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Abstract

The aim of this study is to deepen current understanding concerning cyclicality in the Finnish sawmill
industry. Traditionally, economic actors in the sawmill industry have faced dramatic price and
demand fluctuations. Managers often regard cyclicality as natural and unavoidable in the industry.
Accordingly, research related to business cycles in the Finnish sawmill industry has consisted of
short-term studies that have mainly focused on predicting the turning points of cycles. In contrast to
these short-term investigations, this study proffers research on cyclicality that is both empirical and
historical. It aims to emphasise the actor perspective that seems to be absent in existing research on
business cycles and cyclicality. In line with the adopted perspective, business cycles are not merely
objective economic phenomena external to their observers. As regards the research, the above view
necessitates a more complete understanding of business cycles and historical knowledge of the
industry and the actors in its supply chain. 

The idea that heavy economic fluctuation is detrimental to all is emphasised in this thesis, though
it has been argued that in the short term, some actors at the lower end of a distribution chain may take
advantage of cyclicality by game playing. However, in the long run there are very few actors, if any,
who profit from business cycles. The empirical data was primarily collected during a number of
discussions with sawmill experts and in essence, the problem of cyclicality is observed through the
eyes of Finnish sawmill managers. However, interviews with intermediaries as well as many public
statistics and archive documents were also used to describe and explain the economic fluctuations
over three decades in the industry.   

Industry-, supply chain- and dyadic business relationship-levels are used in the empirical and
theoretical parts of the thesis. Business cycle theories by economists form the context for the study of
cyclicality. Systems thinking presents the total picture of cyclicality as a problem in a specific
industry, whereas the Bullwhip/Forrester effect describes cyclicality in a supply chain, and
explanations for cyclicality in the Finnish sawmill industry are studied in terms of supply chain
management. In particular, the presented sub-cases of dyadic business relationships shed light on the
power of long-term business relationships as a smoothing-out strategy. 

The findings of this study reveal that there is another option for managers other than considering
the cycles as being "natural", and that there is an opportunity to affect the traditional mode of
behaviour in coping with business cycles. It is argued that the structures, behavioural patterns and
management components of supply chain management play major roles when the sources of
cyclicality and opportunities to moderate business cycles are investigated. 

Keywords: business cycles, business relationship, cyclicality, industry-specific cyclicality,
sawmill industry, supply chain, supply chain management
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Part I – Industry-specific cyclicality and conceptual tools 





1 Introduction 

Strong economic fluctuations are one of the severest problems characterising the Finnish 
sawmill industry (Alajoutsijärvi, Holma, Nyberg & Tikkanen 2002, 9; Tilli, Toivonen, 
Hänninen & Toppinen 2001, 4; Aravuo 1998; Juslin & Neuvonen 1997). For at least over 
two and a half centuries they have repeatedly disturbed the industry (Ahvenainen 1984, 
410-411). They have been a nuisance for so long that they are seen as being inherent to 
and playing a necessary part in the industry. 

Up until now the studies related to business cycles in the Finnish sawmill industry 
have mainly concentrated on predicting the turning points of cycles (e.g. Hetemäki, 
Hänninen & Toppinen 2001; Hänninen 1998; Hänninen 1994; Toppinen & Tervo 1992; 
Tervo, Mäkelä & Hänninen 1988; Tervo & Janatuinen 1988; Saviaho 1975). This thesis 
strives to fill the research gap in the current research field by focusing on the fundamental 
reasons behind the heavy fluctuations and opportunities to moderate them. In particular, 
the study evaluates new ways of supply chain management and customer relationship 
management in attempting to achieve its objectives. 

1.1  The challenge of business cycles in the Finnish sawmill 
industry 

The Finnish sawmill industry is characterised by a strong sensitivity to economic 
fluctuations, and business cycles are considered the greatest challenge to the development 
of the industry over the long run (cf. Alajoutsijärvi, Holma, Nyberg & Tikkanen 2002; 
Juslin & Neuvonen 1997). It has experienced several booms and busts during the last 
three decades. For instance, during the first years of the 1970s the total production of the 
Finnish sawmill industry increased to over 8 million cubic meters. However, the years of 
oil crises saw a decline in production to only 5 million cubic meters but by 1980, it had 
risen to more than 10 million cubic meters. At the beginning of the 1990s, production was 
almost halved, only to double again to over 13 million cubic meters ten years later 
(Finnish Forestry Research Institute 2001; Uotila 1994). This fluctuation in production of 
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the Finnish sawmill industry can be seen more clearly when depicted in terms of annual 
deviations rather than total output of cubic meters (Figure 1). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Fig. 1. Annual deviations in production in the Finnish sawmill industry from 1971 to 2000 
(The Finnish Forest Research Institute 2001) 

The major problems related to cyclicality are heavily fluctuating demand and price levels, 
which the operating costs, and above all the prices of raw material, have not had enough 
time to become adjusted to. According to the strong fluctuations of orders the strategic 
planning of sawmills is often forced to operate without exact perceptions of the future 
development (Uotila 1994). Sawmills have been obliged to pay high prices for round 
timber in boom periods, but in depressions they have not been able to obtain forecasted 
prices for ready products making the situation ever more serious for them. Typically, the 
time lag of raw material costs and production has been two years or half the cycle period. 
It has become visible as a strong performance flux in the business. (cf. Alajoutsijärvi et 
al. 2002; Alajoutsijärvi & Tikkanen 1999, 24; Pöyhönen 1991) These kinds of 
circumstances are perceived as hindering the development of the Finnish sawmill 
industry. According to Aravuo (1998) cyclicality has been even more prominent in this 
line of business than in the pulp and paper industries, which have traditionally been 
regarded as examples of heavily fluctuating industries. 

Seen from the perspective of the whole value chain, the main difficulty is adjusting 
production and inventories to the level of demand in such a way that sales are able to take 
advantage of the increasing prices usually related to the increasing order stock 
(Janatuinen & Toppinen 1991). On the other hand, during the downswing of business 
cycles it is important to avoid the large-scale selling off of inventories at decreased 
prices. According to Alajoutsijärvi & Tikkanen (1999) the understanding of business 
cycles and the possibilities for making them smoother with less fluctuation is essential to 
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the development of the industries of further processed timber products in situations where 
value-adding manufacturers have very limited or simply no ways of forecasting the 
development of the price of their main raw material. Furthermore, if the players of the 
supply chain are continuously obliged to negotiate over prices, the “price and inventory 
game” may steal needed time from essential long-term development procedures. 
Moreover, the smoothing of cyclicality is important as otherwise investors may consider 
the heavily fluctuating sawmill business as being too risky for investment. This might 
appear as a progressive lack of capital in the independent sawmills’ industry. 

As about two thirds of Finnish sawn goods production is exported, the business cycles 
of the importing countries have a great importance on the Finnish sawmill industry. 
While markets are becoming more global, economic phenomena occurring in various 
parts of the world are even more interwoven. For instance, Hänninen (1998, 20-22) 
illustrates this by giving an example from export trade to show how changes in the world 
economy are transferred to the Finnish sawmill industry. 

The success of the buyers of sawn goods in their own business sectors predominantly 
determines the development of the demand for sawn goods. However, the success of 
foreign industrial end-users does not directly present favourable prospects to the 
exporters of Finnish sawn wood. The increase of consumption may lead to enhancement 
of domestic sawn wood production in the target country, and it may take some time 
before imports increase. Furthermore, another exporting country may have a competitive 
advantage, for instance, due to the exchange rate, and hence the increase in imports is not 
directed to Finnish sawn goods (Tilli, Toivonen, Hänninen & Toppinen 2001, 4-5). 

The international economic expectations and long supply chains with changing 
inventories make the industry very sensitive to economic fluctuations (Klint 1985, 9-10). 
For instance, over the last three decades, the quantity of exports has varied between three 
and ten million cubic meters (Finnish Forestry Research Institute 2001). Juslin & 
Neuvonen (1997) argue, that in essence, business cycles have adopted with some delays 
the development of various economic indicators such as interest rate level and GDP. The 
exact timing of the turning points of business cycles and the depth of the depressions are 
the aspects that mostly increase the uncertainty of forecasting. Fortunately, the sawmill 
industry as well as other branches of the forest industry are not as sensitive to this as 
many other industries producing consumer products, which changes in consumer 
preferences can ruin in a reasonably short time. Furthermore, though the demand of all 
forest industry products has experienced strong fluctuations, in the long term demand has 
been continuously increasing, which has eased the burden of management. Therefore, no 
single wrong decision has usually ended in catastrophe. The increased production has 
been able to be sold sooner or later to markets once demand has recovered. 

Companies competing in export markets are more vulnerable to business cycles than 
home market companies. There are more variables defining the success and competitive 
positions of firms acting in export markets. These variables are changing continuously, 
which give either competitive advantage or disadvantage to firms. The following schemes 
should be monitored: different inflation rates and different interest rates in various 
countries, changing exchange rates, tariffs and other barriers of trade, oversupply or 
shortage situations on markets, and the development of costs and routings of transport. 
On the other hand, exporting companies are not so dependent on the economic situation 
of one specific market but can change their focus to the markets offering the best 
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performances. A common fiscal policy in EMU countries has diminished possibilities for 
the Finnish sawmill industry to take advantage of the previously so common devaluations 
in competing market shares, and maybe this has increased its interest in investments in 
and outside the European Union. (cf. Hänninen 1998, 18-19.) 

Today, it is vital to discover other possibilities for coping with business cycles instead 
of the former devaluations. For instance, more consistent market behaviour among 
competitors and new ways of and technologies in customer relationship management 
offer two broad areas of opportunity to moderate cyclicality in the sawmill industry (cf. 
Alajoutsijärvi et al. 2002, 9; Alajoutsijärvi & Tikkanen 1999). Since the beginning of the 
1980s the number of small sawmills has decreased considerably. As a result of this the 
capacity is heavily concentrated on the sawmill divisions of the three large forest industry 
corporations, Stora Enso, UPM-Kymmene and Metsäliitto. The consolidation process is 
decreasing the number of competitors on the market, and enabling the restructure of 
management thinking in the industry. Furthermore, the major corporations have 
developed their organisations towards division structures and corporate strategies are 
transforming from financial control towards strategic planning and control. The latter 
process is diminishing the competition between sawmills within corporations. 

Due to many acquisitions, mergers and direct investments the size of our enterprises 
establish possibilities to rationalise production facilities, supply chain structures and 
behavioural patterns in supply chain activities, as well as to extend customer and product 
portfolios. It can be argued that these processes linked with the new ways and 
technologies of customer relationships management may play an important part in 
attempts to moderate industry-specific cyclicality. 

1.2  Industry-specific research of cyclicality  

Business cycles have been one of the most crucial topics in economics for more than one 
hundred years (Lutz 2002; Fuhrer & Schuh 1998; Samuelson 1998; Temin 1998). In 
economics, macroeconomists have tended to focus on understanding the persistence in 
the ups and downs of aggregate economic activity, especially demand and production e.g. 
at the level of a national economy. Business cycles have been described and analysed 
through statistical time series and various quantitative indicators derived from them. The 
standard models of business cycles assume the production of only one good, thus they 
consider only one economic sector. Another example of this type of thinking can be seen 
in the definition set by the National Bureau of Economic Research (NBER), which 
decides when the recession begins and ends in the US: “[…] a recession is a period of 
decline in the total output, income, employment, and trade, usually lasting from six 
months to a year, and marked by widespread contractions in many sectors of economy”.1 

Economists have been less concerned with understanding individual industries or 
sectors though the question of what causes the economy to exhibit the cyclical type of 
activity has been a source of much discussion and controversy in economic theory (see 
e.g. Lutz 2002; Gerrard 1996; Kydland 1995; Landreth & Colander 1989). In contrast to 

                                                           
1 The definition can be found at NBER’s Web address, http://www.nber.org./cycles.html. 
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economists’ interest in business cycles as a governmental or macro perspective, this thesis 
addresses the micro or managerial viewpoint as the industrial corporations attempt to 
understand or even manage the cycles that affect their operations. In other words, this 
thesis focuses on so-called “industry-specific” business cycles. Thus, a distinction is 
made between the more general macroeconomic business cycles (e.g. Schumpeter 1939) 
on the one hand, and cyclicality in specific industries and their sub-segments on the other 
(see e.g. Alajoutsijärvi et al. 2002, 17-18; Alajoutsijärvi, Tikkanen, Klint & Tikkanen 
2001, 487-497; Vinell 1973). So far, only a few academic studies have aimed at linking 
organisational control and strategies to business cycles (e.g. Czarniawska-Joerges 1989; 
Whittington 1989). 

Most presentations of business cycles seem to focus on finding the trigger mechanisms 
why general economic growth suddenly collapses and only a few address the 
fundamental long-term problems underpinning cyclicality (see e.g. Sornette 2003). To 
approach industry-specific cyclicality this thesis exploits the appropriate insights derived 
from the theories and models of macroeconomics as well as Forrester’s ideas of industrial 
dynamics and Senge’s systems thinking (e.g. Senge 1990, Forrester 1958, 1962). 

Systems thinking (see Chapter 2.3) includes the area of supply chain and its dynamics 
– the research field of which has gained growing popularity since the late 1980s and 
especially since the beginning of the 1990s (see, e.g. Wilkinson 2001; Reid & Plank 
2000). Systems thinking is a managerial school of thought with many similarities to the 
complexity theory (e.g. Kauffman 1995 and other researchers associated with the Santa 
Fe Institute for the Study of Complexity). According to Wilkinson & Young (2002, 127) 
firms may overreact when they try to take into account the effects of their actions on their 
relationships and connections between them. This may result in more complex, possibly 
chaotic patterns of behaviour (Kauffman 1992 and 1996). 

The structure of a supply chain with many intermediaries is argued to be an essential 
source for economic fluctuation (cf. Hultman 1993; Klint 1985). Moreover, inventories 
and the role of inventory investments in economic fluctuation have been popular topics in 
academic discussions (e.g. Towill 1996, 16; Ramey 1989, 338; Klint 1985, 10; Vinell 
1973). Consequently, many studies have proved that the behaviour of supply chain 
members are far from optimal (e.g. Towill 1996, 15-27; Sterman 1989b, 321-338, 
Burbidge 1983). 

Towill (1996, 15-27) declares that the ultimate goal has to be the “seamless supply 
chain” in which all players think and act as one. The studies above have proven that 
proper design of supply chain dynamics and the re-engineering of operational structures 
and behavioural regularities are vital elements in moderating heavy cycles. Thus, supply 
chain management emphasising streamlining the chain between supplier and customer, 
i.e. re-designing the supply chains, transforming business partners’ behaviour, motivating 
partners towards cooperation and integration, offers the possibility to affect cyclicality. 

Finnish research related to the cyclicality of the sawmill industry has focused on 
econometric studies. Mostly these studies have focused on creating short-term 
econometric models for predicting the turning points of business cycles. (Hetemäki, 
Hänninen & Toppinen 2001; Hänninen 1998; Hänninen 1994; Uusivuori 1994; Toppinen 
& Tervo 1992; Tervo, Mäkelä & Hänninen 1988; Tervo & Janatuinen 1988; Enroth 1986; 
Kuuluvainen 1982; Hytönen-Kemiläinen 1979; Saviaho 1975). 
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However, this thesis does not follow this path of trying to perform a short-term 
mathematical model but instead tries to reveal the fundamental problems caused by the 
adopted system in the industry. In essence, the structures and behavioural regularities 
adopted in the industry, or more precisely in its supply chain, can be argued to form a 
system, which may underpin, enhance and maintain cyclicality. Thus, this thesis wants to 
contribute to such dissertations, though few in number, as Vinell (1973) and Klint (1985) 
that connect industry-specific cyclicality to marketing science and emphasise the long-
term perspective. Among other studies representing the same kind of view, Alajoutsijärvi, 
Klint & Tikkanen (2001) discussing customer relationship strategies and cyclicality in the 
global fine paper industry must be mentioned. 

Vinell (1973) depicts the trends and cycles in Swedish steel markets after World War 
II. The perspective of the study was originally short-term but Vinell later enlarged it to 
yield various long-term problems in the Swedish steel markets. He discussed the firms’ 
cyclical marketing policy and evaluated the importance of various product and supply 
chain factors such as the activities of middlemen in fluctuations. 

Klint (1985) investigated the cyclicality in the Swedish pulp and paper industries. 
International dependence, a long supply chain and inventory changes are seen as the 
major contributing factors. This study emphasises as Klint does in his dissertation, 
namely the aim to affect future circumstances created by economic fluctuation. 
According to Klint (1985) the core is not at establishing models to predict the turning 
points of the cycle because it is always difficult to exactly identify and foresee them. It is 
more appropriate that firms selling to changing markets focus on seeking new partners 
and/or leaving older ones – in all, it is appropriate to evaluate the importance of long-
term relationships. Moreover, Klint (1985, 17) argues that individual firms have strategic 
alternatives to affect their economic fluctuations. 

In regard to the studies presented above, further research of industry-specific 
cyclicality is needed. The following chapter sheds light on the research gaps. 

1.3  Justification of the study  

The focus of this study is on understanding industry-specific cyclicality. The existing 
literature concerning the research area described is deficient in many respects. Several 
research gaps can be identified in the literature on approaching cyclicality from the 
perspective of a certain industry. In the area of industry-specific cyclicality, the academic 
writings seem to have emphasised the applicability of the industrial dynamics “Forrester 
effect” rather than softer, behavioural aspects of supply chain management in evaluating 
possibilities to moderate economic fluctuations. In particular, the studies of the Finnish 
sawmill industry have focused on various sub-problems and short-term forecasting. 

The legion of business cycle theories in economics provides us with background 
information on what may cause the cyclical patterns in national economies and its various 
sectors (see Chapter 2) but they do not give us sufficient explanations as to why some 
clusters and industries succeed better than others and especially as to why some industrial 
corporations succeed better than others in mitigating cyclicality. 
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In contrast to economists’ interest in the governmental or macro perspective, the focus 
in this study is on an actor or managerial viewpoints. From such a viewpoint, business 
cycles are not merely objective economic phenomena external to their observers. On the 
contrary, to properly understand them a much more specific, historical knowledge of the 
industry and the actors in the supply and distribution chain is required. So far, only a 
couple of studies have aimed at relating organisational control and strategies to business 
cycles (e.g. Czarniawska-Joerges 1989; Whittington 1989). As Schumpeter argued 65 
years ago in his famous book Business Cycles: (1939, 13) “…it is always of the outmost 
importance for us to be thoroughly masters of the economic history of our time, the 
country or the industry, sometimes even of the individual firm in question, before we can 
draw any inference at all from the behaviour of time series. We cannot stress this point 
sufficiently.” In elaborating the rather managerial view of business cycles this study 
would like to suggest that supply chain management and relationship management may 
offer major opportunities to affect cyclicality. 

It seems that academic industry-specific studies of cyclicality combining 
macroeconomic phenomenon with managerial data are scarce, or quite non-existent in 
some sectors. Even more exceptional it seems are studies which can be characterised as 
“managerial” or behavioural, and which have considered the historical context as well as 
the whole supply chain. As stated in the previous chapter, among academic dissertations 
Vinell (1973) and Klint (1985) are the notable exceptions to which this dissertation wants 
to contribute. 

Due to the importance of the export trade for the industry the key customer are often 
foreign companies and due to prevailing long supply chains with many intermediaries 
direct contact with these final industrial customers may remain elusive. The economic 
expectations, speculation, opportunism, management of inventories and delays may affect 
the economic fluctuation (see Chapter 2). Managing the customer portfolio and the key 
buyer-seller relationships are vital for all kind of enterprises (see e.g. Ford, Gadde, 
Håkansson & Snehota 2003, Gadde & Håkansson 2001, Bensaou 1999) but their 
importance can be argued to be especially vital in industries such as the sawmill industry 
that are traditionally known to be sensitive to economic fluctuations and are hence worth 
more investigation. 

However, it seems that contributions processing the connection between relationships, 
supply chains and cyclicality are missing. Furthermore, there seem to be no academic 
writings about the means to moderate business cycles in the heavily fluctuating sawmill 
industry apart from the econometric models undertaken in the Finnish Forest Research 
Institute. These econometric studies have not been complete business cycle depictions but 
just focused on addressing primarily certain economic indicators of fluctuations in export 
trade (cf. e.g. Hetemäki, Hänninen & Toppinen 2001; Hänninen 1998; Hänninen 1994; 
Uusivuori 1994; Toppinen & Tervo 1992; Tervo, Mäkelä & Hänninen 1988; Tervo & 
Janatuinen 1988). 

The econometric models have focused on which economic indicators predict the 
turning points in order to enable managers to adjust the firms’ activities according to the 
changing conditions in the markets. Hence, there is a lack of studies that aim at affecting 
the circumstances created by future economic swings (cf. Sornette 2003; Alajoutsijärvi et 
al. 2002, 18-20; Klint 1985, 20). 
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In recent years, the re-structuring of supply chains has been fast (cf. Rosenbröijer 
1994, 2; Morgan 1991; McKenna 1988) and dynamic development still seems to be 
continuing. In general, the tendency has been to get rid of middlemen as well as to 
consolidate the customer and supply side enterprises. It seems that the prevailing 
companies are more powerful and have more possibilities to influence the business 
practices than the firms of yesterday. Furthermore, the signs that the culture of sawmill 
enterprises has gradually turned from being production-oriented to holding more market-
oriented views emphasising the general trend of creating value for end customers offer a 
fruitful ground for investigations. (cf. Korhonen & Niemelä 2003, Juslin & Hansen 2002, 
Kemppainen & Vepsäläinen 2003) However, the discussion of this development has not 
been extended to cover economic fluctuations and needs to be addressed. 

Generally, the factors of supply chain management seem to be vital for the theme 
under scrutiny and need more research (Alajoutsijärvi et al. 2002). For instance, Frazier 
(1999, 226-227) expresses that e.g. the questions of “how functions are shared-split 
between channel members and …. how coordination is achieved among distributors in 
integrated supply networks” are not adequately studied. It is important to have such 
governance structures, networks and channels that represent strategic advantages and that 
are inherently flexible enough to respond to competitive moves and changes in customer 
preferences (Heide 1994, 82). All of the above implies the general view that new 
structural forms, increasing inter-firm connections, integration and information flows 
need more investigation (cf. Fenton & Pettigrew 2000). 

The various views of integration at the general level have been widely discussed (see 
e.g. Bagchi, Ha, Skjøett-Larsen & Soerensen 2003; Frolich & Westbrook 2002; Lee 
2000) as well as virtual integration where each participant concentrates on those 
processes that it performs best, leaving the rest to others (Hammer 2001; Harland, 
Lamming & Cousins 1999; Christopher 1998; Prahalad & Hamel 1994). However, some 
researchers argue that integration and close collaboration is not always the best solution 
(Bask & Juga 2001). Fawcett & Magnan (2002) found in empirical study that supply 
chain practice seldom resembles the theoretical ideal. McAdam & McCormack (2001) 
presented the same kind of results. They found that there was little evidence of firms 
actually using the integration of business processes in their supply chains. Thus, there is a 
need to continue the discussion on the contradictions of real situations of inter-
organisational integration (or collaboration) and theoretical ideals, as well as about the 
possibilities of changing theories into practice. In addition, the impacts of various forms 
of integration on business cycles on need more research. 

The management of information and networks is said to be to a great extent behind the 
success. (cf. Korhonen & Niemelä 2003) Changing culture and management thinking in 
the sawmill companies may also mean new opportunities for building strategies and 
mechanisms to moderate business cycles in the Finnish sawmill industry but so far there 
has been no research done concerning this. 

In all, in spite of the fact that there is a long history of empirical and theoretical 
business cycle studies, the explanation for, and measurement of, the phenomenon is still 
somewhat elusive. The most powerful argument justifying this thesis is the perspective of 
the study: In order to offer workable solutions to real-world problems, the research must 
be both empirical and historical. Consequently, the actor and managerial perspective 
adopted in this thesis seems to be absent in existing research on business cycles and 
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cyclicality. In other words, micro-level research designs are needed to fill the gap 
between aggregate economics indicators and real-life managerial contexts. (cf. Dick 
1998.) Therefore, it is now appropriate to contribute to those researchers few in number 
such as Vinell (1973) and Klint (1985) who have provided a “managerial” approach to 
cyclicality and focused on special sectors in national economies. 

1.4  Purpose of the study and research questions 

The overall purpose of this thesis is to elaborate a managerial or actor viewpoint to 
achieve a deeper understanding of cyclicality from which the enterprises can better 
understand, and even try to moderate the cycles that affect their operations. A challenge 
for the thesis is to try to combine general economic phenomenon with managerial data 
concerning cyclicality in the Finnish sawmill industry, including the conditions that 
cause, enhance and uphold this cyclicality. 

This study aims at looking into the underlying structures that shape the behaviours of 
various actors within the supply chain, and create the conditions in which cyclicality 
emerges. Moreover, the aim is to identify possible lines of action that could constitute a 
solution to the problem of cyclicality. Some authors (e.g. Towill 1996; Hultman 1993; 
Klint 1985; Vinell 1973) argue that major explanations for strong economic fluctuation in 
industry-specific settings can be attached to supply chains. Thus, it is justifiable to focus 
on the transformation of supply chains, and the impacts of this development on economic 
fluctuation. Furthermore, it has also been argued that supply chain management is a 
suitable approach for solving all kinds of problems related to supply chains (e.g. Stock 
2001). These facts guide us towards solving the research problem of how to moderate the 
industry-specific cyclicality in the Finnish sawmill industry by finding answers to the 
following main research question. 

How can supply chain management moderate and/or cope with cyclicality in the 
Finnish sawmill industry? 

The main research question leads to two sub-questions: 

a) What kind of cyclicality has the Finnish sawmill industry faced from 1970 to 2000? 
b) What are the key structures and processes that typically cause, enhance and maintain 

cyclicality in the Finnish sawmill industry? 

The answers to the above questions are sought through the development of a theoretical 
framework and the analysis of the key concepts of the study. After introducing basic 
issues of business cycles theories, systems thinking is used to clarify cyclicality as a 
phenomenon from the viewpoint of this thesis. Then the concepts of bullwhip effect and 
supply chain management are presented as tools for understanding and explaining the 
research problem under study. 

Before trying to answer the main research question it is appropriate to depict what 
kind of cyclicality there has been in the Finnish sawmill industry. The first sub-question 
is answered through providing historical data based primarily on the following market-
related economic indicators: price, demand and production rate. Impacts of investments, 
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inventories and order rates during the different phases of business cycles are also 
considered. 

The answers to the second sub-question shed light on why the business cycles have 
been as described. The answers are based mainly on interviews conducted with managers 
and other experts of the sawmill industry. In seeking answers to this sub-question and 
also to the main question the study relies on supply chain management literature (e.g. 
Lambert & Cooper 2000; Lambert, Cooper & Pagh 1998; Harland 1996). This theoretical 
ground is evaluated in order to provide comprehensive tools for analysing and 
influencing the structures, relationships and management components of the supply 
chains (Spens 2003; Harland, Lamming & Cousins 1999; Lambert et al. 1998; Harland 
1996). Consequently, this theoretical ground is considered to give appropriate conceptual 
tools for dealing with the problem of industry-specific cyclicality stemming mainly from 
supply chain factors. 

This thesis emphasises long-term solutions and behavioural aspects. Furthermore, it is 
stressed that the economic environment, strategies and phases of the business cycles are 
linked with each other. The behaviours of buyers and sellers, i.e. the behaviours of the 
members in the supply chain change according to the phase of business cycle because 
their mutual power phases consequently change. Therefore, it is appropriate to investigate 
the markets and the members of the supply chain in various phases of the cycle and how 
different preconditions influence the stability of the trade. The analyses should be 
extended to different levels. A situation that may seem stable and conflict free at a high 
level of depiction may turn out to be very unstable and beset with conflicts at a lower 
level. In order to get an in-depth picture, it is good to analyse cycles at several levels. In 
this thesis, cyclicality is analysed at an industry, supply chain and even company level. 

1.5  Scope and limitations of the study 

By taking an industry-specific perspective and focusing on the Finnish sawmill industry, 
this study cannot fully utilise the conceptual assistance of the traditional business cycle 
theories. In contrast, it contents itself with the same set of managerially relevant 
economic indicators for industry-specific business cycles as Alajoutsijärvi et al. (2002) in 
their attempt to explain cyclicality in the context of the Finnish and Swedish sawmill 
industry. Moreover, this thesis does not want to enter into a discussion about the 
taxonomical differences between the more general, macroeconomic business and industry 
or sector-related cyclicality. 

