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Foreign sibsidiaries are business unitghin multinational companiesperating under

control of parent organizationsuBsidiaries possess distinct arrays of information that
oftenti mes happen t o Vieiltymto subsaifiry dpéraionpis r e n
nowadaysbecomingmore of a need thaa luxury. Distribution, representing activities
needed to deliver finished products from the engrofluction tocustomes, as well as

the costs related to distribution are among the mang sre o f subsidiary
operations that oftentimes are not thoroughly visible to the parent organization.

This study is based othe assignment of the case company ahe tbjective is to
developa tool for parent organizaticdhatwould enablecostvisibility into distribution
of its foreign subsidiary The objective is achieved by creation thie subsidiary
distribution cost databasé¢he use ofwhich provides valuable cost informatiomo
subsi di ar y 0 s cahseguentlyfatilitates toendinanand of cost visibility
into subsidiary distribution.

In order to address the problem, based onréveewed literature, certain conceptual
framework is developed and applied to a real ces&erms ofreseach methodology,
this study utilizes the rearch of empirical type with the purpose of theory and
application. Moreover, case study research strassfgylowed and such data generation
methods as the use of existing materials, interviewing and action saie®cgloited.

In the result of this tedy, the case company receives a valuable tool eliminating
uncertainty oibutioh asowell ad pravidiggorsa cdeiasbtirl i ty of
transportation costs. Case company reinforces its parental control and enriches the
ability to evaluate sbsi di ar yé6s per f or mthenactealcdstadt i n g
transportationThe study providethe basis focostefficient adjustment of ssbi di ar y 6
distribution strategy as well @ptimization ofrelatedbusiness processes.
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1. INTRODUCTION

1.1. Background

Multinational companyMNC) is eny company that is engaged bsinesperations
beyond its domestic borders (Cullen & Parboteeah, 2008 normallyconsiss of a

parent organization and a nber ofsubsidiaries abroaDura & DobreBaron, 201).

As distinct frommultinational corporations, multinational companies are not necessarily
publicly owned through stocks (Cullen & Parboteeah, 2008) and practically can even be
small or mediumsized fanily-owned private businessesMNCs are operating within
complicated, intricate and heterogeneous setsusinessnvironmerg (Mahlendorf et

al., 2012) ancare constantly challenged by the complexity of markets, differences in
cultures and issues causgddeographical ditances.

Foreign sibsidiaries, being essentiattribute of modern MNCs,are business entities
functioning under the patronage of parent organizations. Psubstdiary relationship

can never be a straightforward one (Birkinshaw et @002 The role played bipreign
subsidiaries in the networks of modern MNCs has lately received a great attention in the
literature (Harzing & Noorderhaven, 2006). On the whole, opinions towards high
importance of subsidiaries for MNCs as well as thenstnoeed for efficient subsidiary
management have reachedonsensus (Birkinshaw & Persen, 2009).

Accordingly, the perception dforeign subsidiary as a part of MNC has gradually
shifted from treating subsidiary as an ordinary and petty cost contriboitdhe
appraisable high value creator (Muringaseril, 2007). In the latter treatiowsngn
subsidiary indeed deserves significant attention from the side of parent organization, its
constant support, management and control. Neverthefésgerd parenthmanagement

and control is only made possible by decreasing uncertainty through attaining the high
extent of visibility into subsidiary operations.

As a general rule, there appears to be a continuous misalignment of perception in
between the parent and isubsidiary: where subsidiary seeks autonomy, parent seeks
for control; where subsidiary chases own interests, parent concerns about the interests of
MNC (Ameguide, 2009). Such misalignment could potentially prevent parent
organizations from maintainingu8icient visibility into their subsidiary operations,
negatively influencing controlling ability and dsmnmaking. Therefore, parent
organizations are constantly pursuing sufficient and adequate information sharing
provided by their subsidiaries. Howazy reaching the sufficient extent of visibility at
parental level of MNC is usually claimed to be a real challenge (Zelinger, 2011).



Efficient information sharing within the MNC is stated to bial (Piscitello &
Rabbiosi, 2006), implying the visibilitpf information amongthe compan§ snits.
Operating undecontrol of parent organizatiprsubsidiaries possess distinct arrays of

i nformation that oftenti mes Abamaper of fact,to b e
information onsubsidiary distribuion and distribution costis not an exception.

Indeed, distribution, representing activities needed to deliver finished products from the
end ofproduction to the customer, as well as tbets related to distribution are among

the many areas of subsidab s busi ness operations that
visible to the parent organizaton However , Ssubsidiaryos di
costs might have a considerable effect on consolidated business of the whale MNC

1.2. Problem of the study

Current hesis is based on the subject provided by the case company. Ambiguous
character of information on distribution being received by the case company from its
foreign subsidiary along with the i mmode
figures sharpl questions the fairness and rationality of the overall subsidiary
distribution operations. Generally, the study addresses an issue of visibility into
subsidiary operations and cost visibility into subsidiary distribution, in particular.

