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In face of mounting challenges from delocalized production, commoditized products, and escalated demand
from professional buyers, providing solutions rather than selling products has been put forward in the
normative literature as a promising business model for creating high-value differentiated offerings.
Nonetheless, empirical survey research into the processes whereby traditional suppliers of “basic products,
spare parts and services” migrate towards marketing of “integrated solutions” is still sparse. Grounded in a
competence-based marketing view, the current research addressed the research problem of how OEM
suppliers upgrade their value offerings via competence-based solutions. The research model was tested by a
sample of 403 contract/OEM manufacturers located in China. This resultant findings revealed the processes
undertaken by OEM suppliers during the development of competence-based solutions, found out the internal
coordination and innovation capabilities required to support competence-based solutions, and uncovered the
external communication/disclosure of competence needed to strengthen the link between competence-based
solutions and upgraded relationship value.
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1. Introduction

In order to live up to the mission of continuously creating
customer value (Ulaga, 2001), marketers strive to reposition business
organizations on varied competitive differentiation bases in their
quest for above normal returns (Barney, 2002). Mounting challenges
against this mission, however, arise out of trends of delocalized
production, commoditized products/services, and escalated demand
from professional buyers (Matthyssens, Vandenbempt, & Weynes,
2009). As contract manufacturers/OEMs in developed countries are
delocalizing and moving their production capacity to developing
countries such as China or Central Europe, the former who claims
global or pan-European contracts ask the latter for increasing volume
discounts and global service supports. Pressured by reduced margins,
the big question is how subcontractors in developing countries can cope
with a situation in which it is increasingly difficult to implement
differentiation strategies. Providing solutions rather than selling
products has been put forward in this study as a promising business
model for creating high-value offerings that address the specific needs
of large business customers.

Far from a radically new business model, the provision of
integrated solutions has evolved over time, and advocated by different
academic disciplines. A review of the industrial marketing literature
suggests that integrated solution provisions were originated in the
early 1960s when capital goods suppliers first began to adopt systems
selling strategy. Systems sellers combine components into an
integrated system that provides a solution to a customer's business
problem (Mattson, 1973) and create value for customers by reducing
purchasing costs, improving operational performance, and facilitating
system growth by incorporating new products (Hannaford, 1976). A
different body of literature from innovation studies (Brusoni,
Prencipe, & Pravitt, 2001; Principe, Davies, & Hodbay, 2003; Hobday,
Davies, & Prencipe, 2005) puts emphasis on systems integration as an
early form of systems procurement that was first used by the US
military during the 1940s and 1950s, and later used in the
construction of dams, oil refineries and nuclear power plants. In
comparison with the ‘pure form’ of systems selling when a customer
procures a complete system of product and service components from
a single vertically integrated firm, a systems integrator in its pure form
operates as a single prime contractor organization and is responsible for
designing and integrating externally supplied product/service com-
ponents into a system for an individual customer (Davies, Brady, &
Hobday, 2007). Whereas IBM's strategy for selling computers in the
1960s and 1970s is held up as a classic example of systems selling
(Dunn & Thomas, 1986), Boeing's strategy of subcontracting 80% of
component production to specialists around the world while
coordinating such a network of external suppliers into a functioning
system is taken as a prime example of systems integration.

Since the mid-1990s, the provision of integrated solutions has
become more widespread as firms capitalize on the possibilities
growing out of modular design and open standards in industries, and
react to customer demand for more complex solution based on multi-
vendor technologies, products and services. Over the last decade, a
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growing body of business strategy literature helps to identify the key
elements of integrated solution provision and shows how firms might
reposition by integrating forward into the provision of services
(Wise & Baumgartner, 1999; Oliva & Kallenberg, 2003), developing
close relationships with customers (Slywotzky, 1996; Slywotzky &
Morrison, 1998; Hax & Wilde, 1999), and creating customer-focused
organizations (Galbraith, 2002a,b). In keeping with the service-
dominant logic of the firm (Vargo & Lusch, 2004), integrated solutions
are value propositions co-created with customers, and represent a
kind of service-based and customer-centric business models. None-
theless, empirical survey research into the processes whereby
traditional suppliers of “basic products, spare parts and services”
migrate towards marketing of “integrated solutions” is still sparse
(Windahl & Lakemond, 2006). Additional research is called for
exploringhowsets of competences are linked to value-added solutions
(Matthyssens & Vandenbempt, 2008), and how internal and external
alignments (Beers, Voelpel, Leibold, & Tekie, 2005; Windahl &
Lakemond, 2006) facilitate the development of integrated solutions.
According to Moller (2006), urgent research efforts are needed to
understand how such internal factors as value-creating innovations,
management practices and organizational issues help to create
integrated solutions. Zerbini, Golfetto, and Gibbert (2007) stress on
the importance of external involvement during the development of
integration solutions and call for further research to appreciate how
competence disclosure via ‘live’ communication and promotion
activities is tied to difficult-to-imitate competence-based solutions.

Built upon the recent literature on a competence-based marketing
view (Zerbini, Golfetto, & Gibbert, 2006; Zerbini et al., 2007), the
current study explored how OEM suppliers can upgrade their value
offerings via competence-based solutions. Its research objectives are
three-fold. First, this study aimed at ascertaining the main effect of
competence-based solutions on enhancement of value of supplier–
buyer relationships. Second, it aimed at identifying the predictor effect
of internal factors consisting of suppliers' innovation and coordination
capabilities on creation of competence-based solutions. Third, the
current study aimed at discovering the moderating effect of external
alignment factors in terms of competence disclosure and ‘live’
communications over the linkage between competence-based solu-
tions and enhanced supplier–buyer relationship values. To address the
quest for research effort to discover ways to upgrade value offerings,
this study extends the competence-based marketing literature by
revealing the technical applications and business processes being
integrated into the value-added solutions offered by OEM suppliers,
finding out the internal coordination and innovation capabilities
required to support such integrated solutions, and uncovering the
external disclosure of competence needed to strengthen the link
between integrated solutions and relationship value.

