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Abstract

The objective is to investigate how vertical integration is used to get close customers contact
and increase customer relations in the printing industry and to explore the competitive
consequences with vertical integration towards the customers. The paper is based on a
quantitative survey study of the Swedish commercial printing industry and qualitative
interviews with five printing firms. Results show that it is common to integrate content
creation in the studied industry. This is primarily done to increase relations with direct
customers and increase profitability, since direct customers are perceived as more loyal and
profitable than customers, such as advertising agencies and print brokers. However,
production sold to direct customers still only constitutes a small part of the total production at
the interviewed printing firms. Furthermore, the integration of content creation gives rise to a
potentially competitive situation with the advertising agency customer segment. This problem
is recognized by printing firms as they try to avoid competition with these customers. This
can be done by e.g. performing only simpler jobs that advertising agencies not are interested
in or isolating content creation in a separate firm and consequently both compete with
advertising agencies and still be a printing firm to these customers.

Introduction and Theoretical Framework

Having good relations to customers is important in most areas of business. Through close
customer contact and involvement of customers in the development of new products or
services, it is possible to better identify the needs and expectations of the customers (e.g.
Buttle, 2009). Gummesson (2002, p. 67) expresses this as “we can talk about interactive
marketing, but also about interactive service development, production and delivery. The
provider and the customer create value together”. Consequently, having good customer
relations can have a positive impact on both a firm’s production costs and revenues (e.g.
Buttle, 2009) and be a source of competitive advantages (e.g. Langlois, 1992). The classic
Five Forces Framework, developed by Porter (1979; 1980), illustrates the fundamental forces
that determine the level of competition in an industry — existing industry competition,
customers, suppliers, new competitors and competition from substitutes. In this framework the
competition from suppliers and customers are emphasized, even though suppliers and
customers are often not regarded as competitors. However, customers can often bypass a firm
and buy from its supplier and a firm can go directly to the customers’ customer with their
products or services. This can create a potential competitive situation between suppliers and
customers. According to Sawyer (1996, p. 91) vertical integration is a “common route over
which the customer-competitor transition takes place”. The concept of vertical integration has
been discussed and researched for a long time and an early definition by Adelman (1949,
p. 27) states that a firm is vertically integrated whenever it “fransmits from one of its
departments to another a good or service which could, without major adaptation, be sold in
the market”. Consequently, vertical integration arises when a firm integrates activities to
produce its own inputs and/or take care of its own outputs, in order to increase that firm’s
power in the marketplace (e.g. Adelman, 1949; 1955; D’Aveni & llinitch, 1992; Harrigan,
1983b; Hirsch, 1950; Jarillo, 1993; Mahoney, 1992; Perry, 1989; Porter, 1985).

As suggested by Perry (1989), a firm can engage in backward and/or forward vertical
integration into neighbouring activities in the value system (Figure 1) and turn these activities



into new internal business units. Nevertheless, being vertically integrated does not necessary
mean a total transfer between all integrated stages in the value chain (Harrigan, 1983a; 1984;
1985; MacDonald, 1985; Perry, 1989). There can be differences in both the number of
integrated stages and the degree of internal transfer in each stage. When firms are integrating
backwards and/or forward but sill rely on other firms for portions of their supply and
distribution, they are adopting an approach denoted taper integration (e.g. Harrigan, 1983a;
1984; 1985; Kessler & Stern, 1959; Porter, 1980). According to Porter (1980, p. 319) tapered
integration can “yield many of the benefits of integration... while reducing some of the costs” .
Parmigiani (2007) and Rothaermel et al. (2006) have found indications of positive effects on
firms when combining vertical integration with outsourcing and cooperation with partners.

Core
Business Unit

NI

New New
Business Units Business Units
Backward _ _ _ _ _ 0 _ ______ Forward
Integration Vertical Integration Integration

Figurel. Backward and forward vertical integration into neighbouring activities in the value system (Mejtoft,
2008, p. 45).

The commercial printing industry in Sweden, like in most countries, is a fragmented industry
that suffers from a strong internal industry competition with continuous price reductions as a
result (Birkenshaw, 2004; Gilboa, 2002; Kipphan, 2001; Mejtoft & Vistrom, 2007; Smyth,
2006). Furthermore, due to changes in the industry structure and the increase in the number of
competing marketing channels (e.g. Kotler et al., 2005), the commercial printing industry has
quite a low bargaining power over other actors in the value chain for media creation and
communication. This situation, along with changed business strategies and customer
demands, has made the commercial printing industry integrate vertically and become so-
called full service firms for print media (e.g. Mejtoft, 2006b; 2008). Previous research within
customers’ needs in print purchase, has illustrated that so-called direct customers (customers
that could otherwise be customers to advertising agencies and whose core business is not
within the graphic arts industry) to printing firms have a tendency of wanting closer relations
with printing firms (e.g. Mejtoft, 2006a). Advertising agencies, on the other hand, try to take
more advantage of the competition in the commercial printing industry by using their
knowledge to find good deals on print.