Instead the focus is on the suppliers’ side and the world is looked at through 
sawmillers’ perspectives, primarily due to the data access, though the scope of this study 
is extended to the whole supply chain. In this task this thesis emphasises the assistance of 
supply chain management literature. 

The third limitation of this study is connected with the context. Although the whole 
branch of the Finnish sawmill industry forms the framework of the study, the general 
information sources and the theme interviews are enriched more thoroughly using only 
three sub-case companies. In reality, the field of the sawmill industry is very large. It is 
composed of the so-called integrated and independent sawmills. The former are parts of 
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large corporations whose main interest lie in pulp and papermaking, which may dominate 
the strategies and policies of the integrated sawmills. Furthermore, large corporations 
seem to influence greatly the performance of independent sawmills through the pricing of 
chips. It is an economic necessity for many smaller sawmills that integrated sawmills buy 
their chips and buy them at a reasonable price. Independent sawmills are mostly privately 
owned family-businesses. In addition, sawmills vary to a great extent in size, production 
facilities and machinery, raw material bases, cultures etc. So there are no two equal 
sawmills producing similar products. Moreover, they have different business associates, 
middlemen and partners, i.e. they are parts in different chains and networks. 

The main purpose of choosing the three special sub-cases for further investigation was 
to complement the existing knowledge of the role of long-term relationships in smoothing 
cyclicality. It was natural to try to pick up different kinds of sawmills, and the subjective 
choice turned to a big integrated company and big and small independent family-owned 
companies. 

The ultimate goal is not to produce results that can be generalised with certainty to the 
whole industry. However, it may create new insights, which may offer better 
opportunities for some enterprises to moderate or cope with cyclicality and achieve better 
performance. 

1.6  Implementation of the study 

The implementation of this thesis follows the principles of an abductive case study. 
Though the abductive approach has a rather long tradition, it has become more common 
in recent marketing studies (e.g. Mitronen 2002; Sallinen 2002). According to Dubois & 
Gadde (1999) a characteristic of abductive case studies is that unexpected results or 
increased theoretical knowledge may change the previous framework as the study goes 
on. In this study, the supply chain management perspective partly overrode the first prime 
theory candidates: marketing channel and network approaches. In making this decision it 
was taken into account that raw material suppliers are not dealt with in channel literature 
and networking has just recently gained advocates in the sawmill industry. 

A case study approaches the phenomenon on the ground of its characters and context 
when the boundaries of characters and context are not easily distinguishable and 
immediately observable. Moreover, the method allows the diversified use of data. A case 
study is suitable for studies where the phenomenon is extensive, complicated and 
according to preconception not well structured (Bonoma 1985; Eisenhardt 1989, Miles & 
Huberman 1994, Yin 1994). It is stressed that the researcher must be very familiar with 
the phenomenon and must have access to the sources of information. The latter is of 
primary importance but often difficult because the data may be sensitive and confidential 
(Gummesson 1991). 

An abductive case study utilises the researcher’s preliminary knowledge of a 
phenomenon. This knowledge can originate from both theoretical knowledge and 
understanding established through practice (Grönfors 1982). In this case the researcher 
has basic education and a degree in forest products marketing, over fifteen years of 
experience in teaching forest products marketing, over two years in a research project 
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studying business cycles in the sawmill industry and some working experience in the 
industry. Hence, this study is undertaken with the preliminary knowledge coming from 
the researcher’s previous understanding and the interviews conducted in the research 
project in 2000-2002 as well as the theoretical knowledge originating from supply chain 
management (SCM) research, network theories, especially the studies by the IMP Group2, 
and marketing channel and system thinking theories. The intention is to use existing 
theories together with empirical data to come up with a better understanding of the 
development of economic fluctuation in the Finnish sawmill industry, and through this 
better understanding, generate some models or suggestions for strategies aiming at 
mitigating heavy fluctuation. 

In this study, previous studies as well as the prevailing literature and the researcher’s 
knowledge of cyclicality in the sawmill industry formed the first step in the research 
process. The first interviews assured the author the suitability of using SCM as the 
theoretical perspective. In turn, SCM conducted the author to focus on structures, 
processes and management components of the supply chain. Consequently, the data 
analysis convinced the author to emphasise certain features of supply chains, i.e. 
structures, business relationships and integration aspects of supply chains. The theory and 
empiria interacted and overlapped at different points of the study process.  

In all research scientific argumentation has an important role. In an abductive case 
research method the two prime types of scientific argumentation – induction and 
deduction – take turns and overlap. The abductive method tries to combine these two 
types to form the abductive argumentation. It is just this iteration between induction and 
deduction that characterises abductive research (e.g. Gummesson 2000, Coffey & 
Atkinson 1996). Dubois & Gadde (1999) say it is seen as ”…going back and forth from 
one type of research activity to another. The preliminary analytical framework will be 
affected by what is discovered during data collection as well as during analysis and 
interpretation. Data analysis might identify new issues that must be covered in interviews 
etc. This process is what we refer to as systematic combining – grounded in an abductive 
logic.” 

The theoretical part of this thesis introduces the concepts necessary to elaborate on 
cyclicality as a phenomenon. The concepts for depicting industry-specific cyclicality are 
looked at from macroeconomic business cycle and systems thinking approaches, and the 
concepts for explaining the cyclicality from a supply chain management perspective. 
However, in some parts the dichotomy of depicting and explaining concepts is somewhat 
artificial, e.g. the bullwhip effect both depicts and explains economic fluctuations in 
supply chains. Moreover, supply chain management is a rather young and maturing 
approach, marketing channel and network approaches are also utilised to complete the 
analytical concepts. At the end of the theoretical review, the concepts, with the help of 
previous knowledge, are used to build up a framework for the study. 

                                                           
2 “The IMP (Industrial Marketing and Purchasing) group was formed in 1976 by researchers from five 
European countries. The group’s first work was a large-scale comparative study of industrial marketing and 
purchasing across Europe. Results from this study were published by John Wiley in 1982, edited by Håkan 
Håkansson, under the title International Industrial Marketing and Purchasing: An Interaction Approach.” 
(Ford et al. 2002) 
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This study combines three levels of analysis, namely industry, supply chain and 
individual company levels to make the picture more complete. It is also aimed at ensuring 
that the analyses not only discuss cyclicality at a high abstract level but also includes a lot 
of empirical and managerial aspects. 

Extensive data were gathered from various sources to ensure validity. Moreover, to 
obtain as many-faceted as possible a picture of the business cycles in the sawmill 
industry, the interviewees represented small and medium-sized sawmills as well as large 
corporations. The accuracy of interpretation requires interviews of several various 
persons in different positions in the sawmill business. Following this kind of procedures 
as well as using official statistics and public information sources, documentary and 
archival data of different companies and central associations of the Finnish sawmill 
industry ensures any misunderstandings are kept to a minimum. Also during the study 
process interpretations of the empirical material were discussed with other researchers 
and managers. As a starting point for the research, about two hundred newspaper articles 
discussing the cyclicality of the sawmill industry were collected and assessed. Interviews 
were then completed, especially focusing on the transformation of supply chains and 
information flows. 

The philosophical orientation of the chosen theories can be defined through 
ontological and epistemological assumptions. This thesis assumes that reality is socially 
constructed and dependent on the observer. It advocates relativism. The reality of a given 
situation is different for every human being and enterprise. The chosen approach prefers 
qualitative research methods such as case studies. Methodological considerations and 
research design are discussed more in Chapter 4. 

1.7  Structure of the study 

This thesis is divided into four parts: Part I – Industry-specific cyclicality as a research 
problem and the theoretical framework for analysing the research problem. In addition to 
theoretical elaboration, the empirical research design is included. Parts II and III form the 
empirical part of this study; Part II – A description of cyclicality in the Finnish sawmill 
industry as an industry-specific phenomenon in terms of various economic indicators 
from 1970 to 2000; Part III – A supply chain management perspective explaining the 
sensitivity of cyclicality in the Finnish sawmill industry. Part III focuses on the aspects 
identified in Part II; Part IV – Discussions and conclusions. The structure of this thesis 
stems from the chosen aim and perspective as well as the chosen research strategy. The 
content and composition of this dissertation is illustrated in Figure 2.  

Chapter 1 comprises the background for this study and depicts the challenge of 
smoothing cyclicality in the Finnish sawmill industry. It introduces the purpose of the 
study and the research questions it is based on. The introduction positions the thesis in 
respect to prior research, and discusses the contribution of this study. Limitations and 
research strategy are presented briefly before illustrating the outline of the study. 

Chapter 2 focuses on cyclicality as a general concept and concepts for addressing the 
phenomenon. Firstly, the insights of various approaches in economics are introduced to 
build up a foundation and context for the phenomenon of industry-specific cyclicality. 
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This is necessary for understanding the nature of business cycles, just as it is necessary to 
become familiar with the concepts of economics to address cyclicality. However, this 
study does not approach cyclicality from an economics stance, but from actor and 
managerial points of view. 

Secondly, the chapter discusses the use of statistics and the concepts for describing 
economic fluctuation. The principles of systems thinking are introduced to gain a fuller 
picture of the phenomenon. In addition, the so-called bullwhip effect is illustrated to 
depict cyclicality in supply chains in more depth. It is worth noting that the systemic view 
and the bullwhip effect were the cornerstones motivating this study in the first place. 

Thirdly, the concepts for explaining industry-specific cyclicality are discussed. There 
are many different theoretical options to be considered, but the vastness of the problem 
advocates a broad theory perspective of supply chain management. 

Chapter 3 introduces more thoroughly the ability of supply chain management to 
address the problem. It sheds light on the structures, relationships and behavioural 
regularities characterising supply chains. Especially those theoretical concepts are 
discussed that provide perspectives from which to address business relationships and 
integration related to cyclicality. The theoretical framework needed for the empirical part 
and analysis is formed on the basis of Chapters 2 and 3. 

Chapter 4 deals with the methodological decisions that have directed the research 
process. After the research strategy a justification of the case study method is discussed. 
Case selection, data collection and analysis are also presented. 

Chapter 5 describes the heavy economic fluctuations in the Finnish sawmill industry 
in terms of the key economic indicators. The depiction of the business cycles over the 
past decades sheds light on whether the nature of cyclicality in the industry varies. 

Chapter 6 explains industry-specific cyclicality in the Finnish sawmill industry in 
detail from the supply chain perspective. The fundamental problems underpinning 
cyclicality are approached through supply chain structures, relationships and management 
components. 

Chapter 7 presents the impacts that SCM, or more precisely, business relationships and 
integration levels may have on the performance of sawmills and their abilities to 
influence economic fluctuations in light of three sub-cases. In other words, possible 
strategies for smoothing out cyclicality are sketched in Chapters 6 and 7. 

Chapter 8 discusses the main findings from both theoretical and managerial 
viewpoints. It summarises previous chapters and assesses the question of how supply 
chain management can moderate or help sawmills to cope with cyclicality. Furthermore, 
it evaluates the quality of the study and presents some suggestions for future research. 
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2 Cyclicality as a research area 

The interest in studying cyclicality varies according to general economic conditions. It 
seems that extreme financial crises have always activated discussion as to what causes 
business cycles. Some authors like Kindleberger (2000, 1) and Kydland 1995, ix) 
mention the spate of literature in the 1930s, the worldwide recession of 1974-75 and the 
nervous tension of the 1980s and 1990s as examples of recent exceptional conditions that 
have picked up the theme of the fundamental reasons of cyclical behaviour in economics. 

Although the general focus and interest in business cycles on the part of economists 
differs greatly from the “managerial” approach of this thesis it is useful to take a brief 
look at the common concepts, theories and explanations created in economics. 

2.1  Business cycles as a research object 

Business cycles have been one of the most crucial topics in economics for more than a 
hundred years (see e.g. Rockwell 2005; Lutz 2002; Fuhrer & Schuh 1998; Samuelson 
1998; Temin 1998). It is often stated that business cycle theory only matters simply 
because economic actors believe that business cycles exist. As a matter of fact, there has 
been some debate as to whether business cycles are systematic economic fluctuations, or 
purely random fluctuations in economic activity. In the 19th century business cycles were 
not thought of as cycles at all but rather as spells of “crises”, interrupting the smooth 
development of the economy. Later economists began believing in the regularity of such 
crises, analysing how they were spaced apart and associated with changing economic 
structures. (cf. Mullineux 2005; http://homepage.newschool.edu/het/essays/cycle/ 
empirical.htm 19.1.2005; Lutz 2002, 2; Fuhrer & Schuh 1998) 

The weight of evidence, largely due to accumulated studies produced by the National 
Bureau of Economic Research, indicates that business cycles are not purely random 
fluctuations in economic activity. Mullineux (2005) argues that business cycle modelling 
in the post-war period has usually adopted the approach, suggested by the work of Frisch 
(1966, [1933]) and Slutsky (1937, [1927]), of regarding the economic system as 
fundamentally stable but being bombarded by a series of shocks or unexpected events. 
Economists have commonly attempted to devise a “propagation model” of the economy 
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capable of converting shocks generated by an impulse model into a cycle. The various 
models based on this strategy have usually involved linearity assumptions to simplify the 
analysis. However, since the 1970s catastrophe and bifurcation theories have been used to 
develop models of the cycle in which nonlinear discontinuities play a key role. Chaos 
theory, which can explain the seeming irregularity of business cycles using simple 
nonlinearities, has also been employed. Such contributions have been relatively rare, but 
they may become more common as economists increasingly familiarise themselves with 
nonlinear techniques of mathematical and statistical analysis. (Mullineux 2005; Sornette 
2003; Lutz 2002) 

According to Wikipedia3 (2005) business cycles can be defined as the ups and downs 
seen simultaneously in most parts of an economy. The ups and downs tend to repeat at 
fairly regular time intervals. Also the National Bureau of Economic Research (NBER) 
bases its definition of business cycles largely on this co-movement where most sectors of 
the economy are moving up and down together (Christiano & Fitzgerald 1998, 1). 
Kydland (1995, 68-69) discusses how Mitchell (1913 and 1927) represents business 
cycles as sequences of expansions and contractions, particularly emphasising turning 
points and phases of the cycle. Kydland argues that Mitchell’s ideas have affected Lucas 
(1977) as Lucas defines business cycles as the “movements about trend in gross national 
production”. Thus, the term business cycle refers to the deviations in the steady long-term 
path of economic activity i.e. it refers to the recurrent fluctuations in aggregate economic 
activity (cf. Kydland 1995, ix). In all and as stated before, standard studies in the area of 
national economics assume that there is only one type of goods being produced, and so 
they consider only one big economic sector. However, it is good to keep in mind that this 
thesis focuses on just one branch of the economy – the Finnish sawmill industry. 

The cycle involves shifts over time between periods of relatively rapid growth of 
output (recovery and boom/prosperity) alternating with periods of relative stagnation or 
decline (recession). Schumpeter (1939) labelled the four phases of a business cycle boom, 
recession, depression and recovery (Figure 3). Starting from the mean, a boom is a rise 
which lasts until a peak is reached; a recession is the drop from the peak back to the 
mean; a depression is the slide from the mean down to a trough; and a recovery is the rise 
from the trough back up to the mean. From the mean, we then move up into another 
boom, and the four-phase cycle begins anew. Any cycle of any duration can be described 
as going through these four phases, otherwise the fluctuations could not actually be 
termed “cycles”. (http://homepage.newschool.edu/het/essays/cycle/empirical. htm 
19.1.2005) In this thesis, recovery is the beginning of the boom, recession is the 
beginning of a bust and depression is the bust itself. 

                                                           
3 Wikipedia, the free encyclopedia, http://en.wikipedia.org/wiki/business cycle.  
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Fig. 3. The phases of business cycles 

In order to understand the state of the economy it is crucial to understand the business 
cycle as whole. The four different periods of activity depicted in Figure 3 are hard to 
define exactly in a real-life context because the various sectors of the national economy 
are not simultaneously in the same phase of business cycle. Furthermore, most economic 
indicators used by statistical institutions such as NBER to define the various phases are 
not leading or coincidental, but rather lagging. Thus, it is very difficult to predict what 
will happen next in the future. 

The lengths of cycles (from peak to peak, or from trough to trough) vary, so that cycles 
are not mechanical in their regularity. Since no two cycles are alike in their details, some 
researchers dispute the existence of cycles and use the word “fluctuations” (or similar) 
instead. A key question is whether or not there are similarities between cycles. In other 
words, the main focus is on the similarity in mechanisms that may generate recessions 
and/or booms that exist in capitalist economies so that the dynamics that appear as a 
cycle will be seen again and again (Wikipedia, the free encyclopedia 19.1.2005; cf. 
Sornette 2003; Kindleberger 2000). 

Attributing fluctuations purely to shocks or crises, i.e. movements in important 
economic variables that occur for reasons we do not understand, means that we can never 
predict or influence recessions (Alajoutsijärvi et al. 2002, 12). Thus, a key goal of 
economists has been to try to identify the economic causes of business cycles, rather than 
attributing them to shocks. The greater the percentage of fluctuations we can classify as 
the observable and explainable products of purposeful economic decisions, the better 
chance we have of understanding, predicting and avoiding recessions. 
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Most business cycle theorists have shared the view that the economy naturally goes 
through waves of economic activity (New School University4, 2005; Wikipedia 2005; 
Kindleberger 2000, 13). The main types of business cycles enumerated by Schumpeter 
and others in the field have been named after their discoveries or proposals: 1) the 
Kitchin inventory cycle, 3-5 years; 2) the Juglar fixed investment cycle, 7-11 years; 3) the 
Kuznets infrastructural investment cycle, 15-25 years and 4) Kondratieff wave or cycle, 
set off by major inventions such as railroads and the automobile, 45-60 years. Moreover, 
seasonal cycles within a year are often discussed. However, this thesis does not attempt to 
present a model of business cycles or explain the rhythm of various types of cycles, but it 
focuses on the behavioural patterns underpinning cyclicality. The behavioural patterns 
and the continuous revolution of the economic wheel are also referred to by Kindleberger 
(2000, 13) “…some time must elapse after one speculative mania that ends in crisis 
before investors have recovered sufficiently from their losses and disillusionment to be 
willing to take a flyer again”. 

When speaking of business cycles, this thesis refers to the Juglar cycle, which is 
sometimes called “the” business cycle. According to it, recovery and boom are associated 
with increases in productivity, consumer confidence, aggregate demand and prices. The 
growth periods of the cycles have usually ended with the failure of speculative 
investments built on a bubble of confidence that bursts or deflates. In these cycles, 
contraction and stagnation reflect a purging of unsuccessful enterprises as resources are 
transferred by market forces from less productive uses to more productive ones. 
(Wikipedia 2005.). 

The question of what causes the economy to exhibit this cyclical type of activity has 
been a source of much discussion. Two of the early researchers, Mitchell & Burns (Burns 
& Mitchell 1946), found regular patterns of comovement and sequencing in economic 
activity. For example, in the recovery phase of the cycle, labour productivity rises 
sharply, because firms expand output without having to expand labour hours 
proportionately. Furthermore, as confidence in the expansion deepens, overtime hours 
tend to increase first, with additional employment coming only later. Output gets an 
added boost from the need to restock inventories and increase distribution lines. 

This analysis suggests that a cycle tends to peak as imbalances develop. The classic 
end-to-the-expansion phase materialises whilst firms are seeking to expand capacity and 
bolster inventories. They finance this spending by borrowing, yet their capacity for 
repayment becomes increasingly dubious as the scarcity of money pushes interest rates 
up. Typically, inflation accelerates in this stage of development. 

Eventually, economic conditions become substantially incompatible with the prior 
expectations and plans of the economic actors involved. Consumers do not want what 
retailers are stocking; retailers do not need what manufacturers are producing; factories 
refuse to hire people who want to work; and debtors cannot repay creditors. The longer 
the inconsistency in planning persists, and the greater the resource mismatch, the sharper 
and deeper the correction period will be. 

As stated, research in this area has created many and often controversial explanations 
of what the fundamental sources of cyclicality are in economic theory. The following 
chapter exposes the contributions of the main schools of thought in business cycle theory. 
                                                           
4 http://homepage.newschool.edu/het/essays/cycle/empirical.htm, 19.1.2005. 
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2.2  Business cycle theories 

Business cycle theory is concerned with why economies do not grow smoothly, but show 
recurrent fluctuations. Business cycle theory is a broad and disparate field where different 
schools of thought offer alternative explanations and models for cycles. (cf. Lutz 2002, v; 
Landreth & Colander 1989).  It seems that no school of thought has been able to come up 
with a fully satisfactory theory of the working of the economy. Most economists today 
seem to agree with some but not all of the propositions that these schools have put 
forward. Therefore, there is a growing list of publications in scholarly journals that 
represent “mixed” theories and models (Pradhan 2001, 4; cf. Foldvary 1997). 

It is not reasonable in this thesis to try to discuss all the possible theories in business 
cycles and their remarkable representatives, although they may hold important positions 
in economics. However, it is appropriate to discuss what reasons various theorists have 
seen as being the main sources for cyclicality. This is important because every enterprise 
has to keep in mind the economic context in their decision-making. This chapter sheds 
light on the schools of thought in economics concerning business cycles in order to 
improve the understanding of how business cycles operate. Moreover, various reasons for 
business cycles presented in economics are evaluated in regard to the aims of the current 
study. 

2.2.1  Schools of thought 

The discussion of business cycles got started in the 1830s (Hansen 1964, 216). Lord 
Overstone coined the term “cyclical” in relation to output movements in 1837. The state 
of trade is connected to various conditions that return periodically. It apparently revolves 
around an established cycle. First trade can be found to be in a state of quiescence, then 
improvement, growing confidence, prosperity, excitement, overtrading, convulsion, 
pressure, stagnation and distress – and ending again in quiescence (Lutz 2002, 1; 
Kindleberger 2000, 91). This picture of early cycle study bears great similarity to the 
insights of this thesis and such modern authors as e.g. Sornette (2003) and Kindleberger 
(2000). 

In 1862, the first large-scale work devoted exclusively to business cycles was 
published by Juglar. In the late nineteenth and early twentieth centuries, many famous 
economists were concerned with the theoretical explanation of business cycles; among 
them Cassel, Hawtrey, Hayek, von Mises, Robertson, Schumpeter, Spiethoff, and 
Wicksell. In the first half of the twentieth century, the US National Bureau of Economic 
Research (NBER) initiated a systematic investigation of statistical regularities in 
observed business cycles (see Burns & Mitchell 1946). Keynes’s (1936/1973) General 
Theory of Employment, Interest and Money shifted the problem of fluctuations in 
aggregate output to the centre of economic interest. Soon after the publication of the 
General Theory, the first mathematical business cycle models were developed by Hicks, 
Kalecki, Metzler, Samuelson and others. (Lutz 2002, 2.; cf. Landreth & Colander 1989.) 

Mainstream economic studies have focused on mathematical models, but this thesis 
seeks explanations for cyclicality from the behavioural patterns of economic agents. In 
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this sense, the thesis enlightens ideas from the expectational, and the lead/lag theorists 
and the Austrian School economists that conclusively left the mainstream cycle research 
when Keynesianism arose. The diversity of the different schools is addressed in a list by 
The New School University (2005) (see http://homepage.newschool.edu). The list does 
not attempt to reach completeness but provide examples of the main schools of thought 
and their representatives. 

However, putting an author in a single category is a somewhat troublesome task 
because an author’s publications may include various perspectives. For instance, Wesley 
C. Mitchell is all at once an empiricist, an American institutionalist and a lead/lag 
theorist. The representatives of the Austrian school economics (such as Carl Menger, 
Joseph A. Schumpeter, Ludwig von Mises, Friedrich von Hayek, Murray Rothbart, Israel 
Kirzner, Ludwig Lachman etc.) represent monetary and especially monetary 
overinvestment theories. Moreover, Hyman Minsky got some ideas from the classical 
economists when he emphasised the instability of the credit system, but is characterised 
as a post-Keynesian economist as well as a monetarist who suggested that a crisis can 
start with an exogenous, outside shock to the macroeconomic system. Minsky provides a 
good starting point to enter into the world of business cycle theories in the spirit of this 
thesis, and his model will be returned to after presenting some earlier studies. 

2.2.1.1  Early theorists 

This study includes a lot of statistical descriptions of cycles. Thus it has adopted much of 
the same attitude in approaching cyclicality as Wesley C. Mitchell (1874-1948), who is 
remembered as a collector of extensive historical and statistical material of various cycles 
and a founder of NBER (Landreth & Colander 1989, 396-397). Mitchell tried to explain 
what happens during a business cycle and called it descriptive analysis of the cycle. A 
large amount of historical and statistical material was collected and approached rather 
inductively by Juglar as well. Juglar was perhaps the first whose main contribution can be 
compared with this thesis, suggesting that the cycle was not a result of forces outside the 
economic system but forces within it (cf. Landreth & Colander 1989, 350; Kindleberger 
2000, 13).  

The current thesis includes a discussion of why production and investments vary in the 
sawmill industry. In this sense it is worth mentioning Tugan-Baranovsky (1894), who was 
the first to describe output fluctuations (the fluctuation in the production of iron). In 
addition to investment spending, he stressed forces within the system as a source of 
fluctuation (Landreth & Colander 1989, 351; New School University 2005). However, it 
is worth remembering that Tugan-Baranovsky’s studies as well as the others presented 
here represent a national economics attitude, not a managerial view. The notable 
exception is Schumpeter (1939), who emphasised the importance of entrepreneurs in his 
Business Cycles. In addition to entrepreneurship he considered e.g. the role of new 
markets and technological inventions, which are worth pondering in regard to Finnish 
sawmills. 

Modern managers in the sawmill business demand fast and appropriate information 
flows. It can be argued that relationships and immediate information were already 
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indirectly included in studies by Dennis H. Robertson (1924). Landreth & Colander 
(1989, 352) discuss how according to Robertson (1924) disequilibrium could occur 
because individuals have to make plans before knowing the plans of others, which is why 
their actions in the market are not coordinated. 

2.2.1.2  Expectational and lead/lag theorists 

Speculation, expectations and herd effect as examples of behavioural concepts as well as 
lead and lag are all views that are tightly connected with the line of this study. For 
instance, speculation is rather an old topic; namely Alfred Marshall (1879) and already 
John Stuart Mill (1848) referred to some extent to how confidence and speculation 
coupled with irrational extensions of credit can unbalance the production volumes. The 
theorists presented here are primarily presented by Landreth & Collander (1989) and in 
http://homepage.newschool.edu. 

It seems that sawmillers, like other managers in business, try to anticipate the turning 
points of the cycle and get benefits if their predictions and expectations have been right. 
This kind of behaviour has been studied since the beginning of the last century. 
Beveridge (1909) was among the first to stress the expectations of profits as a single 
underlying factor that permitted businesses to go ahead with confidence. Competition, he 
claimed, was the driving force. Any slight change in expectations of demand and profits, 
and every firm will attempt to increase production in order to grab the largest share first. 
Thus, we have a general overshooting of output. This overshooting then leads to a wave 
of pessimism. This kind of behaviour is evidently familiar in all industrial sectors. 

Expectations were also placed as the central cause of fluctuations by Aftalion (1909, 
1913), Pigou (1920, 1927) and Clark (1934). Aftalion emphasised that firms must be very 
careful in thinking about what stage of the cycle they are in. He also gave an example, 
suitable for the sawmill industry: A rise in demand for houses may lead producers to 
build more houses, but by the time these houses are finished, the demand for them may 
no longer be as high as when the investment decision was made. 

Aftalion presented that there is an accelerator mechanism at work. Clark’s theory of 
cycles (1934) is very similar to Aftalion’s, except that he puts greater emphasis on 
dividing the "impulse" from the "propagation" mechanism. The impulse, Clark claimed, 
can be anything that changes consumer demand - a war, a fashion, a sudden wave of 
optimism (cf. Minsky’s model). The point is that by the acceleration mechanism, firm 
investment responds rapidly and quickly to any such changes in demand. Thus 
acceleration propagates the small initial shock into a wider and greater cycle. 

Impulse-driven system and psychological factors were still more vital according to 
Pigou (1920, 1927) than in Clark’s presentations. Pigou claimed that expectations of 
profits are the driving factor of investment. However, these expectations can easily arise 
from errors and miscalculations on the part of entrepreneurs. There may be simply too 
much of optimism and pessimism. The miscalculations and errors lead to large rise or fall 
in investments, and this is what generates cycles. Like many others, he expressed the 
views that errors cannot be detected early enough and all actors, especially banks, get on 
the same bandwagon that is either too optimistic or pessimistic. The banks propagate the 
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waves of optimism and pessimism. This seems to be well in line with the idea that the 
whole sawmill industry seems to have adopted the same kind of industry receipt to 
response to cyclical factors (cf. Alajoutsijärvi & Tikkanen 1999). 