In the following sections, based upon a succinct review of the
relevant literature, the current study's theoretical model and
hypotheses are proposed. Then, a description of the current dataset,
consisting of 403 contract manufacturers/OEMs in China participating
in international trade shows to promote product/service solution
offerings to overseas buyers, is provided together with a discussion on
the measures of variables. Next, model testing is undertaken using
LISERL and the maximum likelihood (ML) estimation procedure. This
study also follows Ping's (1995) guidelines for the evaluation of
structural models with interaction terms, and the results are
presented. Lastly, this study concludes with a discussion of findings
and practical implications, and suggests directions for future research.

2. Creation of relationship value: a competence-based
marketing approach

The phenomenon of interest here is the concept of ‘relationship
value’ (Reichheld & Kenny, 1990), its related creation process and its
resultant value functions. Upon a review of the recent literature on
relationship value, Lindgreen and Wynstra (2005) identified two
major streams: one focuses on the creation of value through relation-
ships, and another considers the resulting value of relationships.

The first stream draws upon the work of Contemporary Marketing
Practice Group (Brodie, Brookes, & Coviello, 2000; Brodie, Coviello,
Brookes, & Little, 1997; Coviello & Brodie, 1998; Coviello, Brodie, &
Munro, 1997; Coviello, Brodie, Danaher, & Johnston, 2002; Lindgreen,
2001; Lindgreen, Antioco, & Beverland, 2003; Palmer, 2001) and
suggests that value is created within interactions, relationships and
networks. Webster (2000) contends that value creation does not take
place in isolation. Normann and Ramirez (1993) argue that the buyer
and seller produce value in a process of co-creation. Wikstrom (1996)
asserts that the role of supplier firms has changed from one of
providing customers with goods or service to one of designing a
system of activities “within which customers can create their own
value”. Kim and Mauborgne (1999) advocate that in order to make
value innovation happen, a firm must be willing to combine with
other firms' capabilities.

The second research stream is built upon the work of the Industrial
Marketing and Purchasing Group (Axelsson& Easton, 1992; Hakansson,
1982; Hakansson & Snehota, 1995; Ford, 2001; Ford et al., 2002; Ford,
Gadde, Hakansson, & Snehota, 2003) and focuses on the value of
relationships. This group posits that three aspects of a relationship
provide value, namely activity links, resource ties, and actor bonds.
Based on actors mobilized, resources utilized, and activities developed,
Walter, Ritter, and Gemunden (2001) contend that a supplier not only
offers value to a customer, but also gains value from the customer
relationship both directly and indirectly. According to Walter et al.
(2001), suppliers can benefit from volume-based purchase relation-
ships, cost-efficient safeguard relationships, and long-term profitable
customer relationships directly as these relationships make direct
contribution to the supplierfirm's efficiency performance. Suppliers can
also benefit from customers who are innovative in technology,
prestigious in serving as reference accounts, scouts in market
intelligence, and accesses to additional know-how, since these relation-
ships capture connected effects in the future or in other relationships,
andmake indirect contributions to the supplier firm's effectiveness and
network performance.

These two major research streams in relationship value, however,
remain intact but separated. Little or no research effort has
systematically investigated the impact of value co-creation processes
on the value of relationships. Little is known about different interfaces
and interactions between suppliers and buyers when developing
upgraded product/service solutions (Lindgreen & Wynstra, 2005). In
order to examine how value offerings can be upgraded, a competence-
based marketing approach is employed in this study.

A competence marketing view posits that value is created through
supportive know-how whereby a supplier's competences are applied
to the buyer's processes (Zerbini et al., 2007). In line with the
resource-based view (Barney, 1986; Peteraf, 1993; Teece, Pisano, &
Shuen, 1997) that successful firms are those best able to identify
resources and capabilities to increase efficiency and effectiveness of
business processes, the competence-based view encourages buyers to
specialize in a few core competences while rely on their strategic
suppliers to provide what they lack. In keeping with the relational
view (Dyer, 1996; Dyer & Singh, 1998; Jap, 1999) that business ties are
key sources from which skills and outside know-how can be gained,
the competence-based view provides sound justifications of why
some buyers search for know-how and skills in their suppliers.
Reinforcing the body of business marketing research that links the
supplier's competences to the concept of value-for-customer,
(Masella & Rangone, 2000; Moller & Torronen, 2003; Ulaga & Chacour,
2001), the competence-based view contributes to explaining which
supplier competences create which benefits for the customer. By
focusing on the competence-based roots of a supplier's value-for-
customer, the competence-based approach sheds light on how a
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supplier's competences can be used to create value-added solutions
within a relationship, and how such competence-based strategies can
be used outside the relationship to gear the buying behavior of
prospective customers or to renew extant business relationships
(Zerbini et al., 2007). In contrast to relational approach to value
creation that emphasizes the role of a supplier's competences in
nurturing trustworthy relationships and hence restricts the domain-
of-analysis to existing relationships between buyers and sellers, the
competence-based approach is credited as a different approach to
value creation by focusing on the role of a supplier' competences in
selecting and re-confirming the supplier and thus covering both
existing as well as beginning relationships between suppliers and
buyers (Zerbini et al., 2007).

Conceptually, Matthyssens and Vandenbempt (2008) identified
two paths in which value-added solutions can be mapped namely (1)
‘technical application integration’ that adds value by fine-tuning
technical solutions with additional processing, programming, engi-
neering, etc. in order to move up the customer's technical value chain,
and (2) ‘business process integration’ that adds value by taking over
specific administrative, financing, and/or logistical tasks so as to
integrate a solution into the service value chain or business processes
of the customer. According to Matthyssens and Vandenbempt (2008),
non-price-based value-added solutions not only benefit the customer
but also the supplier, as technical application integration turns out
increasingly comprehensive solutions in forms of sub-modules/fine-
tuned solutions and tailored systems. This implies that when
developing increasingly integrative technical solutions for a customer,
the supplier would gain at the same time in terms of building up its
innovation value function for the benefit of this customer or other
future customer accounts. On the other hand, when a supplier seeks to
offer service-based value-added solutions, it gains more insight into
the business processes of the customer as business process integration
results in increasingly completed offerings in terms of service
concepts and outsourcing solutions for process management. This
might mean that when developing increasingly integrative business
process solutions or partial outsourcing solutions for a customer, the
supplier not only reduces the customer's total cost-of-ownership or
operation, but also gains directly from core product function in terms
of greater customer retention, steadier revenue streams, and higher
profitability. It is hence hypothesized in this study that:

H1. Integrated solutions are positively associated with suppliers'
perceived relationship value.
3. Factors that support competence-based integrated solutions

A theoretical model of factors that increase the effect of
competence-based integrated solutions on value of supplier–buyer
relationships is presented in Fig. 1. The following hypotheses were
developed to shed light on predictors of competence-based integrated
solutions, and moderators over the linkage between competence-
based integrated solutions and relationship value.

