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Abstract

The printing industry is undergoing a lot of structural changes. One way to deal with these changes is by
institutional arrangements like hybrid organizations made possible by modern digital communication
technologies. The aim of this qualitative case study with four Swedish and four German printing houses is to
examine if and how these arrangements are used to lower transaction costs and increase competitive advantages.
The results indicate that the companies in this study face the need to integrate for different reasons to increase
their competitive advantage. Nevertheless, due to strong competition and to lower their need for investments, the
companies in this study cannot integrate all capacity and resources needed in the production. Due to fear for
opportunism, the preferred way is to create cooperation with a few close partners. This suggests that the
companies have chosen a hierarchical intuitional arrangement (integration) with a hybrid character (cooperation).

Keywords

Institutional arrangements, printing industry, qualitative case study, transaction costs

1. Introduction and objectice

The printing mdustry is an old industry that, during the last decade, has faced new challenges due to
introduction of substitute products, such as electronic documents, and new production technologies, such as
digital printing, to handle customers’. demands of increasingly shorter run lengths. However, regarding the
status of print being a commodity, there has been no change. This has put pressure on companies in the
printing industry to be both efficient in production and deliver high customer value. One way to deal with
these changes are hybrid organizations made possible by modern digital communication technologies. Other
institutional arrangements that a company can choose are vertical integration of activities in the value chain or
buying complementary activities on the market. Neo-Institutional Theories concentrate on a macro level on
institutional arrangements and their rules “that define the appropriate ways to manage organizations and to
structure velations” [McAuley et al., 2007, p. 450]. Having efficient institutional arrangements (market,
hierarchy or network) is important to be able to maximize a company’s profitability. Strong efforts are made
by companies to be more efficient regarding production costs, However, as long as a company does not
produce everything internally, there are costs associated with the interaction with other companies, so-called
transaction costs. Transaction costs are costs for e.g. information, initiation, agreement, processing, control
and adjustment of contracts. Depending on the degree of integration the transaction costs differ and it is
important for a company, independent of its integration path, to try to lower the transaction costs. One
example is the use of information and communication technology (ICT). In many industries ICT helps to
lower the transaction costs, which makes it possible for companies to change their degree of integration to a
lower level and to specialize more, leading to more sourcing or networked companies. On the other hand,
there might be other factors, such as gaining competitive advantages, which force companies to vertically
integrate activities in the value chain more intensely [Coase, 1937; Williamson, 1975].

Previous research has focused on the competitive posture of heing vertically integrated when working in the
printing industry, especially when trying to sell digital printing [Mejtoft, 2006a; 2006b]. This paper further
extends this research by regarding the importance of lowering transaction costs and increasing competitive
advantages in the Printing Industry and to identify possible cultural differences. The aim is to focus on a
comparison between the institutional arrangements made by Swedish and German printing houses,
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2. Theory

The Transaction Cost Theory is a neoclassical theory expounding the efficiency oriented static framework
[Nooteboom, 1993] and belongs to a family of organizational theories called Neo-Institutional Theories.
These theories are supposed to give hints for the design of different instifutional arrangements, such as
companies [Bea & Goébel, 2006]. Transaction costs (TAC) are defined as cost for information and agreement
both before and after a contract is signed [Fritsch et al.,, 1996]. Transaction costs were introduced in the
literature by Coase [1937] in his groundbreaking work The Nature of the Firm, but have been implicitly
considered before in other organizational theories, such as Taylorism. Taylor proposes the distinction between
production and administration by introducing blue and white collar employees [McAuley et al., 2007].

