question 2:

Are there any absolutely necessarily specific requirements and skills for your sales reps

in control of?

Answer:

Our sales reps need to have a better understanding of clinical studies and how to use

the results from clinical studies in marketing. We must ensure that the sales force has the

knowledge, courage and motivation to approach customers in a more scientific way.

Question 3:

How can you ensure the sales force meet your requirement?

Answer:
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This objective will be realized by the Train The Trainer programme. In this programme

we will train the sales reps from all subsidiaries to have a better understanding of clinical

studies and how to use the results from clinical studies in marketing, i.e. Assessement

Survey. We must also ensure that the sales force has the knowledge, courage and

motivation to approach customers in a more scientific way.

Question 4:

You have mentioned that sales reps need to assess survey so could you be kindly to

explain the processes of this activity?

Answer:

Well, it will be to say that sales reps need to develop their countries and regions’

questionnaire, and then send them to theirs target groups respectively, and consolidate

and analyze the result from surveys at last.

Question 5:

Who are the trainers to these sales reps?

Answer:

The International Project Managers of our OCD medical marketing department.

Question 6:

Are these International Project Managers experienced in this kind of training programme?

And do they have appropriate CBS training material to refer in this programme?

Answer:

These are the genuinely distressful problems we are facing before deploying the CBS

project. Owing to have not carried CBS into execution before, actually we do not have

specialized experts or trainers in this category, as well as not possess relative training

material to match, such as questionnaire forms, clinical selling toolbox (education

toolbox, external and internal assessment analyses, etc), so much as standard and proper

training material.
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Question 7:

Are you capable to develop all these correlative marketing and training material and

supply right trainers for this CBS project by yourselves?

Answer:

Absolutely yes, all of our International Project Managers are well-experienced experts in

this industry and unconditionally capable of developing these material, as well as playing

perfect rolls as trainers. But the question is that all these activities cost time, we cannot

suffer from spending long time to “invent”within our SBP period.

Question 8:

Have you ever taken outsourcing this project to external suppliers into consideration if

you could not wait for the invention to appear in a longer time?

Answer:

Our decision makers have already thought over this option several times. The situation

right now is that we fall across the dilemma. On the one hand, we are fully convinced of

keeping this project internal implementing due to the importance of the competing

competence of CBS if it was successfully put in practice, and it may also become our

Sustained Competitive Advantage in this industry, at least not be dropped behind by the

2 main rivals. But on the other hand, long time spending on perfecting the CBS training

project is the most distressful issue we are faced with.

Even though we can force our trainers to speed up the whole training preparation

processes, this project operation’s performance level may be significantly affected

and cannot meet the original objective we set down. So being confronted with the

dilemma right now, we are still wandering on the road to make the appropriate decision

based on further analysis information.

Question 9:

You have mentioned your project operation’s performance level, could you please tell me

how your division measures this performance level?
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Answer:

Well, it is not easy and simple for me to explain it, because our division does not have a

standard measurement tool to assess this operation’s performance level. But at least we

can use some performance objectives to measure it, such as cost, quality, speed…

Question 10:

What types of companies could be your suppliers if you would outsource this project to

external?

Answer:

They must be specialized medical consulting companies.

Question 11:

I would like to ask you the last question. Is it possible for your company to have a certain

potentially specific relationship with external suppliers if you took outsourcing project

into consideration finally?

Answer:

Oh… It is possible and depends on to what extent we keep this relationship with them,

and what can be the benefit…

2.2 Research Question

After the interview meeting with the sponsor, we can try to find out real internal research

question covered under their MDP in an elaborate way from the content of this interview.

From all the bold characters marked above, we can conduct the veiled answers from

the bold hint as precisely as possible in order to lead out our research question.

The implication from question 1 is very clear that CBS is an absolutely effective lubricant

that can conduce to leverage sales amount, but OCD’s 2 main rivals have definitely

competitive advantage over it till now.
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Regarding to question 2, we obtain useful information that the content of CBS project is

knowledge, skill and medical science.

From question 3 to 11, we can conduct important information by reading the implication

thoroughly, and then to understand the real problem and dilemma they have.

OCD’s decision makers realized that CBS project is one of their core activities that

should be deployed within the SBP period, and they think this may become their strategic

competitive advantage if the activity implemented successfully, so keeping activity in-

house done will be an wisdom decision. But the embarrassments they are confronted with

are not a small amount, which will be shown below.

 Less experience of trainers in this training project;

 Not possessing proper training material and CBS marketing material;

 Long time spending on “investing”into this project is not a wisdom choice in the

SBP period;

 The risk of lowering project’s operation’s performance level (objectives) and can

not meet the original objective if the activity’s preparation was carried out by

themselves in a hurry.

 OCD does not have their standard measurement tool that can predictably measure

the operation’s performance level, which can assess the feasibility of in-house or

simplex outsource the CBS activity to external suppliers.

Furthermore, we observed that OCD’s decision makers are only wandering on the roads

between keeping activity done in-house and directly outsource it to an external supplier.

They did not take other perspective into consideration, such as develop a specific

relationship with a particular supplier to co-implement this CBS activity.

By collecting all these useful information found from the content of the interview, we

could formulate the research question as shown below.
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Should OCD keep the CBS training project in-house, outsource it to external

supplies, or cooperate with a particular supplier to develop it?

To answer this research question, it will be broken down into two sub-questions and

one implicit sub-question

Sub-question:

 Should OCD keep the CBS training project in-house or outsource it directly

to external supplies?

 Could OCD cooperate with a particular supplier to develop the CBS training

project if OCD was not capable of deploying it in-house?

 To what extent will the particular supplier be involved in this cooperation

relationship?
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Methodology

In this section of methodology, I will expatiate the theories and models applied to this

dissertation; what kinds of source of data used through out the whole thesis; and in which

framework the analysis section will be deployed.

An in-depth review of literature was undertaken to understand the issues related to the

decision of sourcing. Both primary and secondary data were considered for this purpose.

Primary data comprises an elaborate interview with the sponsor, the director of Ostomy

Care Division Medical Marketing department, of this Clinical Based Selling project, and

a survey (in the form of questionnaire) that sent to staff in headquarter and sales reps in

subsidiaries respectively will be implemented.

In the section of problem formulation, I adopted and thoroughly analyzed the content of

an elaborate interview with the sponsor of the CBS project to lead out the research

problem of this thesis.

Regarding to the survey (in the form of questionnaire), I will dispatch the survey to 50

managers and employees in different departments of Coloplast’s headquarter and 30 sales

reps from different subsidiaries.

The survey incorporates four parts which is shown below:

 The first part is created on the base of a modified content of strategic model

(R.T.McIvor, 1997) for the Ostomy Care Division’s management to make a

primarily proper sourcing decision between in-house and outsource.
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 The second part is for the purpose of using a standard measurement tool for

reference (N. Slack, 2004) to create and assess what operation’s performance

objective are appropriate important factors for OCD to apply in making right

sourcing decision in this case study.

 The aim of the usage of the third part is to analyze and verify whether OCD has

the capability while keep activity doing in-house.

 The choice between high and low supplier involvement should be set down, if

strategic outsourcing (maintain a partnership relationship with a selected supplier)

was determined.

Secondary data is followed by a brief review on the theoretical strategies and from

Internet source. The review of literature involves a study of books, journals and Internet

source.