Lack of subsidiay distribution transparency as well as unavailability of detailed
subsidiaryds sales freight expense recor
company and, in particular, practical inability of thorough parental control over its
subsidiary. Findy, the problem to be addressed by this study could be portrayed as
virtual blindness of the case company regarding how exactly the products are distributed
by its foreign subsidiary, where the sales freight expenses are in detail coming from and
what kindof impacton business performande they actually retain.

1.3. Objectives of the study

Case company pursuits improved cost visibility into subsidiary distribution. Therefore,
the overallobjective of thigrojecti s é

ét o dev e [foopgarera orgarozationenabling enhanced cost visibility into
distributionof its foreign subsidiary

In other words, the study aims (b) provide a meaningful distribution cost reporting
tool for the case company in order to thoroughly trace distribution costs of its foreign
subsidiary. Moreover, this togR) has to be applicable for the further analysis of the
impact of distribution costs on the business performance of the foreign subsidiary.
Eventually, such a tod[3) has to facilitatehe ability of case company to caoitthe
operations of its foreign subsidiary and its distribution in particular.



1.4. Overview of the case company

This study is carried out on the assignment of Kiilto Oy. Kiilto Oy is a medized
Finnish chemical company. The company was founded in Tampef®19 and,
nowadays, focuses on development, manufacturing and marketing of adhesives and
other relatedchemical products. Generally, Kiilto brand promotes the promise of a
better living environmerdnd brighter tomwow (Figure ).

KIILTO

Figure 1 Kiilto logo.

Kiilto Oy is the member of Kiilto Family group of companies, currently involving six
members. Annual turnover of Kiilto Oy is 77 million euros (2011), which counts for a
half of that of the whole grougiilto Oy employs some 400 people in total atte
head office is located in Lemi@d@, where the researcher had a chance to ¢etdd

during the study (Figure)2
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FigUre 2 Kiilto Oy in Lempaala.

Moreover, Kiilto Oy being a multinational companwgctively operates in countries
other than Finland byhe means of foreign subsidiariesccordingly, geography of
Kiilto abroad includessuch countries as Sweden, Poland, Estonia, Latvia, Lithuania,
Ukraine, Belarus and Russia.



Generally Kiilto Oy offers customers comprehensive solutions for surface atpay
bonding, coating and sealing. Main categories of product assortment include:

e Adhesives

o Waterproofing membranes

e Floor leveling compounds and wallplasters
e Joint and fixing mortars

¢ Bonding sealants and silicones

e Parquet lacquers

e Thinners

e Foundry produts

Customers of Kiilto Oy range from private entrepreneurs to hardware store chains and
large industrial businesses. Sales shares by busm2841 are presented in Figure 3

Export to subsidiaries Construction

Direct export Rennovation
\ Interior decoration

Wood and funiture industry
Window and door production
Gluelam and log production
Paper converting industry
Packaging industry
Transportation industry
Building element industry
Filter industry

Shoe industry Foundry industry

Figure 3 Kiilto Oy: Sales shares by business in 2011.

Kiilto Oy has a distanvision to be engaged in the profitable manufacture and sale of
products in 2080, achieving its goal of
approach declares that all the operations are guided by the business idea, company
culture, quality, emronmentl and safety policies. Figureillustrates the business idea

of Kiilto Oy as well as the main success factors of the company.



KILTO STAEE

Product service provided
Customer training

Export Market leadership

Own subsidiaries in
export market / \
/ Financial stability
Prompt deliveries _ Entrepreneurship
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Innovative thinking
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Figure 4 Kiilto Oy: Business idea and success factors.

The core ideals of Kiilto Oy operations include custom@ntation, continuous
innovation, domesticity, consideration of people and the environment. The essential
components of Kiilto Oyods business idea
research and development leadership. Moreover, absolute imperatnealivation of

the business idea is effectively embracing human resources, the environment, safety and
quality with strategic success factors.

Importantly, Kiilto Oy highlights prompt deliveries among the success factors of the
company. Indeed, unfailijnand exceptionally precise accuracy of product deliveries is
considered as the constituent of Kiiltod
by the companyés customer s. Consequently
maintain its highest el of delivery accuracy both locally and outside the Finland.

1.5. Thesis disposition

The structure of the thesis follows certain logic and consists of introduction, theoretical
part, methodology, empirical padiscussion and conclusiomheoretical part, etosed

in Chapter 2, examines the literature relevant to the resshigpic and, importantly,
builds the theoretical framework with accordance to the purposes of the study. Chapter
3 discusses important methodological aspects of the used researchr @€haptesents

the empirical part of the thesis and provides an application of the theoretical framework
to the real company caséhapter 5 presents dicussion ofstudy resultsreflection to

the literature and suggestion for further researEmally, the study is briefly
summarized in the conclusi@artof the thesis.