Fisher’s cycle theory (1907) emphasised different points, but they are still relevant in 
forest industries: It stressed that the leads and lags of adjustment are the actual creators of 
cycles and that these are highly influenced by psychological factors (cf. Alajoutsijärvi, 
Hahtola, Klint & Tikkanen 2001; Klint 1986). 

2.2.1.3  Underconsumption theorists 

For decades up to the 1970s, cyclicality research was dominated by Keynesianism and 
the belief that the source of recession could be found in aggregated demand. However, 
this thesis is more interested in the actions of producers and middlemen and does not pay 
much attention to consumers. The underconsumption theorists do not seem to give many 
instructions relevant to the theme of this thesis, and only some principles are discussed 
here. The most famous underconsumption theory is that of J.M. Keynes himself as laid 
out in his General Theory (1936) (see e.g. Lutz 2002). Keynesians emphasise the role of 
aggregate demand which plays a major part in the determination of aggregate production. 
Moreover, they underline the role of the government in creating additional demand in 
circumstances of low output due to lack of aggregate demand. 

Several lines can be identified within Keynesianism (New School University 2005). 
Keynesian Multiplier-Accelerator Theorists are known for their mathematical methods 
(e.g. Harrod 1936, 1939, 1948; Hicks 1950; Samuelson 1939 Metzler 1941; Duesenberry 
1949, 1950; Pasinetti 1960). Keynesian Endogenous Cycle Theorists and their 
endogenous cycle studies form the other strand of Oxford and Cambridge Keynesian 
research (e.g. Kalecki (1937, 1939, 1954; Kaldor 1940; Goodwin 1951).  They exploit 
non-linear dimensions in their models. It has been argued that non-linear systems are far 
more capable of yielding regular endogenous macro fluctuations than linear systems. This 
implies that fluctuations are the outcome and really an integral part of working economy. 
The Keynesian endogenous cycle theorists brought economic fluctuations into a dynamic 
context. 

The New Keynesian economics encompasses, according to Lutz (2002, 3) and Pradhan 
(2001 4) a heterogynous set of models developed since the 1970s. It is concerned with 
deriving Keynesian-style propositions from RBC-style models with rational expectations 
and optimising behaviour. Attention is focused on the explanation of nominal and real 
rigidities, on the role of firms’ balance sheets in business cycles, and on the impact of 
extrinsic uncertainty of economic activity. Leading proponents of the new Keynesian 
approach are Bernanke, Blanchard, Mankiw and Stiglitz. 

2.2.1.4  From Keynesianism to shock-dependent theories 

 Many shock-based discussions stem from the works of Frisch (1933) and Slutsky (1937) 
(e.g. Kydland 1995). They stated that there was no need to appeal to any one specific 
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determinate cause.  All that was argued was that many phenomena existed which could 
precipitate a real shock in the economy's equilibrium path. Frisch and Slutsky assumed 
shocks to be random variations from an equilibrium trend. Thus, business cycle theory re-
entered neoclassical equilibrium theory as a theory of stochastic shocks. When the 
economy is thrown off its equilibrium differing lags might appear in response to different 
sectors of the economy along with a failure to coordinate the countercyclical shock. 
These coordination failures extend the length of the negative development. Institutional 
rigidities also prevent quick response to the shocks. The response failures and rigidities 
propagate the effect of the shock and in fact may make the cyclical swing far larger than 
the shocks themselves might lead us to expect. However, the Frisch-Slutsky approach can 
be criticised because they can be regarded simply as moving patterns resulting from 
random events, not describing the cyclical phenomenon properly. 

In the 1960s, growing discomfort arose with the Keynesian neglect of supply-side 
factors (Lutz 2002, 2; Pradhan 2001, 3). The dominance of Keynesian economic thinking 
diminished in the early 1970s. Behind the vanished popularity was its projection failure 
as it had predicted high unemployment with low inflation but the real economy turned out 
to be quite contrary.  Milton Friedman initiated the monetarist counter-revolution, which 
brought supply side influences back to the fore. 

In the early 1970s, under the lead of Lucas, the New Classical School of economics 
appeared on the scene. New classical economics popularised the use of rational 
expectations in macroeconomics. It argues that the effectiveness of government policies 
is strongly dependent on the way in which expectations are formed. The new classical 
policy ineffectiveness proposition asserts that only unanticipated demand policies affect 
aggregate economic activity. Lucas also criticised econometric models because they 
cannot take into account the dependency of individuals’ actions upon expected policies.  
(Lutz 2002, 2-3., Pradhan 2001, 3.; Landreth & Colander 1989, 377-379.) 

Mullineux (2005) discusses how papers in 1975 by Nordhaus and Lucas discussing the 
political and equilibrium theories of the business cycle had a major impact. The political 
theory of the business cycle argues that cycles result from governments manipulating the 
economy in order to win elections. The equilibrium theory of the business cycle assumes 
that economic agents are endowed with rational expectations but must make decisions 
based on inadequate information about whether price changes are purely inflationary, so 
that no real response is required, or whether they indicate a profitable opportunity. The 
equilibrium theory of the business cycle contrasts with most other theories, which view 
business cycles as being fundamentally a disequilibrium phenomenon. The evidence 
supporting political and equilibrium theories is rather less than conclusive. However, 
these theories have generated a large literature on “real business cycles”, which are 
equilibrium cycles driven by real, rather than monetary, shocks. 

Recently, some macroeconomists (e.g. S. Basu 1998) have sought a deeper 
understanding of the contribution of changes in efficiency and the structure of production 
to business cycles. They argue that shocks to the supply-side or “real” factors cause 
many, if not most, of the ups and downs in the economy. This view contrasts sharply with 
the traditional macroeconomic conception that most fluctuations are caused by changes in 
aggregate demand. Technological changes could be considered as an example of a 
supply-side cause, as they are typically positively correlated with output and cycles. This 
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relationship has led many observers to conclude that technology shocks cause 
fluctuations. 

Also according to Kydland (1995, xii) most macroeconomists think that monetary 
impulses or price shocks are unlikely to generate misperceptions of changes in real 
prices, i.e. monetary misperceptions are unlikely to be of much quantitative importance 
for real fluctuations. Technology and public finance shocks such as changes in 
government purchases or in tax rates are the most important examples of real shocks. (see 
e.g. Kydland & Prescott 1982). 

Research conducted during the last twenty years has added new insights (e.g. Fuhrer & 
Schuh 1998). For example, instead of regarding all cyclical fluctuations as disequilibrium 
events, it is now believed that a significant proportion can arise from people simply 
making decisions in their own self-interest after random economic shocks. The prevailing 
levels of aggregate supply and demand, although not always conforming to the ideal 
condition of full employment, might be the best the economy can achieve under the 
circumstances of the moment. 

Some contemporary researchers (e.g. Temin 1998) have reached another conclusion: 
Disturbances in aggregate supply account for a considerable amount of the variation in 
economic activity. This observation implies that periods of slow growth may result from 
adverse supply conditions, such as those caused by an oil cartel, and that period of fast 
growth may be due to favourable supply conditions, like those following a large-scale 
technological innovation. 

One recent and prominent concept in business cycle theories is “vulnerability”. It was 
especially prominent in the discussions of the Asian crises in the late 1990s, and it relates 
to the distinction between shocks and systematic economic behaviour (Sornette 2003; 
Fuhrer & Schuh 1998). While it will always be difficult to anticipate the particular event 
that precipitates a market collapse, it is important to constantly assess the vulnerability of 
markets to potential shocks. 

The RBC approach to business cycles readopts the classical view that output 
determination is a supply-side phenomenon. The RBC theory interprets observed output 
fluctuations as the optimal outcome of firms’ and households’ optimising behaviour under 
rational expectations, given exogenous variations in total factor productivity and, 
therefore, denies the need for any kind of effort to stabilise the economy. (Lutz 2002, 3.) 

This school has received criticism because of the above assumptions that prices are 
perfectly flexible and that fluctuations represent society’s best response to a changing 
environment which cannot be improved. (Pradhan 2001, 4; Burda & Wyplosz 2001, 354) 
The criticism has developed the approach, renewing it to the Dynamic Stochastic General 
Equilibrium (DSGE/RBC) school of thought (Pradhan 2001, 4). 

Of the many school of thoughts, Austrian economists have many junctions with the 
foundations of this thesis and that is why the next lines are devoted to it.  

2.2.1.5  An Austrian theory of business cycles 

When approaching the theme of cyclicality this thesis takes an industry-specific 
perspective. Moreover, it addresses cyclicality as an entrepreneurial or managerial 



 42

decision-making problem. In this sense the theoretic starting points of Austrian 
economics give provisions for this study. Quddus & Horton (2002, 74) consider the 
Austrian theory of business cycles to be one of the most important contributions to 
modern economic science. According to Best (2005, 1), evidently the best explanation for 
business cycles in the modern world comes from the Austrian school of economics. 
Rockwell (2005, 1) claims that it looks more and more attractive because it enlightens the 
continuing business cycle mysteries, the collapse of socialism, the cost and failure of the 
welfare warfare regulatory state and public frustration with big government. 

The Austrian School offers an alternative way of looking at the entire science. While 
other schools rely primarily on idealised mathematical models of the economy and 
suggest ways in which the government can make the world conform, Austrian theory is 
more realistic and more socially scientific (Rockwell 2005, 1). The Austrians emphasise 
two insights that are fundamental for proper understanding of economics. These are the 
principles of human actions (all economic phenomena are the result of human action) and 
value (value is subjective). (Quddus & Horton 2002, 76) Furthermore, in a firm’s 
decision-making and managerial behaviour two points are emphasised – the discovery of 
profit opportunities and their exploitation (cf. Machlup 1967). 

The current upswing of the Austrian School can be seen as a counteraction against 
mathematisation, the resurgence of verbal logic as a methodological tool and the search 
for a theoretically stable tradition in macroeconomic theorizing (Rockwell 2005, 1).  If 
we compare two major modern approaches, Austrian and neoclassical approaches, there 
is no doubt that this thesis is nearer to the Austrian perspective. The Austrians perceive 
firms acting in market processes as complex institutional phenomena. Furthermore, they 
are interested in heuristics: Austrian economic theorists emphasise the role of prior 
micro-level knowledge when firms are at the stage of discovering profits (Endres & 
Woods 2003, 1-4). Coordination and integration in the supply chain are vital in this study. 
Thus, it is proper to share the Austrian perspective and to underline the importance of 
entrepreneurial and managerial decision-making. Consequently, this thesis eschews the 
neoclassical theory that is located in frictionless, atomistic Walrasian markets and 
emphasises mathematical tractability (cf. Endres & Woods 2003, 1-4). 

The Austrians and neoclassical theorists agree that there are exogenous disturbances 
that create disequilibrating events. However, what the behavioural responses to the 
exogenous disturbances are according to the different approaches is not unambiguous. 
Neoclassical as well as some Austrian theorists see that entrepreneurs aim at maximising 
the opportunity exploitation. In this sense entrepreneurs try to anticipate future prices to 
allocate their present resources in such a way as to maximise their profits (Štefunko 
(2000, 4). Nevertheless, according to Endres & Woods (2003, 20), the Austrian approach 
is not a monolithic tradition; some of its theorists see that instead of using the maximising 
rule decision-making could follow other routines, conventions or heuristics. 

Generally, the Austrians assume, according to Quddus & Horton (2002, 68-71), that 
“since economics is the science of choice, the unit of interest is the individual who makes 
the choice. Aggregation is not logically impossible. The idea that there is some social 
function that can be maximised is incorrect. If there is something to maximise, it is the 
ability of individuals to coordinate their activities.” Moreover, in decision-making, people 
respond to changing incentives, and they make conscious actions towards achieving their 
goals. The Austrians stress the market process as a learning process of new expectations 
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after disappointment with old ones, or a process of discovering resources and even ends, 
rather than selecting from a menu of already known possibilities. As stated above, in 
decision-making the Austrians have emphasised two issues, namely 1) the entrepreneur is 
the most important force in the free market and 2) value is subjective. 

Kirzner (1997, 67-70) suggests that Austrian theory is perhaps able to recognise the 
speculative element in all individual decision-making, and to incorporate the activity of 
the real-world business-man into a theoretical framework that provides understanding of 
the market process. (Kirzner 1997, 67-70 in Endres & Woods 2003, 21) Considering the 
exploitation of profit opportunities has also led the Austrians to ponder over speculation. 
Furthermore, the contextual elements are often represented as unique in many empirical 
investigations linked to the Austrian tradition. Furthermore, the Austrians are interested in 
understanding the characteristics of market processes. (Endres & Woods 2003, 21-22.) 

The Austrians believe that government control of the money supply through central 
banks disturbs the equilibrium. The misinformation leads investors to misallocate capital, 
borrowing and investing either too much or too little in long-term projects. Periodic 
recessions are then seen as necessary “corrections” following periods of flat credit 
expansion, when unprofitable investments are liquidated, freeing capital for new 
investment. (Wikipedia 2005; Best 2005, 3; Quddus & Horton 2002, 74-75; cf. von Mises 
1936, 459-64 compiled by Richard M. Ebeling in web -pages www. mises.org/tradcycl/ 
austsysl.asp January 19, 2005) 

2.2.2  Minsky’s model depicting the cyclical pattern 

Minsky’s model offers an interesting interpretation of economic and financial history to 
approach the reasons that may lie behind the economic fluctuation. The model has some 
points of managerial importance that belong to the area of this study.  Minsky’s model 
falls into post-Keynesian studies and sheds light on the general behaviour in different 
phases of the cycle (Kindleberger 2000, 14; Landreth & Colander 1989, 401). 

According to Minsky, the nature of the exogenous shock varies from one speculative 
boom to another (Kindleberger 2000, 14). It may be the end of a war, the widespread 
adoption of an invention like the automobile or the railway, some political event, 
surprising financial success or lowered interest rates.  The Austrians think an anticipated 
change of monetary policy and governments’ interference may be to blame for economic 
instability. But whatever the source of the shock, if it is sufficiently large and pervasive, it 
will alter the economic outlook by changing profit opportunities in at least one important 
sector of the economy. If the new opportunities are strong enough in the eyes of firms and 
individuals, investments and production will pick up. A new boom is under way. This 
thesis underlines two concepts behind the behavioural patterns of cyclicality, namely: 
profit opportunities (cf. the Austrian economists) and expectations (cf. Anglo-American 
expectational theorists). 

In Minsky’s opinion, the boom is fed by an expansion of bank credit. This matter has 
been widely discussed by overinvestment and monetary overinvestment theorists, like the 
Austrian economists. There is often the urge to speculate, which is transmuted into 
effective demand for goods or financial assets. The increased prices create new profit 
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opportunities which in turn feed new investments. Furthermore, increases in income 
stimulate new investments and so on. Speculation increases. Minsky called this stage 
“euphoria”, whereas Kindleberger uses the word “mania”, wanting to express the 
irrationality of this phase of the cycle. The “bubble” is also a common word in economic 
discussions to depict the upward price movement over an extended range which then 
implodes (Kindleberger 2000, 16). There may exist some speculation in the supply chain 
of Finnish sawmills. However, the speculation may be automatic and unconscious – and 
inherent to the trade system. A difference between the real Finnish economy and 
Minsky’s model is that it is limited to a single country, but economic fluctuations have 
tended to spread from one country to another. This concerns Finland in particular, 
because Finland is very dependent on its foreign trade. 

At some stage when the boom has continued for a while, Kindleberger (2000, 17-18) 
continues, a few insiders decide to take their profits and sell out. Some hesitation is then 
perceived in the markets when other insiders also withdraw. Prices begin to decline. 
Speculators realise that markets cannot go higher. They decide that now is the time to 
withdraw. The sign of the turn may be the failure of a bank or a firm. Prices continue to 
decline. The rush is on. Bankruptcies increase and Kindleberger expresses that there is 
“panic”. Kindleberger continues: “The panic feeds on itself as does speculation until one 
or more of three things happen: 1) prices fall so low that people are again tempted to 
move back into less liquid assets; 2) trade is cut off by setting limits on price declines, 
shutting down exchanges or otherwise closing trading; or 3) a lender of last resort 
succeeds in convincing the market that money will be made available in sufficient 
volume to meet the demand for cash.” Just the knowledge that one can get money is 
frequently sufficient to moderate the situation. 

By introducing Minsky’s model the author tries to point out the typical features of 
economic fluctuations such as uncertainty, speculation and instability. There is no doubt 
that the model is not a complete picture of cyclicality. However, it is evident that various 
theories and models give us better understanding of economic fluctuations. 

2.2.3  Great precedents of economic fluctuations 

Most attempts to explain market failures seek to identify triggering mechanisms that 
occur hours, days, or weeks before the collapse. Only a few presentations propose that an 
underlying cause can be sought months or even years before the abrupt, catastrophic 
event, in the build-up of cooperative speculation, which often translates into an 
accelerating rise of the market price, otherwise known as a “bubble” (Sornette 2003).  
Sornette (2003), like Kindleberger (2000), discusses major historical precedents5 from the 

                                                           
5 The www-pages www.caslon.com.au/boomprofile1.htm introduce how speculation and the early economic 
bubbles, especially Tulipmania, have fascinated many other authors in addition to Kindleberger and Sornette: 
e.g. Peter Graber Famous First Bubbles: The Fundamentals of Early Manias (Cambridge: MIT Press 2000), 
Mike Dash  Tulipmania (London: Gollancz 1999), and Anna Pavrod The Tulip (London: Gape 1999) as well as 
Trevor Syke’s engaging 2003 Tulips From Amsterdam. Garber’s work has been extended in Earl Thompson & 
Jonathan Treussard’s 2002 The Tulipmania: Fact or Artifact? The above www-pages provide numerous other 
examples of writings about bubbles. 
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decades-long “tulipmania” in the Netherlands that wilted suddenly in 1637, the South Sea 
Bubble that ended with the first huge market crash in England in 1720 and the Great 
crash of October 1929, to more recent crashes such as the Black Monday in 1987 and the 
Japanese crash of January 1990, as well the East Asian difficulties of 1997-1998 among 
many other cases. Though the above presentations are not industry-specific in their nature 
they also attempt to encompass industries that foresee and navigate through crises and the 
fluctuating future. 

Sornette (2003, xv) represents the world as a complex self-organising system. In this 
system stasis and equilibrium are illusions, whereas dynamics and out-of-equilibrium are 
the rule. The sudden transitions from a quiescent state to a crisis or catastrophic event 
provide fingerprints of system dynamics. Regularities can thus be found attached to 
business cycles. Sornette (2003, 3) argues that “the underlying cause of the crash will be 
found in the proceeding months and years, in the progressively increasing build-up of 
market cooperativity, or effective interactions between investors, often translated into 
accelerating ascent of the market price (the bubble).” This view is suited to the current 
study in the sense that the system causes cyclicality in the sawmill industry and the 
behavioural regularities of the members are worth studying. 

When the market has entered an unstable phase, further instability may be triggered by 
any small disturbance. Unlike Minsky and Kindleberger, Sornette (2003, 4) departs from 
the insight that the crash has fundamentally endogenous, or internal origin, and that 
exogenous, or external shocks, only serve as triggering factors (cf. the Austrian School). 
The origin of crashes is constructed by the market as a whole, as a self-organising 
process. In this sense, Sornette articulates, the true cause of the crash could be termed a 
systemic instability. Dynamics of confidence and of contagion and decision-making 
based on imperfect information are core subjects of system instabilities. 

Historical crashes show how the financial world meets risk, reward and catastrophe in 
the irregular cycles witnessed by every generation. The unstable nature of the economic 
environment as a whole as well as the opportunistic and greedy behaviour of its members 
have given us tulipmania, the South Sea bubble, the great US crash in 1929, the October 
1987 crash and hundreds of other examples. Kindleberger (2000) has named the different 
phases depicting people’s behaviour as follows: manias, panics and crashes. The word 
mania refers to the loss of touch with reality or rationality. It is close to mass hysteria. 

Recently, during the years of a long growth period, many ordinary people tried to gain 
sudden winnings from stock markets, but suddenly got a cold surprise as the stock market 
collapsed. As a result, panic occurred and many shareholders rushed to sell at any price. 
The phenomenon has been known for centuries. One of the best-known examples comes 
from the Netherlands. 

Tulip Mania fell in a period of great prosperity in the Netherlands. Between 1585 and 
1650 Amsterdam became the chief commercial emporium, owing to the growing 
commercial activity in newly discovered America. The boom is also related to the war 
against Spain. During these years of prosperity tulips became a must for the members of 
the upper classes of society. Tulips were imported from Turkey. During the build-up of 
the tulip market, the participants were not making money through the actual process of 
production. Tulips became the medium of speculation. Investments seemed to be a “sure 
thing”, offering opportunities to gain easy profits. The speculation did not involve just 
tulips but was extended to e.g. Dutch East India Company shares, canals, drainage 
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projects and elegant houses. (see Sornette 2003, 8-9; Kindleberger 2000, 41, 109-110 and 
223) 

Sornette (2003, 9) describes how the conditions now generally associated with the first 
period of a boom were all present: an increasing currency, a new economy with novel 
colonial possibilities and an increasing prosperous country had together created the 
optimistic atmosphere in which booms are said to grow. The crisis came unexpectedly. 
The tulips suddenly became unsellable. They were worth nothing. Panic developed into a 
crash within weeks in spite of attempts at coordination among florists and bulbgrowers in 
the Netherlands. 

The Great Crash of October 1929 (Sornette 2003, 14; Kindleberger 2000): The boom 
of 1928 and 1929 can be seen as driven by the entry of largely uniformed investors into 
the market, who followed the fortunes of and invested in popular stocks. The result of this 
behaviour was that the prices of popular stocks moved together more than predicted by 
their shared fundamental economic values. The co-movement increased significantly 
during the boom. It seems that a fad or crowd psychology played a role in the rise of the 
market, its crash and subsequent volatility. Moreover, the general mood before the 
October crash was optimistic. 

It seems also, according to Sornette (2003, 21) that the expectation of future earnings 
(and its perception by others), rather than present economic reality, is an important 
motivation for the average investor. The inflated prices may be a speculative bubble if the 
growth expectations are unrealistic. 

The key assumption is that a crash may be caused by local self-enforcing imitation 
between traders. If this imitation of others increases to a certain, critical point, many 
traders may place the same order (sell) at the same time, thus causing a crash (Sornette 
2003, 23-24; Alajoutsijärvi 2002). Since, the crash is not a certain deterministic outcome 
of the bubble, it remains rational for investors to remain in the market provided they are 
compensated by a higher rate of growth of the bubble for taking the risk of a crash, 
because there is a finite probability of “landing smoothly”, that is, of attaining the end of 
the bubble without a crash. (Sornette 2003, 24) Sornette argues that in most of the cases 
some precursors and also logperiodic power-laws adequately describing speculative 
bubbles can be found. 

Like expectational theorists, Sornette (2003, 94-114), links herd behaviour and crowd 
effect as behavioural elements to many economic activities. For instance, stock markets 
offer many examples of how contagious speculations have been associated with this 
effect. Leading companies and analysts have often been core players in setting the 
snowball rolling, which may end in a panic. Economic agents also tend to imitate their 
“neighbours”. Anomalous bubble phases of the market are robust consequences of the 
imitative behaviour of agents.  In addition, the herd behaviour of economic agents can be 
affected by e.g. rumours and happy coincidents. Experiments show that a single lucky 
event can lead to overconfidence. Rumours have a strong influence as the recent Y2K 
bug showed. Moreover, it seems that we tend to use the same patterns that have 
previously been successful, and there may also be some sort of desire for gambling. It 
may be that the whole industry adopts the same kind of behavioural patterns that may be 
underpinning the cyclicality (Alajoutsijärvi et al. 2002; Alajoutsijärvi & Tikkanen 1999). 

The story of financial bubbles and crashes or manias, panics and crashes has repeated 
itself over centuries and in many different locations since the tulip bubble in Amsterdam 
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in 1639, with almost no alteration in its main global characteristics (Galbraith 1997). 
Sornette (2003, 283) discusses how financial bubbles grow and develop through their 
different phases into crashes. According to Sornette essentially the same scenario applies 
to all market crashes and is deeply rooted in investor psychology involving a combination 
of imitative/herding behaviour, greediness and overreaction to bad news in periods of 
instability. However, Kindleberger (2000) argues that the consistent pattern to financial 
manias and panics can be controlled or moderated. Sornette (2003, 283-284) adds two 
more important problems that managers have to take account: It is difficult to get enough 
accurate and uncoloured information to set a price. Furthermore, it seems that managers 
have to adopt policies aimed at producing a return for shareholders. 

Should governments intervene and try to guide economies? The Austrian School 
economists speak strongly for totally free markets. Kindleberger (2000) and Sornette 
(2003, 314-315) agree with economists J. E. Stiglitz and P. Krugman as well as financier 
George Soros who propose that markets should not be totally free. They argue that a 
totally free market is not always the best solution because of 1) the tendency of investors 
to develop strategies that may destabilise markets in a fundamental way and 2) the non-
instantaneous adjustment of possible imbalance between countries. Soros has argued that 
real-world international financial markets are inherently volatile and unstable since 
“market participants are trying to discount a future that is itself shaped by market 
expectations.” 

2.2.4  Summary: business cycles theories 

Business cycles have been in the interest of scholars since the 1830s, and different kinds 
of sources for economic fluctuations have been proposed. Money and credit supply, 
shocks, people’s expectations, crowd behaviour and delays are seen as the main reasons 
for the economic changes. In the first half of the twentieth century, new opportunities 
emerged for researchers when the US National Bureau of Economic Research (NBER) 
initiated a systematic investigation of statistical regularities observed in business cycles 
(see Burns & Mitchell 1946). Since the publication of Keynes’s General Theory (1936), 
the explanation of business cycles has been at the centre of economic theorising. (Lutz 
2002, 1-2.) 

Different schools of thoughts were introduced above to deepen the understanding of 
the business cycle phenomenon. Classical, Keynesian, Monetarist, New Classical, the 
Real Business Cycle and New Keynesian schools, and most of all the Austrian school of 
thought were referred to. Understanding the workings of economics and keeping in mind 
the overall economic context give us valuable guidance in addressing the problems 
related to cyclicality, although this thesis only deals with one single industry instead of 
the aggregate demand and supply of economics. 

Historical examples show the behavioural and managerial aspects underlined in this 
thesis more clearly. Therefore, the latter half of the chapter approaches typical cycle 
behaviour through Minsky’s model and provides economic and historical descriptions for 
why financial crashes regularly emerge. Sornette (2003) questions what is unusual when 
business failures occur in an industry, as if many normally savvy managers and 
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entrepreneurs, in the same interval of time, just happened to make a series of bad 
judgements. Is it just the coincidence of these bad judgements coming together that poses 
a risk for recession, or is it the system of business with its structures and behavioural 
regularities that proposes the explanation for cyclical pattern in an industry? 

It is evident that no single school to can provide a perfect explanation for economic 
fluctuation. The schools are heterogeneous groups where scholars have usually created 
writings that are rather individual and deviating. Therefore, this study prefers a fairly 
extensive summary presenting the ideas of a number of different schools and economists. 
The following ideas have especially affected this study: descriptive analysis of the cycle, 
psychological factors like expectations of profits and demand, herd behaviour & crowd 
effect and the importance of accurate information. Furthermore, the forces in economic 
systems may be blamed for the cyclicality, and exogenous reasons may just be triggers 
for business cycles. 

The following tables present a summary of various schools of thoughts and some of 
their main theorists that have influenced the study. The points in italics have been 
especially noteworthy for this thesis. Table 1 introduces empiricists, overinvestment and 
monetary overinvestment theorists as early theorists. 