The main theories and models applied throughout the dissertation are strategic

perspective and strategic model for make-or-buy decision and strategic model that can

support OCD’s decision makers to find out a best solution of sourcing decision.

The analysis section will follow a conceptual framework of a modified strategic model to

explain and illustrate the feasibility of different hypotheses in order to find out a solution

for OCD’s management reference and examine its validity. In the analyzing process, a

new created measurement tool for operation’s performance level and supplier

involvement approaches will also be employed.
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Review of Literature

4.1 Historical Review

The make-or-buy question represents a fundamental dilemma faced by many companies.

Companies have finite resources and cannot always afford to have all manufacturing

technologies in-house. This has resulted in an increasing awareness of the importance of

make-or-buy decisions. Although the strategic implications of make-or-buy have been

discussed for many years, make-or-buy decisions are often made purely on the basis of

cost. However, during the last decade more emphasis has been placed on providing a

more practical structured guidance on make-or-buy decisions.

Make-or-buy has been an important issue for many decades. Due to its multi-disciplinary

nature, it has been approached from different perspectives such as economics (Poppo et

al., 1995), purchasing (Shore, 1970), operations research (Balakrishnan, 1994), and

accounting (Bassett, 1991) etc. From the literature review two main streams were

identified. The first stream aims at answering the make-or-buy question from a cost

viewpoint (Raunick and Fisher, 1972; Levy and Sarnat, 1976; Bassett, 1991; Ellis, 1992,

1993; Balakrishnan, 1994; Poppo et al., 1995; Padillo Perez, 1995). The concept of

transaction cost plays an important role in many of the models mentioned above. The

transaction cost theory can be traced back to Coase (1937) and to Commons (1970).

Williamson (1975) has been responsible for the revival of this concept and for its

introduction into organizational theory (Buttler and Carney, 1983).

The second stream approaches make-or-buy from a resource based view, acknowledging

resources and capability in additional to cost. (Penrose, 1959; Wernerfelt, 1984; Barney,

1991; 2001, 625)
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4.2 Transaction Cost Economics

Transaction Cost Economics is mainly based on the work of Commons (1934), Coase

(1937) and Williamson (1975, 1981, 1985). Transaction Cost Economics are key to the

analysis of the efficiencies of different governance structures, i.e. market, hierarchy and

other managerial governance patterns called hybrids such as joint ventures, strategic

alliances and franchises etc. (Williamson, 1991). It is used to examine organizations with

regard to the efficient boundary of an organization, i.e. which activities should be

produced in-house and which should be sourced externally (Williamson, 1985).

Companies are hierarchically designed as the governance is based on the property rights

of the management and complementary attributes given by processes and administrative

control mechanisms (Arnold, 2000, 2004). The market is steered by price mechanisms

(Williamson, 1985) and hierarchical control is replaced by contractual agreements.

Hybrid forms, e.g. joint ventures or shared services organizations, include governance

elements from markets and hierarchies (Trondle, 1987).

Transactions are defined as the transfer of goods or services between technologically

separable interfaces, i.e. one activity finishes and a new one begins (Williamson, 1985,

552). The more frictions occur during the transfer of goods and services, the higher are

the transaction costs. Williamson (1975, 1983) identified three variables explaining the

differences of transactions: frequency, uncertainty and asset specificity.

Frequency targets the re-occurrence of transactions within an organization or company.

Transactions that are processed frequently are expected to be more likely produced in-

house (Poppo and Zenger, 1998).
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The second variable – uncertainty –states that increasing uncertainty implies higher

transaction costs and can be expected if transactions are long –lasting or if information

asymmetries exist.

Asset specificity is “the most important dimension for describing transactions”

(Williamson, 1981, 555). An insourcer has to make production specific investment if he

takes over highly specific activities from an outsourcer. Furthermore, the insourcer is

only able to amortize its specific investment if the relationship with the outsourcer is long

– lasting. Therefore, the investment of the insourcer needs contractual safeguards that

avoid a termination of the contract or post contractual bargaining (Klein et al., 1978).

This leads to complex contracts and high negotiating, monitoring and enforcing costs.

Thus, high asset specificity implies in-house production and “has a strong negative effect

on market performance”(Poppo and Zenger, 1998, 867).

As shown, frequency, uncertainty and asset specificity are indicators for making or

buying an activity. If frequency, uncertainty and asset specificity are high the transaction

cost economics indicates high transaction costs for externally sourced activities and

comparatively lower transaction costs for internal production. But besides transaction

costs, production costs have to be included in the analysis as well (Cheon et al., 1995,

213; Poppo and Zenger, 1998). Managers have to analyze an activity and to make a trade

– off analysis between transaction costs and production efficiency of this activity to

decide on the production by an external supplier (market mechanism), in-house

production (hierarchy) or joint production within a hybrid institutional design (Apte,

1990: Lacity and Hirschheim, 1993; Cheon, 1995). Thus, companies will only buy

products or services if production costs advantages offset the transaction costs.

The trade –off between transaction and production costs is an approach to explain the

different levels of vertical integration and builds a possible framework for companies to

decide on a discrete level between different governance structures and sourcing strategies.
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Thus Transaction Cost Economics analyzes the efficiency of different governance

structures and thereby shed light on the “outside usage” of resources. They do not

analyze the differences in resources and capabilities between different sourcing

alternatives. The resource based view of the firm is a suitable approach to analyze

resources and to identify if superior resources should be acquired externally.

4.3 Theory of the firm-Resource Based View

While Transaction Cost Economics analyses the conditions of exchange between firms

the younger approaches rather focus on the quality of resources within a firm and derive

implications for its optimal boundary choice.

The Resource Based View (RBV)8 considers that a company’s resources include all

assets, organizational characteristics, processes, aptitudes and information controlled by

that company and its employees (Wernerfelt, 1984; Barney, 1991). These resources are

derived from practical and theoretical knowledge acquired through experience and formal

learning (Prahalad and Hamel, 1990). The basic assumption of the RBV is that

competitive advantage is a direct consequence of a firm’s possession of scarce resources

which are of strategic value, hard to imitate, not easily transferred and distributed

heterogeneously among firms (Barney, 1991; Peteraf, 1993; Rumelt, 1991).

While most empirical work testing the RBV is focusing on the relationship between the

resources of a firm and its performance (Gautam et al., 2004), it is also possible to derive

hypotheses concerning the boundary decisions of firms (Poppo and Zenger, 1998). The

decision whether corporate tasks and hence the resources necessary for the provision of

these tasks are kept within the firm or whether they are transferred to external contractors

should be made with regard to their strategic value for the firm. Value resources should

be kept within the firm, while less valuable resources should be outsourced to external

8 RBV –Resource Based View
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providers (Amit and Schoemaker, 1993; Mahoney and Pandian, 1992; Prahalad and

Hamel, 1990).

Based on Penrose (1959), who pointed out the importance of heterogeneous firm

resources, the RBV of the firm advanced (Wernerfelt, 1984; Barney, 1991). RBV

represents a framework for understanding how companies can gain and sustain

competitive advantages if they have superior resources and capabilities compared to their

competitors.

Resources and capabilities are defined as (tangible and intangible) assets, which

especially include organizational process and routines, management skills and company

specific information and knowledge (Barney, 2001, 625).