Cross-functional Information Dissemination Competence pertains to
an ability of sharing market information internally across different
Cross-functional Information 
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Fig. 1. A theoretical model of factors that suppo
functional areas of the organization (Martin & Grbac, 2003; Matsuno,
Mentzer, & Ozsomer, 2002). In line with the behavioral approach to
market orientation (Kohli & Jaworski, 1990), firms should respond to
market demands on the basis of the market intelligence which has
been generated and disseminated within the company. Although
there is little in the literature on how a market-oriented firm can
create value in the market in a particular context, “market analysis
competence” has been identified as one of a few key competence that
enables the firm to achieve insight into market demands, and argued
as a central determinant of value creation in the market (Harmsen &
Jensen, 2004). Empirically, cross-functional information dissemina-
tion is positively associated with a supplier's new value creation
capacity (Berghman, Matthyssens, & Vandenbempt, 2006). It is
argued here that frequent sharing of customer information through
the use of inter-department management task forces and cross-
functional teams can encourage a supplier firm to provide increas-
ingly integrated solutions for its buyers. It is thus hypothesized that:

H2. A supplier firm's cross-functional information dissemination
competence is positively associated with its provision of integrated
solutions.

Joint Innovation Competence refers to an ability to develop product
and process innovations together with a customer that may improve
the value of the supplier's offerings to this customer in the future as
well as to other customers (Walter et al., 2001). At an industry level,
product development competence is posted the most central
competence as it enables the firm to adapt to a large number of
market demands, and hence create substantial value in the market
(Harmsen & Jensen, 2004). At a firm level, the Resource-based View
(Penrose, 1959; Wernerfelt, 1984) suggests that network innovation
stimuli, in terms of insights from lead customers who are at the
forefront of technology or whose product expertise are high, are
valuable resources themselves as they stimulate the focal supplier to
innovate. Empirically, Berghman et al. (2006) reported that network
innovation stimulus is positively associatedwith a supplier' new value
creation capacity Penttinen and Palmer (2007) provided further
supporting evidence from their case studies in that “if the seller has
the necessary resources to provide the more complete offering, or if it
is less expensive for the seller than for the buyer to obtain these
resources through networking (with other customers, suppliers, or
even competitors), then a move toward a more complete offering is
justified from the seller's point of view”. It is argued in this study that
joint innovation competence, in terms of product and process
innovations developed together with a customer, can develop new
resources and assets in a supplier firm, and thus encourage the
supplier firm to provide increasingly integrated solutions for its
buyers. It is hypothesized here that:

H3. A supplier firm's joint innovation competence is positively
associated with its provision of integrated solutions.

Competence Disclosure involves usage of ‘live’ communication and
promotional delivery of competence to disclose the value of non-
financial benefits to potential buyers (Narayanda, 2005). As a
distinguishing feature of competence-based communication, the
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content (i.e. the supplier's know-how) is tacit in nature, and hence
‘live’ communication techniques such as trade fairs, pre-project
meetings, and technical seminars are required to allow the buyer to
experience the value potential of the competence applications
(Zerbini et al., 2007). Although all market communication is
competence-based, the content of communication changes along
the different waves of market orientation (Ritter, 2006). When
communicating the firm's competences, a supplier tends to commu-
nicate “process competence” under a production orientation, delib-
erate on “product competence” under a product orientation, focus on
“context-specific competence” under a market orientation, stress
“customer-specific competence” under a customer orientation, and
put emphasis on “network competence” under a network orientation
(Hedaa & Ritter, 2005). In order to create new value in a specific
supplier–buyer relationship, suppliers tend to follow an orientation
similar to the network orientation (Hedaa & Ritter, 2005) in that they
broaden their focus beyond the immediate market and align their
competences needed in the future customers' business processes.
According to Zerbini et al. (2007), such a kind of competence-based
marketing orientation functions as a strategic perspective towards the
future, and supports competence disclosure to communicate the value
potential of new customer value propositions. In fact, Anerson, Narus,
and Rossum (2006) found that “best-practice suppliers base their
value propositions on the few elements that matter most to target
customers, demonstrate the value of this super performance, and
communicate it in a way that conveys the greatest value to the
customer for the foreseeable future”. It is suggested that the value
created by a business marketer must be effectively communicated
(Sharma, Krishnan, & Grewal, 2001) if value created out of technology
delivery, product delivery, and customer delivery processes is to be
maximized. It is thus hypothesized that:

H4. The positive effect of integrated solutions on suppliers' perceived
relationship value is stronger when competence disclosure occurs at a
high level rather than a low level.
4. Research methodology

4.1. The sample design

It has been argued that most extant literature focus on creation of
value in established supplier–buyer relationships (Zerbini et al., 2006),
and leave the question of marketing of competence-based solutions to
buyers in exploratory relationships unexplored. The relationship
marketing literature has focused on satisfaction, trust, commitment,
and quality of relationships, but neglected dialogue (Tzokas & Saren,
1997, 1999), communication (Duncan & Moriarty, 1998), and a
common knowledge platform (Gronroos, 2000b) as important
interaction processes for enhancing value in supplier–buyer relation-
ships. In order to address this void in the value creation literature, this
study adopts the competence-marketing approach to find out the
competence-based roots of value as embedded in both existing and
beginning relationships between suppliers and buyers. The present
approach requires a collection of data from a sample of firms at the
beginning stage of the buyer–seller relationships development when
a supplier is at an exploratory stage of exploiting the value potential of
competence-based integrated solutions to maintain an existing
business relationship, and drawing on the know-how accumulated
in prior business relationships to disclose and communicate new
customer value propositions so as to re-confirm the supplier
relationship.