Research Objective

Through vertical integration many firms within the commercial printing industry have
incorporated backward related activities and started to act like an advertising agency.
Consequently, they make parts or the whole input to the printing activity internally (e.g.
Mejtoft, 2006b; 2008; Packmohr & Mejtoft, 2008). By integrating the content creation
activities, the potential for close contact to the final customer increases. However, this
integration also creates a potentially competitive situation between the printing firms and their
primary customers, the advertising agencies. The objective of this study is to investigate how
vertical integration is used to get close customers contact and increase customer relations in
the printing industry. Furthermore, the study aims to explore and illustrate the competitive
consequences with vertical integration towards the customers.

Research Methodology

An initial quantitative survey study regarding the integration of content creation and project
management activities in the value chain of print media has been conducted. This data is
based a subset from a survey study of 136 Swedish commercial printing firms carried out



during 2006 (Mejtoft & Vistrom, 2006). The questionnaire was sent out by letter to 300
randomly selected Swedish commercial printing firms. The population used was the
members’ list of the Swedish Graphic Companies’ Federation (GFF). Even though this is not
a complete list of all commercial printing firms in Sweden, which limits the possibilities to
generalize the results, the list includes firms covering at least 80% of invoiced sales of printed
commercial products in Sweden (K. Flick, GFF, personal communication, January 25, 2007).
The response rate was calculated in accordance with the requirements of the Council of
American Survey Research Organizations (CASRO, 1982; Wiseman & Billington, 1984). Out
of a total selection of 300 firms, 46 were found to be ineligible and 136 eligible firms
responded, which constituted a total response rate of 54%. The reason for having so many as
46 ineligible firms was that the list contained some firms that had went into bankruptcy, sold
their printing units or due to other reasons did not currently own any printing equipment.

To gain deeper knowledge of the studied problem and get insight to how vertical integration
increase customer contact for firms within the commercial printing industry in Sweden, an
additional multiple qualitative case study (e.g. Robson, 2002; Saunders el al., 2007; Yin,
2003) with five vertically integrated Swedish commercial printing firms was conducted. The
findings from the qualitative study were analysed using pattern matching technique (e.g.
Campbell, 1975; Yin, 2003). The case firms were first analyzed separately, and then matching
patterns from the individual case firms were discusses together. Only the last part is presented
and discussed in the paper. Since the Swedish commercial printing industry is fragmented and
consists of many small privately owned firms (Gilboa, 2002; Intergraf, 2007; Kipphan, 2001),
the case firms were selected among small and medium sized printing firms. Due to the
importance of the top management in setting the strategic plan for the firm (e.g. Beal &
Yasai-Ardekani, 2000; Collis & Montgomery, 2005; Harrigan, 1985; Porter, 1996; Schein,
1983), the managing director, marketing director, sales manager or equivalent was selected as
the respondent.

Results and Discussion

The results from the initial survey study show that the integration into content creation is
widespread in the Swedish commercial printing industry. According to the data 78.7% of the
Swedish commercial printing firms offer some kind of content creation to their customers.
However, another important activity to compete with advertising agencies and offer full
service solutions to customers is project management. Regarding project management in the
value creation process of print media only 17.6% of the firms offer this service to their
customers. Nevertheless, the results, with about % of the firms working with content creation,
show that the potential competitive situation between printing firms and one of their primary
customers, the advertising agencies, might be strong.

Competition with advertising agencies

The results from both the survey study and the case interviews suggest that there is a risk for a
competitive situation between printing firms and the advertising agencies. In Figure 2, a
conceptual illustration of the competitive situation in this particular part of the value chain is
proposed. Figure 2a exemplifies the ordinary value chain where the specialized printing firm
receives jobs from the advertising agency, this makes the competitive situation between the
printing firm and the advertising agencies weak. On the other hand, in Figure 2b the printing
firm has integrated activities that make them able to act as an advertising agency. In this
scenario there can arise competitive tendencies between the printing firm and the advertising
agencies that are also their customers.
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Figure 2. Conceptual illustration of (a) the value chain for print production and (b) the potential competitive
situation between an integrated printing firm and its customers.

The results from the interviews show that it is usually only a small part, approximately 2-15%
(except for Company 5, that did approximately 50%), of the total production where content
creation is done by the printing firm and sold to so-called direct customers. This implies that
the firms are taper integrated. The idea of taper integration in the printing industry is
supported by previous research (e.g. Packmohr & Mejtoft, 2008), that illustrates taper
integration as common within the commercial printing industry. According to the
respondents, the greater part of the print production is sold to advertising agencies, print
brokers or larger firms’ in-house marketing departments. Even though the general opinion is
that the direct customer part is increasing, it is still a rather small part of the total production.
Consequently, the advertising agencies are acknowledged as an important customer segment.
Due to the large part of jobs that still come from advertising agencies, a competitive situation
between the printing firm and its customers (the advertising agencies) arises.