Barney (1991) built a framework to evaluate whether the resource of a firm is a source of

sustainable competitive advantage or not. Superior resources are described by Barney

(1991) to be valuable, rare, imperfectly imitable and non-substitutable. Resources are

valuable if they lead to an increase in revenues or decrease in costs. They are rare if they

are not employed by other firms or only by a few firms. Resources are imperfectly

imitable if they are path-dependent, if it is not clear for a competitor how to develop an

identical resource within a short-or medium time period (causal ambiguity) or if there is

social complexity, e.g. a network of experts or individuals that cannot be bought.

Furthermore, it is required that the resource is not substitutable, i.e. there are no

alternative resources available to other firms that provide the same value as the deployed

resource.

Regarding sourcing strategies, a resource based view on a distinct activity can be used to

analyze whether resources are able to provide a competitive advantage within an activity

or not. This analysis may be a step toward a decision on making or buying this activity,

while a buying-decision includes the external acquisition of desired resources and

capabilities that are not internally available to the firm (Stevensen, 1976).
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4.4 Strategic Perspective

In recent years, a number of approaches what can be categorized into a so-called

Strategic perspective (Venkatesan, 1992; Welch and Nayak, 1992; Probert, 1997;

McIvor et al., 1997; Cox 1997) have been proposed for addressing make-or-buy strategy.

These approaches are summarized in Table I.

Venkatesan (1992), McIvor et al., (1997) and Cox (1997) provide an insight into make-

or-buy strategy from a dynamic resource based perspective.

Venkatesan (1992) and McIvor et al., (1997) address make-or-buy by focusing primarily

on existing internal resources and then external resources. Venkatesan (1992) suggests

the identification of “strategic”sub-systems (sub-assemblies) and families of products

(manufacturing technologies), while McIvor et al., (1997) in a more generic way, refer to

“core activities”. These two models follow a similar logic flow, but McIvor takes a

further step into consideration than Vankatesan’s perspective. McIvor’s model (figure 1)

includes an analysis of potential suppliers for partnership that makes it possible to tightly

cooperate with a particular external supplier to develop new products or activities.

Both authors suggest that “non strategic sub-systems”and “non core activities”should be

outsourced. Venkatesan (1992), however, suggests a more detailed breakdown of these

sub-systems (sub-assemblies) into product families (manufacturing technologies). Here,

he proposes to take into account additional considerations such as investment, capacity,

cost and assets capability among others. Although the latter provides a more

comprehensive account of the factors to be taken into account, these factors are

considered one at a time “yes”and “no”answers. (Figure 2) In practical situations these

answers are not always clear cut and factors often need to be traded-off in order to reach

a decision. However, no view on how this could be done is suggested.
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Figure 1
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Figure 2
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Cox (1997) takes a different view with respect to the traditional resource based

perspective. He expands on the idea of “critical”internal resources to the identification of

“critical assets” within the entire supply chain. Although Cox (1997) touches on a

number of issues relevant to make-or-buy such as ownership, control, skills,

technological resources among others, his approach is more relevant to developing make-

or-buy strategy at a corporate level rather than to addressing specific make-or-buy

decisions.

In contrast to the approaches discussed above, Welch and Nayak (1992) and Probert

(1997) address make-or-buy from a technological perspective. Welch and Nayak (1992)

provide a three by nine matrix to position process technology across industries;

significance of the process technology; and position of the process technology relative to

competitors. The authors suggest a number of sourcing strategies based on the position of

the technologies within matrix. However, some of the strategies suggested, (“marginal

make” and “marginal buy”), seem to require further investigation if decisions about

particular technologies are to be made.

Similarly to Welch and Nayak (1992), Probert (1997) proposes a competitive matrix to

assess process technologies as a central part of his make-or-buy approach. Although

Probert’s (1997) approach to developing make-or-buy strategy addresses a number of

issues such as the business strategy, the assessment of technologies and the costing

process, most of his work is centered on the importance/competitiveness matrix. This is a

three by three matrix that appears to be helpful in the positioning of technologies with

respect to their importance to the business and their competitiveness.

Some generic sourcing strategies are also suggested. The positioning of the technologies

seems useful in identifying clear “make” and “buy” decisions, however, similarly to

Welch and Nayak’s (1992) matrix, there seem to be some grey areas which need further

investigation. Some of the suggested strategies might require further investigation and the

incorporation of additional considerations if decisions about specific process technologies

are to be made.
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Although the approaches reviewed above are helpful in shaping the make-or-buy strategy,

it appears that none of them are designed to address specific make-or-buy decisions (such

as OCD’s CBS training project) by trading off relevant factors. Therefore, it is necessary

to create or modify a new approach or model on the base of these approaches in order to

find out a proper solution for OCD’s management decision-making on make-or-buy.

Because the basic concepts of the above approaches are similar as RBV, we can consider

strategic approaches are extended from RBV. Through comparing all the above

approaches we observed that there exists another alternative of make-or-buy decision in

McIvor’s strategic model. In the premise of “Analysis of potential suppliers (with little

threat of competition) for partnership”, a firm can make decision to cooperate with

specific external suppliers to develop and produce new products or activities even though

this activity is a core activity under specific circumstance. This can be regarded as the

important contribution of McIvor’s strategic model compared to other strategic sourcing

approaches. And this contribution is a certain kind of capability that emphasize

management’s role in reconfiguring and integrating internal and external organizational

skills, competences and resources in order to match the changing environment.

4.5 McIvor’s Strategic Model

McIvor et al., (1997) illustrates that the make-or-buy is a strategic decision and has

implications for the overall corporate strategy of the organization by describing a model

which involves analysing a number of strategic factors. In recent years, many companies

have been moving significantly away from “making”towards “buy”. However, research

has revealed that make or buy decisions are rarely taken within a thoroughly strategic

perspective. It has been shown that many firms adopt a short-term perspective and are

motivated primarily by the search for short-term cost reductions.

It is argued that make or buy decisions are made most frequently by default with little

consideration for long-run competitiveness of the organization. The strategic model
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(make or buy) attempts to overcome these problems by offering an organization a

conceptual framework to follow in the sourcing decision. As well as the cost issues, long-

term strategic considerations which can be of even greater significance are addressed. An

explanation is given of how and why these dimensions should be considered in the

process of formulating a sourcing decision. By examining these various dimensions, the

pitfalls of the classic make or buy exercise can be avoided where cost alone is used as the

deciding factor.

Sourcing decisions can have an impact on flexibility, customer service and the core

competencies of the organization. Hamel and Prahalad (1994, a strategic model)

postulate that companies who measure competitiveness in terms of price only are inviting

the erosion of their core competencies. They define core competence as the combination

of individual technologies and production skills which underlie a company’s myriad

product lines. Sony’s core competence in miniaturization, for example, allows the

company to make everything from the Sony Walkman to video-cameras to notebook

computers. These embedded skills which give rise to the next generation of competitive

products cannot be “rented-in”by outsourcing.

Too many companies have unknowingly relinquished their core competencies by cutting

internal investment in what they mistakenly thought were “cost centers”in favour of

outside suppliers. Outsourcing may provide a shortcut to a more competitive product, but

it typically contributes little to build the people-embodies skills which are needed to

sustain future product leadership.

