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Abstract: This paper analyses to what extent the relationship among firms in
downstream B2B activities in the supply chain stimulates the relationship in
upstream B2B activities. This paper follows a qualitative methodology based
on semi-structured, in-depth interviews in seven firms from the plastics
industry, in three different countries that led to the preparation of seven case
studies. Results and findings suggest that the business relationship with
suppliers both encourages and results from a business relationship with direct
and indirect downstream customers in B2B markets, driving the development
of new products and the international presence of firms. Related to multi-stage
B2B theory and NPD activities, the paper suggests that there is a feedback
effect between the focal firm (plastics manufacturing firms), upstream suppliers
and downstream customers, i.e., the relationship between the focal firm and the
customers leverages the relationship between the focal firm and the suppliers.
This symbiosis leads to a more technically innovative final product, which
encourages more relational contact with the customer, giving rise to a more
dynamic form of internationalisation. Moreover, relational links involving a
multi-stage perspective in the supply chain are important to ensure a more
effective bi-directional relationship among the different stages of the supply
chain.
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1 Introduction

In today’s business world, firms exchange and share knowledge, resources and
capabilities in competitive arrangements throughout the supply chain, which we would
call networks. The network structure of the supply chain encompasses upstream and
downstream relationships (dyadic and multidyadic perspectives with suppliers,
customers, or both), which assume crucial roles in the development of competitive
advantages (Dyer and Singh, 1998).

Innovation is very important for firms as it involves activities such as market
orientation, knowledge management, research and development (R&D) and management
of teams (Moreira and Karachun, 2014). Innovation is closely intertwined with new
product development (NPD) activities, the integration of suppliers in R&D activities, the
involvement of customers in NPD activities, which have consequences for the firms’
performance (Moreira and Karachun, 2014). Innovation represents one of the main
avenues for building firm-specific advantages (Zucchella and Siano, 2014) and is critical
to the growth and success of the firm (Guan and Ma, 2003; Lisboa et al., 2011a).
Innovative resources and capabilities are recognised as a major driver of firms growth
(Teece et al., 1997), which is an area little explored specifically when firms are
addressing direct and indirect customers in foreign markets (Peng and York, 2001;
Hillebrand and Biemans, 2011; Lisboa et al., 201 1b; Kleinaltenkamp et al., 2012).

Innovation and NPD activities rely on knowledge and skills, which are based not only
on intangible knowledge and resource-based capabilities, but also on tangible



734 C.P. Ribau et al.

technological capabilities, influencing the firm’s sustainable competitive advantage
vis-a-vis competitors (e.g., Teece et al., 1997; Johnsen and Ford, 2006). However,
innovation-based networks are important to reduce uncertainty, to share costs and risks
and to access to external knowledge among actors in B2B relationships (Pyka and
Kiippers, 2002; Cozzarin and Percival, 2006; Weber and Khademian, 2008). Moreover,
external actors of a network also contribute to the creation and development of
capabilities, knowledge and innovation (Caloghirou et al., 2004; Johnsen and Ford, 2006;
Blomgvist and Levy, 2006; Kang and Kang, 2009).

Inter-organisational networks, which have been analysed from different theoretical
lenses, are important in stimulating firms’ competitive advantage and international
strategies (Ritter and Gemiinden, 2004; Hsu, 2005; Trkman et al., 2007; Franco et al.,
2011; Chang et al., 2012). Successful supplier-customer relationships may evolve to
larger B2B networks based on long-term relationships that are critical for the actors
involved, where the network is seen from a holistic perspective rather than from an
unilateral lens (van der Vaart and van Donk, 2008; Henke and Zhang, 2010; Wiengarten
et al., 2010; Hillebrand and Biemans, 2011; Kleinaltenkamp et al., 2012).

Cooperative involvement and a high level of integration between suppliers and
customers are very important for the supply chain as well as for business performance
(Wathne and Heide, 2004; Wuyts et al., 2004; van der Vaart and van Donk, 2008;
Nagurney, 2010). There is also literature regarding the importance of innovation and
NPD involving supplier-customer relationships (Handfield et al., 1999; Petersen et al.,
2003, 2005; Lages et al., 2009; Henke and Zhang, 2010), as well as how interaction and
transmissive capabilities are important in dyadic relationships (Johnsen and Ford, 2006,
2008; Moreira, 2009). There is also some literature on multi-stage marketing (MSM)
activities (e.g., Hillebrand and Biemans, 2011; Grewal and Lilien, 2012; Kleinaltenkamp
et al.,, 2012; Vedel et al., 2012; Dahlquist and Griffith, 2014; Homburg et al., 2014;
Schonhoff, 2014; Geiger et al., 2015), however, there is no literature acknowledging the
importance of innovation and NPD in MSM dealing with downstream customers.