Vertical integration occurs when a company chooses to produce its own input or take care of its own output,
in order to increase the company's power in the marketplace [Porter, 1985]. That is an expansion of the
company’s business into areas that are at different points on the same production path. Harrigan [1983]
suggests two major reasons why a company should consider vertical integration; internal benefits and coss,
and effects on competitive posture. Scherer [1970] claims that the most obvious motive for vertical integration
is to reduce transaction costs. When integrating activities companies are facing production costs (PC) for
these, which could be lowered if a company specializes on a few tasks, because of learning curve effects. On
the other hand transaction costs will increase, the greater the degree of specialization is, because of the
necessity to contract with external partners. Because of this trade-off, the aggregated overall cost curve (TC =
PC + TAC) is u-shaped and has a minimum which represents the companies optimal degree of specialization
[Picot et al., 1998]. An alternative to integrating activities is to purchase on the market to get access to value
added activities necessary to produce the end product. According to Transaction Cost Theory, costs associated
with performing a transaction on the market occurs when a company chooses to purchase instead of producing
internally. Instead of buying on the market, it is possible to create close cooperation with selected partners and
create strategic alliances to perform certain tasks that the company needs to have performed. Strategic
alliances can be described as a long-term, purposeful work between legally independent players to create
and/or preserve competitive advantages against the surrounding world [Gulati et al., 2000; Jarillo, 1988,
Todeva & Knocke, 2005]. An opportunity of cooperations are gaining control of resources and knowledge
without direct ownership [Hakansson & Johansson, 2002] and thus, increasing the flexibility and dynamics in
resource conirol and the organization. Furthermore, through cooperation companies are able to lower their
transaction cost and focus even more on their highly specific core activities of their value chains or in other
words can choose higher degrees of specialization. A shift in the fransaction cost can be provoked i.e. by
integrated ICT-systems (information and communication technology) which make it eagier to observe actions
of partners. A shift in transaction costs will also have impact on the minimum of the TC curve and therefore
on the degree of specialization companies choose [Picot et al., 1998]. The problem is of course to measure the
exact shifts and the exact optimal point. Such ICT-systems were e.g. built up in the automotive industry where
suppliers are connected via supply-chain-management systems to the entity-resource-planning-systems of the
main company [Geraedts, 2007].

Nevertheless, even though there are possibilities to lower transaction costs and make it attractive to buy on the
market or collaborate with partners, there are factors like opportunism and bounded rationality between
cooperating partners that increases transaction costs [Williamson, 1991]. Strategies to lower these costs can be
e.g. screening and signaling [e.g. Spence, 1973]. For example, a person applying for a job hands over
documents and certificates that signal what to expect from the applicant. The documents can be screened by
the human resource manager at the employer. Factors like opportunism and bounded rationality will
consequently lead companies to infegrate more activities in-house and specialize less. In general, it is possible
to contract every product or service a company needs via the market. In some cases these market transactions
will cause very high costs until the contract is signed due to a high specificity. Therefore, transaction costs in
relation to specificity could be used to define the borders of a company.

Specificity is defined as the loss a resource experiences if used in another context than planned. There are
different forms of specificity for locations, equipment, purchaser or human capital. Other activities or results
of activities with a low specificity and therefore low transaction costs should be bought via the market. Parts
of the value chain which have a high specificity should, according to the theory, be integrated vertically into
the company, because the internal control through hierarchy causes lower transaction costs. Today, modern
ICT in combination with standards help to lower the transaction costs mostly for middle specific activities.
This leads to the possibility to break up integrated value chains and the borders of companies up to a certain
degree, leading to hybrid organizations like network companies or alliances. Thus, having a given degree of
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specificity for a process a company could choose the optimal institutional arrangement. The area between the
dashed lines in Figure 1 represents activities with a certain middle specificity. For these a hybrid arrangement
i.e. via an alliance of partners seems to be advantageous. As a market’s products and resources evolve and
develop over time, it is possible that the specificity of processes or products also transform over time.
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Figure 1: Different institutional arrangements [Williamson, 1991, p. 284]

Jarillo [1993] suggests that it is the transaction costs that determine when these different strategies are used. If
the internal cost (IC) for performing an activity is lower than the price for an external producer (EP) plus the
transaction cost, then the activity should be integrated in-house (i.e. IC < EP + TAC). However, since in many
cases other companies produce certain parts of a value chain less expensively than the cost for producing
internally (EP <1C), it is the level of the transaction cost that is important. If transaction costs are low, buying
over market is preferred and if transaction costs are high vertical integration is to be considered as the most
successful strategy. However, when selective companies can offer low transaction costs, then strategic
alliances arise. Furthermore, Gulati [1998] states the need for a social network as a prerequisite for a company
network, because personal relations between individuals and positions within these social groups lower the
transaction costs when implementing a network,

Although the Transaction Cost Theory and its argumentation seems to be obvious and easy applicable for
companies it has some difficulties. Firstly, transaction costs instead of production costs with their elements
such as specificity, its cost curve or the degree of specialization, can hardly be measured in a metric way
[Dow, 1993]. Another problem touches upon those of vertical integration [Gadiesh & Gilbert, 1998] and
affect how the transaction costs are distributed between the partners when collaborating around certain
activities [Blois, 1990]. Nevertheless, according to Dow [1993], an infegration of activities does,
unfortunately, not only avoid certain transaction costs, but also generate new ones. One example is that when
performing more activities internally, more employees are needed in production and this can be regarded as
“cooperation” between the company and its employees, since the employer can hardly have total control of
the human capital. Therefore, wages could be seen as transaction costs as well, leading to the conclusion that
companies themselves are a set of transaction costs. Of course production costs still exist, but the cost of
keeping together the company as an entity can be regarded as a set of transaction costs.