Venkatesan (1992) further supports these findings in a study of six engineering

manufacturers in the USA. These companies in many cases were found to be over-

investing in commodity parts and had been neglecting the development of proprietary

components which could create sources of competitive advantage. Underlying this

situation was the fact that the same companies had no firm basis for distinguishing

core components from commodity type items. Venkatesan argues there was no effort

to place any of the components in a hierarchy of strategic importance-a critical input into
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the make or buy decision. This is illustrated in the hierarchy of strategic importance

pyramid in figure 3.

Figure 3

It must be emphasized that the model is not a panacea for all of the problems associate

with making an effective make or buy decision. The model attempts to overcome some

of the problems associated with the make or buy decision, and act as a decision aid for an

organization in the formulation of this decision. The model is intended primarily for use

with strategic items focusing on a collaborative partnership relationship with a selected
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supplier. Partnership sourcing involves greater collaboration, trust, commitment and

information exchange between the purchasing company and its suppliers.

An important implication of the model is that organizations should give more strategic

attention to the make or buy decision. When a large proportion of the resources of a

company are provided by outside suppliers, this becomes of even greater importance. The

stages involved in this make or buy model are illustrated in figure 1.

4.52 Stages of the strategic model

Stage 1-defining the core activities of the business

This stage is involved with identifying the core and non-core activities of the

organization. It is important to define what is meant by a core activity. Distinguishing

between core activities and non-core activities is a complex task, and care must be taken

to ensure the long-term strategic considerations and true benefits are assessed. This

process of identifying the core activities should be carried out by top management

along with inputs from teams from lower levels in the organization. Each team

should encompass a broad section of members-functionally, divisionally and

hierarchically. The team has to identify the major determinants of competitive advantage

in the markets, the industries, or the strategic groups in which the organization competes

or might wish to compete.

The aim of this process is to maintain control of the core activities within the business,

the features which provide the company with competitive advantage in each product

market.

Stage 2-profiling the appropriate value chain links
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A key strategic issue in the make or buy decision is whether a company can achieve a

sustainable competitive advantage by performing a core activity internally on an ongoing

basis. Clearly, if the company can perform the activity uniquely well, then this activity

should continue to be produced in-house. However, many companies assume that

because they have always performed the activity internally, then it should remain that

way. In many cases, closer analysis may reveal a significant disparity between their

capabilities and those of the world-best suppliers. Therefore, companies considering

outsourcing must rigorously evaluate their company’s capabilities in relation to their

suppliers and competitors. This analysis involves a structured benchmarking approach to

assessing the company’s competencies in the range of core activities identified by top

management in relation to the potential suppliers’and competitors’capacity to provide

these activities.

Stage 3-total cost analysis

This stage involves measuring all the actual and potential costs involved in sourcing the

activity-internally or externally. It encompasses all costs associated with the acquisition

of the activity throughout the entire supply chain and not just the purchase price. It

considers costs right from idea conception, as in collaborating with a supplier in the

design phase of the component, through to any costs. This stage is concerned with

identifying all the activities and costs associated with the make or buy decision. There are

two types of costs that are identified at this stage:

 Cost estimation of producing the component internally.

 Cost estimation (s) associate with potential suppliers (s) identified from the

previous stages.

Stage 4-analysis of potential suppliers for partnership

A number of issues have to be addressed before outsourcing a core activity. These issues

concern the maintenance of knowledge (design skills, management skills, manufacturing

etc.) which enables the technology of the activity to be exploited, even when it is being
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provided by another partner. It is important that the company controls the new product

development and design process-the activities which will drive future growth. The

company may establish a partnership relationship with a supplier in order to exploit their

capabilities. This involves and intensive collaborative working relationship with the

prospective partner. Hamel and Prahalad (1994) argue that a company can develop a core

competence by learning from partners, citing the example of NEC. In the earlier 1980s,

NEC top management determined that semiconductors would be the company’s most

important core product. Hence, it entered into strategic alliance (over 100 as of 1987)

aimed at building competencies quickly and at low cost. In mainframe computers, its

most noted relationship was with Honeywell and Bull. Almost all the collaborative

arrangements in the semiconductor field were oriented towards technology access. As

they entered collaborative partnership arrangements, NEC’s operating managers

understood the rational for these alliances and the goal of internalising partner skills.

When a company is considering forging a close collaborative relationship with a supplier

for a strategic item, the supplier partnership between a buying and supplying firm is

defined as a mutual, ongoing relationship involving a commitment over an extended time

period, and a sharing of information and the risks and rewards of the relationship. Owing

to the long-term nature of the relationship, careful analysis of the supplier’s organization

has to be given.

4.53 Strategic model’s unique characteristics and deficiency

The model serves as a basis for discussion and a framework for future research. There are

two aspects noteworthiness in the model, i.e. McIvor et al., (1997) suggests that non-core

activities should be outsourced; and a firm has an alternative option rather than only

make-or-buy to make sourcing decision. A firm may establish a partnership relationship

with a supplier in order to co develop new products and activities. However, McIvor et al.,

(1997) does not give an explicit explanation of to what extent the particular supplier will

be involved in this partnership relationship under which circumstance. So a literature

overview of high and low supplier involvement will be laid out in 4.6, which can be a
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useful support tool for the OCD’management making proper make-or-buy decision in

the analysis section.

4.6 Identify core or non-core activities

In McIvor et al., (1997)’s strategic model, he strongly suggests that non-core activities

should be outsourced to external suppliers. But employing what tools to identify core and

non-core activities is not elaborated.

The value chain is used to identify activities that are core capabilities and sources of

competitive advantage as well as activities that are non-core activities (Lamarque, 1999,

141). Lancelotti et al., (2003) point out that it is crucial for sourcing decisions to

understand value creation mechanisms to define sourcing objectives and establish

transparency on services and cost efficiency. The process view of the value chain enables

on the one side the allocation of resources. On the other side the chain view mitigates to

identify how different activities interact with each other, i.e. what outcomes one activity

delivers to another activity and what transaction costs would result from insourcing,

outsourcing etc.

This process view also seems to support that the value chain is better capable to analyse

activities with regard to sourcing decisions than a listing of value activities or an SBU

(Strategic Business Unit) analysis.

Originally Porter (1985) developed a value chain to define the different areas of value

creation in the producer goods industry. Hamoir et al., (2002) and Steffens (2002) reflect

this process by differentiating the primary activities into distribution, products and

transactions/infrastructure.

McIvor et al., (1997) defines the core activities of the business with 3 characteristics

shown as below.

 A core activity is central to the company successfully serving the needs of

potential customers in each market.
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 The core activity is perceived by the customers as adding value.

 The core activity is a major determinant of competitive advantage

For example, an engine manufacturer like Cummins Engines competes in markets where

standards of fuel economy, emissions, and engine durability are increasingly rigorous.

Hence, they view fuel systems, pistons, and engines rings as core components –activities

which are critical to fuel economy, emissions and durability.

4.7 High and low supplier involvement in the partnership relationship

4.71 Supplier involvement

Carr and Pearson (2002) define supplier involvement as “the act of integrating purchasing

professionals and the firm’s key suppliers in the firm’s decision-making process with

respect to sourcing decisions”. This is a rather broad definition. Labahn and Krapfel

(2002) directly relate supplier involvement to new product development. Their definition

is “cooperation between component suppliers and original equipment manufactures

beginning at the product conceptualisation stage”. Van Echtelt et al., (2006) propose a

definition that is focused on the contribution of suppliers to the development process.