As such, this article seeks to complement the knowledge on supplier-customer
relationships analysing both upstream and downstream relationships. First, analysing how
downstream customers influence the NPD activities of the (focal) firm, and second,
analysing how the (focal) firm involves its suppliers in the development of new product.
We argue that the firms’ critical innovation capabilities extend beyond the boundaries of
the firm specifically with suppliers and direct and indirect B2B customers, following a
MSM perspective (Schonhoff, 2014). Accordingly, this article explores firms’
relationships with their (equipment and raw materials) suppliers and their customers
through derived demand and how these relationships stimulate access to, and do business
with their B2B partners. This article follows a tripartite analysis on how multidyadic
relationships (downstream customers — focal firm — upstream suppliers).

The paper is organised in six sections. The rest of the article is structured as follow: in
section two we develop the theoretical framework and a set of three hypotheses. In
section three we explain the methodology of this study. Section four presents and
discusses the seven case studies analysed, helping our understanding of the relationships
between the firm and its suppliers and customers, and their importance for product
innovation and for the direct and indirect customers in international markets. The last
section includes the main conclusions of this study, as well as the managerial
implications.
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2 Literature review and conceptual framework

Upstream and downstream relationships allow firms to create interdependencies with
suppliers and customers, opening the way to new competitive advantages (Porter and
Millar, 1985). The importance of inter-organisational relationships and networks stem
from two different sources, as a means of generating competitive advantages (Dyer and
Singh, 1998): from within the firm, in which the resource-based view and the dynamic
capabilities approach play an important role; and from without the firm (classically the
industry structure). Taking into account the support of the three hypotheses put forward,
this section is going to be separated in three subsections. The first deals with
inter-organisational networks. The second section deals with MSM. The third section
presents the main hypotheses.

2.1 Inter-organisational network

The study of inter-organisational network has covered various typologies, functions,
characteristics and evolutionary perspectives (Simatupang and Sridharan, 2002; van der
Vaart and van Donk, 2008; Bergenholtz and Waldstrem, 2011; Franco et al., 2011;
Wiengarten et al., 2010; Chang et al., 2012; Popp et al., 2014). However, there is no
common definition regarding the multidimensional nature of inter-organisational
relationships in the supply chain (Wiengarten et al., 2010).

van der Vaart and van Donk (2008) analysed partnership orientation, supplier and
customer vision as an extension of the firm, joint responsibility, integrated production
planning, shared information and shared inventory management. They conclude that all
actors involved differently understand collaborative relationships. Vickery et al. (2003)
defend that collaborative arrangements need to include practices and attitudes that
reinforce supplier-buyer partnerships.

Soosay et al. (2008) analysed how continuous innovation enhanced networks in the
supply chain. They demonstrated that for continuous innovation to take place it is
necessary maintaining standardised operations, sharing knowledge and information,
sharing processes, which involve synchronising and interfacing cooperative activities.

Trust and commitment among players in the supply chain is essential (Simatupang
and Sridharan, 2002; Henke and Zhang, 2010; Nyaga et al., 2010). From the innovation
generation perspective, the lack of a relational perspective in supplier-customer
relationships hinders the firms’ capability to share goals, information, knowledge,
problem-solving activities, and joint improvement planning activities (Henke and Zhang,
2010). Nyaga et al. (2010) show that trust and commitment have important consequences
for satisfaction and performance in collaborative relationships, as they involve
satisfaction measures with the relationship and with the results. Finally, they also
highlight that customer and supplier perspectives have more similarities than differences.

In their search for profit and survival in global competitiveness, firms’ commitment
has led firms to adopt close, long term relationships in both upstream and downstream
activities, namely for those who compete in B2B contexts (Holmlund and Kock, 1996,
1998; Nagurney, 2010). In these close, long-term relationships, players might behave as
partners, as this type of relationship generates knowledge and benefits for all players with
competitive positions in the NPD process (Ragatz et al., 1997, 2002; Handfield et al.,
1999; Petersen et al., 2003, 2005) and creates valuable capabilities for all firms involved
(Johnsen and Ford, 2006).
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Lambert and Cooper (2000) and Wathne and Heide (2004), focusing on upstream and
downstream activities, claim that focal firms have the ability to make strategic choices,
keeping different relationships with their suppliers or customers in terms of trading
transactions, activities or relative power influence.

2.2 Supply chain network and innovation

The constant changes in the global trends for materials, product design, requirements and
consumer preferences mean that downstream retailers (shown as level one in Figure 1)
have to be sufficiently flexible as intermediaries in the relationship between the end
consumer and the manufacturer, which subsequently influences the upstream relationship
(level two in Figure 1). In this sense, and in-line with the literature on relational
marketing, multidyadic relationships affect the whole supply chain (e.g., Anderson et al.,
1994; Wilkinson, 2001; Min and Zhou, 2002; Johanson and Vahlne, 2003; Wathne and
Heide, 2004). In other words, the manufacturer, its suppliers and its customers are all
affected by and have an effect on business relationships (Anderson et al., 1994). The
links between the activities, the dependencies between the resources and the ties between
the actors that evolve in this relationship, all develop in connection with a wide network
of actors, patterns of activity and a set of resources. Together, these make up the business
network reflected in the supply chain of the firm, where each actor takes on a different
role in the success of the chain as a whole (Trkman and McCormack, 2009; Popp et al.,
2014). This encompassing network facilitates access to knowledge, shared relations, the
flow of information, motivation, productivity and innovation (Bergenholtz and
Waldstrem, 2011; Popp et al., 2014), supporting the competitive advantage of firms and
bolstering their strategic positions (Johanson and Vahlne, 2003).