Table 1. The message of miscellaneous insights of early theorists 

Theorists Focus 
Empiricists  

W.C. Mitchell (1874-1948, also an American 
institutionalist & lead and lag theorist)  

Descriptive analysis of the cycle, use of extensive 
historical and statistical material 

Overinvestment theorists  
C. Juglar (1819-1905) The cycle as a result of forces within the economic 

system, extensive historical and statistical material 
A. Spiethoff (1873-1957) Technological impulses or the discovery of new markets 

as a source of cyclicality 
J. Schumpeter (1883-1950,  
also an Austrian theorist) 

The importance of entrepreneurs (otherwise continued 
Spiethoff’s ideas), managerial insight 

D. Robertson (1890-1963) The importance of information 
Monetary overinvestment theorists  

R. Hawtrey (1879-1971) Focus on the behaviour of middlemen 

The table above also includes the ideas that sources of cyclicality can be found from the 
supply side and that forces within the system can be a cause of fluctuation. However, it is 
the behavioural arguments by expectational theorists that have primarily affected this 
study (Table 2). Moreover, various delays in the supply chains of the industry are surely 
important, like the lead and lag theorists’ advice. 
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Table 2. The messages of expectational and lead and lag theorists 

For decades, economics was dominated by underconsumption theories, primarily 
Keynesianism. It seems that Keynesianism does not have very much to give to this study. 
However, endogenous sources for fluctuation as well as exogenous shocks as starters for 
the cyclical behaviours of actors are further propagated in the economic system (Table 3). 

Table 3. The messages by underconsumption theorists, Keynesian theorists 

Theorists Focus 
Underconsumption theorists: Keynesianism  

J.M. Keynes (1883-1946) 
Keynesianism includes several schools that focus on 
the demand side and governmental actions 

The New Keynesian economists 
G. Mankiw (1958- ), J. Stiglitz (1943- ), R. Solow 
(1929- ) 

Keynesian-style propositions from RBC-style 
models with rational expectations and optimising 
behaviour 

Keynesian multiplier-accelerator theorists  
R.F. Harrod (1900-1978), P.A. Samuelson (1915- ), 
L.A. Metzler, J.R. Hicks (1904-1989), J. Duesenberry 
(1918- ), L. Pasinetti (1930- ) 

Economic fluctuations were brought into dynamic 
context, mathematical methods: the multiplier-
accelerator interaction can generate cycles 

Keynesian endogenous cycle theorists  
M. Kalecki (1899-1970), N. Kaldor (1908-1986), R. 
Goodwin (1913-1996) H. Minsky (1919-1997) 

Heterogeneous school: Endogenous reasons 
important, non-linear models as an inherent part of 
the working economy. E.g. Minsky: exogenous 
shocks triggering the behaviours of actors during 
speculative booms 

Monetarism and new classical theories have not influenced this work as much as shock-
based theories. Unlike Keynesian theorists, this perspective is focused on the supply side 
as a noteworthy agent of economic fluctuation. Real shocks and coordination failures are 
regarded as especially important (Table 4). 

 

Theorists Focus 
Expectational theorists  

A. Marshall (1824-1924 Confidence and speculation 
W. Beveridge (1879-1963) Expectations of future demand and profit 
A. Aftalion (1874-1956) Investment expansions are based not only on real 

factors but rather on expectations of consumer 
demands and thus profits 

J. Clark (1884-1963)  Agrees with Aftalion but emphasises impulse-driven 
(war, fashion, sudden wave of optimism) cycles 

A. Pigou (1877-1959) Expectations of profits may arise from “errors” of 
managers. Waves of pessimism and optimism are 
propagated in economies. 

Lead and lag theorists  
I. Fisher (1867-1947) Leads and lags are actual creators of cyclicality 
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Table 4. The messages by monetarists, new classical and shock-based theorists 

Theorists Focus 
New classical theorists  

R. Lucas Jr. (1937- ) 
a shock-dependent theorist, too 

E.g. Lucas criticised the ability of econometric 
models to take into account the dependency of 
individuals’ actions. 

Monetarists  
M. Friedman  (1912- ) Focus on the supply side. Money supply is the main 

source, but also the inter-play between the aggregate 
demand and aggregate supply has an impact. 

Shock-based theorists  
R. Frisch (1895-1973), E. Slutsky (1880-1948) Shocks as random variations from equilibrium trend, 

coordination failures in response to shocks, 
institutional rigidities prevent quick responses. 

Real business cycle theorists  
F. E. Kydland (1943- ), E. Prescott (1940- ) Real supply shocks, mainly technological shocks, as 

the major cause. The supply side as an influential 
agent. 

The Austrian school (Table 5) is emphasised because this thesis generally agrees with its 
basis. Recently, the school has experienced an upswing as a counteraction to 
mathematisation. Austrian economics can be argued to be more socially scientific than 
the other schools of economic thought that rely primarily on idealised mathematical 
models. Most of the members of the school argue that mathematics and statistical 
methods are inappropriate particularly in economics, though some members of the school 
are more flexible on this than others. The Austrians’ heuristic attitude and their focus on 
the prior microlevel knowledge make it easier to link the school of thought with modern 
qualitative marketing studies and with this thesis. The Austrians’ opinion that 
fundamental understanding demands two principles: principles of human actions and 
value (Quddus & Horton 2002, 68 and 76) is agreed with. 

Moreover, the perspective presented by Sornette (2003) has deeply affected the way 
cyclicality and its explanations are understood here. Inevitably, the historical precedents 
provide much evidence for the complexity of the cyclical systems and the driving forces 
of business cycles in economics and individual industries. 
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Table 5. The insight of the Austrian economists and ideas introduced by Sornette 

Theory Focus 
The Austrian school of thought  

C. Menger (1902-1985), J. Schumpeter (1883-
1950), L. von Mises (1881-1973), F. Hayek (1889-
1992, a monetary overinvestment theorist, too) M. 
Rothbart (1926-1995), I. Kirzner (1930- ) 

Eminence of social sciences: importance of human 
actions and the subjectiveness of value 
Mathematisation and methods of physical sciences not 
proper in social sciences 
Grounded in microfoundations unlike mainstream 
macroeconomics 
Heuristic approach focusing on entrepreneurial and 
managerial perspective, contextual element, 
individualistic and subjectivist view 
Speculative element in firms’ decision-making 
Free market aspect  

Others  
D. Sornette (Why Stock Markets Crash, 2003) The world as a complex self-organising system, herd 

behaviour & crowd effect, the importance of accurate 
information, exogenous reasons just triggers for 
business cycles 

The behavioural patterns in the Finnish sawmill industry are among the main interests of 
this thesis. However, the behavioural responses to exogenous disturbances according to 
the different approaches are ambiguous. According to Foldvary (1997, 1), different 
models and theories seem only to give a partial view of cyclicality, and therefore many 
authors (e.g. Lissner 1983, 429; Klamer 1983, 69) try to present “mixed” theories and 
models in order to make their explanations more complete.  Furthermore, even when the 
schools agree about the causes of fluctuation, they fail to agree on how much weight 
should be associated with them. In spite of the incompleteness of various business cycle 
theories, the many schools of thought and their models represent a major step in 
understanding how business cycles operate. 

2.3  Industry-specific cyclicality 

In this chapter the theoretical tools for analysing the phenomenon of industry-specific 
cyclicality are presented, and their appropriateness of these is evaluated in relation to the 
objectives of this study. Firstly, the structural view of cyclicality is introduced to give the 
“big picture” of the phenomenon under study. After presenting the concepts for 
describing the industry-specific cyclicality the discussion focuses on the concepts 
explaining the problem. Dividing the concepts strictly into two discrete parts is somewhat 
artificial as a concept often contains both descriptive and explanatory elements. For 
instance, the bullwhip effect is presented among the descriptive tools though it includes a 
strong explanatory aspect. Therefore, it is justifiable to consider the theoretical concepts 
as being located on a continuum where such concepts as changes in demand, production, 
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prices and inventories more clearly represent the descriptive end and elements of supply 
chains such as the key members of the supply chain and their relationships the 
explanatory end. The above-mentioned bullwhip effect can be located somewhere in the 
middle of this kind of continuum. 

2.3.1  “The big picture” of cyclicality 

This thesis cannot be characterised as system theoretic but the principles of systems-
thinking are used to structure an overall picture of cyclicality as a phenomenon. Systems-
thinking is a way of viewing the world including its organisations from a broad 
perspective. It is a device of understanding that helps us to describe the principles of 
complex systems and the outcome of their cooperation (Aronson 2001, 1; Helo 2001, 16). 

Systems-thinking emphasises the effect of the total structure of a system over single 
entities (Checkland 1999, Ashby 1956). In other words, system behaviour may not be 
derived from the behaviour of its parts but from knowledge of how they interact. 
Systems-thinking focuses on how the thing being studied interacts with the other 
constituents of the system – a set of elements that interact to produce behaviour – of 
which it is a part. In contrast to traditional analyses focusing on separating the individual 
pieces of what is being studied, systems-thinking works by expanding its view to take 
into account larger and larger interactions around the issue being studied. Aronson (2001, 
1) argues that the characteristics of systems-thinking makes it extremely effective with 
difficult problems: those involving complex issues, those that have a great dependence on 
the past or on the actions of others and those stemming from ineffective coordination 
among the actors involved. This makes it suitable for studying cyclicality. Aronson (2001, 
1) gives examples, in which systems-thinking has proven its value, including:  

− Complex problems that involve helping many actors see the “big picture” and not just 
their part of it 

− Recurring problems or those that have been made worse by past attempts to fix them. 
− Issues where an action affects (or is affected by) the environment surrounding the 

issue, either the natural or the competitive environment 
− Problems whose solutions are not obvious 

The systems-theory has identified a number of principles that are common to systems, 
many of which help us to better understand organisation (see e.g. Senge 1990, Kauffman 
1980). The most interesting example in regard to this study is that the system’s overall 
behaviour depends on its entire structure. The structure determines the various 
behaviours, which determine the various events. The actors also often only see and 
respond to the resulting events. It could be argued that the fundamental problem of 
cyclicality is caused by the system of the industry itself. The actors only see the events, 
not the behaviours or structures that cause them. This leads to short-sighted strategies for 
fixing events, often only causing more problems. A circular relationship exists between 
the overall system and its parts. Organisations seem to experience the same kinds of 
problems over and over again. Learning by direct experiences leads the actors e.g. to try 
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to predict the turning points of business cycles, and to repeat the once successful “easy-
fixes”. (cf. Alajoutsijärvi et al. 2002; Senge 1990) 

McNamara (2004) also emphasises the benefits of a systems view for researchers and 
managers: It is effective in problem solving while it helps to identify the real causes of a 
problem and how to address those causes. Without a clear understanding of the “big 
picture” of the phenomenon, there is a danger of focussing only on single events, 
behaviours and sub-problems rather than on the systems and structures that caused the 
problems to occur in the first place. (McNamara, C. Systems Thinking on the web-page 
www.mapnp. org/library/ systems/ systems. htm 17.12.2004, 1-4.) 

Thus, systems-thinking can be argued to offer an appropriate approach to the problem 
of industry-specific cyclicality because it focuses on answering the question: what causes 
the patterns of behaviour, i.e. what are the underlying structures and processes behind 
industry-specific cyclicality. Moreover, systems-thinking is able to address the underlying 
causes of behaviour at the level where the patterns of behaviour can be changed.  In 
essence, the changes in behavioural patterns also establish the need for structural 
explanations because of their interaction. Thus, the problem of industry-specific 
cyclicality in the sawmill industry is structured by identifying the system and its elements 
(Figure 4). 
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Fig. 4. Analysis of the total picture of cyclicality in the sawmill industry, cf. Shifting the 
burden (Senge 1990; Alajoutsijärvi et al. 2002) 

Figure 4 gives a total view of cyclicality in the sawmill industry departing from systems-
thinking (cf. Alajoutsijärvi et al. 2002, 21; Senge 1990). The problem symptoms refer to 
the second research question regarding how the cyclicality is usually experienced. The 
fundamental problems also refer to the second research question by looking at what kinds 
of factors create, enhance and maintain industry-specific cyclicality. Consequently, the 
fundamental solutions address the main research question i.e. the opportunities to 
moderate economic fluctuation through supply chain management. 

Firstly, the underlying fundamental problem (i.e. the operational structures and 
behavioural regularities that cause cyclicality in the sawmill business) generates problem 
symptoms (1), e.g. cyclical fluctuations in price, apparent demand or inventories. 
Managers’ ability to successfully learn the “rules of the game” has created a fundamental 
learning disability for the sawmill industry as a whole, as far as the smoothing of business 
cycles is concerned (cf. Alajoutsijärvi et al. 2002, 18). It is paradoxical that the more 
successfully managers take advantage of the business cycle, the more cyclical their 
business actually becomes (cf. Senge 1990). It seems that the managers’ ability to learn 
directly from experience, e.g. anticipating the turning points of business cycles, has led to 
a situation in which the entire industry tends to conform to the same mode of behaviour 
(cf. Alajoutsijärvi et al. 2002, 18). Since the underlying problem is difficult for 
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individuals to address by influencing other actors in the business, they tend to “shift the 
burden” of their problem by using “symptom-alleviating solutions” (2) – i.e. well-
intended, more or less “easy fixes” that seem efficient. 

Unfortunately, the easier “solutions” only ameliorate the symptoms; they leave the 
underlying problem unaltered. Thus, a short-term solution is used to correct the problem, 
with seemingly positive immediate results. However, as this solution is used more and 
more, fundamental long-term corrective measures are used less and less, and the 
underlying problem remains unaddressed and may even worsen. The side effects (3), 
such as the above-mentioned learning disability, make it still harder to find and apply a 
solution (4) to underlying fundamental problems. 

The discussion above gives reasons to consider systems-thinking as an appropriate 
device of analysis in this study. By describing cyclicality as a systemic model it is 
possible to reveal the central structures and processes behind the phenomenon. In other 
words, the systemic model is able to reveal the factors that we want to influence in order 
to accomplish fundamental solutions to the system, i.e. industry-specific cyclicality. 
Generally, the interaction models often help us to understand what the real fundamental 
problem is and not just its symptoms. It is important to attempt to solve the fundamental 
problems rather than the symptoms when we aim at achieving long-term results. (cf. 
Senge 1990.) 

2.3.2  Concepts for describing industry-specific cyclicality 

The following lines present how previous research has depicted industry-specific 
cyclicality at the industry level and at the supply chain level. The numerous figures 
describing different kinds of cycles during the last three decades at the industry level 
include the idea that in terms of economics, consumption fluctuates less than production, 
i.e. the economic fluctuation is more moderate at the buyer’s end of the supply chain and 
stronger at the producer’s end. This phenomenon is described using the so-called 
bullwhip effect (also called Forrester effect). It is presented in the descriptive section but 
the concepts related to this effect have also often been used for explaining the 
fundamental reasons for cyclicality. It can be argued that the bullwhip effect represents a 
basic cornerstone of this thesis because the nature of cyclicality can be described using it. 
The concepts used in this study are briefly mentioned here in connection with economic 
studies. 

2.3.2.1  Describing cycles at the industry level 

Although this thesis is located in the area of marketing and not in economics, it is 
appropriate to use the same commonly known concepts to describe cyclicality in this 
study. This is justifiable, as business cycles in economics concern aggregations of various 
components of national economies such as aggregations of production. For instance, 
economics is highly interested in GDP or GNP and their fluctuations. Two general 
features in economic fluctuation are the amplitude and the length of the cycle. The 
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average length, i.e. peak-to-peak of a cycle has large differences in minimum and 
maximum length. According to empirical evidence, economic fluctuations, or more 
precisely their amplitudes in various industries are higher than those of industrial 
production and GNP (cf. Burda & Wyplosz 2001, 331-339; Vinell 1973, 1-7). 

In addition to GDP (or GNP) some other macroeconomic variables are identified as 
being affected by the cycle (Burda & Wyplosz, 332-333). These variables are usually 
understood to be consumption, investments, exports, imports and prices. 

Business cycles do appear to be similar across countries. For example, the average 
recession generally seems to be much shorter than the average expansion (e.g. Burns & 
Mitchell 1946). Burns & Mitchell diagrams (Burns & Mitchell 1946 via Burda & 
Wyplosz 2001, 333) display the average cyclical behaviour of important macroeconomic 
variables for the UK, France, Germany, Italy, and the USA. Burns & Mitchell found that 
some variables systematically peak ahead of, and others systematically trail behind real 
output (the average reference cycle for GDP.) For example, the degree of capacity 
utilisation, investment in inventory, real share prices, and real money balances are 
examples of leading indicators. They tend to predict the emergence of recessions and 
expansions. Thus some variables systematically lead GDP over the whole cycle 
(inventories, capacity utilisation, stock prices, real money balances) while others 
systematically lag behind. The fact is that some indicators lead and some lag but most are 
coincident. (Burda & Wyplosz 2001, 335-339.) 

Though the changes in general economic welfare obviously affect the cycles of the 
Finnish sawmill industry, this study does not focus on them. It does not, for instance, 
evaluate the causes for the instability of real demand. This thesis simply aims at 
describing various fluctuations in the industry and considering the system’s possibly self-
caused impacts on that instability. However, as stated, the concepts derived from 
economics are appropriate and are also used in industry-specific studies. For instance, in 
his study Business Cycles and Steel Markets, Vinell (1973) uses such concepts as 
industrial production, capacity utilisation, steel consumption, apparent consumption, 
production, export and import. He uses prices (Swedish crowns) and quantities (millions 
of tons) as well as indexes over years in his illustrations. Inventories and investments in 
inventories are discussed and illustrated in terms of tons and Swedish crowns over time. 
Also percentages are used to state the development. Vinell emphasises short-term 
forecasting and statistical analysis but the study makes a comprehensive study work over 
industry-specific cycles. Many others have focused on more restricted areas, and thus 
have required fewer concepts. The following examples give detailed information of the 
concepts in text and figures in these studies. 

 Hänninen (1998, 18, 23) uses unit price, GBP/ton and DEM/cbm over years to 
illustrate the cycles of export prices for sawn wood. Hetemäki et al. (2001, 22) use cubic 
meters to describe cycles of coniferous sawn wood imports, production and export over 
years as well as percentages to express ratios of German sawn wood import to GDP and 
construction permits. Tilli et al. (2001) introduce cycles of apparent consumption, 
production, export and import volumes (cubic meters over years) and export prices 
(DEM/cbm). Toppinen (1998, 228) describes cycles of sawn wood export prices and 
domestic sawlog prices over years by using FIM/cbm in real (1990) values as well the 
cycles of sawlog quantities by millions of cubic meters over years. The figures of cycles 
of inventories are described by using cubic meters over years and also with percentages 
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to describe the relative shares of different kinds of inventories compared to the industrial 
use of raw material (e.g. Hänninen et al. 2001, 42). This study uses the same concepts 
and ways to illustrate cyclicality as the studies mentioned above. 

Using the same concepts that are also familiar to the studies of economics helps us to 
refer to studies done by macro economists that may also be interesting for industry-
specific studies. For example, capacity utilisation tends to decline two to three quarters 
before cyclical peak, i.e. before that of GDP. Moving towards a cyclical peak, firms begin 
to satisfy demand by selling from inventories. In contrast, near the trough, firms start 
restocking inventories in anticipation of recovery. A similar logic applies to total 
investment spending, another leading indicator. The macroeconomic studies tell about the 
relative variability: key economic variables move over the cycles relative to each other. 
For instance, at least in the USA, prices are less variable than output, consumption is 
smoother than output, output is smoother than investment expenditures, and trade 
(exports and imports) represents the most unstable component of GDP. Investment, 
especially, inventory investment, is more volatile and consumption less volatile than 
GDP. Exports and imports are highly variable, while government purchases are relatively 
acyclical. All in all private consumption is smoother than investment, and exports and 
imports are perhaps the most volatile of all for small open economies. Furthermore, 
fluctuations in output are accompanied by fluctuations in many other macroeconomic 
variables from which some lead, some lag, and most are coincident. (Burda & Wyplosz 
2001, 337-339.) 

The concepts discussed above are used quite comprehensively in this study to describe 
the different kinds of cycles in the Finnish sawmill industry. However, in spite of the rich 
statistical information the aim is not to present short-term forecasting or economic 
models like many of the previous industry-specific studies related to cyclicality have 
done. The focus is on explaining the fundamental causes for industry-specific cyclicality 
and how the system itself may at least partly be underpinning the problem in question. 

2.3.2.2  The bullwhip effect; describing the cyclical system 
 in supply chains 

The phenomenon of cyclicality in an industrial and supply chain setting is often 
elucidated through demonstrations known as the Forrester effect, the bullwhip effect and 
the Beer Game. In spite of their different names and emphases they all illustrate how 
information distorted from the one end of the supply chain to the other can lead to 
tremendous inefficiencies: excessive inventory investments, lost revenues, misguided 
capacity plans etc. Therefore, various researchers have focused on discussing how 
exaggerated order swings occur and what companies can do to mitigate them (see e.g. 
Lee, Padmanabhan & Whang 1997 a & b; Senge 1990; Houlihan 1985; Forrester 1961; 
Hilmola 2003). 

Holweg & Bicheno (2002) present an adequate literature overview of demand 
amplification: key authors, primary causes for demand amplification, contributing factors 
and proposed countermeasures. According to them, the most significant authors are: 
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Forrester (1961) “Demand Amplifications”, Burbidge in Towill’s “Multi-phasing” (1997), 
Sterman (1989a) “Beer Game”, and Lee et al. (1997a) “Bullwhip effect”. 

Periodic economic swings are inevitable and increasingly dangerous in many business 
sectors (Houlihan 1985). However, companies themselves generally increase their 
vulnerability by inducing unreal business cycles. Companies even further amplify cycles 
by localised protective policies. Supply chains tend to establish time delays, planning 
distortions and inventory movements in preceding links of the chain. 

Since the late 1950s it has been known that internal structures used in multi-echelon 
systems may create oscillations in demand (Forrester 1958).  Many authors such as 
DeTreville & Hameri (2002, 7-8), Helo (2001, 84), Hameri & Nikkola (1999, 434-438) 
have addressed the subject. The leading idea of the Forrester effect is that enormous 
industrial material flows are managed on the grounds of inaccurate information. The 
demand signal is amplified from echelon to echelon as orders go through the supply chain 
(Figure 5). The effect is emphasised in longer supply chains and firms operating far in the 
upstream. Many inventories and buffers in the supply chain cause delays and prevent the 
real information flow to upstream companies. This results in a heavy cycle worsening 
over time. The industry drifts into recession because over supply crushes the demand and 
the prices go down until the over supply situation in the chain is over. The supply 
recovers and demand exceeds the supply: good times are back again. Forrester argued 
that according to the facts explained above all the economic fluctuations are 
consequences of the non-active time period and non-material market behaviour 
mechanisms. 

 

Fig. 5. Increasing distortion in demand and cyclicality in the supply chain 

The amplification effect and the major contributing factors of cyclicality are depicted 
departing from the ideas of Forrester (1962) and Houlihan (1985, 29) below in Figures 6 
and 7. 

 SUPPLY CHAIN   
 
     
       
 
 
 
 
 
Sawmills    Middlemen   Buyers 



 59

 

Fig. 6. The amplification effect, the major contributing factors and company’s internal 
vulnerability (a revised model of Forrester, based on Houlihan 1985, 29 and Forrester 1962) 

 

Fig. 7. Additional amplification stemming from the weakness of supply chain management 
(Houlihan 1985 and Forrester 1962) 
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As the figures above depict an upswing in demand produces a shortage somewhere on the 
chain. Hilmola (2003) and Burbidge (1983) have illustrated the same kind of vicious loop 
in the case of shortage and insufficient information (Figure 8).  
 

 

Fig. 8. Shortage gaming (Hilmola 2003, Burbidge 1983) 

Forrester’s “Demand Amplification” has also inspired other authors who have proposed 
variant explanations for the cycle dynamics (see e.g. Holweg & Bicheno 2002, 163-164; 
Helo 2001, 84; Senge 1990). Therefore, many names and explanations have occupied the 
same research phenomenon. The Forrester effect is also known as the bullwhip effect, the 
whiplash effect and the whipsaw effect (Lee, Padmanabhan & Whang 1997b).  Lee, 
Padmanabhan & Whang (1997a) see that the root causes for demand amplification is in 
demand signalling, order batching, fluctuating prices, and shortage or the rationing game. 
Burbidge discussed unsynchronised order flow, poor information and uncertainty in 
Towill’s “Multi-phasing” (see Towill 1997). Sterman (1989a and 1989b) approached the 
problem from a behavioural science point of view, and investigated how human 
misperceptions affect the dynamics of systems. He used a participative simulation model 
of a beer game system, which later became known as the “MIT Beer Game”. It depicted 
a three echelons supply chain consisting of wholesale inventory, distribution centre and a 
production plant. A brewery and distributor try to manage with demand change in 
wholesale. Between each inventory, there is a delay caused by transportation and order 
handling. The model shows that ordering policy has an essential effect on system 
behaviour. 

Sterman’s simulation model (1989a, 321-338) describes how the supply chain as a 
system per se causes the problem of industry-specific cyclicality. He underlines that it has 
long been recognised how production-distribution system networks in the real economy 
exhibit the three aggregate behaviours generated in the experiment, i.e. oscillation, 
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amplification from retail sales to primary production, and phase lag (Sterman1989a, 321-
338; cf. Zarnowitz 1973; Mitchell 1971; Mitchell 1923). 

Sterman’s Beer Game and Senge’s ideas based on systems thinking stemming from a 
system dynamics approach (Senge 1990) gave the first incentives to study dynamic 
effects in the supply chains of the Finnish sawmill industry. Generally, dynamic effects 
occur when the behaviour of a system changes over time. Coyle (1996, 9) presents a quite 
short and applicable definition of system dynamics, which gives a basis for this thesis; 
“System dynamics is a branch of control theory which deals with socio-economic 
systems, and that branch of Management Science which deals with problems of 
controllability.” 

This thesis processes the problem of cyclicality in the sawmill industry and system 
dynamics from the same basis as Sterman (1989a and 1989b) i.e. from a behavioural 
science point of view. It tries to depict why buyers’ orders do not change immediately 
after they have identified a gap between their actual stock and the targeted level. Why it 
seems that the changes of the real end demand do not communicate themselves as such 
and quickly to the upstream companies of the supply chain? Instead it takes a certain time 
for merchants to increase or decrease their order rate to sawmills that also have 
considerable difficulties in accounting for changes and applying the break or gas. All in 
all, the ordering patterns in supply chain share a common, recurring theme: the 
variabilities of an upstream site are always greater than those of the downstream site (cf. 
Lee et al. 1997 a). 

2.3.3  Concepts for explaining industry-specific cyclicality 

While the focus is on the possible impacts of the supply chain on the industry-specific 
cyclicality the natural choice for addressing the problem under study is a supply chain 
management (SCM) approach that encompasses the entire channel distribution. The 
benefit of SCM is that it can borrow and apply theories, concepts, methodologies, and 
approaches from other disciplines. It is argued to be able to solve all supply chain related 
problems. (e.g. Stock 2001, Stock 1997) Consequently, SCM can be argued to provide the 
necessary tools for explaining the research problem – the possible connection of 
cyclicality and transformation of structures and behaviour in supply chains. 

This chapter introduces SCM and discusses its connections with other inter-firm 
approaches and how the multi-faceted perspective may benefit this study. The author 
emphasises this kind of holistic perspective in approaching the problem under study.  

2.3.3.1  Inter-firm relation approaches 

Supply chain management as a broad perspective enclosing appropriate aspects from 
other inter-firm approaches forms the basis for this thesis. The many-sided view to 
addressing the research problem is expressed by e.g. Ford (2002). He emphasises the 
usefulness of examining all ostensibly separate disciplines that seem to be looking at 
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similar empirical issues, address similar managerial concerns and use a similar 
conceptual structure to those of earlier generations (Ford 2002, 225-226). 

Since the 1960s, the models focusing on the interaction of systems with their 
environment and the influence of the environment have been of increasing interest of 
researchers. The interest has been focused on the environment and the many 
organisational phenomena that actually depend on factors found outside the focal 
organisation (e.g. Ford, Gadde, Håkansson & Snehota 2003; Ford, Berthon, Brown, 
Gadde, Håkansson, Naudé, Ritter & Snehota 2002; Gadde & Håkansson 2001; Lawrence 
& Lorch 1969; Thompson 1967; Katz & Kahn 1966; Forrester 1961). It is expected that 
the development of sociology, the perspective that each unit is a part of other units and 
can only be analysed in relations to other units, increased the interest in environmental 
aspects and in inter-organisational relations (cf. Hultman 1993, 33). However, the impacts 
of inter-organisational relations on industry-specific cyclicality form the somewhat 
neglected area in marketing and in the cyclically dominated sawmill industry. 

In regard to this thesis, Ford’s advice of using separate disciplines means discussing 
the similarities of the various areas of supply chain management, marketing channel, 
relationship, internationalisation, and network literature (Table 2) – i.e. how the various 
approaches may benefit from each other. Although SCM is argued to be the most 
appropriate one for addressing the problems of supply chain related problems in the 
Finnish sawmill industry, as a broad perspective, it also allows the other approaches and 
concepts to be used in this study. Thus, SCM does not exclude the other approaches and 
their benefits. 