According to these authors, supplier involvement is “the resource (capabilities,

investment, information, knowledge, ideas) that suppliers provide, the tasks they carry

out and the responsibilities they assume regarding the development of a part, process or

service for the benefit of a buyer’s current and/or future product development projects”.

These authors define the concept form the perspective of a buy, who wants to improve its

product development process by the contribution of their suppliers. The framework by

Van Echtelt et al., (2006) deals with prioritising, mobilizing and coordinating resources

needed for the product development process (Håkanson and Eriksson, 1993). The

management processes focus on coordinating, improving and transforming the

configuration of both external and internal resources and capabilities. According to

Dowlatshahi (1998), the essence of supplier involvement is the integration of capabilities.
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The processes aim to build up capable and willing suppliers that respond to current and

future development. This fits well with the dynamic capabilities.

4.72 High and low supplier involvement

It is generally accepted that supplier involvement contributions to firm performance.

There is mixed support for the relation between the extent of supplier involvement and

firm success. A stream of researchers states that the greater the extent of supplier

involvement, the higher firm performance (Gupta and Souder, 1998; Kessler, 2000).

Another stream of researchers state that the extent of supplier involvement varies

according to the situation (Eisenhardt and Tabrizi, 1995; McGinnis and Vallopra, 1999;

Wynstra and ten Pierick, 2000; Monczka et al; 2000).

The extent to which suppliers are involved in the new product development process is

determined along different dimensions. Factors that are often used to determine the extent

of supplier involvement are the amount of design responsibility and the communication

between buyers and suppliers (Clark and Fujimoto, 1991; Hartley et al; 1997; Wasti and

Liker, 1997; Swink, 1999). To concretise the amount of design responsibility that is

handed to suppliers, the extent of supplier involvement can be framed within the stages of

new product development process (Handfield et al; 1999; Monczka et al; 2000; Walter,

2003). Eisenhardt and Tabrizi (1995) defined the supplier involvement as “the stage of

the development process where one or more employees of a supplier are recognized

members of the product development team, actively participating in team meeting and

design activities”.

The purpose of the framework in is to provide a better insight in the characteristics of

high and low supplier involvement. This framework is visualised in figure 3. These

authors identify four categories: None, white box, grey box and black box. This spectrum
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is visualised in figure 4. The following part will deal with the two extremes, black box

and white box supplier involvement.

4.73 White box (Low supplier involvement)

In case of low supplier involvement, firms have delegated a minor level of responsibility

to their suppliers. White box suppliers are described as “make to print”, meaning that a

supplier provides the buyer with a product as the buyer has specified it (Monczka et al.,

2000). According to Wynstra and ten Pierick (2000), technical specifications are the

starting point in a situation of low degree of supplier involvement. The buyer coordinates

changes in the project and monitors the progress. There is little uncertainty and

equivocally. Both parties inform each other about specifications, costs and progress.

Suppliers are involved in an informal way. The role of the supplier is advising the buyer

on its design. According to Handfield et al., (1991), White box suppliers can be

categorized by a couple of factors: Suppliers of simpler items, suppliers of single

components, suppliers of less critical items or technologies and non-allied suppliers.
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4.74 Black box (High supplier involvement)

According to Monczka et al., (2000), in the case of black box involvement, the supplier

is primarily responsible for the design. The inputs for suppliers are general

performance requirements that are developed with or provided by the buyer. In the end,

the buyer retains the approval authority for the design. According to Wynstra and ten

Pierick (2000), functional specifications are the starting point in a situation of high degree

of supplier involvement. A supplier is confronted with a lot of uncertainty. Information is

vague and imprecise resulting in a high level of equivocability. A lot of buyer-supplier

contact will take place because numerous technical and commercial issues have to be

discussed and explained. The supplier has to start of with the preparation of a global

design of the component or part. According to Handfield et al., (1999), the “Black box”

suppliers can be categorized by a couple of factors: Suppliers of complex items,

suppliers of systems or subsystems, suppliers of critical items or technologies and

strategic alliance suppliers.
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Analysis

5.1 Brief introduction of the analysis framework

The analysis section will follow a conceptual framework of a modified strategic model to

carry out an elaborative analysis process in order that OCD’s management can find out a

best solution for make-or-buy decision in their unique situation. For the purpose of better

achieving the above objective, I will arrange a list of hypotheses in a comprehensive

logic way. In the situation of validating and denying each hypothesis by the supporting

analysing from collected primary data, a final solution for make-or-buy decision will be

unveiled. In my point of view, this kind of analysing process could be named as “pushing

ring upon ring approach”.

Owing to the specific and unique situation Coloplast’s OCD is confronted with, some

contents of the strategic model cannot be suitably and properly employed to solve OCD’s

particular problems. McIvor et al., (1997) stated that the model is not a panacea for all of

the problems associated with making an effective make or buy decision. The model

attempts to overcome some of the problems associated with the make or buy decision.

Therefore, a new modified strategic model will be created in terms of the distinctiveness

of OCD’s sourcing activity in the processes of this analysis section. And the new

modified strategic model will be illustrated late on in this section.

5.2 Measurement scales

This section explains the measurement scales that are used in this study. A literature

study is carried out in order to select appropriate and reliable measurement scales. Scale

reliability is one of the most important indicators of scale adequacy. That is “the percent



42

of variance in an observed variable that is accounted for by the true score of the latent

factor or underlying construct”(Devellis, 1991). A high score on reliability means that all

items that measure a variable, share a high degree of common variance. Cronbach’s

coefficient is most often used to measure the degree correlation between items. It is the

proportion of the scale’s variance that can be attribute to score. According to Devellis

(1991), Cronbach’s coefficient has to be above 0.7 in order to be acceptable.

Consequently, the scores of the selected measurement scales are above 0.7. And the items

were presented to the respondents on a seven point Likert-scale, from 1=strongly

disagree, to 7=strongly agree. Besides, the operation’s performance objective

importance scale was presented to the respondents as an open question, and the

acceptable coefficient should also be over 0.7.

5.3 Empirical part

The literature study resulted in 3 hypotheses that need to be tested in the empirical part.

Research methods can be broadly classified into two approaches, quantitative and

qualitative research (Burns, 1997). This study can be classified as quantitative study. Its

statistical reliability is higher and it allows the researcher to measure and control

variables (McCullough, 1997).

The empirical part consists of a quantitative study carried out by sending an electronic

survey to Coloplast’s headquarter and different subsidiaries. According to Hussey (1997),

a survey is “a methodology whereby a sample of subjects is drawn from a population and

studied to make inferences about the population”. Furthermore these authors distinguish

between a descriptive survey and an analytical survey.

There are a couple of reasons explaining the choice for the electronic survey as a means

of data gathering. First of all, it is an effective method of calculating the correlation

between various variables. Furthermore, it is possible to calculate the reliability and thus

say something about the potential of generalizing the outcomes to a larger population.
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Furthermore, the depth of a quantitative study is limited (Vershuren and Doorewaard,

2003).

The survey consists of Likert scales. This is a method whereby the respondent indicates

the extent to which he agrees with statements (Segers, 1999). The scales consist of seven

items. The reason this number was chosen stems from the fact that it was expected that

respondents would answer positive on most of the questions. Offering multiple gradations

of positive answers improves the richness and differences of the outcomes.