In networks, players are willing and expected to show cooperation, ease access to
information, technical know-how and financial support, be a source of competitive
advantage and knowledge capabilities. As such, NPD activities are expected to play an
important role in B2B markets dictating the innovation strategy of the firm, which is
reflected both in its upstream relationship (with implications for suppliers of raw
materials and equipment), as well as in its downstream relationship with its customers
(seeking to expand their activities in international markets). This network is crucial in the
NPD process as it supports the product adaptation to international contexts, which is
crucial in B2B firms that require multiple product features (Lages et al., 2008a).
Moreover, although there is research on product adaptation vs. international marketing
strategy and performance (e.g., Theodosiou and Leonidou, 2003; Lages and
Montgomery, 2004; Lages et al., 2008a, 2008b; Hultman et al., 2009), there are no
studies following a MSM perspective addressing NPD and adaptation to customers and
indirect customers.

Cooperation, power and dependence are important to these relationships (Johnsen and
Ford, 2008). Experience and inclusion of suppliers/customers in cooperative projects, as
well as the influence exercised by the customer and the supplier on the network in areas
of knowledge, capabilities, skills, technical aspects, or even the NPD activities and
strategies, capitalise the benefits of working together. These relationships also affect the
performance of the firms involved (Lemke et al., 2003). According to the power of
relationship between the focal firm and its upstream and downstream partners, Chang et
al.’s (2012) research focused on strategic actions adopted by firms to capitalise the
benefits of supply chain network. Chang et al. (2012) proposes a typology, featuring the
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relationship between the focal firm and its upstream and downstream partners, into four
types:

1  focal firm dominance

2 upstream network dominance

3 focal firm obedience

4 downstream network dominance.

According to them, the firm’s strategy depends on these specific relationship types,
which takes place in different contexts/environment within a specific structure of supply
chain network.

Figure 1 Illustration of the study scope: supply relationship and example of plastic industry value
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B2B suppliers have to deal with relationships with not only their direct customers but
also with customers’ customers (Dahlquist and Griffith, 2014), which leads to valuable
information on market characteristics, creates product preferences among customers and
stimulates derived demand (Webster, 2000). A multi-stage awareness of MSM is
important in B2B markets as the proximity of relationships between suppliers and direct
and indirect customers have positive results to each other, avoiding essentially further
adjustments of the product (Homburg et al., 2014). As such, customer relationship
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management has to shift to a supply chain management, consistent with the pull-push
strategy (Homburg et al., 2014). Moreover, a MSM strategy is important for B2B firms
(Geiger et al., 2015) as customers further along in the supply chain are often disregarded
by marketers (Kleinaltenkamp et al., 2012) and are very important in terms of brand
satisfaction (Dahlquist and Griffith, 2014) and customers’ willingness to pay (Geiger
etal., 2015).

Literature on derived demand or MSM is quite limited when compared to literature
on inter-organisational networks. For example, Hillebrand and Biemans (2011) analyse
how B2B firms address their marketing activities with their direct and indirect customers
and conclude that they normally fail to establish effective relationships with them. Vedel
et al. (2012) conceptualised different levels of multi-stage marketing on triadic
relationships exploring the concept of interaction and interconnection. They conclude that
MSM enables a rich and multi-dimensional understanding of how different business
relationships influence each other, which assists managers in progressing from a
single-stage relationship to a multi-stage awareness and communication stage that leads
to a multi- stage marketing perspective. Kleinaltenkamp et al. (2012) analysed how a
manufacturer helps its direct distributing partner to sell its products to the distributor’s
customers. Dahlquist and Griffith (2014) focused on building brand differentiation based
on the relationships with direct customers and customers’ customers. They not only
conclude that when the component supplier increases its brand differentiation and profits
the customer (OEM) tries both to offset the component supplier’s gains and to benefit
from the customer’s customer investments. Homburg et al. (2014) focused their research
on B2B supplier’s marketing approaches to indirect customers. They concluded that the
internal professionalisation of the B2B supplier’ organisational structure further
strengthens the positive financial impact of each of the specific indirect customer
marketing approaches that lead to financial success. Geiger et al. (2015) investigated
various types of MSM by a B2B supplier and conclude that when relationships are based
on value perception MSM significantly increases purchasing agents’ willingness to pay.