The present study defined its population as contract/OEM
manufacturers that have production facilities set up in China, and
that sell its output to overseas markets. This study used the Directory
of Exhibitors who had participated in the 2008 Summer Sourcing Fair
in Hong Kong as its sampling frame. From this directory, a systematic
random sample of 1000 firms was drawn. Data was collected through
personal interview with sales and/or marketing managers who were
primarily responsible for the firms' international trade activities.
Technically, each respondent contract/OEM manufacturer was initial-
ly asked to identify a new importing agent/end-buyer, defined as a
new account established in the last 12 months and involved a kind of
exploratory relationship whereby both the supplier and the buyer
continue to consider the benefits, costs, rights and responsibilities in
the on-going relationship. Then, the contract/OEM manufacturer
respondents were asked to answer the rest of the questionnaire
instrument with reference to the relationship with the specified
importing agent/end-buyer in mind.

Information from 403 subjects was successfully collected for a
response rate of 40.3%. The response rate is comparable to the rates
reported in other studies involving exporting firms (Bodur, 1994;
Cavusil and Zou, 1994; Kaynak andWellington, 1993). Themajority of
respondent firms were small andmedium sized enterprises that hired
less than 500 employees (81.1%), and sourced its funds from the
domestic market (83.4%). Besides, the big majority of firms in this
sample attributed over 60% of total sales to export earnings (74.7%). In
order to determine whether the characteristics of the respondent
firms differ from those of non-respondents, a sample of 50 non-
respondents were contacted by phone to obtain the structural
characteristics of their firms. The analysis of data (at 5% significance
level) showed that the characteristics of non-respondents concerning
firm size, ownership type, and export intensity did not differ
significantly from those of respondents.

4.2. The measurement design

Multiple-item scales were used to operationalize all variables
involved in the current study. The questionnaire covering all the
involved measurement scales was pre-tested by eight OEM suppliers
to establish measurements' face validity and to correct for wordings'
ambiguity. The measures used for the constructs in the study are
provided in Appendix I. With regard to the key construct, the current
study employed the eight defining characteristics of technical
application integration and business process integration under the
Matthysens et al.'s service-based value additions (2008) to measure
competence-based integrated solutions. Despite the understanding
that the value addition pathways observed in the electro-technical
industry might not be all-encompassing and valid in other markets
(Matthyssens and Vandenbempt, 2008), the pre-testing results of this
measurement scale confirmed its face validity and justified using the
two pathways of integrated solutions as valid measurements to
document the actual existence of a competence-based approach to
value creation.

With respect to the dependent and predictor constructs, they were
sourced from established measurement scales. A previous measure-
ment scale developed by Eggert, Ulaga, and Schultz (2006) was used
to measure the dependent construct namely value in supplier–buyer
relationships. Concerning the predictor constructs, while cross-
functional information dissemination competence is measured by
adopting selective items from scales developed by Martin and Grbac
(2003) and Matsuno et al. (2002), joint innovation competence is
assessed by the four-item scale developed by Walter et al. (2001). In
spite of a high minimum threshold value was reported in a previous
empirical study examining the effect of a supplier' different
competences on its new value creation capacity (Berghman et al.,
2006), the pattern of findings should not be interpreted as a
measurement problem of halo effect. Additional clustering results
(Berghman et al., 2006) confirmed that the “value creator” group
clearly can be differentiated from the “non-active” group in terms of
superior cross-functional information dissemination competence and
network/joint innovation competence.



Table 1
Summary Statistics.

Construct Composite reliability AVE (1) (2) (3) (4) (5)

Relationship value (1) 0.8751 0.6369
Competence-based integrated solutions (2) 0.8276 0.706 0.2916
Competence disclosure (3) 0.7914 0.5592 0.1521 0.2025
Product term (4) 0.9349 0.7077 0.0121 0.0081 0.0064
Joint innovation competence (5) 0.8762 0.6406 0.1225 0.2916 0.3249 0.0081
Cross-functional information dissemination competence (6) 0.7987 0.571 0.1681 0.4356 0.3969 0.1960 0.3969
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Regarding the moderator construct, this study used the ‘live’
communications techniques identified by Zerbini et al. (2007) to
measure competence disclosure. In the B2B markets, three kinds of
‘live’ communication, consisting of technical seminars for knowledge
discussion purpose, pre-project meetings for bidding purpose, and
trade show participations for product prototypes purpose, are
commonly used to promote business suppliers' competences. The
present study took place at a trade show, and hence served to tap into
the actual practice of competence disclosure when the business
suppliers participated in trade shows. The resultant findings on
competence disclosure should not be inflated when most players
accept the industry's trade show as a valid forum for establishing and
cultivating business relationship, choose to participate in the show,
and demonstrate support for the whole industry. And, after all,
competence disposure is composed of different ‘live’ communications
rather than trade show alone.

To measure the measurement properties of the cross-functional
information dissemination competence, joint innovation competence,
competence disclosure, competence-based solutions, and supplier–
buyer relationship value variables, the items crossed the five scales
were subject to a confirmatory factor analysis using the EQS statistical
programme. A five-factor model was run and the fit assessed through
multiple criteria. As a badness of fit indicator, the chi-square value of
433.61 (with 194 degrees of freedom) results in a value of 2.24 chi-
square/degree of freedom that is less than 3.0 threshold indicating
satisfactory model fit (Gefen, Straub, & Boudreau, 2000). The
following goodness of fit indices was evaluated and they all point to
an adequate fit of the five-factor measurement model: Goodness-of-
fit (GFI) Index=0.91; Normed Fit Index (NFI)=0.96; Comparative Fit
Index (CFI)=0.98; and Root Mean Square (RMSEA)=0.055.