Table 6. A comparison of the SCM, channel, internationalisation and network literatures 

 Supply chain 
management  

Channel  Internatio- 
nalisation  

Network  

Overview Long-term, 
cooperative 

Long-term, 
conflicting 

Long-term, 
management 
process 

Long-term, 
cooperative 

Basis of analysis Structures, 
processes and 
management 
components 

Functions, 
discrepancy of 
assortment utilities 
of time and place 

Stages, decision 
making 

Multiple effects, 
nodes and threads, 
actors/activities/ 
resources 

Issues Integration, 
cooperation and 
creating value for 
end-customers 

Integration, 
“Captains” and 
control, joint action, 
conflict, position 

Learning, evolution Position, hubs and 
control, evolution 
change 

Approach Multi-company 
analysis, descriptive 

Multi-company 
analysis, descriptive 

Single company 
analysis, normative 

Multi-company 
analysis, descriptive 

Unit of analysis The chain or 
network and 
relationships within 
it 

The channel and 
relationships within 
it 

The company, 
usually a producer 

The network and 
relationships within 
it 

Sources: Ford (2002, 230); Lambert et al. (1998); Blankenburg (1995)  
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The concepts of marketing channel and supply chain have common and overlapping parts 
(Figure 9). Therefore, it is natural that both literatures address the issues that are 
important in this study.  

 
 
 
 
 
 
 
 
 
 

Fig. 9. The overlapping concepts of marketing channel and supply chains 

Supply chain management approach has been increasing in popularity since the end of 
the 1980s, and especially during the 1990s, but, obviously, it is still in its infancy (Stock 
2001, 160; Harland 1996). According to Stock (2001) the older channel research has a 
potential in SCM. Channel literature addresses relevant concepts for this study such as 
postponement, organised behaviour systems, speculation and the roles of middlemen in 
distribution (see e.g. Stern 1969; Bucklin 1965; Alderson 1957).  It is relevant to compare 
the use of these two approaches. 

This thesis is especially interested in the marketing channel of the Finnish sawmill 
industry and its possible connections with economic fluctuation. However, forest owners 
cannot be left aside, which makes the supply chain perspective necessary. Supply chain 
management literature often takes a comprehensive perspective, and monitors the whole 
channel often as one business unit. Consequently, the marketing channel literature starts 
dealing with problems from the producer toward the customer, and concentrates usually 
on partial problems. Furthermore, it is often connected with the marketing mix and “4P” 
approach, whereas supply chain often takes the same perspective as relationship 
marketing (Stock 2001, 156-158).  

Generally, it is argued that the business world is becoming more network-similar 
(Gadde & Håkansson 2001, 17). On the other hand, networking and network thinking 
only seem to take the first steps in the sawmill industry. Inevitably, the network 
perspective offers more important insights to future solutions. This guides the thesis to 
stick to supply chain management, which may use network models but not to stick 
entirely to network thinking alone.  

Both SCM and network literatures aim for an understanding of what happens between 
companies by taking a unit of analysis beyond that of the individual firm. Previous 
channel research has not adopted Alderson’s (1967) view that researchers concentrate too 
much on conflict in business. It emphasises conflicts, and cooperation was only seen as a 
part of conflict. Company’s relationships are regarded in all traditions as important 
resources for development. Network literature emphasises how each company’s resources 
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are developed and exploited through these relationships whereas internationalisation 
investigates relationships from the perspective of one of the companies involved. 

Both channel and internationalisation literatures have their roots in an era of mass 
production. Both concepts also carry an aspect of speculation. The products are produced 
according to speculative demand and then have to be sold and distributed. The producers 
have to establish efficient channels to dispose of their products and intermediaries have to 
develop links with the optimum range of speculative producers to satisfy their customers’ 
requirements (Ford 2002, 231). Internationalisation research added the disposal of the 
excessive production overseas to this. Network literature was born during a much less 
stable period. Ford (2002, 231) relates the network literature more closely to an era of 
postponement and flexibility in production. 

Channel literature developed the linear way of moving goods to end-users. 
Internationalisation and supply chain literature have also adopted this perspective. These 
approaches did not discuss how relationships within the channel are affected by each 
company’s relationships outside and by those relationships ostensibly unconnected with it 
unlike network literature. In regard to this thesis the absence of outside connections is not 
a great weakness because of the light networking level in the Finnish sawmill industry. 

The trends of the approaches have been varied over the past decades. The interest in 
channel research has changed from the economic and management aspects to the 
behaviour of individuals and organisations. Distribution Channels: Behavioural 
Dimensions by Stern (1969) indicated the breaking through of the research focusing on 
behavioural dimensions. Stern (1969) took a social systems perspective on channel 
networks and focused on the roles and relations among firms in terms of role theory, 
power, conflict and communication. Since then, many authors have adopted the view of 
this study: that actors are human beings and because of that their behaviour is influenced 
by factors other than economic ones (Mitronen 2002; Johansson 2002; Wilkinson 2001; 
Hultman 1993; Stern et al. 1989). This perspective also characterises this study. 

In the 1970s, the struggle between manufacturers and large-scale retailers became 
clearly visible and this struggle continues today. The earlier channel literature widely 
discussed the evolution of channels in terms of the rise and fall of the power of 
middlemen but later it estimated that power was both limited in any one company and 
widely distributed throughout the channel. Internationalisation literature articulated that 
the producer had the power to manage the supply chain and its evolution, whereas the 
network researchers have debated whether the network can be managed and controlled or 
not (cf. Wilkinson & Young 2002, 124-126; Ford et al. 2002; Lorenzoni & Baden-Fuller 
1995). 

In the 1980s, additional dimensions of inter-firm relations began to be explored, and 
more comprehensive models of relationships were built than before. Since the late 1980s, 
internal and inter-firm relations have been the core areas of marketing channel research. 
In the 1990s, channel research became especially interested in specialisation and 
aggregation economies, value creation and delivery systems and nets. Current studies 
have discussed various views of long-term relationships involving such topics as 
coordination, control, management, trust and commitment. The interorganisational 
coordination as a potentially fundamental survival requirement also belongs to the 
essential topics of this thesis. (cf. Mitronen 2002, 23-24; Johansson 2002, 25; Frazier 
1999) 
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All of the above research approaches include in one form or another, the idea that 
unplanned events influence the prevailing inertia in organisations. Channel literature 
emphasises the importance of channel members; internationalisation literature the 
changes needed inside or outside the company to develop the means of exporting; 
network literature focuses on developing existing and new relationships and SCM 
underlines seamless chains and networks. All of these seem to be important when aiming 
at more stable business conditions. 

Most empirical studies of inter-firm relations representing marketing channel research 
have been cross-sectional and adopted an essentially comparative static approach to 
studying relationship structure and performance (cf. Wilkinson 2001, 38). Focusing on 
the dynamics of supply chains and cyclicality over three decades this thesis considers the 
static perspective as a weakness. Moreover, channel research has often used a dyadic or 
“pipeline” view but SCM takes the environment and the relationship perspective more 
into account. In spite of its limitations, extensive marketing channel research tradition is 
considered useful because of its behavioural and social system perspective. However, 
SCM literature focuses more on the holistic solutions than channel literature. All apart 
from internationalisation literature are descriptive and thus compatible with the line of 
this thesis. Thus, internationalisation literature is excluded here because its normative and 
single company views are not considered to serve the aims of this study completely. (cf. 
Ford 2002; Lambert et al. 1998; Harland 1996) 

The following chapter shows how supply chain management as a broad perspective 
seems to take into account all the relevant aspects of the other inter-firm approaches 
mentioned above in regard to the aims of this study. 

2.3.3.2  Supply chain management  

Because the focus is on making use of supply chains to moderate cyclicality, it is 
necessary to understand how the system is managed and by whom. Supply chain 
management (SCM) consists of the integration of key business processes in the chain and 
it takes into account the value-adding perspective for customers (see the definition by 
Lambert et al. 1998 and 2000 below). According to Mentzer, DeWitt, Keebler, Min, Nix, 
Smith & Zacharia (2001) it emphasises strategic coordination and the role of an 
individual operator for the supply system. Supply chain management is a way to integrate 
both internal and external supply chains and show the increased importance of close and 
long-term relationships. Moreover, it can depict, for example, the development of 
communication and information technologies (cf. Juslin & Hansen 2002, 335-337). These 
aspects are also subjects of interest in this study, and they are expected to have a 
substantial impact on the sawmill enterprises’ ability to manage (or moderate) economic 
fluctuations.  

SCM is to some extent an ambiguous concept, and it has been defined in many ways. 
Lummus & Vokurka (1999) have proposed a summary definition that expresses how 
supply chain management coordinates and integrates all of the activities from the raw 
material producer to the customer into a seamless process. The general goal is to 
eliminate waste and improve efficiency and to make the chain more flexible and 
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responsive to customer needs. (Vokurka, Zank & Lund III 2002) The Global Supply 
Chain Forum has developed a practical and one of the shortest definitions “SCM is the 
integration of key business processes from end-user through original suppliers that 
provides products, services, and information that add value for customers and other 
stakeholders” (Lambert & Cooper 2000, 66; Lambert, Cooper & Pagh 1998). In other 
words, SCM is defined as the integration of business processes among channel members 
with the goal of better performance for the entire channel system (Alvarado & Kotzab 
2001, 184). The content of this definition is in fact the same as that offered by the 
Council of Logistics Management (CLM). It seems to be dominant, at least in Nordic 
countries (Lambert et al. 1998). 

Mentzer et al. (2001, 7) include following important characteristics of SCM as a 
management philosophy aspect from the perspective of this thesis. According to them 
SCM is: 

− A systematic approach to viewing the supply chain as a whole, and to managing the 
total flow of goods inventory from the supplier to the ultimate customer. 

− A strategic orientation towards cooperative efforts to synchronise and converge intra-
firm and inter-firm operational and strategic capabilities into a unified whole. 

− A customer-focus to create unique and individualised sources of customer value, 
leading to customer satisfaction. 

The first characteristic refers to the system approach in viewing the supply chain as a 
single entity rather than as a set of fragmented parts, each performing its own function 
(Tyndall, Gopal, Partsch & Kamauff 1998; Ellram & Cooper 1990; Houlihan 1988). SCM 
as a management philosophy can be seen as a multi-firm effort to manage the total flow 
of goods from the supplier to the ultimate customer (Ellram 1990; Jones & Riley 1985). 
Inventories in the supply chain also have an important role from the perspective of 
moderating cyclicality in the industry. 

The second area points out the relational aspects of supply chain management. It 
emphasises the need of intra- and inter-firm cooperation and the convergence of core 
capabilities between the firms and also within the individual firms (Mentzer et al. 2001, 
7). Bechtel & Jayaram (1997, 24) emphasise the ability of firms to construct strong 
relationships with suppliers, customers, and sometimes competitors. According to Frazier 
(1999, 231) during the last decade relationship marketing has strongly influenced the 
field of distribution studies. Suggesting a major role is played by relationships is also 
similar to the perspective of the IMP Group (see e.g. Ford et al. 2003; Ford et al. 2002, 
Gadde & Håkansson 2001). The third characteristic stresses the importance of customer 
focus in the supply chain. Every company within a chain has to produce value for the 
ultimate customer. Furthermore, the best performance and customer satisfaction can be 
achieved when every firm concentrates on its own core competencies. 

In essence, the perspectives of supply chain management and relationship marketing 
resemble each other. The focus of the supply chain is on customers, i.e. the customer 
needs can be characterised as an essential aspect, if not the key element of SCM (Lambert 
& Cooper 2000, 67). All members in the chain must coordinate and integrate their efforts 
for the sake of maximising value for themselves and their customers (Stock 2001, 163; 
Gummesson 1997, 267). 
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There even appear to be a great number of similarities between the definitions of 
supply chain management and relationship marketing explaining the content of the 
relationship concept though the concepts have often been used in different connections. 
Stock (2001, 163) provides a definition that states relationship marketing (RM) is a 
process of identifying and creating value for customers and sharing the benefits of that 
value over the long-term”. According to Gordon (1998) in Stock (2001, 162-163) the 
definition consists of six dimensions that have relevance to SCM: 1) seeking to create 
new value for customers and then sharing the value with them, 2) customers not only 
purchase value, they define it as well, 3) requiring companies to design and align its 
business practises and processes (e.g. communications, products, technology and service) 
to provide added value for customers, 4) involving real-time cooperation among those 
involved in the relationship, 5) taking a long-term perspective of relationships, rather than 
short-term, and 6 ) seeking to build a chain of relationships within the firm and between 
members of the relationship. 

The necessity of interaction in the network of business relationships is the basis of 
modern marketing. Moreover, Gummesson (2002, 587) explains that marketing is not a 
bundle of independent actions and episodes but a long-term process where the former 
periods effect the future periods. Moreover, the current alignment towards individual 
assortment requires that the concept of supply chain should be developed to be more 
customer-oriented (cf. Ford et al. 2003, 233; Hulthén, Dubois & Gadde 2000). This is the 
orientation that seems to be increasing among Finnish sawmills. 

Kotzab & Schnedlitz (1999) define SCM as a special form of strategic partnership 
between retailers and suppliers, with positive effects on the overall performance of the 
channel.  According to Alvarado & Kotzab (2001, 185) the key element is an activity 
integration system. Furthermore, SCM includes all possible forms of cooperation 
between economic organisations: this cooperation occurs between institutions of different 
levels within a channel and can be either short- or long-term in orientation. This notion 
equates to the perspective of the scholars representing the network theory approach. A 
schematic of an SCM model is presented in Figure 10. 

 

 

Fig. 10. Basic supply chain management model (adopted from Alvarado & Kotzab 2001, 185) 
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It is worth noting, as Stock (2001, 149-166.) points out, that the basic SCM model 

suggests the orchestration of activities at an inter-organisational level as well as at a 
departmental level. It is also a matter of integrating the activities of the whole set of 
organisations from procurement to delivery of ready products to customers. This may 
result in better service for customers without increasing costs as well as smoother 
economic fluctuation.  

The vital role of relationships is emphasised but originally the concept of SCM 
developed in the area of transportation and physical distribution (Croom, Romano & 
Giannakis 2000, 69) and a great deal of the research of SCM has focused on physical 
distribution and the logistics functions (Bask & Juga 2001, 138; Wisner & Tan 2000, 33; 
Bechtel & Jayaram 1997, 19). The basic concept of supply chain management is a 
systems’ viewpoint of the supply chain (Figure 10) that is in line with the concepts of 
systems thinking and the so-called bullwhip effect mentioned above. Stock (2001, 161-
162) articulates “the notion that the ‘whole’ should be managed in an integrated, holistic 
way, as opposed to viewing each part of the whole separately and distinctly, was a 
necessary precursor to development of SCM”. He also mentions that SCM applications 
connected with these items have been e.g. strategic partnerships and alliances as well as 
value-adding partnerships.  

The problems of delays, material flows and inventories have also been discussed in 
many studies related to SCM. Figure 11 illustrates that there is a potential for time delays 
and excess inventory between each member of the chain, and within any member’s 
organisation (Juslin & Hansen 2002, 338). The longer the chain is, the more possibilities 
for built-up inventories and speculative demand expectations (cf. Alajoutsijärvi et al. 
2002). 
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Fig. 11. Supply Chain. (Hill 2000, in Juslin & Hansen 2002, 338) 

Figure 10 gives us some clues that cooperation and efficient communication are vital for 
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339) state that “… If real-time information regarding demand, forecasts, orders, 
inventory levels etc., can be communicated back through the chain, members of the chain 
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information flow (communication), members of the chain are operating based on their 
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management aims for all the firms participating in the supply chain to be looking at 
minimising costs for the entire system, not only at minimising costs in their own 
situation. Therefore these authors are in effect suggesting that supply chain management 
offers a ground for sawmill enterprises and all the members of a supply chain to aim at 
managing economic fluctuations (cf. Juslin & Hansen 2002, 338-339). 

As discussed, authors in SCM emphasise various issues. This is quite understandable 
as acting consistently with the supply chain management philosophy requires that firms 
evolve appropriate management practices. Hence, many authors have focused on the 
activities that are necessary to successfully implement a SCM philosophy. Mentzer et al. 
(2001, 8) propose a list of the vital SCM activities: integrating behaviour, mutually 
sharing information, mutually sharing risks and rewards, cooperating, the sharing goals 
and the same focus on serving customers, the integration process, and being partners in 
building and maintaining long-term relationships. All these aspects also seem relevant for 
studying changes in supply chains and cyclicality in the sawmill industry. 

Successfully implementing SCM requires, primarily, the development of strong and 
close relationships among those members of the chain that make their integration into a 
fully linked and functional supply chain possible. The connections of SCM with 
relationships are entered into more deeply in Chapter 3. With the rise of SCM in the last 
half of the 1980s and the beginning of the 1990s, the relationship of distribution research 
to marketing channels literature has been to some extent rediscovered and acknowledged 
as the predecessor that in the 1950s and 1960s revealed much of the rationale behind 
channel and chain structures and its intermediaries. 

2.4  Summary: describing and explaining cyclicality in the industry 

Business cycles have been one of the most crucial topics in economics for more than a 
century. The focus and interest of those economical studies include many different 
perspectives than those adopted in this thesis, but the different schools of business cycle 
theories are identified to provide useful concepts, insights and explanations to this study. 
In economics, business cycles have traditionally been described and analysed through 
statistical time series and various quantitative indicators derived from them.  

The Austrian school of thought is a notable exception among business cycle theories 
because it has largely adopted the basis of social sciences. As a heuristic approach it 
emphasises the importance of human actions and the subjectiveness of value. Thus its 
basic perspective is parallel with this study. The Austrian economists guide researchers to 
ask for more specific, historical knowledge of the industry and the actors in the supply 
and distribution chain. Schumpeter (1939, 13) wrote “…it is always of the outmost 
importance for us to be thoroughly masters of the economic history of our time, the 
country or the industry, sometimes even of the individual firm in question, before we can 
draw any inference at all from the behaviour of time series.” 

This thesis makes a distinction between more general, macroeconomic business cycles 
(e.g. Burns & Mitchell 1946, Schumpeter 1939) on one hand, and cyclicality in specific 
industries on the other (e.g. Alajoutsijärvi et al. 2000, Klint 1985, Vinell 1973). 
Traditional research in economics is not directly applicable for the purposes of this study; 
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however, the business cycle theories can be regarded as a context for the cyclicality as a 
phenomenon. In addition, themes in economic research emphasising actors’ expectations 
and speculation are in the focus of interest of this study. Numerous historical examples 
demonstrate the impact of psychological factors, i.e. how peoples’ behaviour creates 
economic fluctuations. The insight that exogenous reasons are thought to be triggering 
cyclicality while the real sources are found within the system is also interesting. Recently, 
it has been argued that not all business cycle fluctuations are disequilibrium events, but 
that a significant proportion of fluctuation can arise from people simply making decisions 
in their own self-interest after random economic shocks. 

People have not always believed in business cycle theories. According to 
Alajoutsijärvi et al. (2002, 12), it was thought in the 19th century that cycles were nothing 
but periods of crises interrupting the smooth development of the economy. In later years, 
economists began believing in the regularity of such crises, analysing how they were 
spaced apart and associated with changing economic structures. It is important to try, as 
much as possible, to classify the fluctuations as the observable and explainable products 
of purposeful economic decisions and thus create possibilities for understanding, 
predicting and avoiding economic recessions. 

The nature of business cycles is analysed by labelling the four phases of a business 
cycle: boom, recession, depression (bust) and recovery. The phases characterise the 
cyclical pattern of the economy. The phases implement the belief of business cycle 
theorists that the economy somehow goes through waves of economic activity. However, 
the various schools of business cycle theorists (see Chapter 2.2) have not been able to 
give a perfect explanation as to what causes the economy to exhibit this type of activity. 
Therefore, many theorists now speak for the so-called mixed theories. 

During recent decades, macroeconomists have tended to focus on understanding the 
persistence in the ups and downs of aggregate economic activity, especially demand and 
production e.g. at the level of a national economy. Generally, they have been less 
concerned with understanding individual industries or sectors. Economics-oriented 
research also tends to focus on business cycles as a basis for decision-making primarily 
from a governmental or macro perspective. However, this thesis follows neither the 
general economic nor the econometric tradition that has dominated the research of 
economic fluctuations in the Finnish sawmill industry. Instead, the thesis argues that it 
would be more beneficial to look at cyclicality from the actor or managerial point of 
view. From such a viewpoint, business cycles are not merely objective economic 
phenomena external to their observers. By taking this kind of perspective, sawmillers 
could understand and even attempt to manage the cycles that affect their operations. 

This study approaches cyclicality in the sawmill industry on the basis of systems 
thinking. It is used in order to create a holistic view of cyclicality as a phenomenon. It 
seems that the ability of successful managers to learn from direct experience - e.g. in 
anticipating the turning points of business cycles - has led to a situation in which the 
entire industry tends to conform to the same mode of behaviour. It is a paradox that the 
more managers that successfully take advantage of the business cycle, the more cyclical 
their business actually becomes due to the systemic effects of their behaviour. According 
to Senge (1990), the short-term solution may at first seem efficient. However, if this 
“easy-fix” is used constantly, while fundamental long-term corrective measures are used 
less and less, the underlying problem remains unaddressed and may even get worse. 
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Industry-specific cyclicality is described in this study using such economic indicators 
as production, capacity utilisation, consumption, apparent consumption, inventories, 
investments, export and import. Prices and volumes as well as indexes are commonly 
used in economics and industry-specific studies. The numerous figures describing 
different kinds of cycles during the past three decades at the industry level include the 
idea that in terms of economics, consumption fluctuates less than production, i.e. 
economic fluctuation is more moderate at the buyer’s end of the supply chain and 
stronger at the producer’s end. The phenomenon is described through the so-called 
bullwhip effect or Forrester effect. For instance, Forrester (e.g. Forrester 1961) has shown 
that supply chain dynamics have an impact on the success of enterprises. 

Although the bullwhip effect is presented in the describing part, the concepts related to 
this effect have also often been used to explain the fundamental reasons for cyclicality. It 
can be argued that the bullwhip effect acts as a basic cornerstone of this thesis because 
the nature of cyclicality can be described through it. The following elements have been 
argued as being the main causes of demand amplification: no demand visibility, 
information distortion and inventory level adjustments (Holweg & Bicheno 2002, 163-
164). According to Sterman (1989a and 1989b), human misperceptions and decision-
making processes were the essential reasons for the phenomenon whereas Lee et al. 
(1997a, 1997b) focused on demand signalling, order batching, fluctuating prices, 
shortages and rationing game. Furthermore, they presented the fluctuation as always 
being greater in upstream sites (at the producer’s end) than in downstream sites (at the 
end-users’ end). 

Elaborating on a general managerial view of business cycles, this study sets up supply 
chain management (SCM) as a major explaining concept or smoothing-out strategy for 
the Finnish sawmill industry. As earlier industry-specific studies show, the sources of 
economic fluctuations in the industry can mostly be traced to supply chains.   SCM as a 
broad perspective which also allows essential concepts from other inter-firm relation 
research traditions, is argued to offer fruitful avenues to study all supply chain-related 
problems. 

SCM is well in line with the system approach because it views the supply chain as a 
single entity rather than as a set of fragmented parts. Moreover, it can also be argued to 
be well in line with modern marketing literature because relational aspects, the need for 
intra- and inter-firm cooperation and the convergence of core capabilities between and 
within firms are emphasised (Mentzer et al. 2001, 7). For instance, Bechtel & Jayaram 
(1997, 24) emphasise the ability of firms to construct strong relationships with suppliers, 
customers, and sometimes even competitors. The third characteristic of SCM stresses the 
importance of a customer focus in the supply chain. Producing value for the ultimate 
customer and strategic partnerships are also familiar from modern marketing research. 

SCM illustrates the increased importance of strong and close business relationships, 
seamless design of supply chains and the impact of management components on a 
sawmill’s ability to manage its operations generally as well as specifically in regard to 
economic fluctuations. Therefore, this thesis has elaborated a deeper explanation of SCM 
and concepts within it to explain the means of the industry to moderate or cope with 
cyclicality. 



3 Managing cyclicality through supply chain management 

In the previous chapter supply chain management was addressed as an appropriate 
theoretical perspective for approaching all the problems associated within supply chains. 
This chapter enters more deeply into the concepts connected with SCM in order to 
explain cyclicality. The focus is on structures, relationships and management 
components; i.e. the chapter is based on a combination of the three main inter-related 
elements: 1) supply chain structure, 2) relationships and 3) supply chain management 
components (Figure 12) (cf. Lambert et al. 1998; Lambert & Cooper 2000). However, the 
items in the figure are partly overlapping, and related to the long supply chain. (cf. 
Catalan & Kotzab 2003; Carbone & De Martino 2003).  

 
 

 

 

 

 

 

Fig. 12. The framework for analysing supply chains and SCM for the purposes of the thesis 
(cf. Lambert & Cooper 2000; Lambert et al. 1998). 
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The above concepts analyse relational and strategic perspectives that are vital for 
explaining economic fluctuations in the sawmill industry. The importance of the concepts 
comes from the fact that they can be used to streamline and synchronise the chain 
between the sawmill and its customers; i.e. re-designing the supply chains, transforming 
business partners’ behaviour and motivating partners towards cooperation and 
integration. On the grounds of literature and the preinterviews of managers in the sawmill 
industry it seems that there are three kinds of vital design decisions to be considered in 
attempts to moderate cyclicality: 1) the choice of actors with whom it is critical to link, 2) 
the relationships6 linking the actors, and 3) the level of integration of each relationship 
link. The success of the sawmill can be largely dependent on the ability of management 
to integrate the sawmill’s intricate network of business relationships. (Lambert et al. 
1998) While the behavioural items of the management components are emphasised, the 
dichotomy into structure and behaviour – the two main areas of channel management – 
are also at the background of this thesis. 

After discussing structures and relationships the chapter evaluates the whole supply 
chain as a social system as well as integration related management components. 
Integration is seen as an interesting option to affect cyclicality because it has been argued 
to be among the most powerful factors explaining the performance of enterprises in the 
long run (cf. Klint 1985; cf. Houlihan 1985, 27). In addition, designing, controlling and 
motivating the key participants in the supply chain are considered. 

3.1  Supply chain structure 

The structure and intermediaries of a supply chain have been presented as vital concepts 
in industry-specific cyclicality.  The length and “orchestration” of the supply chain have 
been the key elements in academic papers. Inventories and behavioural patterns of the 
key players have been important topics among everyday discussions as well as some 
academic research concerning the supply chains of the Finnish sawmill industry. 

In line with the above perspective, the focus of this empirical research is on 
behavioural aspects of business relationships as possible means to mitigate cyclicality in 
the Finnish sawmill industry. However, before considering business relationships it is 
necessary to discuss structures as they form the context from which relationships emerge. 
Actually, to fulfil its functions and objectives the supply chain has to possess a certain 
structure. The objective of exchange requires a certain structure and also usually the 
cooperation of many enterprises and organisations (Jeannet & Hennessey 2004, 512; 
Stern, El-Ansary & Brown 1989, 5). 

3.1.1  Structure 

According to Bucklin (1966) the structure means the number of different types of 
institutions that perform the activities that produce and move a product to its point of 
                                                           
6 Relationships replace here the process of the original “Lambert’s model (Lambert et al. 1998). 
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consumption. Mohr & Nevin (1990) take a broader perspective, and argue that structure 
is how exchanges between parties are patterned. According to the latter view the study of 
structure considers more aspects such as cooperation, competition, power, intensity etc. 
All in all, the structure of a supply chain with all its intermediaries forms a frame for 
exchange. The product or service is the basic exchange but information exchange, 
financial and social elements of exchange are also vital in attempts to reduce the 
uncertainty of the members in the supply chain and to make business conditions more 
stable (cf. Ford et al. 2003, 3-28; Stern et al. 1989, 5). 

An enterprise seldom sells its products directly to end-customers, on the contrary, the 
cooperation of several enterprises and organisations are needed for distributing them to 
customers. Generally, it is the distribution process that performs many of the several 
functions required to bridge the gap between production and consumption (Ford et al. 
2003, 122; Juslin & Hansen 2002, 366-376; Stern, El-Ansary & Brown 1989, 5; Mallen 
1977, 4). Furthermore, the completion of distribution tasks usually needs not just one 
firm but a sequence of firms, when only distributing a single product. Stern et al. (1989, 
5) articulate that “Marketing channels can be viewed as sets of interdependent 
organizations involved in the process of making a product or service available for use or 
consumption. Not only do marketing channels satisfy demand by supplying goods and 
services at the right place, quantity, quality, and price, but they also simulate demand 
through the promotional activities of the units (e.g. retailers, manufacturers’ 
representatives, sales offices, wholesalers) composing them. Therefore the channel view 
should be viewed as an orchestrated network that produces value for the user or 
consumer by creating form, possession, time, and place utilities.” 