The MSM is a topic in its early stages, as such new insights on MSM complementing
the traditional-inter-organisational network perspective are necessary as the landscape of
marketing activities and relationship among players change (Gundlach et al., 2006; Vedel
et al., 2012; Homburg et al., 2014; Schonhoff, 2014; Geiger et al., 2015). As such, this
paper seeks to complement previous studies on inter-organisational networks and MSM
based on the importance of NPD process dealing with upstream and downstream
activities in the international competitive environment combining social and technical
disciplines.

2.3 Conceptual framework and hypotheses

This article highlights the upstream and downstream relationships that lead to a more
technically innovative final product that in turn facilitates access to international B2B
markets. Based on Chang et al. (2012), Figure 1 describes the conceptual framework
showing the relationships under analysis:

1  between the manufacturer (focal firm) and the customer (direct and indirect B2B
customers)

2 and between the manufacturer (focal firm) and the supplier.
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Based on literature on networks and MSM (e.g., Henke and Zhang, 2010; Wathne and
Heide, 2004; Homburg et al., 2014; Popp et al., 2014; Franco et al., 2011; Hillebrand and
Biemans, 2011), we present Hypothesis 1:

Hypothesis 1 Downstream customers play an important role for the (focal) firm in the
creation of new products to serve downstream customers new needs in
international new market influencing how the (focal) firm expands to new
international markets.

Based on literature on NPD, innovation and upstream relationships (e.g., Henke and
Zhang, 2010; Hillebrand and Biemans, 2011; Johnsen and Ford, 2006; Moreira and
Karachun, 2014), we present Hypothesis 2:

Hypothesis 2 The NPD needs of the (focal) firm’s customers strongly influence the
(focal) firm’s upstream activities with its suppliers.

Based on literature on MSM (Gundlach et al., 2006; Kleinaltenkamp et al., 2012; Vedel
et al., 2012; Dahlquist and Griffith, 2014; Homburg et al., 2014; Geiger et al., 2015), we
present Hypothesis 3:

Hypothesis 3 It is the success of the (focal) firm in upstream activities in the
development of new products that underpins the success of its success in
MSM downstream activities, supporting the (focal) firm in its expansion
to new international markets.

3 Research methodology

This work involves qualitative analysis, based on the analysis of seven firms of the
plastics industry. The case study methodology used an exploratory research method with
an inductive approach, taking into account the relatively unfamiliar grounds of analysing
MSM. This approach was considered to be the most appropriate for studies that are at the
same time explanatory and exploratory (which centre on the ‘why’ and ‘how”), and most
appropriate for uncovering relational aspects which develop over time (Yin, 2008),
around B2B interactions among the focal firm and its suppliers and customers. On the
other hand, the case study is the most common choice for qualitative research in
international business (Marschan-Piekkari and Welch, 2004). We aimed to compare the
cases in a systematic way (Ghauri, 2004).

We selected firms from the plastics industry for several reasons that are essential to
the study. The plastics industry:

a is an important industrial sector that has been continuously growing by an average of
around 9% per year (Plastics, 2010)

b  is highly competitive and innovation plays a key role as an interaction mechanism
with customers and end users, which allows, among other things, product
performance problems to be identified, new solutions to be proposed, and new
tendencies to be uncovered (CAVIRC, 2016; ABIPLAST, 2009)

¢ is atechnical sector barely studied on literature, despite being highly competitive and
innovative
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d s part of strong supply chain network in which suppliers and customers have a
crucial role.

The case study firms were selected based on judgmental/purposive sampling (Patton,
2015), which involves the selection of cases that meet a set of criteria important to the
research. Seven case studies were selected based around three requirements:

1  experience with the idiosyncrasies associated with international business activities
2 active in B2B relationships

3 manufacturing firm operating in the plastics industry (transforming polymers in a
final plastic product: focal firm of this study).

As no substantial further insights appeared to emerge from the addition of other firms, we
decided that the seven cases would be sufficient, as there would be no point in carrying
out interviews in other firms following the point of theoretical saturation (Eisenhardt,
1989).

Seven (focal) firms were selected, agreed to take part in the study, and were willing to
respond to a set of questions previously devised for interview. These firms are
representative of manufactures of the plastics industry essentially for two reasons:

1 they were indicated by plastics industry’s stakeholders, having European
representativeness on the technology segment used for transforming polymers in a
final plastic product

2 they comprise several technological segments.

The firms included are from Portugal, Spain and Italy, giving a cross-border character to
our study. In addition, the firms in this study represent the two most common productive
processes in the plastics industry (injection and extrusion), covering several plastic
products (hoses, packaging, sanitary ware). For confidentiality reasons, the firms taking
part in this study remain anonymous, being identified by the letters A to G. The firms
produce a diverse set of products aimed at different segments of the market.

Data collection involved multiple sources, comprising primary data collection
through interviews and secondary data through public sources, such as the websites of the
firms, marketing information and multiple observations. The different sources are
important for triangulation, in order to ensure the validation and reliability of data
(Andersen and Skaates, 2004; Ghauri, 2004). This allowed us to study managerial actions
regarding supplier and customer involvement in NPD activities. Such a research method
matches our goal of studying downstream and upstream multidyadic relationships and
their influence on international markets, in which the identification of new product
patterns play an important role in building explanations (Pettigrew, 1992).