2. LITERATURE REVIEW

Chapter 2 represents the theoretical part of the thesis. Based on the vast review of
relevant literature, main concepts are defined, clarified and interlinked. Theeicksap

split into five sections and the overall logic is built through a gradual accumulation of
studied concepts into a singlensprehensive framework (Figuré. 5

2.3 Costing

2.1 Distribution

2.5 Cost visibility
into subsidiary
distribution

2.2 Visibility

2.4 Subsidiary

Figure 5 Logic of the Chapter 2.

Visual representations of discussed concepts througtmsitchapter facilitate the
understanding of its consistency. Finally, theories and concepts presented in this chapter
aim to provide a solid theoretical basis for the following empirical study.

2.1. Distribution

Any business environment is subject to trulyidaglterations happening continuously
(Lalonde & Pohlen, 1997). Nowadays, business organizations are confronted by
colossal pressures caused by the dramatically fast pace of change in the many facets of
industrial life (Hollier, 1993). These pressures &ronodern business organization to
devise proper and timely responses, including those within the field of supply chain
management (SCM), logistics and distribution.

This section, first, examines the concepts of SCM and logistics, and elicits the
correlation between them. Second, distribution is positioned relative to SCM and
logistics as well as a general overview of distribution is provided. Finally, the evolution
of distribution from a company perspective is discussed.

2.1.1. Logistics vs. supply chain management

There exists a collision of opinions regarding the actual relationship between logistics
and supply chain management since the very genesis of both terms. Basically, several



unique perspectives could be currently identified. According to the pointwftaien,
Halldorsson & Larson (2004) define four distinct strands: Traditionalist, Unionist, Re
labelist and Intersectionist (Figure.6

Traditionalist Re-labelist
Logistics
Unionist Intersectionist

SCM

)

Figure 6 Logistics versusupply chain managemefiialldorsson & Larson, 2004).

First, traditionalists believe th&CM serves as a part of logistics. Secondabelists

claim that logistics and SCM are actually the same thing, simply named differently.
Third, unionists declare logistics as a part of SCM. Finally, intersectionists think that
logistics and SCM form aimtersection, where logistics is concerned of operational
decisions and SCM of strategic ones (Halldorsson & Larson, 2004). Yet, taking neither
of approaches, the study provides a closer look on both concepts, starting with SCM.

Naturally enough, SCM meatise management of supply chain. The concept of supply
chain was first introduced in the beginning of 1960s, but it became widely used only in
the very late 1990s (Soni & Kodali, 2012). Currently, supply chain can be defined as a
sequence of organizationagcluding their facilities, functions and activities, which are
engaged in production and delivery of goods orises/(Stevenson, 2008). Figure 7
visually demonstrates a very simplified canvas of the supply chain concept.

Supplier  ====p| Manufacturer [m==—=3p| Customer

Figure 7. The supply chain.

Supply chain starts from the suppliers and lasts all the way down to the final consumer
(Lyly-Yrjandinen et al.,, 2010). All the vendors, service providers and customers
represent certain links in the supply chao(ncil of Logistics Management, 2010).

Unlike in the extremely straightforward picture above, the real supply chains are usually



very complex and consist of large number of different parties and intermediaries such
as, for example, component suppliers, system suppliers, wholesalers, agentsrer deal
Due to such complexity and extensiveness, oftentimes, one is even compelled to talk
about supply networks instead of supply chalngy(-Yrjanainen et al., 2010).

Therefore, supply chain proves to be a rather broad concept, whitdusly makes the
scope of supply chain management as well rather comprehensive. SCM could be
defined as a strategic coordination of business functions throughout the supply chain of
business organinan (Stevenson, 2008). Figured@monstrates that the scope of SCM
necessaly covers the entire supply chain.

Supplier  [=—3p| Manufacturer | Customer

Figure 8 Supply chain management.

According to theCouncil of Logistics Management (2010), the primary function of
SCM is to integrate the supply and demand within and across business organizations.
The study, howeve now switches to the discussion on the term logistics, its evolution
and definition.

Logistics concept is certainly not a new one (Hollier, 1993). The common notion of the
term logistics implies some movement of goods from one place to another (Lummus et
al., 2001) or work that is required to move and geographically position the inventory
(Bowersox et al., 2012). Nevertheless, such common notion is actually not enough
precise. Generally, the very conception of logistics has gone through a long history of
advancement and redefinition.

The fact that business logistics got its emergence from military logistics is undeniable
and has been highlighted by many modern authors (McGinnis, 1992; Hollier, 1993;
Lummus et al., 2001; Tseng et al., 2005). However, H#l middle of the 2Bcentury
logistics simply did not exist in the business understanding (Tseng et al., 2005).
According to McGinnis (1992), the field of logistics as a business discipline happened
to be in a state of continuous evolution since the festhappeared in the 1960s.