The task of connecting the producer and the customer can be considered from many 
perspectives such as from marketing channel, channel of physical distribution, supply 
chain, distribution system, value chain and value-creating network perspective. They all 
emphasise different points of view of the channels. 

The marketing channel creates a link between the sawn goods producer and customer. 
The concept emphasises managing the relationships between the marketing channel 
members to execute the marketing actions to the full satisfaction of the customer. 
According to Bucklin (1966) a unique marketing channel system is created from 
functions that are aggregated activities. These functions are also used to analyse the 
channel structure. Actually, according to Hultman (1993, 28-29) the interaction between 
the demand of the buyers and the decisions made in the channel will determine the 
structure. Having optimal structure in the channel will minimise total costs at the balance 
between the buyers’ demand for as high level of service and the middlemen’s wish for as 
low level as possible. 

Each market has its own structure of marketing channel intermediaries. This structure 
can be called the distribution system of the market. This means that the marketer i.e. 
sawmiller has various options when arranging marketing and choosing marketing 
channels in that particular market. A channel of physical distribution enables the 
transportation of products from the mill to the customer. The supply chain, as stated 
before, is a broader concept than the marketing channel, and includes raw material supply 
and manufacturing. (Juslin & Hansen (2002, 366-369) Consequently, the management of 
upstream and downstream flows of products and information between raw material 



 76

suppliers and customers in order to deliver superior customer value are central in SCM 
(Christopher 1998). 

 Porter (1985) has interpreted the supply chain as a value chain creating value for the 
customer all the way from the source of raw material to the final end use of the product. 
To gain competitive advantage over its rivals, a firm must promote value to its customers 
by performing activities more effectively than its competitors or by performing activities 
in a unique way that creates superior buyer value (Porter 1985). The value chain 
emphasises the accumulation of customer value. 

Furthermore, because a marketing channel is a group of independent organisations that 
work together in order to deliver a product or a service to a customer, it can be seen as a 
network that creates value for the customer (Stern et al. 1989, 5). In this system or net 
every member of a marketing channel is dependent on other institutions for achieving its 
goals. It is important to recognise that channels evolve and function in dynamic 
environments Stern et al. (1989, 19). Channel structures are determined partially by the 
environment in which the channel operates. Channels can also be seen more and more as 
competitive units because the competition does not only take place between producers or 
middlemen. 

An effective channel accomplishes all the tasks necessary to affect a sale and to 
deliver products to customers. Such tasks include making contact with potential buyers, 
negotiating, contracting, transferring ownership, communicating, arranging finance, 
servicing the product, providing local inventory, transportation and storage. These tasks 
may be performed entirely by the manufacturer (integrated/direct channels), entirely by 
intermediaries (non-integrated/indirect channels), or may be shared between them 
(multiple or hybrid channels) (Brion 1965 via Kalafatis & Mackenzie 2001). 

It is understandable that smaller sawmills cannot manage the whole variety of tasks 
required in a channel or net and therefore must rely on the assistance of various 
intermediaries in order to deliver the product and to serve the customer. However, the 
general tendency among Finnish forest industry companies has been to try to control the 
major components of marketing channels. Many mergers and acquisitions demonstrate 
this development over recent years. In spite of this it is not necessarily wise for a sawmill 
company to provide all the functions of a full marketing channel, even though it might 
have all the resources to do so. It could be more productive to concentrate on its core 
competencies – such as sawing the timber. Moreover, the changes in external 
environment can have profound effects on channels in both the short and long run. For 
instance, Dwyer & Welsh (1985) discuss how environmental change and its underlying 
forces interact with marketing channels, and can influence channel structure. Different 
environmental forces are also taken into account in this study as possible initiators of 
business cycles. (cf. Hultman 1993, 29-30) 

A resource analysis of cooperation maintains that the function of cooperation is a 
necessity for exchanging the needed resources, or alternatively for firms choosing to 
collaborate. Specialising and outsourcing makes the business world more and more 
fragmented (e.g. Gadde & Håkansson 2001; Hamel & Prahalad 1994). This means that 
new business models redesigning structures are needed to secure the survival of 
companies in the ever-more competitive environment (cf. Hämäläinen 2003, 3). 
Intermediaries can be considered extremely important if more stable trade conditions are 
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desired. The next chapter illustrates various types of intermediaries and their objectives. 
It also describes the most usual channel options. 

3.1.2  Intermediaries 

An understanding of the structure of available distribution systems in the sawmill 
industry is an essential prerequisite to establishing appropriate strategies in order to make 
trade more stable. According to existing literature, e.g. Juslin & Hansen (2002, 393) and 
Stern et al. (1989, 7), the emergence of distribution-oriented institutions and agencies 
between production and consumption, typically called intermediaries, results mostly due 
to economic reasons: 1) Intermediaries can increase the efficiency of the distribution 
process, 2) Intermediaries can adjust the quantities and assortments produced to be more 
in line with the quantities and assortment consumed, 3) Marketing agencies hang together 
in channel arrangements to make transactions routine, 4) Channels also facilitate the 
searching process. In addition to economic reasons, technological, political, and social 
factors influence the composition of channel systems, in general as well as in the line of 
business. 

Usually, a large customer base forces an enterprise to rely on the assistance of 
intermediaries to maintain personal contacts with industrial end-users (cf. Juslin & 
Hansen 2002, 371-392; Stern et al. 1989). If the number of orders increases too much for 
the capacity of the producer, it is wise to let the intermediaries take over.  The 
intermediary can bundle together small orders from end-users and effectively reduce the 
total transaction costs. Space constraints, inventory holding costs, the demands of just-in-
time deliveries and large orders are also factors that make the use of intermediaries 
profitable.  In many cases, large geographical distances also necessitate the use of 
intermediaries. In some cases, providing credit or collection may cause severe problems 
for small firms, and the intermediaries can handle credit and collection. Today, it is often 
emphasised that creating value for customers is an obligatory precondition for the 
existence of intermediaries. 

In theory, there are many combinations of intermediaries and intermediary chains 
available to take care of distribution flows (e.g. Jeannet & Hennessey 2004, 486-488; 
Juslin & Hansen 2002, 373-393; Juslin & Neuvonen 1997, 174-178; Stern et al. 1989). 
However, in practice only a few options are appropriate for individual sawmills. Very 
seldom do firms sell directly to end-users. Usually, several organisations in marketing 
channels and supply chains have agreed on the division of labour to use human resources 
as effectively as possible. Therefore, a distribution channel involves several 
interdependent institutions or agencies, namely manufacturers, wholesalers, retailers and 
end-users (see e.g. Figures 13 and 39). The main types of intermediaries are briefly 
introduced in Appendix 4. 

The producer might use a domestic agent in its home country and an export 
management company when selling abroad, or it can use company personnel to export 
directly. The export agent might arrange the products to be sold to an importer that in turn 
sells the product to an industrial end-user. The design of each channel may be planned to 
cater to the design of different market segments and/or the operational requirements of 
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the distributors, contractors, and/or dealers involved. For instance, it is more efficient for 
large-volume dealers to deal directly with manufacturers, while limited-volume dealers 
will have to order through distributors.  

Relationship issues with customers, providing inventories, handling details of 
deliveries, supplying information and keeping close contacts with customers can be seen 
as the main field of intermediaries. In the present trade environment, the importance of 
business relationships is continuously emphasised. For example, Seth & Sharma (1997, 
91) as well as  Donaldson & O’Toole (2000, 1) suggest that in the circumstances of 
increasing turbulence in the marketplace firms should move away from transaction-
oriented marketing strategies and move toward relationship-oriented marketing strategies 
for enhanced performance.  

3.1.3  Finnish sawmill supply chain structures  

The concepts of supply chain and marketing channel structures refer to the different 
intermediary chains functioning in supply chains and marketing channels. In theory 
almost any combination of intermediaries is possible. However, in practice only a few 
combinations account for the majority of product flow (see e.g. Juslin & Hansen 2002, 
373-374; Juslin & Neuvonen 1997, 171-179; Ervasti 1984). Figure 13 depicts the many 
alternatives of export for Finnish sawmill products (see also Figure 39, Chapter 6). The 
figure also compares the most common export channels in European markets for the 
small and medium-sized sawmills with those of the bigger sawmills that are integrated to 
the paper industry. The basic distinction between these two groups is that the integrated 
industry sells the majority of its products through its own sales offices, whereas the 
smaller enterprises have to use agents and other intermediaries.  
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Fig. 13. The most common marketing channels of independent and integrated sawmills in 
Finland. (Juslin & Neuvonen 1997, 179) 

If they have the possibility to control channel structuring, sawmill companies should find 
the most appropriate marketing channels for themselves. In practice, according to Juslin 
& Neuvonen (1997, 178-179) the alternatives are limited. Over the course of time 
different market areas have adopted different ways of performing business using different 
business networks that are not easily alterable. It may be quite difficult even for a big 
company to break down stable business structures by by-passing the importer and agent 
intermediaries, and starting to sell directly to industrial end-users. Opportunities to 
influence channel structures can only be created by doing business in the market for a 
long time, and gaining confidential business relationships, appropriate acquisitions and 
having enough volume. The general trend has been to create shorter channels by buying 
importers and retail chains.  
During recent decades, the sawmill industry has utilised quite a long distribution chain. 
The aim has been to decrease the number of intermediaries, and to make the chain 
shorter. The ability to operate more efficiently, to serve the customers better and 
producing more value for them can be seen as motivators behind these changes. 
Generally, the product, customer, market area, and core company strategies are facts that 
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define the objectives of the company’s marketing channel (e.g. Juslin & Hansen 2002; 
Juslin, Aitolahti, Haarakangas, Kipinä & Niskanen 1992). Shorter marketing channels 
and moving closer to the end-customers can produce many positive impacts that may 
even create competitive advantage.  According to the inquiry by The Finnish Forest 
Industries Federation in the early 1990s, the most important tasks of the marketing 
channel of the Finnish sawmill industry are (see e.g. Juslin & Hansen 2002, 369-370): 

− Transference of information in both directions 
− Forging closer contacts with end-users 
− Capturing and servicing the chosen end-user sectors  
− Steady sales flows 
− Prompt and reliable deliveries 
− Achieving certain sales figures 

This study sheds light on objectives such as close contacts and information transfer in 
order to clarify their impacts on industry-specific cyclicality. Many of the facts seem to 
be interwoven with business relationships.  

3.2  Business relationships in supply chains 

Business relationships are of crucial importance to successful SCM and smoother 
business cycles in the sawn goods business where prices cannot be considered as being an 
effective competitive advantage because all the key players know the general price level. 
According to Lambert et al. (1998) business relationships can be understood as gradually 
developing processes. Moreover, many of the other SCM processes also express 
relationship characteristics and thus emphasise the importance of them. It becomes 
visible in the revised list from the article by Lambert et al. (1998): Customer Relationship 
Management = identification of key markets and implementation of customer programs; 
Customer Service Management = providing a face to the customer = personal contacts; 
Demand Management = linking product flow with real demand; Order Fulfilment and 
Replenishment = timely and accurate delivery of customer orders; Supplier Relationship 
Management = relationships and interaction with raw material producers; Product 
Development = cooperation with supply chain members to develop new products (a way 
to hinder the competition of substitutes); Achievement of sustainable competitive 
advantage. 

Various aspects of business relationships are presented below along with their 
connections to SCM and the prerequisites of relationships for achieving more stable 
business conditions in the sawmill industry. The concept of a business relationship refers 
in this study primarily to a long-term exchange relationship between two organisational 
parties. After describing the aspects of long-term business relationships the insights to 
relationship marketing in SCM are clarified. The purpose of both approaches – creating 
value to end-customers – can be considered vital in many modern Finnish sawmill 
enterprises. The theoretical sources of relationships are widely discussed as well as the 
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use of the relationship concept in studies of market dynamism. A great deal of emphasis 
is also laid on introducing the channel as a social system.  

3.2.1  Levels of relationships 

Supply chain management can be seen as an intermediate type of relationship within a 
spectrum ranging from integrated hierarchy (vertical integration) to pure market. It has 
also been defined as an alternative to vertical integration (Christopher 1992).  The supply 
chain consists of a variety of different players, the relationships of which are the building 
blocks in chains and networks (Harland 1996, 64). The key members of the chain need to 
work closely together in order to achieve cost reductions and to produce enhanced 
customer satisfaction.  This emphasises the need for quality relationships among the 
members in the chain for the successful implementation of SCM (Juslin & Hansen 2002, 
339; Bowersox et al. 2000, 70-76). Moreover, this can be seen as a prerequisite of 
moving towards more stable business conditions. The increasing discussions of managing 
business relationship portfolios and firms’ dependence on relationships can be argued to 
support this view (see e.g. Ford et al. 2003; Gadde & Håkansson 2001; Bensaou 1999; 
Christopher 1992).  

The creation of strong relationships requires the interaction of channel members 
involving not only communication between sales and purchasing but integrated 
interaction at multiple levels of the organisations (Gadde & Håkansson 2001; Christopher 
1998). The broad interface allows rich communication and strong cooperation. Harland 
(1996, 64) introduces four levels of relationships in SCM: The internal supply chain that 
integrates business functions involved in the flow of materials and information from the 
inbound to outbound ends of the business is regarded as the first level. The other three 
levels of the term supply chain management are the management of dyadic or two party 
relationships with immediate suppliers, management of a chain of businesses and 
management of a network of interconnected businesses. All four levels are utilised in this 
study in one form or another. 

However, the focus in this thesis is primarily on the inter-business chain that is often 
described as a pipeline. Hayes & Wheelwright (1984) extend this discussion to include 
vertical integration in the chain. They also identify that a firm’s physical position in the 
chain would affect demand volatility, asset intensity, profitability, technological change 
and scale and balance. However, there is little evidence of empirical work supporting 
these effects other than in industrial dynamics literature (e.g. Towill 1991; Forrester 
1961). Harland (1996, 67) discusses how the Forrester effect has been shown to impact 
on logistical information such as orders, forecasts, volumes and timing but the “softer” 
aspects of chains have been neglected.   

The inter-business network level is emphasised in some characterisations of SCM (cf. 
Christopher 1998). The performance of the supply chain is not only dependent on co-
operation with its partners, but also the cooperation of those partners with their partners 
(Skjoett-Larsen 1999, 41-53). This leads us to look at the supply chain as more of a 
network than a chain. Figure 14 depicts the business environment of the sawmill industry 
and the intermediaries’ positions in the supply chain. Today, as the figure below suggests 
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there may also be some cooperation with competing sawmills. Furthermore, it is possible 
that the same intermediary may represent several sawmills, although sawmills naturally 
try to avoid this. The focus of the supply chain in this thesis is the area between the dotted 
lines: sawmill-intermediary-user. The reason for focusing on only the simple chain is due 
to the fact that networking seems to be just emerging in the sawmill industry, and the time 
span of this study covers three decades. However, networks and networking are 
obviously offering possibilities to be used by wood-products industries in the future (e.g. 
Korhonen & Niemelä 2003) and therefore they cannot completely be ignored by this 
study. 

 

Fig. 14.  Supply chain as a network and the focus of the thesis 

The theoretical discussion concerning the structures and coordination of business 
networks and relationships has rather old roots. In fact, according to Wilkinson (2001, 9-
10) it can be traced to three early institutional economists: Commons (1934), Schumpeter 
(1939, 1947) and Coase (1937). The following chapter clarifies various theoretical views 
related to business relationships.  

3.2.2  Explanations for establishing business relationships 

Relationships, interaction and cooperation between organisations are inevitable (Ford et 
al. 2003, 122; Stern et al. 1989, 5). It is often assumed that organisations cooperate 
because they have to, not because they want to. This thesis outlines the former view, 
which is connected to a resource-based view of organisations (Wernerfelt 1995, 
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Wernerfelt 1984) or resource-dependency theory (Pfeffer & Salanick 1978). Kock (1991) 
argues that the main reason for organisations to establish, maintain and develop 
relationships with other organisations is to make the most efficient use of their resources. 
Moreover, powerful organisations can force weaker ones to interact because they depend 
on resources controlled by others (Hultman 1993, 36). 

The theories tend to focus either on an economic or behavioural explanation of 
exchange relationship. The economic school, e.g. transaction cost economics (Williamson 
1985) argues that the survival of a firm in the long run is dependent on its ability to 
control external resources without giving up its autonomy and control of internal 
resources. The key variables used to explain the structure of exchange are price, power, 
risk avoidance and opportunism7. If they are at a level too high, it is not likely that 
mutuality and collaboration will exist.  (cf. Donaldson & O’Toole 2000, 1-2.; Hultman 
1993, 34-36.) 

The behavioural school emphasises history, social structure and interdependence in 
their analysis. According to Möller (1994) the development of various relationship 
models and interaction approach can be divided into two sections: studies done by the 
IMP Group (see e.g. Ford et al. 2003; Möller & Wilson 1995) and studies parallel to it,  
as well as studies based on the social exchange theory. The latter line, representing 
mainly American studies and marketing channel literature, tends to examine relationships 
as gradually developing continuous processes where important concepts are trust, 
commitment, mutual goals, cooperation and conflicts (e.g. Weitz & Jap 1995; Anderson 
& Narus 1990, 1987, 1984; Dwyer, Schurr & Oh 1987; Thibaut & Kelley 1959). These 
studies have focused on understanding what makes relationships last or fail. European 
studies and especially the studies close to the IMP tradition as well as network approach 
literature focus on cooperative and coordination aspects. They emphasise mutual resource 
dependency, cooperation, competition and context dependency and the managerial 
aspects of these items. Most of all they try to depict and understand the complex 
phenomena of interactions in their social, cultural and historical contexts. 

In essence, the common variables characterising all behavioural studies are trust, 
commitment, cooperation, mutuality, and equity. If these variables are strong, it is 
unlikely that opportunism will prevail in any individual transaction between parties. 
Moreover, this may contribute to partnership structures in supply chains (cf. Abratt & 
Kelly 2002, 471; Mohr & Spekman 1994, 151-152; Lambert, Emmelheinz, Gardner 
1996; 2-3; Anderson & Narus 1990, 49). Hallén, Johansen & Mohamed (1991) conclude 
that relationships based on trust and commitment lead to greater adaptiveness. The 
adaptations make it more difficult to change business partners, hence making trade more 
stable. 

Both behavioural traditions are overlapping in many respects but they also have quite 
clear differences (Ford et al. 2002, 229; Alajoutsijärvi 1996, 36; Möller 1994). The 
worldview of IMP research and similar studies is subjective and represents idiographic 
epistemology while the social exchange tradition represents mainly nomothetic research. 
From the viewpoint of this thesis the most serious lack of social exchange studies is the 
insufficient attention paid to the historical contexts of relationships. Moreover, the 
subjective and idiographic dimensions as well as the insight of cooperation characterises 
                                                           
7 Opportunism means trying to obtain unjustified benefit at the cost of the other party (cf. Williamson 1985, 47) 
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this study. However, the IMP tradition can be criticised for the weak connections to 
sociology and social psychology. 

In addition to resource requirements and dependencies, it is essential for sawmill 
companies to be able to deal with complex turbulent environments. According to 
Beverland & Lindgreen (2004, 825-858) many authors have argued that market 
relationships assist firms in navigating complex turbulent environments (see e.g. Achrol 
& Etzel 2003; Christopher, Payne & Ballantyne 2002; Hennig-Thurau, Gwinner & 
Gremler 2002; Hunt 2000; Day & Montgomery 1999; Sheth & Sisodia 1999; Grönroos 
1996; Morgan & Hunt 1994). For instance, Joshi & Campbell (2003) express the benefits 
of firms strengthening the closeness of their relationships in business-to-business 
channels in order to deal with increased environmental dynamism. 

The effect of environmental dynamism on relationships is theoretically and 
empirically ambiguous. However, dynamism in the technological environment 
encourages closer relationships (Stump & Heide 1996; Heide & John 1990). Firms may 
use relationships to counter potential opportunism and thereby develop norms to ensure 
continuity and reduced opportunism (Lusch & Brown 1996). An inverse relationship 
between environmental dynamism and relational governance is proposed by Joshi & 
Campbell (2003) and Gadde & Håkansson (2001), who point to the experience of major 
automotive manufacturers who dramatically reduced their supplier base when markets 
became hyper competitive. Moreover, relationship governance and environmental 
dynamism are positively related when manufacturer collaboration is high and supplier 
knowledge of customer needs is high. Firms motivated to learn from each other are thus 
more likely to enjoy continual long-term -relationships, which in turn encourages them to 
collaborate more closely in dynamic markets (Beverland & Lindgreen 2004, 828). 
Sawmills may use long-term business relationships for their strategic needs to take 
greater control over their future. Sawmills are forced to increase the intensity of some 
relationships, whilst limiting other relationship activity. 

It can also be argued that increasing customer-orientation demands closer relationships 
and interaction in the supply chains of Finnish sawmills. Customer needs more or less 
conduct the whole chain. Customers expect that suppliers will take their special needs 
and requirements into account. Former channel marketing strategies tried to optimise cost 
efficiency for the producer, which also benefited the customer in mass markets. Many of 
Finnish sawmills can still be characterised as production-oriented and as obeying the 
older channel marketing policy. They rely on mass-production and underline cost 
efficiency. This may in part be due to the fact that, especially in integrated companies, the 
strategies of the pulp and paper sector limit the strategic options of sawmill units. 
However, it can be argued, that the modern tendency of Finnish sawmills is to 
concentrate on producing more specialised and custom-made products (Juslin & 
Neuvonen 1997, 114). 

It is known that raw material sources and production facilities greatly affect the 
specifications of sawmills. Consequently, this impacts on customers’ choices when 
applying to certain suppliers and their products. In essence, searching for right kind of 
partners and developing relationships in supply chains takes much time and effort. 
Generally, relationship marketers urge firms to form long-term, mutually beneficial, 
interactive and interdependent relationships with key stakeholders (Samiee & Walters 
2003; Christopher, Payne & Ballantyne 2002; Hunt 2000). Partnerships and alliances can 
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also be seen as strategies that may contribute to the aims of this thesis (e.g. Kotler 2000, 
81-82; Kanter 1994; Cardozo, Shipp & Roering 1992; Anderson & Narus 1991).  

According to Reid & Plank (2000, 5), several authors such as Webster (1992) and 
Dwyer, Schurr & Oh (1987) have suggested that buyer-seller exchange relationships can 
be seen as existing on a continuum ranging from pure transactions to pure relationships. 
Webster’s classic model of the relationship continuum (Webster 1992) illustrates different 
kinds of interactions in which organisations may be involved. According to this model, 
relationships vary from transactional relationships to partnerships. All the types of 
relationships differ from each other with regards to the intention of the parties to develop 
more permanent relationships (e.g. Möller & Wilson 1995) and in the significance of 
relational exchange between the parties in the relationship. A feature common to all 
relationship types is that exchange of different kinds of attributes and interaction, at least 
in some form, does occur between the parties (Helander 2004, 33-34). 

This thesis is in favour of close long-term relationships in order to moderate and cope 
with business cycles, but it is important to keep in mind the risks hidden in close 
relationships (Ford et al. 2003). If a member of the chain has done extensive adaptations 
with another member’s business systems and technologies, it may be rather difficult and 
expensive to change business partners (Gadde & Håkansson 2001). An organisation’s 
own performance is dependent on other members’ success. Furthermore, valuable 
knowledge and trade secrets may be lost through unreliable partners (Tan 2001). 
However, the benefits of close and long-term relationships are often preferred to the costs 
of the uncertainties caused by them. 

3.2.3  Supply chain as a social system 

Seeing the supply chain with its many relationships as a system is a prerequisite for 
managing the supply chain (cf. Stern et al. 1989, 5). While the main focus here is on the 
latter part of the chain i.e. on the marketing channel, the channel structure and its 
functioning in the sawmill industry are important. The first part of Chapter 3 described 
the structural components and intermediaries. Moreover, the functioning of channels has 
led us to analyse the relationships among intermediaries. Juslin & Hansen (2002, 393) 
state that “we can gain a deeper understanding of the functioning of a marketing channel 
by considering it as a social system”. Rosenbloom (1999, 120-121) also reminds us that a 
marketing channel is not only a rationally managed economic system, but also to a great 
extent a social system. Business-to-business marketing channels especially should be 
considered as social systems because of the multifaceted relationships a firm has with its 
partners. 

Mallen (1977, 223-224) shares nearly the same perspective but adds that the 
dichotomy considering the market sequence relationship as the economic one and the 
political-social system relationship as the behavioural one is false because economic 
power plays a major role in both systems. It is necessary to discover how the channel acts 
as a social system in order to cope with cyclicality. This is important because according 
to Hultman (1993, 40, 56-57) the system may have its own behaviour pattern that is 
different from the total behaviour of its institutional parts. It has its own objectives and its 
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own criteria. It is a unit of competition and a unit of action regardless of its internal 
conflicts.  

Alderson (1965) also considered the marketing channel as a social system though he 
used the term behaviour system. He argued that there are two equally strong tensions in 
marketing channels relations: the urge to stand alone, and the urge to stand together. In a 
social system the channel members are interested in one another’s performance because 
they can affect one another’s welfare. Therefore, channel relationships normally emerge 
as dynamic fields of conflicting and cooperating objectives and methods. The glue 
holding the members together in the system is the expectation of some surplus in excess 
of what they could obtain by working alone. In other words, benefits of the membership 
must exceed costs. (Alderson 1965, 239-240) According to Mallen (1977, 244-252) the 
members of channels are interested in the performance and behaviour of the others 
especially when the participating firm may only be replaced with difficulty (cf. Gadde & 
Håkansson 2001). 

 Channel relationships are vital because they can make or break a firm’s marketing 
effort as well as effecting the smoothing of strong fluctuations. Good management of 
channel relations prevents dysfunctional conflicts, and above all motivates channel 
members to change or maintain their behaviour and goals for the benefit of the channel 
leader. (See motivation of distributors e.g. Rosenbloom 1998, 283; McGrath & Hardy 
1992; Shipley 1984). Motivation requires all the participants to feel that they will get 
some surplus in excess of what they could obtain by working alone (Mallen 1977, 244-
252). This also means that all the members have the possibility to reach their goals by 
belonging to the channel or network (Gadde & Håkansson 2001). 

In the relationship process Mallen (1977, 246-247) emphasises having clear 
objectives, importance of cooperation, training and education as well as having efficient 
channels of communications. Moreover, channel design has its impact on channel 
relations: too intensive, overlapping, too indirect distribution or the choosing of improper 
middlemen can create poor channel relations for an institutional structure.  

The members of the channel are mutually interdependent. The members are 
coordinated when there is a leader managing the relationships in the channel.  However, 
the question of who the leader is of channel operations is not so clear. According to Ford 
et al. (2003, 147-148), mainstream marketing textbooks have expressed distribution as 
the manufacturer’s problem. However, the network view of distribution extends this 
perspective in several ways. The main difference is that the idea of efficient distribution 
cannot be solely concerned with optimising the output of a manufacturer’s factory. Today, 
as Gadde & Håkansson (2001) point out, the input operations of buying firms 
increasingly affect distribution solutions. 

Firms are likely to want to increase their control over channels if the environment is 
uncertain. Sometimes it is necessary to use various types of power to influence the 
decisions and behaviour of other channel members. For instance, roles may need 
specifying and realigning and role performances may need enforcing. (cf. Hultman 1993, 
43-47; Mallen 1977, 248-249) The third major requirement of channel relationships is the 
development of an effective channel communication system (Mohr & Nevin 1990). Mohr 
& Nevin (1990) also argue that channel structure, climate, and power conditions, when 
combined with communication strategies, lead to coordination, satisfaction and 
commitment, as well as better performance. 
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Hultman (1993, 30) underlines the views discussed above and emphasises that roles, 
communication problems, conflicts and power have been the major items in marketing 
channel studies since the late 1960s. The above discussion can be crystallised in these 
words by Juslin & Hansen (2002, 393) that the most central relationships among 
members of a social system are: 

− Power relationships 
− Role relationships 
− Communication relationships 

The performance, capability to affect economic fluctuation and functioning of the whole 
channel system strongly depend on relationships. Problems in power relations, roles and 
communications lead to channel conflict. Solving conflicts requires that management 
either intervenes in the structure or functions of the marketing channel. On the other 
hand, management’s success in solving discrepancies depends on the social relationships 
in the marketing channel. Figure 15 depicts the basic factors affecting the efficiency of 
the marketing channel. 