Regarding the selection of the samples it is important that the sample is representative

and not biased for the population (Hussey, 1997). According to Verschuren and

Doorewaard (2003), a minimum of 40-50 respondents is required in order to guarantee

the reliability of the outcomes.

5.31 Statistical result

68 respondents filled in the survey, which is a response rate of 85% (totally sent 80

pieces electronic survey). According to Verschuren and Doorewaard (2003), this number

is satisfying since the minimum number of 40-50 respondents is the case. Unfortunately,

5 of them had to be removed because these respondents didn’t fill most of the questions.

As a result, 63 were used in the analysis, which is 78.7% as a response rate. Another 12

(15%) didn’t respond at all. In table 2, the statistics of the survey are summarized.

Table 2. Statistics survey

Status Number

Send out 80

Undeliverable 0

Out of office reply 0

Effective send out 80
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Not interested 0

Filled in 68

Not response 12

Not completed 5

Used 63

5.32 Respondents

The survey was actually received by 80 employees, 68 of them responded. This results in

a response ration of 85 percent, 5 of them had to be removed because they didn’t fill in

the survey completely. The number of respondents used in this analysis is 63.

Function

11 of the respondents (n = 63) were managers and directors (17.4 percent) from different

divisions of Coloplast. 25 of the respondents were sales reps (39.7 percent) from different

subsidiaries. And 27 of the respondents were employees (42.9 percent) from different

divisions’departments.

5.4 Hypotheses

In a means of “pushing analysis ring upon ring”to make this analysis seem more logical,

I have postulated three hypotheses. And all these hypotheses are shown below:

 OCD’s clinical based selling training project is a core activity. And this core

activity, which can achieve a sustained competitive advantage, is the primary and

crucial determinant for the decision of performing it internally on an ongoing

basis.



45

 The operation’s performance objectives associated with the core activity is the

vital measurement tool for making the decisions as whether a firm is capable of

performing a core activity internally or should establish a partnership relationship

with a selected supplier to co-develop it.

 High supplier involvement has a significant and positive effect on co-performing

a core activity.

5.41 Hypothesis 1

 OCD’s clinical based selling training project is a core activity. And this core

activity, which can achieve a sustained competitive advantage, is the primary

and crucial determinant for the decision of performing it internally on an

ongoing basis.

According to the first stage of the strategic model, the stage is involved with identifying

the core and non-core activities of the organization. It is important to define what is

meant by a core activity. The aim of this process is to maintain control of the core

activities within the business, the features which provide the company with competitive

advantage in each product market.

Distinguishing between core activities and non-core activities is a complex task, and care

must be taken to ensure the long-term strategic considerations and true benefits are

assessed. This process of identifying the core activities should be carried out by top

management along with inputs from teams from lower levels in the organization.

Each team should encompass a broad section of members-functionally, divisionally

and hierarchically. The team has to identify the major determinants of competitive

advantage in the markets, the industries, or the strategic groups in which the organization

competes or might wish to compete. And that is the reason why I need to send out the

survey to managers, directors, functional employees and sales reps.
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Once all the core and non-core activities have been identified, the next stage is concerned

with analysing the competencies of the company in these core activities in relation to

potential external sources.

According to the second stage of the strategic model, a key strategic issue in the make or

buy decision is whether a company can achieve a sustained competitive advantage by

performing a core activity internally on an ongoing basis.

Because this model assumes that, in general, all non-core activities will be outsourced,

and a firm needs to perform a core activity internally if performing it could achieve a

sustained competitive advantage.

Based on the concept and precondition of the first two stages of the strategic model, it is

decided that the first part of survey will have two questions-Clinical Based Selling

project is a core activity for Coloplast; Coloplast can achieve sustained competitive

advantage by successfully deploying CBS internally. By collecting and analysing the

answer from correspondents, an explicit suggestion can be led out for the purpose of

verifying the validity for hypothesis 1. In this part of the survey, the characteristics of

Core activity and Sustained competitive advantage was added into the content in order

that the respondents are not confused of what Core Activity and Sustained competitive

advantage are. The first part of the survey is shown as table 3.

5.42 Data analysis

In this part of the survey, a two-item scale was presented to the respondents on a seven

point Likert-scale (from 1 = totally disagree, to 7 = totally agree). After receiving the

answer of the survey from 63 respondents, I conducted a data analysis concerned with the

two questions respectively. And the method of this data analysis is based on Cronbach’s
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coefficient approach which argues that the point scale has to be above 0.7 in order to be

acceptable.

Regarding question 1- Clinical Based Selling project is a core activity for Coloplast:

Of all the 63 applicable answers, I have gathered 45 answers of 7 points, 14 answers of 6

points and 4 answers of 5 points. By calculating, the Cronbach’s coeffienct is 0.95 which

is significantly over 0.7, so the question is approved as acceptable.

Regarding question 2-Coloplast can possess sustained competitive advantage by

successfully deploying CBS internally:

Of all the 63 available answers, I have gathered 38 answers of 7 points, 11 answers of 6

points, 9 answers of 5 points and 5 answers of 4 points. By calculating, the Cronbach’s

coeffienct is 0.90 which is significantly over 0.7, so the question is approved as

acceptable.

In results, we can conduct Clinical Based Selling (training) project is definitely approved

as a core activity; and by performing it internally, Coloplast’s OCD can achieve a

sustained competitive advantage.

 Furthermore, the results of the first part of the survey indicate that hypothesis 1

(OCD’s clinical based selling training project is a core activity. And this core

activity, which can achieve a sustained competitive advantage, is the primary

and crucial determinant for the decision of performing it internally on an

ongoing basis.) is approved correctly. And one more step concerned with the first

sub-question, we can state that OCD should not outsource the CBS activity to an

external supplier simply and directly, but instead, they need to keep it doing in-

house at the very beginning period of the decision consideration.
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Table 3 First part of the survey

Question
Totally
disagree

Totally
agree

Q1. Clinical Based selling is

a core activity for Coloplast

Q2. Coloplast can possess resource

of sustained competitive advantage

by successfully deploying CBS internally

The characteristics of Core Activity and Sustained competitive advantage

Core Activity:

 A core activity is central to the company successfully serving the needs of

potential customers in each market.

 The core activity is perceived by the customers as adding value.

 The core activity is a major determinant of competitive advantage

Sustained Competitive Advantage:

 Valuable-Resources are valuable if they lead to an increase in revenues or

decrease in costs.

 Rare-They are rare if they are not employed by other firms or only by a few firms.

 Imperfectly-Resources are imperfectly imitable if they are path-dependent, if it is

not clear for a competitor how to develop an identical resource within a short-or

medium time period (causal ambiguity) or if there is social complexity.

 It is required that the resource is not substitutable.
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5.5 Hypothesis 2

 The operation’s performance objectives associated with the core activity is the

vital measurement tool for making the decisions as whether a firm is capable of

performing a core activity internally or should establish a partnership relationship

with a selected supplier to co-develop it.

The content of the original strategic model will be modified from stage 3 due to the

specific situation OCD is confronted with. According to McIvor et al., it must be

emphasized that the model is not a panacea for all of the problems associated with

making an effective make or buy decision. So it is rational to make any modification for

the original model in terms of different situation a firm is faced with.

As the implication found in the interview meeting with the CBS’s sponsor, the urgent

situation that OCD is confronted with is whether OCD has the capability to perform the

core activity (CBS training project) internally in order to achieve the sustained

competitive advantage in a relatively short time. If this requirement can be met, OCD

have to look for an alternative solution (establish a partnership relationship with a proper

supplier to co-perform the core activity).