First, serving a predecessor to the 1| o0g
solely the functions of transporting finished products to the customer. Second, the next
definition drew attention to the integration ofwramaterial, workin-progress and



finished product flows. Third, logistics received the denotation of processes that involve
both the flows and the storage of material goods and information aimed at satisfying
customer needs (McGinnis, 1992). Finally, i tand of 28 century the evolution of
business reached the threshold of logistics era (Rider & Ostrom, 1993), when logistics
became a truly field of competition. Logistics lastly represented flows of goods,
services, information and cash, and in orddulidl the customer need.

Indeed, logistics has evolved over the years to include more activities in firms
(Cavinato, 2000) and, nowadays, the concept implies a rather wide scope. In order to
reach an even better understizng of the modern term, Tabledresents some of its
recent denotations.

Table 1 Definitions of logistics.

Source Definition

Cavinato (2000) ALogistics represents the
out bound materials, parts

Council of Logistics ALogistics 1is the proces

Managemen(2010) controlling procedures for the efficient and effect

transportation and storage of goods including services
related information from the point of origin to the point
consumption fo the purpose of conforming to custon
requirements. This definition includes inbound, outbot
internal, and external mo

Johnson & Wood (1999)fiLogi sti cs describes the
products moving into, through, and out of fin. 0

Lambert & Stock (2000) A Lo gi sti cs management IS
implementing and controlling the efficient, cadtective
flow and storage of raw materials,-fpnocess inventory
finished goods, and related information from pahorigin
to pointof-consumption for the purpose of conforming
customer requirements. o0

Stevenson (2008) ALogistics 1s the part 0 |
forward and reverse flows of goods, services, cash
i nformation. 0

Tilanus (1997) i L ogi stheiprocess of anticipating customer needs
wants; acquiring the capital, materials, people, technolo
and information necessary to meet those needs and v
optimizing the goods or serviceproducing network tc
fulfill customer requests; and lizing the network to fulfill
customer requests in a ti

Tseng et al. (2005) ALogi stics-orsentedsbobpeaeat
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As becomes apparent from the table above, logistics relates to the part of the supply
chain, focusing merelyraund the very business organization. Therefore, using the same
straightforward supply chain canvas as previously, the scopesaiesdogistics midnt

be illustrated as in Figure 9

Logistics

Supplier | [====p| Manufacturer jm==—=p{: Customer

Figure 9 Logistics.

To summarize, unlike the SCM, logistics does ooter the entire supply chain, but
rather focuses on the part of supply chain around the very business organization.
Consequently, it might be claimed that logistics serves as a subset of SCM, thus proving
the feasibility ofthe unionists approach (Figuté).

C‘D S : Supplier ——3p| Manufacturer | : Customer

Logistics versus supply
chain management

Figure 1Q Logistics as a subset of SCM.

In conclusion, logistics concept was adapted to business from military science and went
through several evolutional stages. To date, by logistics in business sense one
understands the management of intermal external to business organization flows of
goods, services, information and cash, aimed at better satisfying the customer needs.

2.1.2. Distribution as a part of logistics

Theoretically, logistics in its entirety covers a broad spectrum of functions both
intemally and externally to business organization (Hollier, 1993). For that reason, there
exists a differentiation between internal or inbound and external or outbound logistics
(Tilanus, 1997; Porter, 1998). On one hand, internal or inbound logistics irsdibate
management of goodsflows inside a plant: raw materials, parts, work in progress with
inventories on the way as well as inventories of ready products. On the other hand,
external or outbound logistics denotes the collection, transportation andutiistribf

goods through the public space either among the plants or to the consumers.
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Practically, as a general rule, company logistics usually contains three interconnected
elements (Crainic & Dejax, 1993):

e Procurement
e Production
e Distribution

First, procuement is responsible for obtaining various required raw materials, parts,
supplies and services (Stevenson, 2008). Second, production involves logistics
processes needed for turning raw materials into finished products. Finally, distribution
is concernedvith storing and delivering finished products to customers. Referring to the
previous differentiation, procurement and production should be included in the internal
or inbound logistics, while distribution undoubtedly represents the external or outbound
logistics. As a matter of fact, the lattér distribution, appears to be particularly
important for the scope of this study.

Distribution covers the outward flows of finished products that proceed through some
identifiable chains of transportation links aslhas storage or distribution nodes (Stern

et al., 1996). Distribution is organized into several levels, amount of which vary case to
case and is dependent on the economic sector or particular logistical context. However,
oftentimes, following three levelare present (Crainic & Dejax, 1993):

e Production level
¢ Intermediate level(s)
e Customer level

First, production level of company distribution contains all kinds of production
facilities, where the finished products are coming from. Second, intermediat®ileve
levels (there might be several) represents various distribution centers, warehouses and
depots, where products are stored or distributed. Finally, customer level indicates the
variety of customers, to whom deliveries are made.