 

Fig. 15. The basic factors affecting the efficiency of the marketing channel (Juslin & Hansen 
2002, 394) 

3.2.3.1  Power relationships 

As Figure 15 indicates, power has an impact on role formation and communication 
(Juslin & Hansen 2002, 394). Power is a complex concept with many definitions. A 
channel member’s power lies in its ability to control the decision variables in the 
marketing strategy of another member in a given channel at different level of distribution 
(Coughlan et al. 2001). In other words, power in marketing channels means that a 
channel member has the ability to get another member to do something it otherwise 
would not do (Stern et al. 1989). Unwise use of power may create hostility and further 
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conflicts in the marketing channel. Power can be used to co-ordinate and direct the 
incentives and specialisation of the channel members to the benefit of the whole channel, 
win-win, or for the benefit of a specific member. If a company uses excessive power for 
short-term interest, this can be self-defeating if the power position changes, since it 
provokes resistance and does not provide the best end-customer offer value (Kumar 1996 
in Johansson 2002, 30). 

Ford (1978) found out that power and clear role expectations were the biggest 
contributors to channel stability. Moreover, Weitz & Jap (1995) argue that relationship 
management in distribution channels is no more a power and conflict issue as such but 
rather an issue of relationships between firms based on contractual and control systems. 

Channel members are mutually dependent on each other but it seems that even 
cooperative relationships contain asymmetric power relations (cf. Purohit & Staelin 
1994). For instance, the producer evidently has a dominant position over the other 
members of the channel if it has other good alternative channels to sell to. In other words, 
the producer may have other alternative relationships to use. Power is the instrument for 
controlling other parties in the channel – an important aspect in regard to cyclicality. 
Power and dependency are concepts that are linked together. Dependency comes from 
specialisation. Power can also be referred to as the ability to supply an other party with 
essential resources such as money, good products, information etc. (Hultman 1993, 44). 

Hultman (1993, 45-46) argues that in most studies related to marketing channels, 
sources of power are defined according to French & Raven (1967) as follows: coercive, 
reward, legitimate, expert and referent power (cf. Juslin & Hansen 2002, 395). Stern et al. 
(1989) discuss six different bases of power: rewards, coercion, expertise, information, 
identification and legitimacy. Pfeffer (1981) mentions several other sources of power 
such as: providing essential resources, coping with uncertainty, being irreplaceable, 
affecting the decision process and power consensus. A review article of the theory of 
power in marketing channels is provided by Gaski (1984). Frazier & Rody (1991) 
addresses the use of power in inter-firm relationships in industrial product channels. They 
focus on the reciprocal use of non-coercive and coercive influence strategies by the 
supplier and distributor. 

Possessing sources of power is equivalent with possessing resources that are important 
to other partners.  Juslin & Hansen (2002, 395) mention that the sources of an agent’s 
power could be: knowledge of markets, steady clientele, old customer relationships, 
broad product range or the sympathy of customers. The agent’s power position is 
especially strong when the sawmill does not have enough volume or capital to establish 
its own sales unit. Other intermediaries have similar potential sources of power. For 
instance, the authors above claim that in addition to the list of the agent’s sources of 
power, an importer’s power may stem from good (broad) market cover, the possibility to 
provide multifaceted customer support, good connections to end-users, big volumes of 
trade and steady economic bases. 

The discussion of power in marketing channels has a long tradition. Galbraith (1956) 
developed the concept of countervailing power. It seems that this old concept may be 
worth discussion when pondering the development of export channels of the Finnish 
sawmills. Galbraight argues that most markets may start out as competitive: e.g. 
manufacturers versus manufacturers on the selling side and middlemen versus middlemen 
on the buying side. Competition ensures that each side of the market will not be exploited 
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by the other side. The regulatory force is the rivalry between sellers. Gradually, it may 
happen that the selling side of the market is concentrated in the hands of a few 
manufacturers. This leads to circumstances where suppliers may take advantage of their 
monopolistic or oligopolistic power position against middlemen. However, according to 
Galbraith’s theory a concentration of suppliers leads to the same kind of concentration of 
middlemen. This counter-reaction power of the other side is referred to as countervailing 
power. Thus competition no longer plays the role of “exploitation regulator”.  
Countervailing power has replaced it. Rather, competition takes place more between the 
group of manufacturers and the group of middlemen than within these separate groups, 
though both kinds of competition exist. To sum up, Galbraith’s theory argues that big 
middlemen arise because of big suppliers. (Galbraight 1956 in Mallen 1977, 288-290) 

Mallen (1977, 315) points out that Galbraithian countervailing power may not work 
under conditions of inflation, a seller’s market and excessive demand. Furthermore, there 
are many more reasons, mostly organisational reasons, such as division of labour and 
standardisation supporting intermediaries’ position. 

3.2.3.2  Role relationships 

Working efficiently requires division of labour, which moulds the structure of an 
organisation and of any social system such as a marketing channel (Juslin & Hansen 
2002, 396; Stern et al. 1989, 385-388).  Each member in a social system structure has its 
own role or position. The performance of a channel depends on how the functional roles 
have been differentiated, and how they serve the system’s common aims. The ultimate 
aim of the all partners – to create value to the end-customer – should be kept in mind.  
Whether the functions are appropriate for achieving the aim from the whole system’s 
point of view should be evaluated. How mutual reciprocity is realised in the marketing 
channels of the Finnish sawmill industry should also be evaluated.  

Juslin & Hansen (2002, 396-397) and Gadde & Håkansson (2001, 101-103) discuss 
how both internal and external factors affect an intermediary’s role behaviour. The 
internal factors modifying the behaviour are the intermediary’s objectives, perceptions of 
role, and role qualifications (knowledge, skills and motivation). The intermediaries also 
interpret the changes in the operating environment (cf. lead and lag theorists in Chapter 
2). Changes in the distribution structure, business cultures and so on have an impact on 
the intermediaries’ behaviour. Today, increased universal connectivity, primarily thanks to 
the internet and its applications, has especially re-shaped role behaviour among the 
channel members (e.g. Parolini 1999, 41). However, role partner expectations are the 
primary modifying factors of role behaviour. An intermediary has to balance expectations 
from all its role partners and adjust those expectations to its own perception of its role. 

3.2.3.3  Communication relationships 

Communication is the exchange of information between or among parties (Hollensen 
2003, 565). It includes the view of sharing and it is at the heart of relationships. 
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Moreover, Mohr & Nevin (1990) emphasise communication as a means to moderate the 
impact of channel conditions (structure, climate and power) on channel outcomes (co-
ordination, satisfaction, commitment and performance). 

Information is the driving force of marketing. Furthermore, information and 
communication are prerequisite tools for marketing activities. Marketing is said to be the 
creation of a communication relationship between producer and consumer. Functioning 
of two-way channels is important in international marketing. Communication in one form 
or another provides the means by which the work of channels is coordinated. The 
opportunistic behaviour of channel members, scarce or biased information may result in 
inventory, promotional, pricing or service problems. Especially when the length of the 
marketing channel grows, the importance of communication issues increases. It is natural 
that the channels of the sawmill industry, usually having many members, may have more 
problems than in direct buyer-seller relationships. It may also be difficult to find solutions 
that fulfil the hopes of all the channel members. (cf. Juslin & Hansen 2002, 398.; Stern & 
El-Ansary 1982, 429-457.) 

Primarily, it was just communication difficulties, according to Juslin & Hansen (2002, 
398) that created the need for several intermediaries between the producer and customer. 
Communication problems have been one reason for the strong position of agents in 
Finnish forest products marketing. Nowadays, thanks to common internationalisation, 
better telecommunications and education, the situation, it can be argued, is quite the 
opposite i.e. the existence of several intermediaries creates communication problems 
rather than removing them. 

Information, communication and power are interwoven. Information can be a source 
of power. It may happen that an intermediary is the only information link between a 
customer and a producer. Then an intermediary acts as a gatekeeper and has considerable 
power over the producer. As in any organisation the gatekeeper may try to hold its power 
position by not delivering the information or delivering only the information that 
underpins the intermediary’s position. This kind of sub-optimising behaviour on the part 
of individual channel participants damages the viability of the total supply chain (Stern et 
al 1989, 21). 

3.2.3.4  Relationships and the interaction atmosphere 

Inter-firm behaviour can be distinguished between relationships and interactions. As a 
concept, relationships are characterised by such elements as mutual orientation, 
investments, bonds and dependence, i.e. a long-term perspective, whereas interactions 
describe daily inter-firm behaviour.  Interactions constitute the dynamic aspects of 
relationships. A relationship is a result of many interactions. Due to this, there is a clear 
interplay between the two variables. Interactions can be divided into exchange (social, 
business and information exchange) and adaptation (products, production, routines) 
processes. (Johanson & Mattsson 1987.)  

Episodes and acts form the process of interaction, and can be divided into structural 
and process-related characteristics. According to Tikkanen, Alajoutsijärvi & Tähtinen 
(2000, 373) the general structural features describing the nature of business relationships 
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are continuity, complexity, symmetry and informality and the common processual 
features are adaptation, cooperation and conflicts, mutuality, routinisation and 
investments within the relationship. The classifications are used in this study. However, 
several authors have used different theoretical concepts to describe business relationships 
such as motivation to invest (Dwyer, Schurr & Oh 1987, Thibault & Kelley 1958); 
capability, particularity, mutuality, inconsistency (Ford, Håkansson & Johanson 1986) 
commitment and dependence (Dwyer et al. 1987, Ford 1980); exchange process and 
connectedness (Anderson, Håkansson & Johanson 1994).  

The interaction processes going on in business relationships affect and are affected by 
the interaction atmosphere (e.g. Hollensen 2003, 219-223). The variables relating to the 
atmosphere are seen as intervening variables, functioning as mechanisms by which the 
interacting parties, the interaction processes and the interaction environment are inter-
related. If the aim is to make business conditions more stable through long-term 
relationships the factors influencing the interaction atmosphere must be taken into 
account. The three main aspects related to atmosphere are, according to Gadde & 
Håkansson (2001, 104-107), as follows: 

1. Simultaneous occurrence of conflict and cooperation 
2. Power and dependence conditions 
3. Trust and commitment 

Hollensen (2003, 222) adds expectations as the fourth main element of the atmosphere. 
Business deals always contain uncertainty (see, e.g. Ford et al. 2003). The future is 
unpredictable to some extent. Cyclicality, time lags between transaction, delivery and 
payment, and all the functions and details are impossible to specify beforehand. To do 
business successfully despite the uncertain business conditions requires tight cooperation. 

1) Conflict and cooperation: Effective business relationships and their development 
require both cooperation and conflict at the same time (Gadde & Håkansson 2001, 104-
105). Business partners often have various opinions on e.g. technical or commercial 
details. It is natural that now and then conflicts will arise because all actors in a channel 
perform their own activities and control different resources. This is not necessarily 
negative as conflicts may initiate a new or a more advanced way of undertaking business.  

Conflicts can be addressed as power, role and communication conflicts (Juslin & 
Hansen 2002). Mallen’s insight is similar to this, although he argues that the fundamental 
causes of channel conflict are differences over goals, roles, and understanding reality. 
Misunderstandings are often the outcome of disturbances and failures in communication. 
Furthermore, different views on goals can be connected to the power struggle between 
channel players. Wanting more power may be based on various economic and 
behavioural motives such as the aim of a more seamless channel and more stable business 
conditions in this case. Too many and/or serious conflicts may prevent the development 
of the channel in this direction. 

According to Mallen (1977, 235) there is empirical evidence that producers and 
retailers have differing goals, which generate conflicts. The reason is not only different 
philosophies but also different cost structure. The common situation in which the goal 
conflict exists is the act of exchange. It is advantageous for the seller to obtain the highest 
price possible from such an exchange, whereas the buyer’s desire is quite the opposite. 
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Moreover, fluctuations and uncertainty in the market conditions tend to increase the 
confrontation between buyers and sellers that may lead to power conflicts. 

Power conflicts originate from the interdependence of channel members (Juslin & 
Hansen 2002, 398-399). The general objectives of the channel and the individual 
objectives of the channel intermediaries should be parallel. If the power relations are not 
harmonious, it means a power conflict may erupt in the channel. Different aspects should 
be harmonised. This requires a channel captain – an actor capable of defining or 
clarifying general objectives and making the individual objectives parallel. Conflicts 
make more difficult to accomplish changes and managing channels per se. Unclear power 
relations may also be a source of conflict. 

Role conflicts that harm the overall performance of marketing channel are based, 
according to (Mallen 1977, 231-232), on either on role expectations or role behaviour. It 
is important to pay enough attention to the adjustments of roles beforehand to avoid 
conflicts later. A channel member must be able to trust that other members perform 
certain functions in a certain manner. A deviation from the expected behaviour may result 
in conflict. If the conflict becomes too strong it creates inefficiency. Dissatisfaction 
among the players involved in a channel can emerge, for instance, when someone is 
taking advantage of a power position and dictating terms to other members, or when 
somebody is not fulfilling other participants’ expectations or agreements. 

Role expectations and role behaviour are also discussed as sources of conflicts by 
Juslin & Hansen (2002, 399). In particular, the two latter examples of conflict situations 
associated with role behaviour seem interesting although departing from the aims of this 
study: a) The rights and responsibilities connected to a role are not balanced; for 
example: An intermediary considers that the commission is not enough for the marketing 
activities required by the supplier. b) Role qualifications are not adequate; for example: 
Resources of the intermediary are not sufficient to collect the market information 
required for the producer’s marketing plan. c) Motivation for proper role behaviour is 
missing; for example: An intermediary may be interested only in operations creating 
instant economic revenues, or motivation for long-term marketing investments may be 
missing. 

Communication problems are the most frequently cited cause of ineffective 
organisations (Juslin & Hansen 2002, 400; Mallen 1977, 232-234). In marketing channels 
it is common for insufficient communication to exist between the most distant channel 
members. The producer may know very little about the real needs of the end-user though 
there may be frequent communication between the producer and its intermediaries. The 
information that the producer obtains from the intermediaries can also be too general or 
biased. The intermediary may also misuse its gatekeeper position and hide some 
information. 

2) Power and dependency: A common tendency in supply chains seems to be that 
development in purchasing strategy and behaviour is moving from an independent status 
to dependency on suppliers. The present situation is characterised by more mutual 
dependence between customer and supplier and the focus of purchasing efforts has 
shifted from avoiding dependence on suppliers to finding mechanisms to handle 
dependence. Power is used more constructively than before. It can no longer be said that 
the foremost purpose of customers is to have suppliers competing with each other in 
order to get lower prices in numerous transactions. (Gadde & Håkansson 2001, 105-106). 
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However, increasing power for control over activities and resources is an ongoing process 
(Rosenbröijer 1994 24). Numerous mergers and acquisitions depict current development 
trends. The power relationship options between buyer and seller are also presented by 
Hollensen (2003, 226-230) who argues that there is a huge potential to better utilise the 
opportunities offered by business relationships. Moreover, a struggle for power positions 
can be included in the different types of competition in a distribution channel (Mallen 
1977, 226-227). 

3) Trust and Commitment: An important function of interaction is to reduce 
uncertainty. This takes time. Relationships confirming security cannot be created on a 
single occasion. Reciprocal trust can be continually deepened through a process of 
interaction. In this process both sides get a more accurate perception of business 
conditions. Some important points regarding the development of trust have been gathered 
below (Hollensen 2003, 206; Gadde & Håkansson 2001, 106-107): 

− Trade grows from minor business deals to bigger ones and complete deliveries 
− The individuals involved must get to know each other well on a personal basis 
− Individuals must learn about the operations of both companies and how they can better 

fit together 
− It is necessary to create social situations to encourage contacts among individuals – 

building up confidence is crucial  
− Social interaction is the primary driving force for the development of trust 

Trust is a prerequisite for increased commitment to the relationship. Effective information 
and duties sharing among the members is necessary to optimise the performance of the 
whole chain. This involves a high degree of cooperation. The precondition for tight 
cooperation is trust, and it often shows in joint planning and collaboration. 
Communication and cooperation aspects must be in order. In their study of a complex 
model of working partnerships Anderson & Narus (1990) presented that higher levels of 
communication and cooperation lead to more trust. 

Gaining benefits from relationships requires a long-term perspective. Short-term gains 
from other relationships may harm the relationship. Small changes may impact greatly on 
the relationship if they are interpreted as shifting the underlying philosophy. Trust can be 
dissolved quickly, but it takes long time to develop. Particularly when relationships have 
been adversarial, trust and commitment take time to develop. 

Altering the conditions from a negative to a more positive atmosphere is a 
cumbersome task. (Gadde & Håkansson 2001, 107-108) However, the producer may try 
to create various bonds (legal, economic, technological, geographical, time, knowledge, 
social, cultural, ideological and psychological bonds) to tie the customer with the supplier 
and the relationship (Hollensen 2003, 215-217). The following chapter provides more 
behavioural tools for management. 

3.3  Management components of supply chains 

This chapter addresses managing the supply chains in regard to the aims of smoothing 
and coping with cyclicality in the sawmill industry. Lambert et al. (1998) provide the 
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following issues as supply chain management components: Product facility structure i.e. 
handling inventory and stock levels, product structure and distribution structure; inter-
firm functional or process orientation; communication and information structure, level 
and frequency of information level; management methods; risk and rewards among the 
supply chain members as well as within the firm; power and leadership; culture and 
attitude towards cooperation.  

The components are more or less interwoven with the earlier chapters discussing 
structures and relationships. Here they are examined more in terms of management’s 
decision-making. This chapter especially underlines the level of integration in firms’ 
decision-making. Moreover, the text can be seen as implementing the dichotomy of 
structure and behaviour: the two main areas of management in the supply chain (cf. 
Mallen 1977). Establishing the proper structure and advancing the proper behavioural 
patterns in the supply chain can be characterised as the two crucial management 
objectives in the Finnish sawmill industry. To a great extent the question is about 
integrating the supply chains of sawn goods: coordination, common standards and 
understanding, information sharing, cooperation and collaboration (Bowersox et al. 
2000). 

The structure affects the behaviour in supply chains and consequently, the decisions of 
the firms affect the supply chain structure (Harland 1996). The ultimate goal has to be the 
“seamless supply chain” in which all players think and act as one. In regard to this goal 
the importance of long-term and close relationships must be underlined. The proper 
dynamic design of supply chains is vital. In addition, the control system reducing all time 
delays and ensuring free flow undistorted market demand throughout the chain are also 
vital. Otherwise, it is hard for the manufacturer to know the real situation for he is far 
away from the market. Therefore, it is essential to focus on planning and re-engineering 
supply chains to achieve high information fidelity and high information visibility and to 
ensure that the chains to work seamlessly (Towill 1996, 15-27). 

3.3.1  Choice of supply chain structure strategy 

Supply chain management with a marketing perspective has an important role in 
developing strategies. Håkansson & Snehota (1990) according to Reid & Plank (2000, 
19) state that strategies need to be developed from the perspective of the supply chain. 
Hutt & Speh (1984) have already stressed the interdisciplinary role of the marketing 
group in developing strategies for an industrial organisation in discussing inter-company 
as well as cross-company value. 

Throughout this study business relationships and relationship strategies that can be 
characterised as cooperative are emphasised in this study. According to Alajoutsijärvi, 
Möller & Rosenbröijer (1999, 10-11) four relationship strategies can be distinguished: 
competitive, cooperative, dominant and submissive. Companies following these “ideal 
type” strategies behave individually. That is they interact differently towards their 
counterparts, as outlined in Table 7. Table 7 also gives managerial insights into how 
companies can aim at pursuing a certain relationship strategy. Alajoutsijärvi et al. (1999) 
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have identified the basic action profiles for each strategy using three criteria: the rules of 
the game, the future orientation of counterparts, and the use of power in the relationship. 

Table 7. Characteristics of relationship strategies 

Mode of 
behaviour 

Competitive Cooperative Command Submission 

Rules of the 
game 

Based on general 
norms of trade and 
law. 

Created in co-
operation. 

Dominating party 
creates the rules. 

Submission to 
counterpart’s rules. 

Expectations of 
the relationship 

No mutual future-
orientation, 
transactions in focus.  

Attempt to foresee 
common future 
problems and solve 
them together. 

Attempt to foresee 
own future problems 
and solve them in a 
self-centred fashion 

No possibility to 
foresee future 
problems.  

Use of power Negotiation power 
used during 
transactions, until 
expectations are 
reached. 

Cautious and sensitive 
use of power. 

Potentially one-sided 
use of power. 

In no position to use 
power. 

Source: Alajoutsijärvi, Möller & Rosenbröijer (1999, 11) 

The following four criteria can be chosen to describe cooperative strategies: 1) The 
number of alternative partners: Attempt to have one partner. Purchasing/marketing 
concentrated on a certain partner. 2) The rules of the relationship: Created in cooperation. 
3) The future expectations of relationship: Attempt to see future problems and solve them 
together. 4) The use of power: Cautious and sensitive use of power. Of course, real-life 
customer relationships are combinations of the idealised modes of behaviour presented in 
Table 7. 

In general, the design of the marketing channel according to Juslin & Hansen (2002, 
407-410) can be approached in two ways. One alternative is to see the channel choice as 
an independent business decision determined by various company and environmental 
factors. However, this thesis emphasises the other option: The channel can be seen as 
having been designed in the context of strategic marketing planning. The sawmill 
company’s overall strategies define clear objectives and performance requirements for the 
channel. Consequently, these requirements provide guidelines for the design of the 
channel.  Furthermore, choosing a marketing channel means pondering what kind of 
channel is the best for company products and customers in the market area in question. It 
must be remembered that the company and environmental factors determine how well the 
ideal plans of the channel design and strategies can be implemented. 

Environmental aspects in channel strategy come up e.g. in Juslin & Hansen (2002, 
407), Kotler (2000, 136-137), Rosenbloom (1999, 78-115) and Mallen (1977). According 
to Kotler (2000) every producer sets channel objectives and chooses channel structures 
under certain constraints. These are customer and product factors, characteristics of 
intermediaries, competitive factors, characteristics of the company, and environmental 
factors (cf. Hollensen 2003, 526-527). Rosenbloom (1999, 212-219) mentions six classes 
of determinants that affect the structure of a marketing channel: 1) market variables – 
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market geography, market size, market density and market behaviour, 2) product 
variables – bulk and perish-ability, unit value, degree of standardisation, technical versus 
non-technical and newness, 3) company variables – size, financial capacity, managerial 
expertise, objectives and strategies, 4) intermediary variables – availability, cost and 
services, 5) environmental variables – economic, socio-cultural, competitive, 
technological and legal and 6) behavioural variables – power, roles and communication. 

The environmental circumstances represent factors usually outside the direct influence 
of the individual company to which the company just has to adapt to be successful. 
Competition, general business conditions, internationalisation, technology improvements, 
social and ethical trends, and governmental and legal restrictions belong to the business 
context. 

Competition may develop new channel designs and also solutions resulting in more 
efficient ways to smooth business cycles. Usually, the big and successful manufacturers 
are more interesting than the small and perhaps financially weak firms in the eyes of 
intermediaries. Therefore, the “good” manufacturers have better opportunities to choose 
“good” intermediaries. Furthermore, bigger companies have better access to a more direct 
export trade. 

General business conditions may greatly influence the number and type of middlemen. 
For instance, a recession period may diminish the number of agents and wholesalers. It 
may also speed up mergers and acquisitions. 

Technological advances like the development of automobiles and highways, trains and 
railways have had a strong impact on channels. More recent topics from the last decade 
are computers and computerisation as well as virtual organisations. 

Internationalisation has been an accelerative trend. Companies have become more 
international through mergers and acquisitions. Economic fluctuations spread quickly 
from one country to another. 

The resources of a company affect its choices. For example, Hollensen (2003, 531) 
and Mallen (1977, 184) argue that a strong financial position and strong marketing force 
allows a company to apply direct marketing. Correspondingly, a weak resource position 
may force a company to use financially strong middlemen, even if this is not the most 
profitable method. A strong resource position enables the firm to control and direct the 
channels more easily. However, especially during the past ten years, the development of 
IT and overall globalisation has been vast and changed the opportunities for firms to be in 
direct contact with customers and to control the whole supply chain. 

However, all the above authors (Hollensen 2003; Kotler 2000; Rosenbloom 1999; 
Mallen 1977) also take customers into account. Customers are the head item. Juslin & 
Hansen (2002, 408) write “The chosen marketing channel structure should maximise 
total product utility for the customers.”  Buyers have their own preferences, which sellers 
must consider carefully. For instance, customers may have accustomed themselves to use 
certain intermediaries. Customers may want to receive a package of softwood every 
week. They may want to have the package wrapped in certain way. Fulfilling customers’ 
needs has an impact on the design of the channel. It may be necessary to take e.g. a 
wholesaler to properly implement customer service. 

There is empirical evidence that shows over time, sawmill companies are moving 
away from an overall cost leadership strategy to a differentiation strategy. According to 
Niemelä (1993) 11% of Finnish sawmill companies claimed to be overall cost leadership 
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oriented, 32% differentiation oriented, 35% focus oriented and the rest has a selection of 
mixed strategies. Differentiation and customisation mean longer buyer-seller 
relationships and thus this development may have an impact on cyclicality. Juslin & 
Hansen (2002, 275) compare commodity product, special product and custom-made 
product strategies with consequent Porter’s concepts of cost leadership, differentiation 
and focus (Table 8). 

Table 8. The relationship between Porter’s strategy concept and modular strategy 
concept by Juslin & Hansen (2002, 275) 

Modular strategy concept Porter’s strategy concept 
Commodity product strategy Cost leadership 

Commodity products  
As many customer groups as possible  
As many countries or regions as possible  
Cost and production-based competitive advantage  

Special product strategy Differentiation 
Special products  
Few, well-specified customer segments  
Well-specified countries or regions  
Product and end-use based competitive advantage  

Custom-made product strategy Focus 
Custom-made products  
Known end-users  
Well-specified countries and regions  
Customer relationship-based competitive advantage  

In customer-oriented companies, marketing aspects are central to general management 
approaches. When considering the proper marketing management system the companies 
usually do not choose just one management system per se but combine aspects of various 
systems to best implement the chosen strategies. Most modern companies highlight 
management systems that emphasise customer-oriented strategies. The chosen policy is 
also realised in special or custom-made product strategies in the Finnish sawmill 
industry. The difference between these two alternatives can sometimes be difficult to 
monitor in practice. The decision depends on whether the company is selective or not in 
its strategic choices (Juslin & Hansen 2002, 346-348.)   

The perspective underlining the sawmill industry moving from being production-
oriented towards being more market-oriented thinking offers possibilities to make the 
sawn goods business more stable. According to Juslin & Hansen (2002, 346-349) the 
development is visible in recent management approaches: Relationship marketing & 
Customer relationship management (CRM), Strategic account or Key account 
management (SAM or KAM), Supply chain management (SCM), Total quality 
management (TQM) and Environmental management systems (EMS). IT applications in 
marketing management are part of the all of the above-mentioned approaches. Usually, 
adoption of the IT applications requires suppliers and customers to integrate their 
systems. The investments can be quite considerable, and high switching costs are likely to 
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deepen the partnerships. The tendency is to automate all possible transactions in the 
future.  

3.3.1.1  Designing marketing channels 

Deciding on the structure forms the basis for planning the other elements of supply chains 
like relationships. For instance, a shorter chain with fewer and properly motivated 
intermediaries may evidently make it easier for sawmill companies to get their own kinds 
of policies and strategies to be mobilised in the whole chain. Thus, careful planning and 
selection of appropriate partners also impacts on the stability of the business 
environment. 

According to Mallen (1977, 69-71) the planning of the total channel program consists 
of inter-related design and relations sub-programs. Channel review and evaluation itself 
is a part of the feedback system in the total marketing program. The feedback system 
answers the question, how effective and efficient is the firm’s present distribution system. 
In this study the evaluation of the successfulness of the channel design and channel 
relations is pondered on the basis of how well they are supposed to moderate or cope with 
cyclicality.  However, Mallen’s model can be criticised according to Stern et al. (1989, 
238-265) because it does not emphasise enough that channel design and selection of 
channel partners cannot be meaningful unless they take place in the context of target 
markets the producer (or the intermediary) wants to serve. The whole chain of planning 
should start from analysing customers’ needs for the channel services such as locational 
convenience, lot size, delivery time etc. Thus the flowing stages are: establishing 
marketing channel objectives, setting the channel strategy and selecting appropriate 
channel options and specific channel partners. 