First, secondary data were collected (websites and different documents of the firm
such as catalogues, flyers, etc.; public sources, such as government and specific plastic
industry associations websites, etc.). Then, primary data were collected from
semi-structured, in-depth interviews in order to understand the relationship across the
supply chain, focusing on specific aspects connected to upstream activities (suppliers of
raw materials and machinery/technology) and downstream activities (service activity to
the customers). The face-to-face interviews took place with the person responsible for
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handling the relationships with suppliers and customers, namely privileged informants
with the information required: general managers, heads of R&D, export, commercial, and
exports departments.

The interviews began by explaining the research, guaranteeing anonymity, and
requesting authorisation to tape-record the interview. The interview script sought to
explore the policies used by the firm in their product innovation process: identifying the
degree of intervention by both the customer and the supplier; characterising the firm
within the plastics industry, its upstream and downstream activities, its types of
relationships (relational or transactional), and some relevant aspects of the relationship
(how close the NPD process is; requirements of the service provided; technical and
commercial process assistance; involvement in what to produce, product specifications,
price, quantities, etc.). The interview script included questions to triangulate the
information obtained by informants with additional information obtained through the
website of the firms and public sources (e.g., firm size, age, international
presence/experience, export ratio, export markets, current markets, etc.).

The interviews were carried out with two researchers at the firms (with exceptions of
E, F and G cases), which allowed to visit the manufacturing plants and have access to the
commercial, manufacturing and R&D departments. This procedure helped make the
interviewees feel more comfortable while speaking in their own environment and enabled
events and discussions to be observed in their natural setting, instead of solely relying on
pre-arranged interviews. The researchers maintained a passive and unobtrusive presence,
so as not to interfere with ongoing events and activities.

During the interviews, we explored the downstream relationship. Based on the needs
of customers we explored how the new product was developed in the focal firm and how
this interfered on upstream relationships and subsequently on downstream relationships.
In order to support the results of the interview allowed we asked for concrete examples.
The characterisation of the cases is presented in Table 1.

Plastic industry stakeholders supported the identification of the selected firms. From
the seven firms analysed, four of them are from Portugal, two from Spain and one from
Italy. The E, F and G cases were included on the research because they have an important
foothold in Portugal and, more importantly, they give an international approach to the
study, supporting a comparison with the Portuguese reality. The interviews lasted
between one and a half to three hours. In the case of the Portuguese firms, the interviews
took place at the informant’s sites. The interviews with the representatives of the Spanish
and Italian firms took place at the university (we invited the international market
representatives to grant us an interview while they were visiting Portugal on one of their
business tours). All the interviews were type-recorded and subsequently verbatim
transcribed; two researchers conducted the interviews in order to reduce observer bias
(Voss et al., 2002), increase the study potentiality and enhance the reliability of the
findings (Eisenhardt, 1989).

The visits to the manufacturing plants helped gain an understanding of the
environment through contact with production units and familiarisation with the products
produced. In this way, the researchers were able to improve their understanding of the
examples given by the interviewees. After each visit, the researchers’ impressions were
attached to the summary of each interview.
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Characterisation of the cases

Table 1
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The main results of Portuguese firms

Table 2
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The main results for firms E, F and G

Table 3
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Data from all sources were collated and transcribed into single case stories, helping
identify missing information. Data were then analysed in two stages: initially each case
was analysed separately by building single case studies and only then was a comparison
between the cases carried out in order to answer to the research questions (Eisenhardt,
1989). We used prudent qualitative data analysis techniques, so the information obtained
through interviews and other sources was cross-verified for validity and reliability and
integrated into tables with a summary of each case.

After collecting data from each firm, we performed a within-case analysis based on
categories reported in Tables 1, 2 and 3. We conducted the cross-case analysis, looking at
the similarities and differences among the cases.

4 Presentation and discussion of the case studies

Case A is a firm founded 47 years ago. The firm produces plastics using extrusion,
making pipes and hoses for household and garden products, agriculture, industry and
construction. It was recognised for its success in internationalisation by AICEP' in 2010
and for the last seven years it has been awarded PME Leader status’.

Case B is a firm that has been operating for 62 years, producing sanitary ware for the
construction sector (notably plastic cisterns). It is known as the largest producer of
cisterns in Europe and in 2013 it received first prize for Total Flow Management by the
Kaizen Institute in the area of ‘excellence and productivity’. This award seeks to
recognise continuous improvement and process innovation in firms.

Case C manufactures plastics using a variety of processes: extrusion blow moulding,
injection and injection blow moulding. Their products include stiff packaging for the
pharmaceutical and cosmetics industry. Firm C was nominated for the PME Leader
award and PME Excellence’ between 2012 and 2013.