Distribution system of @ industrial company represented by the aHmsted levels

fulfills the combined objectives of storing finished goods after production as well as
transporting them to the customers in accordance with the demand (Crainic & Dejax,
1993). Therefore, respoibdity of distribution function normally begins at the end of

the production and ends when a correct delivery has taken place (Ray et al., 1979). In
particular, term distribution is usually applied to all the logistics activities engaged into
the managemeérof finished products from production to final customers (Crainic &
Dejax, 1993). Hence, distribution as a part of logistass lee illustrated as in Figure.11
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Logistics
""""""""""" Distelbution

i

A ! \
Supplier | =] Manufacturer; jm——=p } Customer
i) M !

i/

Figure 11 Distribution as a part of logistics.

Distribution should work in strong conformitand collaboration with the sales and
production and ensure the optimal functioning of the business organization as a whole
(Crainic & Dejax, 1993). Actually, the overall objective of a company distribution
system should be to maximize the profits (Ra§73). Moreover, proper distribution
practice performed as a part of company logistics enables benefits both for service
quality and for general company competitiveness (Tseng et al., 2005).

In fact, distribution has always been positioned among cruciamesites of
competitiveness of business organizations, however, recently its importance has
increased even more in virtue of the market and production evolution (Caputo et al.,
2006). Porter (1998) classifies outbound logistics or distribution e®fothe pimary
activities of the value chain, when accenting the influence of value chain elements
towards gaining competitive advanta@égure 12)

Firm Infrastructure

Support Human Resource Management
Activities
Technology Development
Procurement
Inbound . Outbound Marketing & .
o Operations e Service
Logistics Logistics Sales

Primary Activities

Figure 12 Distribution within the value chain.

In conclusion, distribution is essentially a part of logisti@stinguished from internal

or inbound logistics, distribution covers the part of the supply chain from the end of
production to the final customer. Distribution is treated as one of the primary activities
within the value chain of thieusiness organizatio(Figure 13.
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Logistics

: f 3
Supplier == Manufacturer: jm=—=pp| | Customer

]
s

Support Human Resource Management

Technology Development

Primary Activities

Distribution within the value chain

Figure 13 Distribution as part of logistics and primary activitythe value chain.

Efficient management of distribution as a part of logistics may become a reason for
distinction between success and defeat in the market (Rider & Osité®38). Leading

edge business organizations tend to rely more and more on their competence in
distribution in order to gain competitive advantage (Bowersox & Daugherty, 1992).
However, in reality, distribution does not immediately become a perfect driver o
companyo6s competitive advantage, but it
state through a certain evolutionary course.

2.1.3. Evolution of distribution from company perspective

Bowersox & Daugherty (1992) state that, in general, logistics, prdchgebusiness
organizations, tends to evolve as the logistics competence grows. As a matter of fact,
the evolution of logistics from a company perspective is usually following a certain and
rather easily identified path (Bowersox & Daugherty, 1992). Cenisig the proven

fact that distribution serves as a part of logistics, one might claim that exactly the same

| ogi c might be applicable to the evolut
progresses along a continuum from fragmentation to a compiategst integration.

First, the initial state of companyobds d
nature (Figure 14 Seldom managers are yet appreciating the potential advantages that
might be attained by enhancements towards more efficientgaareant of distribution
activities. Primarily, company attempts to somehow evaluate the overall performance of
distribution and build a solid understanding of its present condition. At this stage, any
alterations in distribution are reguladyiven by cossaving pressures.
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=
Figure1l4 Fr agmented stage of company?o

Distribution activities

Second, the advantages of improved distribution appear at the horizon. Company begins
to actively seek for integration of various distributionihates andprocesses (Figure

15). Information on distribution becomes valuable support for operational decisions.
Suddenly, there appears a correlation between distribution and customer service.
Company tends to manipulate its partially integrated distribution aesvin order to

meet certain levels of customer service. The focus of this stage, however, is solely on
here and now.

Q o
Q O
Q.
O
Figurels I ntegration stage of company
Finally, the eventual stage of costepanyo

towards a use of information on distribution for strategic orientation. Accordingly, a
complete integration of distribution activities unveils the full potential of distribution for
the sake of companyb6s str at e geyploitedin thd r i b u
long term and in order to gain and mainteampetitive advantage (Figure)16

Competitive

Strategy
Advantage

Figurel6 Strategic integration stage of

The abovedescribed common evolutionary pattern demonstrates the typical path
followed by acompany that seeks for improved logistics (Bowersox & Daugherty,
1992) or distribution. Duration of such evolution at company level varies significantly
case to case and is indeed dependent on multiple factors that root both from the inside
and outside othe business organization.