3. Research methodology

This research paper is based on a qualitative multiple case study [Yin, 2003] with eight case companies, four
Swedish and four German cases. The Swedish cases have previously been presented in a pre-study [Mejtoft &
Packmohr, 2008]. Qualitative case studies make it possible to gain deeper knowledge of the complex behavior
behind the strategy used in an industry [Robson, 2002; Saunders et al., 2007; Yin, 2003]. Qualitative studies
are used to examine general tendencies and not an overall empirical generalization [Bortz et al., 2003].
According to Stake [2003, p. 445] case studies are conducted as intrinsic, instrumental or collective studies.
Following this classification this study is a collective one with the aim “fo provide insights into an issue”,
where the cases serve as supportive material. It is important to choose a selection of cases which represent the
population of all possible cases. To assure the possibility to learn the most from the cases and to Took on the
research question from different perspectives it is necessary to include some kind of variety. The case
companies were selected to be as representative for the Printing Industry in Germany and Sweden as possible.
Between the Swedish and the German cases the perspective differs in terms of number of employees, The
German companies (10-80 employees) in this study had slighter more employees than the Swedish companies
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(10-50 employees). Nevertheless, it is important to remember that “the purpose of a case report is not to
represent the world, but to vepresent the case”. Because the time spent in a market can have impact on the
social networks, which are a prerequisite for a company network [Jariilo 1988], variety was built in by
selecting companies with different dates of establishment. The oldest German printing house was established
140 years ago. Business strategy and organizational culture in a company are often a direct reflection of the
founder and/or the CEQ, because they are responsible for the business development in the organization [e.g.
Beal & Yasai-Ardekani, 2000; Collins & Montgomery, 2005; Porter, 1996; Schein, 1983]. Therefore, the
CEO or equivalent at each printing house was chosen for an interview.

The data collection was conducted with interviews either at the printing house or by telephone during late fall
2007 and spring 2008. The interviews were focused on questions regarding the following areas: degree of
specialization/integration, level of competition, specificity of resources/capabilities and influence of
digitalization. Direct questions e.g. about the height of transaction cost were avoided due to difficulties for
companies in measuring these.

4. Case Studies

This chapter summarizes the results from the case studies. For'the analysis, please refer to the discussion.

4.1 German Company A

Company A is a family company with a business tradition spanning 140 years, This seems to play a major
role as far as price setting is concerned. Company A is a classic commercial printing house working with
sheet fed offset. Company A employs approximately 80 people, working in three shifts. Company A does not
normally produce original work and the added value begins when the customers have delivered the original
work. The company handles 99% of all prepress internally, and very seldom is prepress done by external
companies. Printing is accomplished in-house with 95% and 5% via partners. Regarding finishing, about 90%
occurs internally and the remaining 10% is mostly production peaks and butks that are produced at partner’s
facilities. Stock keeping of finished goods is done both in-house and via the market. Distribution is mostly
confracted via the market with the aid of logistics companies. A reason for the high integration of certain steps
of the value chain is the temporal flexibility. It is the respondent’s opinion that confidence and trust in their
partners plays a major role concerning the cooperation with partners. This is very important in order to assure
reliability as well as quality, and thus prevent the risk of damaging their reputation.

Company A believes that the technological changes within the Printing Indusiry hold fewer advantages for the
producers and more advantages for the customers, as customers expect shorter and shorter production times.
Furthermore, the respondent mentions that each order is a single production and that printing products are not
standardized products due to different data qualities. According to the respondent, the Graphic Market and the
Printing Industry respectively is one of few industries in which the customer is involved in the production
process by data preparation and delivery. Due to the wide spread use of PCs and the possibility for almost
anyone to produce simple original material, the respondent believes that the material delivered by the
customers is partially of insufficient quality. In the opinion of Company A, production costs have not
decreased from digitalization, quite contrary to administration costs. According to Company A, the
digitalization do not make customers rely more on Company A to provide full service solutions as customers
continue to consult agencies or their own departments for the original work. Company A rather emphasis the
strong competition in the Printing Industry as the main reason for integration. However, Company A believes
that digitalization has greatly influenced printing as far as prepress is concerned. Contacts between Company
A and other printing houses are weak. The respondent assumes an overcapacity of 30% on the German
market, which according to, the respondent makes a consolidation of the market probable. This assumed
consolidation is the main reason for low communication between printing houses, however, of course there is
communication between cooperative partners in their own network. However, there exist some contacts
beyond the Printing Industry in order to exchange technological experience.