The final measurement results for the scales together with a
correlation matrix are shown in Table 1. Overall, the results indicate
that the scales perform well. Technically, all of the construct
composite reliabilities are at or above the recommended threshold
of 0.80 (Nunnally, 1978) indicating items loading onto respect
constructs are measuring the same latent variables. In addition, all
the average variance extracted (AVE) scores of the constructs in the
model are higher than the recommended threshold of 0.50 (Bagozzi &
Yi, 1988) providing further evidence of convergent validity. Further-
more, after calculating the AVE of latent variables, they are compared
to squared correlations between latent variables and were found to be
much higher than the squared correlations, suggesting high discrim-
inant validity of each construct from other constructs (Fornell and
Table 2
Significance of the individual paths.

Path

Competence-based solutionsNSupplier–buyer relationship value
Cross-functional information dissemination competenceNCompetence-based solutions
Joint innovation competenceNCompetence-based solutions
Competence-based solutions×Competence DisclosureNSupplier–buyer relationship value

Note: N=403.
⁎⁎⁎ p-valueb0.001.
Larcker, 1981). In conclusion, the measurement models possess good
psychometric properties. All indices evaluating convergent validity
and discriminant validity are above the acceptable levels. Further, the
uni-dimensionality of all constructs is supported by the CFA results.

5. Statistical analyses

Model testing was undertaken using LISERL and the maximum
likelihood (ML) estimation procedure. Table 2 provides the path
estimates and t-values for the structural model. This study also
follows Ping's (1995) guidelines for the evaluation of structural
models with interaction terms. Given the independent variable,
dependent variable and moderator variables in this study are
continuous measurement scales in nature, the effective method for
the analysis of statistical interaction is to use product term (Jaccard &
Wan, 1995). However, the introduction of nonlinear product term is
problematic because it causes the collinearity in the regression. Thus
the mean centering technology is adopted in this study to generate
the product term for the test of the interaction effect of competence
disclosure on the path from competence-based integrated solutions to
supplier–buyer relationship value. After multiplying the three items
of competence disclosure with two dimensions of competence-based
integrated solutions, six indicators for the product term were created.
Then, the model with the product term is analyzed in LISREL.

As shown in Fig. 2, competence-based integrated solutions have a
very strong positive effect on supplier–buyer relationship value
(γ=0.47, pb0.000) and H1 is hence supported. In addition, the
coefficient (0.18) between the product term and supplier–buyer
relationship value is significant at 0.05with t-value=4.23. Thismeans
that when the competence disclosure increases one unit, competence-
based integrated solutions' positive influence on supplier–buyer
relationship value will be strengthened by 0.18. H4 is supported.
This finding shows that the positive effect of competence-based
solutions on relationship value is stronger as competence disclosure
increases.

H2 is supported since cross-functional information dissemination
competence has a very powerful positive impact on competence-
based solutions (γ=0.51, pb0.000). This current finding works
complementarily with previous research findings (Berghman et al.,
2006) in that while organizational coordination competence
enhances capacity to create new customer value, it is not surprising
to find that an enhanced capacity of information dissemination
across different functional areas of an organization serves to foster
Path coefficient t-value Hypothesis Results

0.47⁎⁎⁎ 7.67 H1 Sig.
0.51⁎⁎⁎ 7.20 H2 Sig.
0.22⁎⁎⁎ 3.02 H3 Sig.
0.18⁎⁎⁎ 4.23 H4 Sig.



Note: N = 403; ***: p-value < 0.001; *: p-value < 0.05 

Cross-functional
Information

Dissemination
Competence

Joint Innovation
Competence

Competence-based
Integrated
Solutions

Product
Term

0.51 ***

0.22 ***

0.18 *

0.47 ***

Supplier-Buyer
Relationship

Value

Fig. 2. The structural path model with product term.

1211L. Li / Industrial Marketing Management 40 (2011) 1206–1213
competence-based solutions in this study. H3 is supported (γ=0.22,
pb0.000) demonstrating that joint innovation competence has a
significant positive effect on competence-based solutions. In line with
prior expectations, a supplier firm's capacity to develop new products
and processes with its lead customers serves to build up competence-
based solutions.
6. Discussion and managerial implications

Grounded in a competence-based view of marketing, this study
identified two critical factors namely cross-functional information
dissemination competence and joint development competence that
create service-based value-added integrated solutions. It also provid-
ed empirical support to the significant moderating role of competence
disclosure over the linkage between competence-based integrated
solutions and value in supplier–buyer relationships.

Specifically, a competence in cross-functional information dissem-
ination can efficiently share information about markets and compe-
titors, and such a capability can hence enable the firm to provide a
complete range of solutions for its customers. According to Penttinen
and Palmer (2007), innovative information technology such as the
internet, web cameras, process control systems, etc. can facilitate
cross-functional coordination and hence can serve as enabler of
transition from provision of product- to service-based value-added
solutions.

The present findings also lend support to the Resource-based View
in that when a supplier firm has the necessary resources to provide a
more complete offering, or when it is less expensive for the supplier
than for the buyer to obtain these resources through networking, then
amove towards amore complete offering is justified. This study found
that suppliers which engaged with lead customers in joint innovation
projects, tend to support a more complete range of product/service
solutions. The clear implication is that OEM suppliers need to look for
external alignment opportunities so as to gain additional resources
required for supporting a more complete range of offerings.