In order to reach the superior distribution excellence as well as to actually make the
evolution of distribution happen, companies have to routinely monitor and measure
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distribution performance (Bowersox & Daugherty, 1992). Aldine whole distribution
evolutionary path companies tend to expand the scope of their measurements in the field
of distribution (Figure 1)

Measurement
Scope
A
Quality Strategic Integration Stage
Productivity ~Jr— Competitive

Advantage

Asset Management
Integration Stage
Q Q

Customer Service @ @
@
Fragmentation Stage
@ @
Costs i
@ @
@

o

o Degree of
> .
Integration

Figurel7 Evol ution of companyds di s

First, distributionally immature companies with fragmented ithstion activities tend

to focus solely on measuring distribution costs. Second, when companies are reaching
more integrated state of distribution processes, customer service levels broaden the
focus of measurement. Third, those companies that use distnikas a resource for
strategic orientation include measurement of the asset management, productivity and
quality into their normal operations.

In conclusion, distribution as a part of logistics tends to evolve from fragmentation to
strategic integrationuntil the superior distribution competence is used for strategic
implications and as an element of value chain, actively contributing towards gaining
competitive advantage (Figure)18

Distribution
e

¥

T

Evolution of company s distribution

Figure 18 Evolution of distribution from compadyperspective.
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Containing large numbers of intertwined players, distribution networks of modern
business organizations require complex nets of information exchanges as well as
sufficient managerial procedures to function as coherent units in the eyes of customers
(Perego eta | . , 2011) . Finally, in order to ef
complex business environment, companies are obliged to have a clear and
comprehensive understanding of their distribution systems.

2.2.  Visibility

The old saying, which states thatanmhation is power, is easily applicable to modern
businesses. Importance of information for business operations and for overall business
success is indeed apparent in current extremely competitive business environment and
society, which is often referred tas informational (Vaughan, 1997). Information
nowadays has received identification as a genuine business resource (Closs et al., 1997)
that determines the webleing of modern business organizations.

This section, first, introduces the general notionimdbrmation visibility and its
importance within the field of business. Second, supply chain visibility (SCV) and its
advantages are introduced. Finally, various types of SCV are presented while describing
existing SCV frameworks and the concept of disttitn cost visibility is developed.

2.2.1. Information visibility in business

Paradoxically, even though more and more information exists and is available,
proportionally smaller amount of it is being efficiently captured, organized, analyzed
and delivered to thes®, who really need it (Butner, 2010). Free and unimpeded flows of
critical information are imperative to efficient integration of business functions (Closs et
al ., 1997) and, therefore, to the effici

Traditional treatrant of information as something infinitely sacramental, something that
has to be closely guarded, protected an
business, is naturally opposed by an idea of information sharing. As business networks
are expanding a@h companies are becoming exceedingly spread and complex,
information sharing within the business organization as well as among the units of
business networks receives more and more attention.

General ability to access and share information is often cafiadformation visibility
(Caridi et al., 2010). Figure 18emonstrates how the information visibility concept
might be presented graphically.
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Figure 19 Information visibility.

It is important to understand that visibility is not an activity as thaahdéhformation
sharing is, but visibility is a potential outcome of information sharing activity (Barratt &
Oke, 2007). Therefore, information visibility is necessarily a result, but not a cause of
information sharing.

It is believed that sharing meaningfind useful information and resulting information
visibility may provide various benefits mutual to the business parties involved.
Information visibility may serve as an enabler of efficient knowledge exchange and
enhanced governance (Caridi et al., 2010can at the same time contribute to better
planning activities as well as to be fundamental for-tiea¢ execution (Butner, 2010).

Eventually, interorganizational visibility of information as well as information visibility
across organizational bousries is more and more viewed as critical for business
competitiveness (Bartlett et al., 2007). The success of creation and coordination of
efficient supply chain is to a high extent dependent on the availability of data and
information (Moin & Salhi, 200y As a matter of fact, in business literature, the term
information visibility is usually used within the field of supply chain management and
logistics, and is often referred to as supply chain visibility (SCV).

2.2.2. Supply chain visibility

Today, companiesra operating in highly competitive environment and constantly need
to respond to everhanging customer demands (Vozobulova, 2010). Supply chains and
logistics systems of companies are becoming exceedingly complex. The proper
exploitation of information fetor is needed to create transparent supply chain structures
(Hollier, 1993). It is claimed that so called supply chain transparency or more often
SCV is now becoming one of the key issues of efficient coordination and management
of relations between busss parties (Swaminathan & Tayur, 2003).

Generally, SCV is a prominent concept that has been studied by many scholars,
however, it seems that there is yet no unique definition available (Caridi et al., 2010).
Therefore, for the sake of conceptual clarftljowing table suggest the list of some
recentdefinitions of the term (Table)2
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Table2. Supply chain visibility definitions.