Company A attaches great importance to focusing on time efficiency because time-critical orders often
require short production times and higher flexibility. They believe that the development towards jobs being
time critical is even more extreme when using digital printing. This flexibility in the Printing Industry is well-
known by the customers and it is the respondent’s opinion that the strong competitive situation and the
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overcapacity also play their part in this situation. This can be noticed for example by the fact that orders in
many cases are changed just before going to print. Regarding the importance of the time aspect, Company A
believes it to be very important. For Company A, prinfing is the core competence, however services, which
provide the customer with benefits in the value chain of printing, become more and more important.

4.2 German Company B

Company B was founded 60 years ago, originally ag a printing house specialized on printing books. A major
co-proprietor of the company is a trade-union, which influences pricing. Today the company has 80
employees and production normally runs in two shifts. As far as printing methods are concemned, the company
primarily uses offset and for the last 10 years they have also used toner-based digital printing. Within the
value chain of print media, 95% of the original work and all prepress are handled internally within the
company. Regarding printing, 95% of the printing is done internally, the additional 3%, which concerns
special printing methods which can not be produced in-house, are confracted out to partners. Within finishing
Company B works internally with 50% of the volumes, 40% with partners and 10% via the market. All stock
keeping and distribution is handled internally. In addition they offer a complete solution for letter printing and
mailing service and develop software for web-to-print solutions.

The vertical integration from printing into the other levels and the additional fields is justified with the
increased market power provoked by the consequences of digitalization. With the aid of ICT it is possible to
send data quickly to a supplier who offers more favorable printing prices. Therefore Company B decided to
offer their clients not only printing but also a total service solution. This should, according to the respondent,
reduce the customers” costs of process and create a balance to printing suppliers with more favorable prices.
In the opinion of Company B digitalization influences customers more than digitalization influences the
printing houses. Digitalization results in a reduction of production costs for example as far as CTP is
concerned, however the general administration costs have increased. This is a consequence of an increase in
the number of customer enquiries for calculation of offers, nevertheless, due to the use of ICT it is simpler for
customers to address more contractors. According to Company B digitalization initially enabled customers to
procure each level of the value chain individually. However, the different steps had to be coordinated, either
by the customer or by a separate agency. Therefore, Company B pursued the strategy to coordinate all
activities in-house and offer their customers a full service solution. Hence, the respondent believes that
digitalization in the Printing Industry initially caused single solutions which have been displaced by full
service solutions. Company B certainly feels the effects of tough competition. According to the respondent,
each offer is-undercut by competitors. Therefore printers usuvally proceed with caution concerning contact
with colleagues and Company B does not have much exchange with other printing houses. Nevertheless, other
actors in the value chain such as paper merchants have a larger exchange. According to the respondent,
printing houses owned by and integrated with total publishing houses are considered as an exception on the
market, as they have no direct competitors.

Time is considered as a very important factor by the respondent and the delivery date is very important to
keep. According to the respondent, Company B uses both digital printing and offset to fulfill customers’
orders, and according to the time aspect, Company B believes that the customers do not care about the
technology used as long as the delivery times are kept. There are other specific resources like time, the
respondent emphasis the employees and their know-how. Thus by the know-how and flexibility of the
employees it is possible to absorb temporary surges in demand by going from fwo to three shifts. Concerning
the production facilities, these are regarded as relatively inflexible.

4.3 German Company C

Company C is a full service printing house, but their main product is printed matter, The company was
founded 30 years ago as a collective of a number of individual persons and is directed by its incorporators.
Company C has 15 employees and predominantly uses offset printing technology and for a year and a half
now also toner-based digital printing. Even though Company C offers original work internally, it is only a
small part of the total value chain. Nevertheless, all prepress and printing are handled internally, In
exceptional cases, as far as special printing technologies are concerned, partners are contracted, Regarding
finishing, all simple finishing is done in-house such as cutting and folding, however, other finishing as
binding is contracted though partners. Due to cramped facilities they resort to a network of pariners
concerning stock keeping and distribution. Company C has recently integrated finishing internally, mainly
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because they believe that quality assurance is much more difficult when using cooperative partners. Another
argument for vertical integration is that know-how for e.g. finishing was already present in the company.
Furthermore, Company C wants to be regarded by its customers as the place for full service solutions
concerning print productions, with the possibility to offer total prices to customers. With respect to production
and contract placing, Company C talks about a massive structural change due to digitalization. As
approximately 98% of all orders are received as digital files, it is easy to get orders via the market using the
internet as the channel. However, there are many orders that are more complex and need more consulting
from the printing house’s side, these are usually handled on-site at the printing house. Regarding
communication with customers, the major part still occurs verbally and “by hand”, this since reviews and
subsequent transformation in data still demands much effort until the start of the technical production. Herein
Company C believes that they are separated from internet printing shops. Therefore, the challenge for
Company C is to try to keep the costs at a low level while offering consulting at a high level of quality. The
general production costs for Company C have decreased and administration costs have had a declining
tendency but there is still, according to the respondent, more potential.