Hence, working close with direct customers by integrating content creation activities, gives,
according to the respondents, a competitive situation between the printing firms and the
advertising agencies. Even though many direct customers to the printing firms are potential
customers to advertising agencies, direct conflict over customers is often avoided by the
printing firms. This is typically done to stay away from hostile situations with advertising
agencies and a potential loss of them as customers. Consequently, as Company 1 described it,
“we say ‘no thanks’ if their [the advertising agencies] customers come to us directly”. This is
the common opinion regarding how to handle customers’ customers.

The interviewed case companies illustrate two different ways of handling the competition
problem with advertising agency customers. (1) Company 1, 3, 4 & 5 have chosen to be loyal
to the advertising agencies they work close to and consequently do not contract or work with
the advertising agencies customers directly. These four firms mainly perform simpler jobs
where the potential competitive situation is weak. (2) Company 2 on the other hand does
recognize the competition problem as a serious threat towards their print business and has
chosen to put all their activities regarding content creation in a separate firm (a sister company
within the same group of firms). By this arrangement Company 2 believes that it is possible to
both compete with advertising agencies for the direct customers and still not loose credibility
in being a printing firm. According to the respondent at Company 2, the opinion among the
advertising agencies is that “we [the printing firm] should print and nothing else”. With this
constellation it is possible to function as such a firm.

Integration to capture profits

Content is the most important part of the print production input supply chain (cf. Cost, 2005).
There is a belief among the respondents that working with content creation is important to
satisfy customers’ request for a supplier that can provide complete solutions for print
production. Nevertheless, the main reason to integrate content creation, mentioned by all the
respondents, is the need to capture the profits from this activity. There is a general opinion in
the commercial printing industry that the profitability of print is very low and declining and



by integrating content creation it is, according to the respondents, possible to increase
profitability. Consequently, by capturing profits from one or several other activities in the
value chain it is possible to maintain or increase a printing firm’s total profit. Furthermore, by
having control over the content creation, it is possible to create jobs suitable for the
company’s production equipment and consequently create a cost effective workflow with
shorter lead times. These are also driving forces for engaging in content creation.

Despite the importance of satisfying the need for providing a complete print solution and
capture profits from additional activities, working close to advertising agencies is necessary in
order to achieve high print volume and avoid low utilization of capacity.

Loyalty and customer relations

There is a difference in the perceived loyalty between the different types of customers. The
respondents believe that direct customers are more loyal, while brokers and advertising
agencies “shop around” for the best deal at the moment. Consequently, the actual price is
often more important when working with advertising agencies. Due to a general desire in the
commercial printing industry to escape the fierce price competition (cf. Mejtoft, 2008), the
respondents state that they are acting to increase their share of direct customers. This both to
increase the loyalty among their customers, but also to capture better profits since they most
often can provide more services to these customers.

Since the interviewed printing firms act mostly on a local or regional market, the firms’
reputation among its customers is important for a successful business. To be able to have
good customer relations the printing firms believe that performing a good job and providing
services that the customers appreciate are the most important things. Nevertheless, since the
commercial printing industry is under heavy price pressure, it should be noted that the loyalty
among the direct customers are founded on the mutual understanding that they trust to get a
competitive price.

Conclusions

This study concludes that it is rather common in the Swedish commercial printing industry to
integrate content creation, as roughly % of the industry offer these services. This is primarily
done to increase relations with direct customers and to some extent bypass advertising
agencies in the print media value chain. Direct customers are perceived as more loyal and
profitable than advertising agencies and print brokers. However, since usually only a small
part of the production is towards direct customers, the advertising agencies still are a very
important customer segment.

The integration of content creation gives rise to a potentially competitive situation with the
advertising agency customer segment. This problem is recognized by commercial printing
firms as they try to avoid competition with these customers. This paper illustrates two
potential ways of being able to work with direct customers and still make the competitive
situation with advertising agencies weak: (1) printing firms perform only simpler jobs that
advertising agencies are not interested in and refuse to take on jobs that are offered from
customers’ customers and (2) printing firms isolate content creation in a separate firm and
consequently can both compete with advertising agencies and still be a printing firm to these
customers.

Further Research

This study is part of a research project with the purpose of analyzing institutional
arrangements and customer relations in the media industry with a focus on the commercial
printing industry. To be able to draw more general conclusions on the competitive situation



between suppliers and customers in the commercial printing industry, interviews should be
performed with both advertising agencies and direct customers to printing firms.
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