The current results provided further impetus to the core concept of
competence alignment in accounting for impact of competence-based
solutions on value creation. Notably, it was found that alignment in
form of communicating and disclosing customer-specific competence
has a multiplier effect on the relationship between competence-based
solutions and supplier–buyer relationship value. In order to create
new value in business relationships, OEMmanufacturers should make
use of ‘live’ communication tools like trade shows, technical seminars,
and project meetings to translate its competence into relevant
solutions, and let the customer involved to experience the value
potential of such competence applications.
7. Limitations and future research

This study has limitations that need to be considered in its
interpretation and applications. First, the present sample was
restricted to relatively small and medium sized Chinese exporting
enterprises and their dealings with overseas buyers in exploratory
relationships. Although the present results should generalize to other
country and cultural contexts, more research is called for to verify
whether the constructs and relationships among constructs demon-
strate cross-cultural stability (Kumar, Scheer, & Steenkamp, 1995).
Second, while the present study has examined a subset of antecedents
of service-based value-added solutions, future research is much
needed to identify additional unexplored predictors. Specifically,
Matthyssens, Vandenbempt, and Weynes (2009) encouraged further
studies to investigate into different “competence configurations”
consisting of varied systems and processes; assets, knowledge, and
abilities; as well as culture and organization for different market
positioning options namely efficient capacity supplier, super custom-
er bonder, design partner, and strategic partner. Third, in light of the
important moderating influence of competence alignment over the
predictor-outcome linkage, future research is called for to examine
internal and external alignment as other intervening contexts. For
instance, as Windahl and Lakemond (2006) have identified two
factors that influence the outcome of transition to upgrade value
offerings: (1) solution's impact on internal activities of the supplier
(that determines the need for internal commitment), and (2)
solution's impact on customer's core processes (that might lead to
reluctance of the customer), additional studies can examine these
factors' moderating influence over the competence-based solutions-
relationship value outcomes. Last but not least, even though the
current cross-sectional, one-sided survey design shed light on the
research problem of how an individual OEM/contract manufacturer
formulates, communicates, and executes strategies to market its
integrated solutions, the dynamic character of this basic problem
would call for using dyadic business relationship as the unit of
analysis in future research. In line with the idea that “No Firm is an
Island” (Hakansson & Snehota, 1989), the Industrial Network
Approach (Ford et al., 2003; Ford & Hakansson, 2006) considers
networks as problem-driven. To advance our knowledge over how
firms engage in multi-faceted and multi-leveled networking in order
to search for and develop solutions to their problems (Gadde,
Huemer, & Hakansson, 2003), we need more longitudinal projects
where the development of integrated solutions can be followed over
time (Awaleh, 2008). In conclusion, although this study provided
theoretical and practical insights into the marketing of competence-
based solutions under contract/OEM supplier–buyer relationship
context, future studies need to extend the study and its implications
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to different business and cultural settings to reinforce confidence in
the generalizability of its findings.
Appendix I. Description of construct operational items used
in this study

Competence-based Solutions (1=strongly disagree, 7=strongly agree)
Technical application integration

The firm created value for this new customer by fine-tuning its technical
solutions with additional processing.
The firm created value for this new customer by fine-tuning its technical
solutions with additional programming.
The firm created value for this new customer by fine-tuning its technical
solutions with additional engineering.
The firm created value for this new customer by fine-tuning its technical
solutions with additional coupling of parts.

Business process integration
The firm created value for this new customer by taking over specific
administrative tasks.
The firm created value for this new customer by taking over specific
financing tasks.
The firm created value for this new customer by taking over specific
servicing tasks.
The firm created value for this new customer by taking over specific
logistics tasks.

Supplier–buyer relationship value (1=strongly disagree, 7=strongly agree)
The firm captured a lot of value from relationship with this new customer.
The firm gained a lot of benefits from the relationship with this new customer.
The firm added a lot of innovative value from the relationship with this
new customer.
The firm created more value relative to costs and benefits involved from
the relationship with this new customer.

Cross-functional coordination capability (1=much worse than major
competitors, 7=much better than major competitors)
Relative to other major competitors, managers in my company disseminate
market information across different functional areas through frequent
sharing of customer info.
Relative to other major competitors, managers in my company disseminate
market information across different functional areas through
inter-departmental management task force.
Relative to other major competitors, managers in my company disseminate
market information across different functional areas through
cross-functional teams.

Joint innovation capability (1=Very low, 7=Very high)
The firm has the ability to engage in joint development of new production
processes with its customers.
The firm has the ability to engage in joint development of new product
concepts with its customers.
The firm has the ability to adopt new technology to cater for its customers'
new demand.
The firm has the ability to engage in rapid prototype testing for its customers.

Competence disclosure (1=not pursued at all, 7=Completely pursued)
The firm made use of trade shows to disclose its competence-based solutions
to this new customer.
The firm made use of pre-project meetings to disclose its
competence-based solutions to this new customer.
The firm made use of technical seminars to disclose its competence-based
solutions to this new customer.
References

Anerson, J. C., Narus, J. A., & Rossum,W. (2006, Marchh). Cusomter value propositions in
business markets. Harvard Business Review, 91−99.

Awaleh, F. (2008), Interacting Strategically within Dyadic Business Relationships: A case
study from the Norwegian Electronics Industry, Series of Dissertations, BI Norwegian
School of Management.

Axelsson, B., & Easton, G. (1992). Industrial network: A new view of reality. London:
Routledge.

Bagozzi, R. P., & Yi, Y. (1988). On the evaluation of structural equationmodels. Journal of
the Academy of Marketing Science, 16(1), 74−94.

Barney, J. B. (1986). Strategic factor markets: Expectations, luck, and business strategy.
Management Science, 10, 1231−1241.

Barney, J. B. (2002). Gaining and sustaining competitive advantage. Reading Ma: Addison
Wesley.
Beers, M., Voelpel, S. C., Leibold, M., & Tekie, E. (2005). Strategic management as
organizational learning: Developing fit and alignment through a disciplined
process. Long Range Planning, 38(5), 445−465.

Berghman, L., Matthyssens, P., & Vandenbempt, K. (2006). Building competences for
new customer value creation: An exploratory study. Industrial Marketing
Management, 35, 91−973.

Bodur, Muzaffer (1994). Foreign market indicators, structural resources and marketing
strategies as determinants of export performance. Advances in International
Marketing, 6, 183−205.

Brodie, R. J., Brookes, R.W., & Coviello, N. E. (2000). Relationship marketing in consumer
markets. In K. Blois (Ed.), The Oxford Textbook onMarketing (pp. 517−533). Oxford:
Oxford University Press.

Brodie, R. J., Coviello, N. E., Brookes, R. W., & Little, V. (1997). Towards a paradigm shift
in marketing? An examination of current marketing practices. Journal of Marketing
Management, 13(5), 383−406.