In the opinion of Company C, digital printing is in general no reason for the fact that one has to offer overall
solutions. In the Printing Industry one could notice different degrees of integration before digitalization started.
However, due to the implementation of digital technologies thete is a tendency for printing houses in developing
digital printing pre-stages. According to the respondent, the competition within the industry is very strong and
causes high pressure on prices, as the market is subjected to consolidation. To handle this situation, some actors
try to reduce overcapacities by low prices. This means that certain vale added services have to be offered for
free to the customers in order to make sure that a company gets an order. In general, there is a low exchange
within this Printing Industry. Company C only has limited contacts with other companies within the Industry and
the company is not organized in any Industry associations. However, they are members of general discussion
circles for technology which have occurred through long-standing personal contacts. According to the
respondent, the customer puts great importance in Company C being able to provide short lead times. This
expectation is an argument for using digital printing. When Company C talks about flexibility caused by time
constraints in order to respond to customer requests, they talk about a specific resource. The production facilities
are also considered as {lexible, thanks to continuous €xpansion investments.

4.4 German Company D

Company D was founded 80 years ago and it is a family company in the third generation that has ten
employees, Company D is a classic offset printing house and one year ago Company D started with toner-
based digital printing, They believe that digital printing can handie smalier orders in a much more cost-
efficient way. About 99% of the original work is received from the customers. Even though they offer this
service in-house, the use of desktop publishing and orders from advertising agencies contribute to fewer
customers demanding original work services from Company D. Hence, the value chain for the Company D
begins with prepress and data control, composition of printed sheets and production of printing plates using
CTP. All this (100%) is accomplished internally. The printing stage is produced in-house with formats of up
to A2, which equals approximately 99% of the printing needed. Concerning orders which require special
printing techniques, partners are contacted. About 80% of the finishing occurs internally, and partners handle
more advanced finishing, such as perfect binding. Company D keeps a small stock of finished products and
ordering and delivery occur according to Just-in-Time. Due to the order volume, the printing products are
usually delivered directly after production and 90% of distribution is offered in-house with the rest through
partners. It is the experience of Company D that most of its profits are made when as much as possible of the
customers” orders are handled internally, that is, less use of partners and other external companies. Company
D mentions the development of its printing prepress as an example; At first the exposures for the photo
composition were contracted through external companies and this caused high expenditures. Thus they
acquired their own system of exposure. When this system was defect, they made an investment in CTP. In
other words, the company was engaged steadily with make-or-buy decisions. In this connection they noticed
that the alternative of in-house production is much more cost-efficient.

In the opinion of Company D digitalization caused a structural change within the industry. Before
digitalization, printing houses were known as handicraft enterprises offering a service, that the customer conld
not produce on his own. The proceeding digitalization dissolves this classification. Today everyone is able to
print smailer editions at home and this fact results in z loss of added value concerning the know-how in the
domain around printed media. The customers deliver data which can immediately go into printing. As far as
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the costs are concerned, Company I notices advantages as well as disadvantages. On one hand ICT makes
costs decrease for example by administration systems but on the other hand the smaller orders canse higher
expenditure. Thus the exchange of data has become easier to handle, however at the same time the data
delivery which has to be dealt with, has increased, The respondent believes that digitalization causes the value
chain to be split up between designers and printing houses. According to Company D the market is highly
competitive. Prices are under constant pressure among other things due to the digital printing technologies and
the printing houses working mainly throngh the Internet. There are less regular customers because price
consciousness is high and according to Company D it is very important to find and establish a market niche.
The time factor is considered as very important and it is possible to assure flexibility by e.g. working
overtime, Even though the printing machines are considered rather inflexible, digital printing has caused a
reduction of time in the Printing Industry. According to the respondent the customers expect that the printing
machine will start directly when the data are delivered, which is not possible since most printing houses need
to schedule their orders.