Case D is a corporation made up of four firms which manufacture flexible packaging
(film and plastic bags) using extrusion cast and blow moulding. Founded 34 years ago in
Portugal, they produce for the industrial, commercial/services, agriculture and
construction sectors. This group is the leader in the Iberian Peninsula in the production of
flexible packaging, with a place among the top 15 in the European producers.

Cases E, F and G are part of the plastics industry that makes flexible hoses. Case E is
a firm that has been making flexible hoses since 1995 in Spain. Case F is involved in the
same core business as case F and also based in Spain, using extrusion and co-extrusion of
plastics to manufacture pipes and hoses for applications in industry, agriculture,
construction and gardening since 1972. Finally, the firm behind case G is located in Italy;
it was founded in 1952, making it the oldest case in this study.

A brief profile of each of the case study is presented in Table 1. The results are
brought together in Tables 2 and 3, relating the interaction between the principal elements
of the upstream and downstream networks in the plastics industry, along with other
elucidative variables from the study for each of the firms studied. Although there are
specific factors relating to each of the firms analysed, there are clear patterns, which will
now be discussed.

Based on the analysis of the seven cases we can conclude that the ability to establish
long-term relationships with international customers creates a flow of technological skills
and changes in the production process of the firm. This is then reflected in widening
usage of the product across different markets; new customised products are included in
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the standard range, which impacts on the ability to enter new segments of the market, as
in the case of firm A, or simply creating a new product to order for a specific customer,
as is the case for example with firm C.

The relationships of the firms studied are at different stages/states: not all the
customers display an active/dynamic relationship at a technical level (i.e., in acquiring
skills and technical changes to the products and the firm). There is a relational
interaction, although it is more common that international customers are more
actively/dynamically involved in innovation projects and technical development of the
product. The role of the customer is essential in this process as part of the value creation
chain, helping drive the indirect international presence of the plastics firm. This occurs
when the plastics firms manage to develop/adapt the new product to the need of its
international client.

We can also conclude that price is the primary factor underlying international
competition in the plastics industry. In the international context, firms operate in a market
where aggressive pricing is normal. This is reflected in a high level of investment in
technology and modernisation of industrial equipment, helping maintain control over the
cost structure and release enough margin for the firm to be more competitive in the
international market. The competitive market pressures — particularly in the international
market — require technical differences and technological innovation, such that the
production equipment is capable of optimising the production process so that the product
is competitive on a cost basis, while also meeting the technical innovation requirements.

Opinion was unanimous regarding the Portuguese firms: adequately serving the
international market — primarily in terms of the more stringent technical demands —
allows the new range of products to be subsequently adapted to the international market.
In this way, success in serving international customers and adopting the new products to
their customers’ customer needs open a window of opportunities to the national market; it
then becomes essential that there are close relations with the suppliers of raw materials
and equipment to generate new internationally competitive products. When this
successful feedback takes place Portuguese plastics producers were able to add the new
product range to the international market, giving them a competitive edge.

The most valuable differentiating characteristics in this core business, which are
decisive in the purchasing decision, can be summarised by: the technological and
productive capability of the firm and the flexibility of the customer-oriented NPD process
(which includes the guarantee of functionality, innovation and product quality); reduced
delivery times, ability to compensate for a lack of price competitiveness in the
international market (due to the additional transport costs), which all firms in the study
cite; product quality and reliability; product safety, product guarantee and technical
support; as well as the follow-up given to the customer. In some segments, as in the case
of firms C and D, environmental policy, or criteria of hygiene and safety are also
considered at time of purchase. However, the first set of factors drive the ability to build
relationships (based on trust) between the plastics industry and its customers. This helps
encourage close relationships with suppliers and the international presence of the firm.

Customised products are normal in this core business. This encourages a set of
relational partnerships between the firm, the customer and the supplier, built on long
lasting and stable foundations. The relationship in place between the firm and the
customer for customised products is closer than relationships with customers when they
purchase products from the standard range. It is important to note that the product price is
very important — although this is truer for the standard ranges than for customised
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products. The output in this industrial sector is varied, but for the most part the plastic
product involves significant technological input, to the point that emphasis in the
marketplace is placed on customer support and assistance, with differentiation through
the level of service and delivery times. In this respect, the strategic positioning of the
plastics industry seems to be supported by a supply chain that maximises customisation
and service. As such, relationships based on mutual commitment are made possible by
providing solutions at the development stage to customised products.

The firm’s bargaining power with the raw materials supplier is essential to creating
value in the plastics industry. The cost of the raw materials in this type of industry is
intrinsically linked to the price of oil, a factor that is beyond the control of the firm. As
such, the relationship forged with the raw material supplier becomes fundamental when
planning purchases subject to oil price fluctuations, in obtaining the quantities and grades
required, in guaranteeing the quality of the raw materials and in developing chemical
compounds as part of the customisation and development of new plastic products.