Brusoni, S., Prencipe, A., & Pravitt, K. (2001). Knowledge specialization and the
boundaries of the firm: Why do firms know more than they make? Administrative
Science Quarterly, 46, 597−621.

Cavusil, S. Tamer, & Zou, Shaoming (1994, Januaryy). Marketing strategy performance
relationship: An investigation of the empirical link in export market ventures.
Journal of Marketing, 58, 1−21.

Coviello, N. E., & Brodie, R. (1998). From transaction to relationship marketing: An
investigation of managerial practices and perceptions. Journal of Strategic
Marketing, 6(3), 171−186.

Coviello, N. E., Brodie, R., Danaher, P., & Johnston, W. (2002). How firms relate to their
markets: An empirical examination of contemporarymarketing practices. Journal of
Marketing, 66(3), 33−46.

Coviello, N. E., Brodie, R., & Munro, H. J. (1997). Understanding contemporary marketing:
Development of a classification scheme. Journal of Marketing Management, 13(6),
501−522.

Davies, A., Brady, S., & Hobday, M. (2007). Organizing for solutions: Systems seller vs.
systems integrator. Industrial Marketing Management, 36, 183−193.

Duncan, T., & Moriarty, S. (1998). A communication-based marketing model for
managing relationships. Journal of Marketing, 62(2), 43−51.

Dunn, D. T., & Thomas, C. A. (1986). Strategy for systems sellers: A grid approach.Journal
of Personal Selling and Sales Management, 6, 1−10 (part 2).

Dyer, J. H. (1996). Specialized supplier networks as a source of competitive advantage:
Evidence from the auto industry. Strategic Management Journal, 17, 271−291.

Dyer, J. H., & Singh, H. (1998). The relational view: Cooperative strategy and sources of
inter-organizational competitive advantage. Academy of Management Review, 23,
660−679.

Eggert, A., Ulaga, W., & Schultz, F. (2006). Value creation in the relationship life cycle: A
quasi-longitudinal analysis. Industrial Marketing Management, 35, 20−27.

Ford, D. (2001). Understanding business marketing and purchasing (3rd ed). London:
Dryden Press.

Ford, D., Berthon, P., Brown, S., Gadde, L. E., Hakansson, H., Naude, P., et al. (2002). The
businessmarketing course:Managing in complex networks.Chichester: JohnWiley&Sons.

Ford, D., Gadde, L. -E., Hakansson, H., & Snehota, I. (2003). Managing Business
Relationships. England: Wiley& Sons Ltd.

Ford, D., & Hakansson, H. (2006). The idea of interaction. The IMP Journal, 1(1), 4−20.
Fornell, C., & Larcker, D. F. (1981, Februaryy). Evaluating structural equation models

with unobservable variables and measurement error. Journal of Marketing Research,
18, 39−50.

Gadde, L. -E., Huemer, L., & Hakansson, H. (2003). Strategizing in industrial networks.
Industrial Marketing Management, 32, 357−364.

Galbraith, J. R. (2002a). Organizing to deliver solutions. Organizational Dynamics, 31(2),
194−207.

Galbraith, J. R. (2002b). Designing organizations: An executive guide to strategy, structure,
and process. Wiley, San Francisco: Jossey-Bass.

Gefen, D., Straub, D., & Boudreau, M. C. (2000). Structural equation modeling and
regression: Guidelines for research practice. Communications of AIS, 1(7), 1−78.

Gronroos, C. (2000). Creating a relationship dialogue: Communication, interaction and
value. Marketing Review, 1(1), 1−14.

Hannaford, W. J. (1976). Systems selling: Problems and benefits for buyers and sellers.
Industrial Marketing Management, 5, 139−145.

Hakansson, H. (1982). International marketing and purchasing of industrial goods: An
interaction approach. Chichester: John Wiley & Sons.

Hakansson, H., & Snehota, I. (1989). No business is an island: The network concept of
business strategy. Scandinavian Journal of Management, 5(3), 187−200.

Hakansson, H., & Snehota, I. (1995). Developing relationships in business networks.
London: Routledge.

Harmsen, H., & Jensen, B. (2004). Identifying the determinants of value creation in the
market: A competence-based approach. Journal of Business Research, 57, 533−547.

Hax, A. C., &Wilde, D. L. (1999). The delta model: Adaptive management for a changing
world.Sloan Management Review, 11−28 (winter).

Hedaa, L., & Ritter, T. (2005). Business relationships on differentwaves: Paradigm shift and
marketing orientation revisited. Industrial Marketing Management, 34, 714−721.

Hobday, M., Davies, A., & Prencipe, A. (2005). Systems integration: A core capability of
the modern corporation. Industrial and Corporate Change, 14, 1109−1143.

Jaccard, J., &Wan, C. K. (1995). Measurement errors in the analysis of interaction effects
between continuous predictors using multiple regression: Multiple indicator and
structural equation approaches. Psychological Bulletin, 117, 348−357.

Jap, S. (1999). Pie-expansion efforts: Collaboration processes in buyer–seller relation-
ships. Journal of Marketing Research, 4, 461−475.

Kim, W. C., & Mauborgne, R. (1999). Strategy, value innovation, and the knowledge
economy. Sloan Management review, 40(3), 41−54.



1213L. Li / Industrial Marketing Management 40 (2011) 1206–1213
Kohli, A. K., & Jaworski, B. (1990, Aprill). Market orientation: The construct, research
propositions and managerial implications. Journal of Marketing, 54, 1−18.

Kumar, N., Scheer, L. K., & Steenkamp, J. B. E. M. (1995). The effects of supplier fairness
on vulnerable resellers. Journal of Marketing Research, 32(1), 54−65.

Lindgreen, A. (2001). An exploration of contemporary marketing practices in New
Zealand wine sector: Evidence from three cases. International Journal of Wine
Marketing, 13(1), 5−22.

Lindgreen, A., Antioco, M., & Beverland, M. (2003). Contemporary marketing practice: A
research agenda and preliminary findings. International Journal of Customer
Relationship Management, 6(1), 51−72.

Lindgreen, A., & Wynstra, F. (2005). Value in business markets: What do we know?
Where are we going? Industrial Marketing Management, 34(7), 732−748.