Company D has few contacts within the Industry. According to the market situation each printing house
works independently, as it is important to find and protect the current market niche,

4.5 Swedish Company E

Company E is a privately owned typesetting company founded in the 1970’s and they define themselves as a
prepress company that has acquired digital printing. Their first investment in printing was a web-fed digital
printing press in the mid 1990°s, and they were one of the pioneers in digital printing in Sweden. Even though
they did not fully believe that the market for digital printing was ready in the mid 1990’s, they felt that the
market was increasing and they wanted to take part in creating the market. During the fall of 2006 Company E
acquired a new sheet fed digital printing press. A sheet fed press was chosen due to the higher flexibility than a
web fed press. Having both web and sheet fed printing presses are, according to the respondent, important for
increasing flexibility in production. Also having more than one printing press is important to ensure delivery.

Company E tries to work with the complete value chain from original work to distribution (except for stock-
keeping). Currently they perform all prepress and about 30% of the original work internally. Regarding
printing they perform all digital printing needed and use partners for other printing technologies, mostly
offset. They handle all finishing and most of the distribution for the print production in-house. Finishing and
distribution are integrated due to the shorter lead times when performing the total forward value chain in-
house. In general, the respondent deems the time aspect very important for their company. The combination
of digital printing and the shorter start up time for offset has made the general lead times in the printing
industry shorter. In general, the respondent regards it crucial to offer full service solutions. It is the
respondent’s view that if the company had chosen to specialize on a certain task it would not have survived as
an independent company. Different business units, such as printing, prepress, original work etc, have served
as cash cows during build-up and hard times for other business units. Regarding general digital development,
Company E believes that they have during the last few years started to loose more and more of the digital
printing jobs to the Internet and to in-house copy-printers at customers’ companies. This is, according to the
respondent, an increasing problem for the digital printing industry as many simpler previously digitally
printed matters are now distributed over the internet. The general competition is regarded as very hard and
they feel a relatively strong competition even with the printing houses they regard as partners. Prices are set
on the basis of actual production cost and the markup is determined with benchmarking of competitors. They
do not have any formal agreements with companies they work with, but instead they work with companies
they trust will perform a good job and not try to steal their customers.

Company E is currently a member of the National Federation for Graphic Companies and a regional network
for companies from many different industries. However, they do not regard themselves as active members in
these networks and organizations.

4.6 Swedish Company ¥

Company F was founded in the ealy 1990°s and its growth has mainly been organic. The business model has,
from the start, been based on handling the whole chain from original work to print to distribution. Regarding
printing they have both sheet fed digital printing and offset printing in-house te be able to offer the customer a
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wide selection of printing options. Regarding web offset, they collaborate with another printing house to
provide this option.

Basically they are active in, and try to do as much as possible, within the value chain of print media.
However, they balance the level of integration in each step to the cost. To ensure a “backup situation” they at
all time have at least 3 - 4 different printing houses they collaborate with to ensure customers’ deliveries at all
times. The backwards integration is strong and today only about 10% of the orders come from advertising
agencies. The idea is to do the original work for the customers, unless they have an in-house advertising
agency. The trend towards customer companies integrating their own department for making advertising
material is, according to Company F, strong. All forward activities in the value chain are integrated. However,
regarding e.g. finishing, Company F collaborates with 2 - 3 partners for more advanced finishing and larger
volumes. One of the main reasons for integrating a full value chain is, according to the respondent, to lower
costs. Even though Company F emphasis lowered costs when integrating vertically, they also believe that the
mcreased market power and reduced lead times are as important as the lowered costs. The general digital
development has helped Company F to construct a more efficient production work-flow. Integrating software
for handling orders, invoicing etc. is important for Company F, and they regard having such a system as a
competitive advantage. Short lead times and efficient production are two important factors when active with
- print media production. This is due to the strong competition and poor advanced planning from customers.
The respondent emphasized the importance of having close ties and collaboration with other actors, both other
printers, to complement and extend capacity of their printing units and with other steps to be able to offer a
complete solution to their customers. Company F is also active in the regional employers’ association, but
believes that many such networks are not as important any more. This is mostly, according to the respondent,
due to the strong competition between the members in the networks, which makes it hard to work together
and find common goals.

Company F has always aimed towards a high level of flexibility in their production equipment by using both
sheet fed offset and digital printing. By further investing in a new work-flow, they have lowered costs for
production (by decreased ink usage), increased print quality and decreased the total lead time by
approximately 35%. By being flexible it is possible, according to the respondent, to provide a complement to
Internet and not lose volume, as many of the larger printers have during the last couple of years.