Source

Definition

Lamming et al. (2001

SCV is an element of supply relationships, which @
demystification, however, it ggeway beyond simply bette
communication or information sharing. It is a dynar
element of specific relationship, driven by agreed purpg
but not as a feature or attribute.

Tohamy et al. (2003)

SCV is company's ability to collect and analyze distedt
data as well as to generate specific recommendations
match insights to strategy.

Zhang et al. (2008)

SCV is the ability to access or view relevant data
information as it correlates to logistics and the supply chali

Harvey & Wolfe
(2008)

SCV deotes the access to precise and timely informa
throughout supply chain processes and networks that a
business organizations to make decisions faster and with
precision.

Hultman & Axelsson
(2006)

SCV is the ability re mformaion
that is usually not shared between business entities.

On the strength of the table above, SCV can be defined as the ability to collect, process
and use specific information related to the functioning of the supply chain. SCV can be

illustrated as in the following Figure 20

Generally, there exist a variety of reasons, why business organizations actually decide to
direct their efforts towards attaining SCV. Heaney (2011) lists the following main

o A
Supplier | Manufacturer o1 Customer

Figure 2Q Supply chain visibility.

reasons bpursuing SCV:

1. Global expansion and consequent complexity of operations
2. Need for improved supply chain operational speed and / or accuracy
3. Need for reduced costs incurred in the supply chain
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4. Intensified stakeholder and customer demand for accuracy aedingss of
inbound or outbound shipment information

5. Need for reduction, proactive allocation or more efficient management of
inventories at various stages in the supply chain

6. Need for optimization of the numbers of trading partners, suppliers, carriers,
logistics service providers (LSPs)

Moreover, when for one or another reason business organizations decide to attain SCV
and if the SCV is in the end reached, certain advantages may arise. Theiteften

potential benefits of reachir®CV are presented in ble 3

Table 3 Potential advantages of supply chain visibility.
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Advantages of supply chain visibility ma| E| M |-
Ability to better mitigate the risks W
Better customer service v v
Better planning abilities 'y v oY v
Better supplier performance v
Better understanding of the demand v v
Enhanced control and execution v
Enhanced inventory management v oY v o
Higher productivity v
Immediate access to valuable information v
Improved ability to reveal supply chain blind spots v
Improved decision-making v v v
Improved relationships among supply chain members v
Improved sales v v
Increased ability to satisfy customer needs v
Increased product quality v v
Increased supply chain responsiveness to changes v N A s
Less variability in schedules and orders v
Maximized logistics and transportation effectiveness W
More precise performance measurements v
Shorter lead and delivery times v v
Various cost reductions AN

According to PelycoSystems (2012), the real SCV is more than just a simple
understanding of what is happening at the current moment in the supply chain. SCV
advances the ability of recogimg potential problems proactively, which helps solving
them even before they occur (PelycoSystems, 2012). Ultimately, a more sophisticated
and detailed view of the supply chain enables business organizations to optimize
efficiency and contribute heavilg gaining of competitive advantage (Harvey & Wolfe,
2008). SCV and itpotentialadvantges are depicted figure 21
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Potential advantages of é 1

supply chain visibility

. » y
Supplier | Manufacturer P | Customer

Figure 21 Supply chain visibility and ifgotentialadvantages.

Theoretically, SCV can be reached along the entire supply chairatsmfttrmation is
transparent for all the parties involved. However, unfortunately, in practice it might not
always be so. In reality, implementing SCV, so that it would guarantee an improved
supply chain performance is indeed challenging (Kaipia & HartiaD06). Latterly,
along with the broad variety of definitions, there exist a variety of frameworks
describing SCV and its types.

2.2.3. Supply chain visibility frameworks

For deeper comprehension of the concept as well as for understanding of the right
positionof visibility relative to other characteristics of business relationships, Lamming
et al. (2001) use quite a straightforward metaphor. In their metaphor, they seek analogy
between transparency of the mineral when light is shining through it, and wsibilit
terms of business relations. The analogy also includes such qualities of mineral as
opaaieness and translucency (Tab)e 4

Table 4 The metaphor of transparency (Lamming et al., 2001).

Opaque Translucent Transparent
Light cannot even | Light can enter and exi| Light enters and exits
Geological | penetrate the surfac¢ the surface of the the surface relatively
Case of the substance. substance, but with undisturbed.
distortion.
For any of a variety | Outline information Information is shared
Business | of reasons, no only is shared on a selective and

Case information is sharec interface conditions or | justified basis.

betweerthe parties. | partial data.
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Apparently, in geological case, light is a felicitous analogy to information or knowledge
within the supplychain, for the reason that knowledge must be transferred in order to
get mutual advantages. In addition, in terms of relationships, Lamming et al. (2001)
mention two extreme states, which are unmanageable in any way. They are called
6dazz|l eb6, wvwilmdm tico pmwecslhented and receiver
hol e6é, when information is so complicate
understand and share it (Lamming et al., 2001).