Martin, J. H., & Grbac, B. (2003). Using supply chain management to leverage a firm's
market orientation. Industrial Marketing Management, 32(1), 25−38.

Masella, C., & Rangone, A. (2000). A contingent approach to the design of vendor
selection systems for different types of cooperative customer/supplier relation-
ships. International Journal of Operations and Production Management, 20, 70−84.

Matthyssens, P., & Vandenbempt, K. (2008).Moving frombasic offering s to value-added
solutions: Strategies, barriers and alignment. Industrial Marketing Management, 37
(3), 316−328.

Matthyssens, P., Vandenbempt, K., & Weynes, S. (2009). Transitioning and co-evolving
to upgrade value offerings: A competence-based marketing view. Industrial
Marketing Management, 38, 504−512.

Matsuno, K., Mentzer, J. T., & Ozsomer, A. (2002). The effects of entrepreneurial
proclivity and market orientation on business performance. Journal of Marketing,
66, 18−32.

Mattson, L. -G. (1973). Systems selling as a strategy on industrial markets. Industrial
Marketing Management, 3, 107−120.

Moller, K. (2006). Role of competences in creating customer value: A value-creation
logic approach. Industrial Marketing Management, 35(8), 913−924.

Moller, K., & Torronen, P. (2003). Business suppliers' value creation potential: A
capability-based analysis. Industrial Marketing Management, 32, 109−118.

Narayanda, D. (2005). Building loyalty in business markets. Harvard Business School, 83,
131−139.

Normann, R., & Ramirez, R. (1993). From value chain to value constellation: Designing
interative strategy. Harvard Business Review, 71(4), 65−77.

Nunnally, J. C. (1978). Psychometric theory (2nd edition). New York: McGraw-Hill.
Oliva, R., & Kallenberg, R. (2003). Managing the transition from products to services.

International Journal of Service Industry Management, 14(2), 160−172.
Palmer, R. (2001), A model of relationship marketing in market maturity, Published PhD

thesis, School of Management, Cranfield University.
Penrose, E. (1959). The theory of the growth of the firm. London: Basil Blackwell and

Mott.
Penttinen, E., & Palmer, J. (2007). Improving firm positioning through enhanced

offerings and buyer–seller relationships. Industrial Marketing Management, 36(5),
552−564.

Peteraf, M. (1993). The cornerstones of competitive advantage: A resource-based view.
Strategic Management Journal, 14, 179−192.
Ping, R. A., Jr. (1995). A parsimonious estimation technique for interaction and
quadratic latent variables. Journal of Marketing Research, 3, 336−347.

Principe, A., Davies, A., & Hodbay, M. (2003). The business of systems integration. Oxford:
Oxford University Press.

Reichheld, F. F., & Kenny, D. W. (1990). The hidden advantages of customer retention.
Journal of Retail Banking Services, 12(4), 19−23.

Ritter, T. (2006). Communicating firm competencies: Marketing as different levels of
translation. Industrial Marketing Management, 35, 1032−1036.

Sharma, A., Krishnan, R., & Grewal, D. (2001). Value creation in markets: A critical area
of focus for business-to-business markets. Industrial Marketing Management, 30,
391−402.

Slywotzky, A. J. (1996). Value migration: How to think several moves ahead of the
competition. MA: Harvard Business School Press.

Slywotzky, A. J., & Morrison, D. J. (1998). The profit zone: How strategic business design
will lead you to tomorrow's profits. Chichester: John Wiley and Sons.

Teece, D. J., Pisano, G., & Shuen, A. (1997). Dynamic capabilities and strategic
management. Strategic Management Journal, 7, 509−533.

Tzokas, N., & Saren, M. (1997). Building relationship platforms in consumer markets: A
value chain approach. Journal of Strategic Marketing, 5(2), 105−120.

Tzokas, N., & Saren, M. (1999). Value transformation in relationship marketing.
Australasian Marketing Journal, 7(1), 52−62.

Ulaga, W. (2001). Customer value in business markets: An agenda for inquiry. Industrial
Marketing Management, 30(4), 315−319.

Ulaga, W., & Chacour, S. (2001). Measuring customer perceived value in business
markets: A prerequisite for marketing strategy development and implementation.
Industrial Marketing Management, 30(6), 525−540.

Vargo, S., & Lusch, R. (2004). Evolving into a new dominant logic for marketing. Journal
of Marketing, 68, 1−17.

Walter, A., Ritter, T., & Gemunden, H. G. (2001). Value creation in buyer–seller
relationships. Industrial Marketing Management, 30(4), 365−377.

Webster, F. E., Jr. (2000). Understanding the relationships among brands, consumers,
and resellers. Journal of Academy of Marketing Science, 28, 17−23.

Wernerfelt, B. (1984). A resource-based view of the firm. Strategic Management Journal,
5(2), 171−180.

Wikstrom, S. (1996). Value creating by company–consumer integration. Journal of
Marketing Management, 12, 359−374.

Windahl, C., & Lakemond, N. (2006). Developing integrated solutions: The importance
of relationships within the network. Industrial Marketing Management, 25(7),
806−818.

Wise, R., & Baumgartner, P. (1999, September–Octoberr). Go downstream: The new
profit imperative in manufacturing. Harvard Business Review, 133−141.

Zerbini, F., Golfetto, F., & Gibbert, M. (2006). Marketing of competence: Exploring the
resource-based content of value-for-customers through a case study analysis.
Industrial Marketing Management, 36, 784−798.

Zerbini, F., Golfetto, F., & Gibbert, M. (2007). Marketing of competence: Exploring the
resource-based content of value-for-customers through a case study analysis.
Industrial Marketing Management, 36(6), 784−798.


	Marketing of competence-based solutions to buyers in exploratory relationships: Perspective of OEM suppliers
	Introduction
	Creation of relationship value: a competence-based marketing approach
	Factors that support competence-based integrated solutions
	Research methodology
	The sample design
	The measurement design

	Statistical analyses
	Discussion and managerial implications
	Limitations and future research
	Description of construct operational items used in this study
	References