4.7 Swedish Company G

Company G is a merger between two equally sized privately owned printing houses a couple of vears ago.
The two original companies complemented each other regarding printing technology as one had offset
printing technology and the other digital printing technology. Company G regards themselves as a printing
house serving mainly local and regional customers. '

Regarding integration in the value chain, they have integrated a total prepress department and most of the
finishing work. They have created cooperations with other companies to handle stock keeping and distribution,
Original work is usually delivered by the customer, and is not something Company G has in-house. According to
the respondents, it was important to offer a complete range of products and services, since their customers
wanted full service solutions from their supplier of printed materials. The current integration strategy has
resulted in, according to the respondent, that approximately 80% of all jobs can be handled internally in the
integrated steps. Furthermore, the respondent emphasis the shorter lead times when integrating activities close to
the printing and a majority of the jobs are time critical. Delivering full service sclutions gives competitive
advantages and it is the respondents view that if Company G would not have been an integrated company today,
they would not have survived, For the activities that are not performed in-house, they have & couple of different
companies they have close cooperation with. Company G has tried to find a suitable level of integration and
cooperation to create a flexible production system for print media, which they deem important. They believe that
by having a high level of flexibility with both offset and digital printing, it is possible to switch between the two
technologies and always keep the customer “indemmified and happy”. Company G believes that the general
digital evolution has been positive for the printing industry. However, “you have to take advantage of new
markets that ave created by new fechnology”, since the Internet revolution has resulted in that the “marketing
money is spread [between even move and different actors]”. In general, the largest single influence from
digitalization is that the lead times have been reduced significantly, which means that more jobs can be
accomplished during the same time. This is also an effect digital printing has had on the industry as customers
have grown accustomed to short lead times. Time is, according to the respondent, always important for ad hoc
production, which is an increasing part of the total production.
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Company G is currently a member of the National Federation for Graphic Companies and the regional
employers’ association. They believe these networks to be an important contact arena and the respondent
believes cooperation in these networks to be good.

4.8 Swedish Company H

Company H is a privately owned medium sized company founded in the mid 1960°s as a publishing house.
Due to some tuff times, the company was bought by a local newspaper in the end of the 1990’s. The current
owners acquired the company in the beginning of the 2000’s, but the current CEO (that is also one of the
owners) has worked in the company since the 1980°s. Company H offers their customers full service solutions
regarding a complete value chain and offset printing technology as well as black and white digital printing.

Company H has the complete value chain for print production in their production facility and they fry to satisfy
customers’ needs from original work to addressing and distribution. They have a strong backwards integration
and approximately 70% of all original work and prepress are performed in-house. However, since their printing
presses are not suitable for longer production, they use partners when this becomes an economic advantage.
Those productions coustitte about 10% of the total print production. One major reason for having both a
complete value chain and different printing technologies internally is the ability to provide short delivery times
and have a high level of flexibility. The time aspect of printing is very important and has become a prerequisite
and it is very hard to make money just by having short delivery times today. In other words, ownership of
resources is important to keep the delivery times and consequently keep customers satisfied. A negative
consequence of ownership of resources is, according to the respondent, that it is hard to find monetary assets to
keep up with new investments. As mentioned earlier, Company H chooses to cooperate in some cases to keep
the production costs and the need for investments low. Their current printing equipment is due for an upgrade,
however, as a smaller company it is hard to cope with investments. The digital development has lead to
increased investment needs in the steps before printing, and without having cutting edge software and hardware,
it is hard to be competitive in the printing industry today. Even though the respondent feels that the general
digital development has created “communication problem”, since anyone can create original to a printed matter,
one major advantage is the pdf format. The general use of the pdf format has made “l/ife a little easier (as a
printer)”. Bven though the development in prepress is fast, the respondent feels that the development in printing
is mainly in speeds and to some extent quality, but nothing revolutionary. The business model of Company H is
to both offer “ordinary™ print jobs to local, regional and in some cases national customers. However, a
substantial part of their business is to offer some niche products, in the form of magazines to different
organizations. In this service they can offer organizations a magazine to their members at a low cost. They try to
do as much as possible in these productions and in many cases they even sell ads to the magazine, which pays
for parts of or the whole magazine. Even though they feel that the general competition is hard within the printing
industry, having differentiated their product with specific services to organizations makes them unique and
Company H does not feel such strong competition in these areas.

5. Discussion

The results show that the companies in this study have a high level of integration and it is the respondents’
opinion that this increases the competitive advantages in terms of decreased delivery lead times and the
possibility to offer full service solutions [cf. Mejtoft, 2006a; 2006b]. The respondents believe that by having
resources, such as both conventional and digital printing technology, internally based they have created a very
high flexibility in the production equipment which enables them to decrease delivery lead times and increase
the service offer. Nevertheless, to decrease the transaction costs, the companies have chosen to partly work
with external companies and have a so-called taper integrated approach [e.g. Kessler & Stern, 1959, Porter,
1980; Harrigan, 1983; 1984], that is that there is not a complete internal transfer between each integrated step
in the value chain. In other words, jobs are both received from and delivered to external companies.