But what can be the determinant factors or measurement tool to test whether OCD is

capable of performing this core activity internally on an ongoing basis or not (then OCD

have to establish a partnership relationship with a proper supplier to co-perform the core

activity).

For the purpose of seeking a set of appropriate determinant factors, I have referred to

some literature regarding this problem. And fortunately, a set of operation’s performance

objectives (Slack, 2004) can be employed to solve the problem.
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5.52 Operation’s performance objectives

According to Slack (2004), there are five basic performance objectives and they apply to

all types of operation:

 Quality

 Speed

 Dependability

 Flexibility

 Cost

Doing things right by providing error free goods and services, which will satisfy the

customers, is known as ‘quality’.

Another performance objective is speed, which means by doing things fast, to minimize

the time between the order and the availability of the product or service that gives the

customer e speed advantage.

Third performance objective is dependability that means doing things in time for

customers to receive their goods or services when they are promised.

A clear result of responding to a dynamic environment is that organisation change their

products and services and changes the way they do business. This performance objective

is known as ‘flexibility’. (Peters, T., 1998) argues that we must learn to love change and

develop flexible and responsive organizations to cope with the dynamic business

environment.

One major operations objective, especially where companies compete with prices is

‘cost’. Low price is a universal attractive objective to customers, which can be achieved

by producing goods at lower costs.
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5.53 Data analysis

Based on the concept and precondition of the third stage (modified) of the strategic model,

it is decided that the second part of survey will have two questions-Can you indicate

which percentage of each objective’s importance on performing the CBS activity?;

OCD is capable of delivery good Operation’s performance objective if they

performed the CBS activity internally. By collecting and analysing the answer from

correspondents, an explicit suggestion can be led out for the purpose of verifying the

validity for hypothesis 2. This part survey is illustrated as table 4.

In this part of the survey, regarding the first question, the operation’s performance

objective importance scale was presented to the respondents as an open question, and the

acceptable coefficient should also be over 0.7. The aim of the first question is to

identify what operation’s performance objectives are important on performing the core

activity. And only the objectives that have an importance coefficient over 0.7 can be

accepted as important operation’s performance objectives.

Regarding question 2, a one-item scale was presented to the respondents on a seven point

Likert-scale (from 1 = totally disagree, to 7 = totally agree).

After receiving the answer of the survey from 63 respondents, I conducted a data analysis

concerned with the two questions respectively. And the method of this data analysis is

based on Cronbach’s coefficient approach which argues that the point scale has to be

above 0.7 in order to be acceptable.

Regarding question 1:

Can you indicate which percentage of each objective’s importance on performing

the CBS activity?
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Table 4: The second part of the survey

Question 1

Question Percentage

Can you indicate which percentage of each objective’s

importance on performing the CBS activity?

Quality

Speed

Dependability

Flexibility

Cost

Question 2

Question Totally disagree Totally agree

OCD is capable of delivery good

Operations performance

objective if they performed

the CBS activity internally
in a relatively short
period

Quality

Speed

Dependability

Cost

Flexibility
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Of all the 63 applicable answers, a mix calculation method is carried out to find out the

importance ratio concerned with each operation’s performance objective.

Quality:

The Cronbach’s coeffienct is 0.99 which is significantly over 0.7, so this objective is

approved as acceptable.

Speed:

The Cronbach’s coeffienct is 0.94 which is significantly over 0.7, so this objective is

approved as acceptable.

Dependability:

The Cronbach’s coeffienct is 0.96 which is significantly over 0.7, so this objective is

approved as acceptable.

Flexibility:

The Cronbach’s coeffienct is 0.88 which is significantly over 0.7, so this objective is

approved as acceptable.

Cost:

The Cronbach’s coeffienct is 0.56 which is significantly below 0.7, so this objective is

not approved as acceptable.

In results, we can conduct that quality; speed; dependability and flexibility are accepted

as the important operation’s performance objectives that have significant effect on

performing the CBS core activity internally. And therefore, only these four objectives

will be used in the analysis of next question. Furthermore, these objectives have a

correlative coefficient as 99:94:96:88:, and this coefficient will be continuously

employed in the analysis of question 2.
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Regarding question 2

OCD is capable of delivery good Operation’s performance objective if they

performed the CBS activity internally in a relatively short period.

Quality:

Of all the 63 applicable answers, I have gathered 11 answers of 1 point, 14 answers of 2

points, 12 answers of 3 points, 16 answers of 4 points, 6 of answers of 5 points and 4

answers of points 6. By calculating, the Cronbach’s coeffienct is 0.437.

Speed:

Of all the 63 applicable answers, I have gathered 26 answers of 1 point, 18 answers of 2

points, 15 answers of 3 points, 7 answers of 4 points, 6 of answers of 5 points and 1

answer of points 6. By calculating, the Cronbach’s coeffienct is 0.383.

Dependability:

Of all the 63 applicable answers, I have gathered 5 answers of 1 point, 2 answers of 2

points, 3 answers of 3 points, 6 answers of 4 points, 18 of answers of 5 points, 15 answers

of points 6 and 14 answers of 7 points. By calculating, the Cronbach’s coeffienct is 0.726.

Flexibility:

Of all the 63 applicable answers, I have gathered 8 answers of 1 point, 8 answers of 2

points, 6 answers of 3 points, 18 answers of 4 points, 6 of answers of 5 points, 12 answers

of points 6 and 5 answers of 7 points. By calculating, the Cronbach’s coefficient is 0.569.

In order to verify whether OCD is capable of performing the core activity internally in a

relatively short period, we need to obtain a compound Cronbach’s coefficient by applying

the four objectives’ correlative coefficient 99:94:96:88. Finally we achieved the

compound Cronbach’s coefficient as 0.528 which is significantly below 0.7, so the

compound objectives are not accepted.
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In results, we can conduct that OCD is not capable of performing a core activity

internally and maybe they ought to consider establishing a partnership relationship with a

qualified supplier to co-develop it.

Furthermore, the results of the second part of the survey indicate that hypothesis 2 (The

operation’s performance objectives associated with the core activity is the vital

measurement tool for making the decisions as whether a firm is capable of

performing a core activity internally or should establish a partnership relationship

with a selected supplier to co-develop it.) is approved correctly. And one more step

concerned with the second sub-question, we can state that OCD should cooperate with a

qualified external supplier to perform the CBS core activity.

5.54 Potential suppliers

According to McIvor et al., (1997), a number of issues have to be addressed before

outsourcing a core activity. These issues concern the maintenance of knowledge (design

skills, management skills, manufacturing etc.) which enables the technology of the

activity to be exploited, even when it is being provided by another partner. It is important

that the company controls the new product development and design process – the

activities which will drive future growth.

The company may establish a partnership relationship with a supplier in order to exploit

their capabilities. This involves an intensive collaborative working relationship with the

prospective partner. Hamel and Prahalad (1994) argue that a company can develop a

core competence by learning from partners.

When a firm is considering forging a close collaborative relationship with a supplier for a

strategic item, the supplier assessment process is crucial. A strategic partnership

between a buying and supplying firm is defined as a mutual, ongoing relationship

involving a commitment over an extended time period, and a sharing of information

and risks and rewards of the relationship.
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Effective partnership relations require a clear understanding of expectations, open

communication and information exchange, mutual trust and a common direction for

the future. Owing to the long-term nature of the relationship, careful analysis of

supplier’s organization has to be given.