The bigger the size of the firm the easier it is to forge partnerships with large
international suppliers of raw materials. This provides a competitive edge in the process
of value creation from innovation and customisation of the plastics products. This
collaboration in the R&D and NPD process becomes easier when projects have more
potential, as shown by the amount of business they represent for upstream firms. All this
stimulates plastic producers to the point that they gain size allowing them to improve
their upstream bargaining power. It is only in this way that the supplier becomes actively
involved in the NPD process, rather than just supplying standard raw materials. This is
something that is visible in firms B, D and G, where reference was made to the fact that
(unlike some competitors) they were able to develop a special relationship with raw
material and equipment suppliers based on the relationship that they can develop
upstream.

In terms of innovation, there are particular features in terms of the product and the
process. The firms E, F and G state that process innovation is important for their
competitiveness and that they have the internal capabilities to develop their products,
notwithstanding the work they do together with the raw material suppliers. The situation
for Portuguese firms is rather different: all of them seek to work together with raw
material and equipment suppliers when developing new solutions for their customers.
Process innovation is also important in the search for keeping costs as low as possible. As
such, it can be stated that Portuguese firms place more emphasis on product innovation
than process innovation in this type of industry. This may be the result of differences in
the level of technical endowments between Portuguese and foreign plastic producers.

There are certain differences among the technological endowments of the firms, as is
the case of the industrial plastics producers or polymer producers. However, one can
claim that knowledge of the characteristics of the different segments of the market will
also affect the innovation structure in this type of industry, stimulating the development
of external relations with downstream markets. External relations (both upstream and
downstream) give this sector a continual capacity for product-based innovation and
learning, based on economies of scale and on serving indirect customers in international
markets. As relationships are built up covering the production flows a firm has with all
the actors (i.e., suppliers), the industry sector is energised and evolves. This is reflected in
the networking activities upstream and downstream in the supply chain, and from a wider
perspective, in its international presence.
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The number of workers in R&D compared to the sales volume and the level of
customisation suggests that the plastics industry relies on the upstream relationship.
However, there are differences between Portuguese and foreign firms, in particular, raw
material suppliers are seen as important among Portuguese firms, given that access to
process innovation based on technology/machinery is similar in this industry (or at least it
is dependent on in-house know how).

The international market for plastics is more diversified than the Portuguese market.
This implies a higher level of competition in the international market, particularly at the
market entry point. However, after entry it is easier to maintain the relationship with
international customers. There is a common characteristic shared by all the international
customers in the plastics industry: customised tight requirements both technically and for
delivery times. In order to respond to specific needs, international customers try to
develop trust-based relationship with their plastic suppliers. Because of this indirect
demand, plastic suppliers tend to their upstream to develop specific raw material and
equipment. This may to either radical innovation (a completely new product, which may
imply a new production process with a high degree of complexity and technical
requirements), or incremental innovation (requiring a change in the mix of the raw
materials used). As such, to gain entry to international markets and be competitive the
plastic producer needs to be able to show responsiveness and flexibility in adapting the
products to the technical demands of different markets. In this respect and based on the
findings, both upstream and downstream relationships are crucial when considering
international acceptance.

Based on these findings and according to Chang et al.’s (2012) framework, the
plastics manufacturer can be categorised as an obedient focal firm in the supply chain, the
weakest position. These kind of firms have highly customised products and depend on
both suppliers and customers, as such one can claim that the centres of the network are
located both upstream and downstream where the main network actors are located. The
focal firm is constrained by both upstream and downstream actors and plays a
complementary role on this supply chain network, as the downstream customers are few
but significant, which leads the focal firm to establish customised products based on
long-term contracts as a means of having access to a long array of new customers and
products.

Based on the analysis of the seven cases, Figure 2 presents a brief summary of the
supply chain network of the plastic manufacturer. This figure depicts the hypotheses of
our study, as downstream customers and upstream suppliers have an important role for
focal firms in the NPD process as the plastic market favours customised products
(Hypotheses 1 and 2). Long-term relationships with customers allow focal firms:

a  to create a diversity of new products, involving suppliers in this process, although
based on relationships both downstream and upstream in the supply chain

b  to have access to new markets/customers in international markets (Hypothesis 3).

A differentiating characteristic between the Portuguese firms (A, B, C and D) and the
Spanish and Italian firms (E, F and G) relates to the fact that the latter group saw their
national markets as having similar requirements to the international markets. The
Portuguese firms, however, were clear in their view that the national market was
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significantly less demanding than the international market, particularly in terms of the
technology used, which is associated with the complexity of the products being produced.
In addition, Portuguese firms unanimously stated that their presence in international
markets leads to improvements in the range of products offered to the national market. In
this respect, while the highly competitive national markets in Spain and Italy helps their
national firms to break into international markets, Portuguese firms use price to compete
at this level, allowing them to adopt a new competitive position in the national
Portuguese market.