The respondents believe that they experience a very high level of competition {cf. Birkenshaw, 2004; Mejtoft
& Vistrdm, 2007; Smyth, 2006], which has made contact with external companies, regarding production, to
be mainly with cooperation partners. The reason for creating close cooperation with certain companies is to
avoid the risk of opportunistic behavior and loosing clients fo partners. Due to the low specificity of the
flexible production resources and the high specificity of providing short delivery lead times, there is a mixture
of two effects. One effect (flexible production) favors buying from the market and the other effect (short
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delivery lead times) favors the hierarchy (integration). The thecretical implication of this is that these
companies are active in the borderland between high asset specificity and middle asset specificity (Figure 2).
Nevertheless, it is not possible to isolate and give a clear answer to whether only a hierarchical or a hybrid
institutional arrangement {cooperating through alliances) is the most successful method in the Printing
Industry. The results show that the general integration is high and the case companies in some cases use
partners to gain cost advantages. This suggests that the companies have chosen a hierarchical institutional
arrangement with a hybrid character (Figure 2).

.
"

Market

Hybrid

Hierarchy

Transaction Cost

The Printing Houses Figure 2:
Companies in this study have adopted a

hierarchical intuitional arvangement with
a hybrid character (the grey area). [dfter
Williamson, 1991, p. 284}

I
P

Low Middle High
Asset Specificity

In this sense there is no difference between the Swedish and the German companies. Both choose to integrate
due to the same reasons: time, flexibility, and a fear of opportunism. The fear of opportunistic behavior has
lead to minimal communication between different printing houses but to a high communication to other actors
close to the Industry, e.g. paper suppliers. Even though the German case companies are larger than the
Swedish case companies, the German printing houses seem to choose a slightly lower degree of integration
than the Swedish printing houses, e.g. by not performing original work internally or by having only a small
portion of finishing in-house. This is motivated by trying to focus on core competencies. Nevertheless, the
German case companies also need to partly integrate to differentiate their businesses and to avoid the strong
competition in printing in order to get the same profits by adding additional services. Although the German
case companies have been established for a longer period than the Swedish ones, there were no differences in
the extension of their social networks. For example, even though one of the German printing houses was
established 140 years ago they do not have a social network that was notably larger than the Swedish printing
houses. Furthermore, there are differences in the use of printing technologies between the printing houses in
the two countries. The Swedish printing houses seem to adopt new technologies, such as digital printing,
faster. German printing houses still focus on offset printing or have adopted digital printing just recently. This
is in accordance with Hofstede & Hofstede [2006], they state that Sweden has lower degree for fear of
uncertainty than Germany, which may lead to more openness to new technologies. The printing houses
focusing on offset instead, try to increase their production flexibility by organizational means, since offset
printing is less flexible than digital printing. The results in adoption of printing technologies concurs with the
investigation by Pira [Smyth, 2006], where the growth in digital printing both had been higher during the
2000s and was expected to grow faster until 2011 in Sweden than in Germany. Although, the transaction cost
theory states that a high availability of technology will have a positive influence, printing houses in both
countries seem to have the same reasons to integrate. Therefore, this seems to be more of a cultural question,
to adopt new technologies, than a question of transaction cost theory if one assumes the same availability of
technology worldwide. The cultural concept of implicit organizations by Hofstede & Hofstede [2006] suggest
that market transactions should be more common in Sweden than in Germany, since the cultural traditions in
Germany favors hierarchies unlike in Sweden, Nevertheless, the results in this article show no differences in
the need of integrating activities. Consequently, coming from different cultural positions but confronted with
the same market conditions make companies in both countries to have the samé tendency to vertically
integrate activities.

6. Conclusion

By combining integration with cooperation, the respondents believe that they have created flexible resources
at a reasonable cost within the companies’ control and this strategy is a way for the companies to level the
competitive advantage of being integrated with the lower transaction costs (compared to market transfer) of
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cooperation. This paper concludes that from a fransaction cost perspective the high level of competition
within the Printing Industry decreases the possibilities to partner with other companies which at the same time
leads to less focus on core competencies due to the need of integration. This might lead to cost inefficiency
and as a result of reduction in specialization. Even though Swedish and German companies coming from
different cultural positions, when confronted with the same market conditions companies in both countries
tend to have the same need to vertically integrate activities. These results could be used by large printing

houses with a high market power or by industrial erganizations to build up the needed social networks.
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