First, acording to Lamming et al. (20D1there are twanain types of visibility within
the area of industrial marketing and supply chain management:

e Cost visibility - sharing of costing information between customer and supplier,
including data, which would traditionally be kept secret by each party, fanuse
negotiations. Purpose of cost visibility is to unite the work of customer and
supplier to reduce cost and improve other factors. (Lamming, 1993)

¢ Value visibility - creation, nurture, and delivery of value, for the benefit, and
thus continued existencef both parties. It involves managed risk both sides
as well as detectable returns, associatighl that risk. (Lamming et al., 2001

The evolution from a plain data provision to tway sharing of sensitive information

to gain new value creation isagtd to heighten the richness of knowledge environment
within the supply chain (Lamming et al., 2001). our society, which almost can be
described as informational, the amount of information is so huge that this fact gives an
illusion of absolute visibity. The same phenomenon takes place in supply chain
practices, so this illusion, as it happens, only adds challenges. Hultman & Axelsson
(2006) together with Lamming et al. (2001) emphasize that, as the information flows
may run in one or two directiongisibility also may be elter reciprocal or singisided.

Second, framework built by Hultman & Axelssdalistinguishes four types of SCV
(Hultman & Axelsson, 2006):

e Cost (price) visibility- visibility of information related to costs and prices

e Supply visihlity - visibility of various flows of products and matesabetween
customer and supplier

e Organizational visibility - visibility in relational hoizons of business
relationships

e Technological visibility- visibility in technological horizons, in other was in
how parties of supply chaishare the use of technologies

Hultman & Axelsson (2006) also propose to add three facets of visibility to the
framework. First, as visibility is dynamic, it should have different degrees present in
buyersupplier relatioships. Thus, it is claimed that degree of visibility may be high or
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low, increasing or decreasing. Second, visibility should have a direction. Therefore, it
may be unidirectional or bidirectional, upstream or downstream, vertical or horizontal.
Third, thelast facet of visibility is its distribution. To understand the latter aspect, focus
should shift to the whole supply chain instead of bisggaplier dyad. Visibility may be
direct or indirect, which means that it may be present in a certain relatigdskei) or

in a relationship connected (indirect) to the initial one (Hultman & Axelsson, 2006).

The most noticeable remark made by Hultman & Axelsson (2006) is that increased
visibility in business relationships could have not only positive, but alsatimegmpact
(Hultman & Axelsson, 2006). In fact, too much increased visibility may cause
frustration or problems of other nature. Therefore, it is very important to understand that
the highest extent of visibility should not necessarily mean the shafiral the
information, but ratheimpliesthat relevant and meaningful information is shared when
required (Kaipia & Hartiala, 2006).

Hence, there are two consequences, when there is ether too much visibility or too little.
Visibility is positive when it povides efficiency; otherwise it is just a source of
difficulties. In a like manner, lack of visibility leads to information manipulations,
resulting in its false or misleading use. In addition, there is a close relation between
visibility and trust, sincevisibility works only as long as parties are able to trust one
another (Hultman & Axelsson, 2006).

Generally, in order to reach essential level of control over logistics and distribution,
modern companies require a comprehensive view into their supghscleaabled by

the concept of SCV (Harvey & Wolfe, 2008). Therefore, the main purpose of reaching
SCV can be stated as to enhance the overall control over supply chain and logistics
operations, in particular.

Conclusively, the abovpresented frameworksdilitate the understanding of the SCV
concept. Both presented frameworks have one crossing contepttype of SCV,
called cost visibility. Cost visibility as a type of SCV might be defined as the visibility
of cost information within the supply chaifigure 22demonstrates how cost visibility
can be illustrated.
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Figure 22 Cost visibility.

Indeed, complex interrelation of the elements of supply chains of modern business
organizations requires access to the most accurate cost information (Pirttila &
Hautaniemi, 1995). Lacking the adequate cost visibility, it is practically impossible to
efficiently create, control and monitor supply chain economically (Hollier, 1993).
Similarly, cost visibility and accurate cost information are critical for logistiod a
distribution excellence.

Importantly, by narrowing the scope of cost visibility concept from the whole supply
chain down to its distribution part, one might come up with the concept of distribution
cost visibility. Therefore, distribution cost visibyliis the ability to collect, process and
use the distribtion cost information (Figure 23

Figure 23 Distribution cost visibility.

The concept of distribution cost visibility is particularly important for the purposes of
current thesis. Disclosure othe actual distribution cost information and its

approximation to the reality might have dramatic implications for business
organizations and lead to the extensive adjustments of various characters (Ray, 1975).































































































































































































































