Figure 2 Supply chain network: focal firm obedience

|:> Plastic manufacturer <:|
(focal firm)

Both upstream and the downstream levels enjoy a relatively high degree of power.
Downstream firms have a power advantage over the focal firm not only because their
bargaining power, but also because they serve and know the end customers’ needs.

Both upstream and downstream players of the network are highly consolidated industries.

Focal firm’s upstream strategies Focal firm’s downstream strategies Hypotheses
Strengthen bi-directional Obtain a long-term contracts. 1
knowledge-sharing routines. Customise products for critical customers. 2v
Avoid lack of resources. Provide product information to customers. 3v

Focal firm Upstream and downstream strategies
Promote the development of complementary resources and capabilities to both upstream
and downstream networks.
Adjust focal firm resources and capabilities to being committed to its upstream or
downstream partners.
Modify and open its organisational structure to join boundary-spanning activities.
Aim for collaboration.

5 Conclusions and implications

The suppliers (of raw materials and equipment) and the international customers are the
fundamental elements of the supply chain network. A strong position with good
relationships on a competitive footing, both upstream and downstream in the supply
chain, helps firms to produce a more competitive final product, maintaining the quality
requirements demanded by the most stringent international customers. This is due to a
feedback effect, or in other words, the partnership that the focal firm forges with its
suppliers is reflected downstream in the customer, and vice-versa. This then reinforces
the trust that the firm communicates to the market when developing new products and in
stimulating the relational partnership established with the customer, based on its
customers’ needs.

This symbiosis leads to a more technically innovative final product, which
encourages more relational contact with customers, extending networking activities with
international customers and strengthening its competitiveness.

The plastics manufacturing (focal) firms look to their raw material and equipment
suppliers as a way of developing and innovating their products. However, they do not
forget the importance of the market’s demands and the opportunities and needs of their
direct and indirect customers in the decision making process.
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The plastics industry is highly characterised by the vertical relationship between the
suppliers and the customers. In other words, the downstream relationship stimulates the
upstream relationship, which in turn leads to more involvement in the downstream
relationship. This ensures that the focal firm develops an increased level of loyalty to the
customer in international markets.

It is possible to conclude that all firms analysed validate Hypothesis 1, which
underpin their international path based on the customer needs. This international
demanding environment sparks off an upstream relationship with suppliers validating
Hypothesis 2. However, it is the creation of new products and solutions in upstream
activities successfully deployed with downstream customers in international markets that
give focal firms a competitive edge, validating Hypothesis 3.

Using the concepts of the supply chain and MSM, this article highlights the
importance of suppliers and customers as a means of competitive positioning for an
exporting firm and defining the strategies of product innovation.

From a theoretical point of view, this exploratory research sheds new light to MSM
activities as firms need to bear in mind two important ideas: they need to build relational
links and to create close ties with their partners as a way of ensuring more effective
product innovation and increased success in serving international customers. This work
also supports literature on inter-organisational networks and NPD by presenting
power-based relationships among actors in the network. It also provides a comprehensive
analysis of B2B supplier approaches to direct and indirect downstream customers within
a specific industry, enriching previous research findings by presenting seven case studies,
which provide a more comprehensive strategic consideration of the relationship of B2B
firms with its suppliers and its customers in a multi-level perspective.

This study has managerial implications. The first one reinforces the idea that by
stimulating close relationships, with either the customer or the supplier, focal firms will
be facilitating their presence in international markets. We also provide a comprehensive
understanding of the complex structure of B2B networks on plastics industry, whose
players seek to reduce the uncertainty of their low technology endowments competing
successfully in international markets. The interaction with downstream-customers and
upstream-suppliers along the supply chain, in which regular information is exchanged,
helps firms in their learning and decision-making process and could be considered a
window of opportunities to new businesses.

This study focuses on relationships and is based on seven case studies. While the
results cannot be generalised, they open doors to other potential studies in the area
(namely quantitative studies using multivariate techniques) which might shed light on the
importance of the upstream and downstream network for the supply chain when the firm
moves into international markets. On the other hand, this study was not concerned with
how radical the product innovation was at the seven firms. As such, it would be
interesting for future studies to assess the level of product innovation to understand how
downstream and upstream involvement/relationships influence the level of radical
innovation. Similarly, it would be interesting to define a metric for a firm’s level of
international presence, as a way of understanding if there is an association with the level
of involvement, as well as the ‘character’ of the innovation (radical/incremental) in
relation to the international presence.
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Notes

1

AICEP Portugal Global — Trade & Investment Agency is a government business entity
focused on encouraging the best foreign firms to invest in Portugal and helping Portuguese
firms succeed abroad in their internationalization processes or export activities.

The status of PME Leader is awarded by IAPMEI (Public Agency for Competitiveness and
Innovation, tasked with promoting competiveness and growth among SMEs, with a basis in
innovation and entrepreneurship) using criteria fundamentally related to competitive support
and growth strategies.

The status of PME Excellence is awarded by IAPMEI using criteria related primarily to
profitability, financial autonomy and growth in the volume of business.