The company will filter out any potential suppliers which are unsuitable. If it is found

that there are no suppliers suitable with which to initiate a partnership relationship, then

the company may pursue an invest to make strategy.

5.6 Hypothesis 3

High supplier involvement has a significant and positive effect on co-performing a

core activity.

Even though OCD makes the decision of establishing a partnership relationship with a

qualified supplier, to what extent of supplier involvement is not set down yet. By

adopting some crucial factors from the strategic model, we can solve this problem with

the help of data analysis gathered from the answers of the last part survey. And all these

crucial factors are shown below.

 A clear understanding of expectations

 Open communication

 Information exchange

 Mutual trust

 Sharing of information and risks and rewards of the relationship

5.61 Data analysis
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Based on the concept and precondition of the last stage of the strategic model, it is

decided that the last part of the survey will have one questions-Are these following

factors have a tremendous effect on cooperating with a qualified supplier to co-

perform the core activity? The aim of this question is to identify that high or low

supplier involvement should be determined for cooperation with the supplier. By

collecting and analysing the answer from correspondents, an explicit suggestion can be

led out for the purpose of verifying the validity for hypothesis 2. This part survey is

illustrated as table 5.

In the last part of the survey, regarding the question, a one-item scale was presented to

the respondents on a seven point Likert-scale (from 1 = totally disagree, to 7 = totally

agree). The acceptable Cronbach’s coefficient should still be over 0.7. Given that the

correlative coefficient among these crucial factors is equal with each other. And a final

compound Cronbach’s coefficient will be calculated for the aim of verifying the validity

of hypothesis 3.

A clear understanding of expectations:

Of all the 63 applicable answers, I have gathered 1 answers of 1 point, 1 answers of 2

points, 2 answers of 3 points, 4 answers of 4 points, 8 of answers of 5 points, 22 answers

of points 6 and 25 answers of 7 points. By calculating, the Cronbach’s coefficient is

0.842.

Open communication:

Of all the 63 applicable answers, I have gathered 1 answer of 2 points, 2 answers of 3

points, 3 answers of 4 points, 8 of answers of 5 points, 10 answers of points 6 and 39

answers of 7 points. By calculating, the Cronbach’s coefficient is 0.891.

Information exchange:

Of all the 63 applicable answers, I have gathered 2 answers of 3 points, 7 answers of 4

points, 16 of answers of 5 points, 18 answers of points 6 and 20 answers of 7 points. By

calculating, the Cronbach’s coefficient is 0.812.
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Table 5: The last part of the survey

Question Totally disagree
Totally

agree

The factors below have

a tremendous effect

on cooperating with

a qualified supplier

to co-perform the core activity

a clear understanding of expectations

open communication

information exchange

mutual trust

sharing of information, risks

and rewards of a relationship

Mutual trust:

Of all the 63 applicable answers, I have gathered 2 answers of 1 point, 2 answers of 2

points, 3 answers of 3 points, 2 answers of 4 points, 6 of answers of 5 points, 18 answers

of points 6 and 30 answers of 7 points. By calculating, the Cronbach’s coefficient is

0.832.

Sharing of information, risks and rewards of a relationship:

Of all the 63 applicable answers, I have gathered 6 answers of 1 point, 5 answers of 2

points, 6 answers of 3 points, 8 answers of 4 points, 6 of answers of 5 points, 10 answers
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of points 6 and 22 answers of 7 points. By calculating, the Cronbach’s coefficient is

0.703.

Due to all these factors’Cronbach’s coefficients are over 0.7, all of them will be adopted

to calculate a compound Cronbach’s coefficient (the correlative coefficient among each

of them is equal to 1). And the final coefficient is 0.809 which is over 0.7. So the

compound factors’ratio is accepted.

In results, we can conduct that OCD ought to employ a high supplier involvement

approach when co-performing a core activity with a qualified supplier.

Furthermore, the results of the last part of the survey indicate that hypothesis 3 (High

supplier involvement has a significant and positive effect on co-performing a core

activity.) is approved correctly. And one more step concerned with the third sub-question,

we can state, “To a high extent will the qualified supplier be involved in this

cooperation relationship.”

In the ending part of this section, a modified strategic model which better matches the

specific situation OCD is confronted with is illustrated as figure 7. The colourful part is

the modified content.
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Figure 7: The modified strategic model

Analysis of operation’s
performance objectives

Not capable
to deliver

High supplier
involvement

Low supplier
involvement

SCA OR
NOT
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Conclusion

Competitive advantage originated in managerial and organizational processes,

determined by assets positions and available paths reflecting firm’s strategic alternatives.

Managerial and organizational processes refer to “the way things are done in the firm, or

what might be referred to its routines, or patterns of current practice and learning”(Teece

et al., 1997).

Managing internally and externally sourced new product or activity development

operations is such a capability that can lead to sustained competitive advantage. The real

winners are firms that have the capability to integrate, adapt and reconfigure resources.

(Teece et al., 1994).

The modified strategic model proposes a four-stage analysis to help companies formulate

an effective make or buy decision. The purpose is to alert management to the strategic

issues, along with a comprehensive analysis of operation’s performance objectives, which

should be considered if an effective make or buy decision is to be formulated under

specific circumstance. A central theme is that the decision should be formulated from a

strategic perspective with senior management involvement.

It has been shown that OCD can perform a core activity from strategic outsourcing. This

would seem to challenge the notion that all core activities should be kept within the

company. However, outsourcing a strategic activity can spread the company’s risk in the

area of component and technology developments among a number of suppliers. The

buyer is not limited to its own innovative capabilities but can tap into new product and

process ideas which could not possible hope to generate itself. The dangers of being held

to ransom by a supplier can be reduced by the buying company employing astute

relationship management and alliance building approaches in order to create trust and

reduce risk in less contractual and legalistic ways.
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6.2 A summary of the answers to the research questions

Sub-question 1:

Should OCD keep the CBS training project in-house or outsource it directly to

external supplies?

Answer:

OCD should not outsource the CBS activity to an external supplier simply and

directly, but instead, they need to keep it doing in-house at the very beginning

period of the decision consideration.

Sub-question 2:

Could OCD cooperate with a particular supplier to develop the CBS training

project if OCD was not capable of deploying it in-house?

Answer:

OCD should cooperate with a qualified external supplier to perform the CBS core

activity.

Sub-question 3:

To what extent will the particular supplier be involved in this cooperation

relationship?

Answer:

To a high extent will the qualified supplier be involved in this cooperation

relationship with OCD.

This study chose the strategic approach rather than Transaction Cost Economics approach

and Resource Based View is to testify that the scope is wide and decision should be made
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under specific circumstance. Because of the specific situation OCD is confronted with,

some contents of the strategic model are also modified to be better fit with this situation.

6.3 Future prospect

This thesis gives the initial impetus to the overview of strategy in sourcing. While the

topic strategic sourcing is not a new phenomenon, much research is still needed. As the

concept of sourcing matures, a need to validate and build on sourcing concepts exists.

There is still much academic work required in creating sophisticated concepts that will

help organizations to actually acquire high levels of improvement for their sourcing

function under any specific circumstance.
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