3.3.1.2  Firm’s main objectives and channel design 

The channel decisions impact the smoothness of business cycles (cf. Chapter 2.3.2.2).  
According to Mallen (1977, 71-78) six decision areas must be defined for channel 
programs: 1) The directness of the firm’s channel structure – the number of levels, 2) The 
selectivity of the channel – the number of middlemen at each level, 3) The type(s) of 
middlemen, 4) The number of channels, 5) The degree of cooperation, 6) The selection of 
individual middlemen. All these decision areas can be linked with cyclicality but 
obviously the degree of directness and the degree of cooperation are the most interesting 
points in regard to the aims of this study. However, it has to be taken into consideration 
that questions and answers to the above six decision areas are highly interrelated.  

The six decision areas are basic knowledge for planning distribution, and they must be 
answered within a framework of sometimes-conflicting objectives. Figure 16 presents 
four basic objectives of the firm guiding the distribution planning (Mallen (1977, 79). 
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Fig. 16. Four major objectives (Mallen 1977, 79) 

According to Figure 16 just focusing on profit maximisation shows short-sightedness 
because the fundamental goal is always long-run profit maximisation.  It requires two 
additional objectives: channel goodwill and channel control. Together they can motivate 
channel members to perform in the best interest of the channel leader. This study suggests 
focusing on the motivation and relation perspective as a way of smoothing economic 
fluctuations and hence as a source for long-term profitability. 

Channel goodwill refers to the attitudes of the players involved in channel operations. 
It points out their willingness to cooperate and eagerness to act for the benefit of the 
manufacturer. Channel control refers to the ability of the manufacturer to see that all the 
recommended policies and practices are carried out throughout the channel. It is also a 
way of obtaining feedback information about operations or the market, which would not 
otherwise be available to the producer. 

Selecting the most appropriate channel members and gaining access to the market are 
evidently crucial for the Finnish sawmill enterprises that export on average two thirds of 
their production. However, without proper motivation and control over the channel 
participants, sales may remain unsatisfactory for the exporter. Furthermore, it is not very 
difficult to imagine that without any guidance the amplifications of fluctuations may 
increase. 

Thus, as soon as a sawmill company uses intermediaries, questions of control and 
coordination will arise. Control is used here to mean that one actor (A) really can get 
another actor (B) to do what A wants (Hultman 1993). Hollensen (2003, 531) expresses 
that the control one member has in the vertical distribution channel is its ability to 
influence the decisions and actions of other channel members. Coordination in turn refers 
to activities directed towards smoothing the different flows in the channel. The 
relationship between the four objectives and the channel decision areas is depicted in 
Table 9. 

 1. Maximise sales   

2. Minimise cost   

3. Maximise channel goodwill 

4. Maximise channel control  

Profit 
maximisation 

Motivation 
maximisation 

 
  

Long-run 
profit 
maximisation    
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Table 9. Relationships among objectives and decision areas 

 

“+” indicates that the alternative is more compatible with the stated objective. “-“ 
indicates that the alternative is less compatible with the stated objective. “n.a.” indicates 
not applicable.  (Mallen 1977, 81) 

The four objectives are in the left column, and five of the six decision areas are on the 
horizontal axis. The sixth area of selecting specific middlemen is not discussed in this 
connection, though it is important for future cooperation and open information sharing. 
Each decision area is divided into its two extreme alternatives. Length of channel or 
directness is divided into direct and indirect channels; selectivity is divided into intensive 
and exclusive distribution; type of middlemen is divided into the use of full-service 
middlemen and limited-function middlemen; number of channels is divided into single 
and multiple channels; and finally, the degree of cooperation is divided into maximum 
and minimum options. The first four points are related to the structural and the fifth, 
namely cooperation, with the behavioural schemas. 

Directness can be argued to be an important aspect in regard to cyclicality. According 
to Mallen (1977, 81-82) direct distribution will tend to maximise sales relative to indirect 
distribution because the manufacturer’s salespeople are usually more highly motivated 
regarding a specific brand and more knowledgeable about the brand. Furthermore, 
producers frequently go directly to the customer to improve their sales effectiveness 
rather than to reduce marketing expenses. Indirect distribution must usually compete for 
the middlemen’s efforts with the other products that they are representing. Indirect 
distribution tends to meet the objective of minimisation of costs, while direct distribution 
tends to maximise goodwill because the producer has the opportunity to eliminate the 
middlemen’s possible carelessness, negligence or ill will.  Moreover, direct distribution is 

 Directness 
(Length of 
channel) 

Number of 
levels 

Selectivity 
(Number of 
middlemen) 

Type of 
middleman 
(Number of 
functions) 

Number of 
channels 

Degree of 
cooperation 

Objectives Direct In-
direct 

Inten-
sive 

Exclu-
sive 

Full 
ser-
vice 

Limited 
function 

Single Multi-
ple 

Max Min 

Maximize 
sales 

+ - + - n.a. n.a. - + + - 

Minimize 
costs 

- + - + + - + - - + 

Maximize 
channel 
goodwill 

+ - - + + - + - + - 

Maximize 
channel 
control 

+ - - + - + + - + - 
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a means for a manufacturer to maximise his channel power because he has the possibility 
to own and distribute the product from his mill to the final point of sale. The table does 
not show that direct distribution is always inherently better than the indirect option even 
though it meets three of the four objectives. In particular, it may sometimes happen that 
one objective outweighs the advantages of the other three. The same warning of holding 
some options inherently better than others applies to other decision areas as well. In 
addition the table represents the extreme alternatives, and the correct decision in a given 
circumstances may be at an intermediate position. 

The average deliveries, the volume of the business and culture in business affects the 
directness i.e. the length of the distribution channel. In many cases, Finnish sawmills still 
have many members in their distribution systems. The typical distribution channel of the 
Finnish sawmill industry can even today be said to be like a producer – agent – 
wholesaler – industrial end-user – consumer channel. Hence an indirect method is largely 
used but the attempt has been to develop more direct systems, and in many cases this has 
succeeded quite well (cf. Jeannet & Hennessey 2004, 490-491; Juslin & Hansen 2002, 
373-375; Mallen 1977, 71-73).  

Selectivity. Intensive distribution tends to maximise sales due to the increasing 
possibilities of customer contact. However, it needs a larger sales force and more 
middlemen. Exclusive distribution tends to minimise costs and also maximise channel 
goodwill and channel control. It is easier for a manufacturer to establish and maintain 
satisfactory relationships with a few intermediaries than with many and this offers better 
possibilities to affect cyclicality. The use of several intermediaries in the same 
geographical region may cause serious conflicts in channel relationships. Exclusive and 
selective distribution usually provides the selected intermediaries with higher profits. 
This helps contribute to goodwill. Channel control can also be easily managed with fewer 
intermediaries. Theoretically, in terms of profit maximisation the question of selectivity is 
that of the marginalist. It is profitable for a manufacturer to add middlemen, but only up 
to the point where the addition of one more intermediary will not reduce profits by 
increasing costs hence negating the amount gained by the incremental sales of the 
addition. (Mallen 1977, 83.). 

Middlemen Type.  Mallen (1977, 83-84) discusses how the objective to operate more 
efficiently usually creates the need for rearrangements of the institutions within the 
distribution channels. The middlemen’s’ ability to provide service is an especially 
important aspect. However, the intermediaries’ wider range of services and the 
undertaking of more of the marketing functions limit manufacturer’s opportunities to 
control the policies guiding these functions in a distribution channel. 

Multiple channels. Manufacturers try to reach more market segments and thus 
maximise sales by using multiple channels (Mallen 1977, 84). However, single-channel 
policy tends to minimise channel cost and maximise both channel goodwill, and channel 
control. The use of multiple channels means that the manufacturer has to take care of 
more operations and employ more personnel for the additional work. In addition, the 
more competing channels there are the more opportunities for unsatisfactory relationships 
to exist and conflicts to arise.  

Cooperation. A high degree of cooperation between manufacturer and middleman will 
help to maximise sales, channel goodwill, and channel control (Mallen, 1977, 84). 
Planning things together will educate the participants to understand each other’s 
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objectives. It is also a means for the manufacturer to “educate” a middleman to carry out 
his policies, e.g. the aim of smoothing business cycles. Hollensen (2003, 531) also 
discusses control/cost and integration concepts in this connection. In most marketing 
situations, there is a trade-off between a producer’s ability to control important functions 
and the financial resources committed to exercise that control.  

All decision areas are important for stable trade conditions but this thesis primarily 
emphasises the impacts of directness and cooperation. Cooperation can be considered as 
a part of integration, which is discussed more in the following lines. 

3.3.2  Integration 

The links between different companies in the supply chain i.e. integration and its different 
modes have inspired many authors. Pelton, Strutton & Lumpkin (1997) offer the notion 
that supply chain management rests on channel integration and that system competition 
occurs among complete channel units. Firms with comparative advantages within their 
respective channel have begun to collaborate more, and formerly-independent companies 
are beginning to enter into cooperative alliance agreements that bind each member to the 
other. As the relationship between supplier and buyer has gravitated away from 
traditional adversarial transactions towards cooperative partnerships, companies have 
begun to realise the benefits to be obtained through collaboration and partnership (cf. 
Fawcett & Magnan 2002, Bensaou 1999).  

Integration and consolidation is characterising the modern sawmill industry, and that 
may offer new opportunities to achieve far more stable economic conditions. The whole 
business environment is changing.  Supply chains will compete against supply chains on 
the same merits that independent firms now compete which each other, with the goal of 
maintaining their competitiveness within a highly dynamic market comprised of rapidly-
changing customer requirements (Vokurka, Zank & Lund III 2002; Fawcett & Magnan 
2002; Bensaou 1999). 

The development of information technology according to Metz (1997) has played a 
major role in making the increased integration in supply chains possible. Seppälä (2003, 
30) discusses how manufacturing and transportation technologies are also developing in 
such a way as to facilitate more integrated supply chains and increased complexity in the 
operating environment. 

Figure 17 illustrates the difference between an integrated and non-integrated supply 
chain. In non-integrated chains the channel members remain independent links that do 
not benefit from close association with other members. Delays and excess inventories are 
very likely to exist between the participants in this kind of chain, whereas in the fully 
linked supply chain and functioning supply chain there are efficient flows of information 
both up and down the chain. 
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Fig. 17. Integrated and non-integrated supply chain (Hill 2000, in Juslin & Hansen 2002, 341) 
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Integrated supply chains can simply be defined as alignments of buyers, suppliers, and 
customers and their processes, which try to achieve an advanced form of competitive 
advantage. Morgan & Monzcka (2003) have mentioned a number of various factors 
closely linked to the success of supply chain management strategies and programs. 
Among those factors, the following can be said to be relevant to the smoothing of 
business cycles: organisational philosophy and strategic plan, organisational structure, 
establishing appropriate insourcing-outsourcing across the supply chain, integrated 
information systems and technologies, strategic relationships with customers and 
suppliers, and a pull system-based order fulfilment process.  

3.3.2.1  Modes of integration 

Bowersox et al. (2000, 70-76) distinguish between internal and external supply chain 
integration. Internal integration refers to uniting development within business units, and 
external integration refers to links between companies. Supply chain theory takes much 
of its foundation from traditional internal operations in the sense that a supply chain is an 
extended enterprise with each individual firm serving as a business unit within the larger 
organisation. Multiple partner supply chains are an extension of firms, first improving 
efficiencies within functions, then across functions, to process improvement between and 
across multiple firms (Carter, Carter, Monzcka, Slaight & Swan 2000). Many authors 
(e.g. Morash & Clinton 1998; Bowersox 1997) have pointed out that companies need to 
be relatively well integrated internally before steps towards integrating the external 
supply chain are taken (Seppälä 2003, 30). 

Selecting and partnering with the best companies enables sawmill enterprises to rapid 
flow of materials, products, information, and funds. The same capabilities and objectives 
necessary in making a single firm strategically successful can be applied to the broader 
supply chain. While the benefits of integrating the internal supply chain are significant, 
the benefits of efficiently integrating the extended supply chain are enormous (Schuetz, 
Deering, Kilpatrick & Derocher 1999, cf. Fawcett & Magnan 2002). It is evident that the 
changing competitive environment will require strategically competitive companies to 
effectively build and manage efficient supply chains (cf. Bensaou 1999; Spekman, Spear 
& Kamauff 2002; Fawcett & Magnan 2002). This idea seems to have been adopted in the 
sawmill industry. 

The division of roles among different firms has been a popular subject among scholars 
for decades. Coase (1937) is a pioneer explaining why a firm emerges in a specialised 
exchange economy. Williamson (1993) studied the extent of vertical integration by the 
means of transaction cost theory, addressing the strategic problem of making or buying in 
the context of manufacturing firms as well as services. In the design of marketing and 
distribution channels the question is whether a direct company-owned sales operation 
should be preferred to an independent distributor (Hämäläinen 2003, 3-4). 

Historically, according to Ford et al. (2003, 142), it has been supposed that 
coordination in distribution channels can be achieved through two different modes. The 
first is through ownership and vertical integration and the second by the use of power that 
was discussed earlier.  
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Channel integration becomes relevant when high transaction costs occur between 
producer and distributor as a result of channel conflicts and/or bad cooperation. There are 
two types of integration: 1) vertical integration i.e. seeking control of channel members 
at different levels of the channel and 2) horizontal integration i.e. seeking control of 
channel members at the same level of the channel – in other words integration with 
competitors (Hollensen 2003, 531-532). Integration is achieved either through 
acquisitions or through tight cooperative relationships. No doubt, both integration options 
and the ways of achieving them have continuously increased among sawn wood 
producers as they have tried to attain efficient and effective channel operations.  

External conditions and attempts to avoid risk and uncertainty may favour vertical 
integration as Hollensen (2003, 532) and Mallen (1977, 156-157) argue. A list of the pros 
and cons of vertical integration include many items that are also relevant regarding 
cyclicality. The most interesting advantages of vertical integration in regard to cyclicality 
are stability operations, better control and coordination of distribution, ability to 
emphasise the firm’s own shipping mark and enjoy the advantages gained from that, 
better control of marketing campaigns and better inventory control. Furthermore, 
possibilities to reduce overhead expense and achieve additional profits offer advantages 
over planning and obeying more stable policies. 

Vertical integration can take two forms: forward and backward integration (Hollensen 
2003, 277). Forward integration occurs when a firm moves downstream in terms of the 
product flow – such as when a producer acquires a wholesaler or retail outlet. Backward 
integration occurs when a firm moves upstream by acquiring a supplier. Both ways of 
integration give freedom of action regarding cyclicality. Finnish sawmills have mainly 
obtained the first option but Klint (1985, 63) gives an example how Swedish forest 
products companies have integrated backward. They have gained more scope to respond 
to cyclicality by acquiring more forests. Better information sharing and transparency can 
also be included in the list of advantages. It must be added that vertical integration may 
also produce many disadvantages like managerial limitations, inflexibility of operations 
and increased inventory holdings.  

There have also been other trends in addition to vertical integration in distribution 
structure and institutions.  According to Mallen (1977, 157-158) some thirty years ago 
retail units became bigger and smaller at the same time. The older, middle-sized, 
independent firms were in serious trouble. There was an expansion of non-store retailing. 
This development has also presented itself in the sawn wood business, though much later 
than in other industries. The sawmill companies has also moved towards direct 
relationships with industrial end-customers. 

Like any other customers the sawn wood buyers have become more demanding which 
also impacts on the other players involved in the distribution channel.  The results have 
been e.g. progressive pressure to develop systems in the channel because of conflicting 
goals of lower margins versus high quality and convenience (Mallen 1977).  Integration 
seems to be a substantial alternative to developing systems in order to moderate or cope 
with cyclicality.  
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3.3.2.2  Levels of integration 

Models oriented towards integration and coordination are considered fruitful aspects for 
improving the basis of building up this thesis. However, the term “supply chain 
integration” is not a well-defined construct. It has different meanings for different people 
and organisations. For instance, Alter (1999) defines integration as mutual responsiveness 
and collaboration between distinct activities or processes. The vast area of integration 
includes many sub-concepts to seek options to moderate business conditions. These sub-
concepts can be also seen as indicators or levels of integration. Table 10 shows different 
classifications of integration as described by different researchers: 

Table 10. Levels and indicators of integration 

Authors Levels and indicators of integration 
Evans & Danks 1998  Information, decision, financial, operational integration 
Spekman, Kamauff & 
Myhr 1998 

Cooperation, coordination, collaboration 

Bowersox, Closs & Stank 
1999 

Internal, customer, relationship, technology and planning, measurement, material 
and service supplier integration 

Alter 1999 Common culture, common standards, information sharing, coordination, 
collaboration 

Lee 2000 Information integration, coordination and resource sharing, organisational 
relationship linkage 

Christiaanse & Kumar 
2000 

Choice of actors, governance mechanism, structuring activities, choice of 
coordination structures 

Lee & Whang 2001 Information integration, planning synchronisation, workflow coordination, new 
business models 

In essence, relationship integration is considered one of the main avenues in regard to the 
aims of this thesis. It is among the six different dimensions by which Bowersox, Closs & 
Stank (1999) formulate integration (see also Bagchi, Ha, Skjoett-Larsen & Soerensen 
2003, Spens 2003). Relationship integration capabilities include: role specificity, 
guidelines, information sharing, and gain and risk sharing. Customer integration is of 
special interest when addressing segmental focus, relevancy by continuously modifying 
services to match changing customer needs, responsiveness and flexibility.  

Lee (2000) outlines three dimensions of supply chain integration: information 
integration, coordination and resource sharing, and organisational relationship linkage. 
Information integration refers to the sharing of information and knowledge among 
members in the supply chain, which the informants of this study mentioned as a major 
problem in the sawn goods trade and its economic fluctuations. Coordination and 
resource sharing refers to realignment of decisions and responsibility in the supply chain. 
Organisational relationship linkages include communication channels between the 
members in the supply chain, measuring performance and sharing common visions and 
objectives. During the past two or three decades, the supply chains in the Finnish sawmill 
industry have been in a state of considerable flux. Furthermore, present discussions about 
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new technologies and their impact on relationships and communication refer to Lee’s 
latter dimensions.  

Four forms of integration – informational, decision-based, financial and operational 
are suggested by Evans & Danks (1998). Information sharing is the same as in Lee’s 
presentation. Decision-based integration is a precondition for the ability to manage 
planning and control functions across multiple firms. Decisions are no longer made in 
individual firms but jointly for the benefit of the whole chain. Financial integration 
changes the payment terms and conditions across the supply chain. Operational 
integration is sharing both human and physical assets. For instance, another company can 
offer space within its own facilities so that the flow of materials can be better managed.  

Christiaanse & Kumar (2000) mention four decisions related to supply chains: choice 
of actors, governance mechanism, structuring activities, and choice of coordination 
structures in the supply chain. The choice of actors is the same as in the model of 
Lambert et al. (1998). The governance mechanism refers to the level of integration: this 
decision deals with the ownership in the supply chain. A high level of integration occurs 
when all supply chain actors or members are owned by one firm (vertical integration). A 
low level of integration would be when all members of the supply chain transact using 
the market mechanism (arm’s length relationships). Structuring activities is the 
counterpart of Lambert’s et al. (1998) process integration aspect. The choice of 
coordination structures deals with the question of how to redesign the information and 
communication and coordination structure. In future, the internet and applications of new 
information technologies will become increasingly important for integrating business 
partners. 

Information integration, planning synchronisation, workflow coordination, and new 
business models are emphasised as levels of integration by Lee & Whang (2001). Alter 
(1999) divides integration into five levels of common culture, common standards, 
information sharing, coordination and collaboration. Spekman, Kamauff & Myhr (1998) 
have a similar view to that of Alter (1999) and refer to the three concepts of cooperation, 
coordination and collaboration. Cooperation is seen as a threshold level of interaction. 
The next level of integration is coordination “whereby both specified workflow and 
information is exchanged in a manner that permits JIT systems, EDI, and other 
mechanisms that attempt to make many of the traditional linkages between and among 
trading parties seamless”. Collaboration requires high levels of trust, commitment and 
information sharing among supply chain partners. In addition, partners also need to share 
a common vision of the future. 

In all it is suggested that integration may offer opportunities to achieve better 
performance in the supply chain and the means to moderate or cope with business cycles 
in the Finnish sawmill industry.  Figure 18 describes the dimensions of integration and 
indicates the associations between internal and external integration and performance or 
smoother economic fluctuations. (cf. Bowersox et al. 2000, 73-76) 
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Fig. 18. Conceptual model of integration and economic fluctuation (a revised model of Spens 
2003) 

The integration indicators are worth closer consideration (e.g. Spens 2003). Cooperation 
means that both inside the firm and in the whole supply chain the common goal is always 
the most important. Common standards and understanding refers to all parties fully 
understanding each other’s functional environment as well as the seller being aware of 
the real needs of the end customer. Information sharing and the transparency of the 
supply chain are important factors. The possibility to access each other’s databases is a 
visible mark of fluent information sharing. Coordination reflects the frequency of 
information exchange regarding market information. The use of mutual technical 
applications, e.g. EDI belongs to this category. Collaboration can be measured by 
monitoring the volumes of team or group work, and joint planning in-house and among 
supply chain partners. 

Sometimes, according to Stern et al. (1989, 19-21), an institution or agency within a 
given marketing channel does not coordinate effectively and efficiently with other 
members of the same network, but rather pursues its own goals in an independent self-
serving manner. This kind of behaviour will likely threaten the survival of the channel to 
which it belongs. A certain level of coordination among the players involved in the 
channel is needed to ensure the effectiveness, efficiency, growth, and long-term survival 
of the channel. The viability of the total channel network does not allow for too 
independent and sub-optimising behaviour on the part of individual channel participants. 
This means that firms in distribution chains or networks should cooperate in developing 
an inter-organisational system in order to minimise sub-optimisation and making a high 
degree of channel coordination possible. 

Today, it can be argued that the focus of integration has shifted from functional areas 
to include a broader channel or network perspective (e.g. Spens 2003, Fawcett & Magnan 
2002, Gadde & Håkansson 2001, Parolini 1999). Firstly, it has shifted from an internal 
perspective to an external one. The boundaries of the firm have blurred as integration has 
extended to include suppliers and customers. Secondly, interest has recently shifted 
towards process integration in the supply chain.  
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Agility is considered especially important for a good long term strategy for a supply 
chain to cope with the turbulence of mass markets (Lysons & Gillingham 2003, 85-86). 
Creating agile chains and networks means integration; for instance, time compression is 
an important facet of agile supply chains. It has been proved that the volume of inventory 
held in the supply chain is proportional to the length of the chain expressed as total time 
to customer. Time compression would result in reduced work in progress cycles and 
buffer stocks with consequent lower overhead, capital and operating costs.  

However, deep integration with customers in European industries is generally not very 
common. For example, Bagchi, Ha, Skjoett-Larsen & Soerensen (2003) articulate: “there 
were no companies that have established joint decision-making with their key customers. 
However, a majority of the respondents confirmed that some consultation took place with 
their supply chain partners.” Supply chain practice seldom resembles the theoretical 
ideal. For instance, Fawcett & Magnan (2002) emphasises the tension that exists between 
SCM’s competitive potential and the inherent difficulty of collaboration. 

Forrester Research (2002) has discussed loosely coupled supply chains. The 
discussion has mostly concerned computer science and web services. In addition to 
loosely and tightly coupled chains there are still many so-called conventional chains. 
These can be characterised by manual data integration, low process integration, short-
term buyer-seller relationships etc. Thus, chains in the sawmill business are nearer to 
conventional than loosely coupled chains. However, Nyberg (1988) for example presents 
the sawn goods supply chain as a set of loosely connected actors. The loosely coupled 
supply chain aims at “synchronisation” and “orchestration”, which is not much different 
from “coordination” and “cooperation”. In this respect, the types of integration in loosely 
and tightly coupled chains are not so far from each other. 

In all, this thesis suggests that most essential factors underpinning cyclicality are 
related to long supply chains in the industry, integration and relationships with the 
intermediaries. 

3.4  The theoretical framework for analysing cyclicality 

The area of business cycles as a field of academic research is far more common in 
economics than in marketing. It seems that there are even less studies attempting to 
connect the general features and economic statistics from a macro level to the knowledge 
and opinions of individual actors. Moreover, it can be argued that the perspective of this 
thesis, approaching economic fluctuations as an industry-specific and a managerial 
problem, is somewhat neglected. Until now, studies discussing cyclicality in the sawmill 
industry have been econometric and focused on short-term forecasting. This study tries to 
use general statistics within economics and combine them with the knowledge of 
individual actors. The main conceptual tools for describing and explaining industry-
specific cyclicality are presented in Figure 19. 

Business cycle theories in economics (Chapter 2.2) can be understood as a context for 
the phenomenon of industry-specific cyclicality providing concepts for describing cycles 
within an individual industry. Moreover, economists’ views of different sources for 
economic fluctuation have been considered valuable for this thesis. Scholars have used 
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quantitative variables, i.e. exact statistical information as well as wider qualitative 
illustrations of human behaviour to describe cyclicality as a phenomenon. Thus, it is 
reasonable to answer the first sub-question of this thesis by describing cyclicality in the 
Finnish sawmill industry by investigating such economic indicators as demand, 
production, inventories, order stocks and investments over time and then underlining the 
behaviour of different actors related to the industry. 

Systems thinking is used to structure the general view of cyclicality as a special 
problem in the Finnish sawmill industry (Chapter 2.3.1). Moreover, the so-called 
Bullwhip effect or Forrester effect is used to describe cyclical patterns in supply chains 
(Chapter 2.3.2).  The effect clarifies how lack of demand visibility, information distortion 
and inventory level adjustments are seen as the main causes of demand amplification 
(Holweg & Bicheno 2002, 163-164).  Sterman (1989a) argues that human misperceptions 
and decision-making processes were essential reasons for the phenomenon. Lee et al. 
(1997a) call the phenomenon the “Bullwhip effect”. They concentrate on demand 
signalling, order batching, fluctuating prices, shortages and the rationing game. Distorted 
information was seen to lead to tremendous inefficiencies: excessive inventory 
investment, poor customer service, lost revenues, misguided capacity plans, and missed 
production schedules. Furthermore, they present fluctuation as always being greater in 
upstream sites (at the producers) than in downstream sites (at the end-users). (Holweg & 
Bicheno 2002, 164; Lee et al. 1997a, 93-94) 

Statistical information evidently plays a major role in describing economic 
fluctuations but many authors (e.g. Forrester 1958, 1961; Burbidge 1983; Sterman 1989a, 
1989b; Lee et al. 1997a, and 1997b; Hameri & Nikkola 1999) lead us to expect that 
managing the dynamics of a supply chain may be the only option to moderate industry-
specific cyclicality. Thus, this thesis suggests that Supply Chain Management having 
connections with many other approaches and disciplines offers a comprehensive 
theoretical basis (Chapter 2.3.3) to go deeper into explaining the phenomenon. Before 
discussing the main question, i.e. how SCM can moderate or cope with cyclicality in the 
Finnish sawmill industry, the second sub-question should be studied; that is the 
development of supply chains of the Finnish sawmill industry. 

Actually, this thesis operates on two aggregate levels: the industry level where the 
supply chains are emphasised, and the dyadic level where the impacts of relationships 
play the major role. In a way, a third level can also be seen – namely an individual 
sawmill enterprise and its strategies.  

It is evident that making the supply chains of the Finnish sawmills work a seamless 
system would affect their performance positively, and at the same time moderate 
economic fluctuation (cf. Mason-Jones & Towill 1999; Towill 1996). When striving for 
better supply chain performance, the firms should avoid the temptation of fixing supply 
chain problems by applying simple, myopic solutions. Lee & Amaral (2002, 2) suggest 
that companies take a holistic scope in attempts to resolve supply chain issues. 
Furthermore, the companies should approach their supply chains as interactive systems, 
not as functional silos. The framework of this thesis offers a holistic approach to studying 
supply chain and supply chain management impacts. Moreover, it emphasises interaction 
and addresses the supply chain as a social system.  

This study focuses on a combination of the three inter-related elements of supply 
chains: structures, relationships and various dimensions of integration. Within integration 
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this thesis discusses cooperation, mutual understanding and information sharing, 
coordination and collaboration. The concept of integration comes up in controlling and 
coordinating the inter-organisational transactions as well as in motivating and managing 
relations with intermediaries. The total management of a supply chain stems from the 
main objectives of the firms. In this sense, this thesis emphasises motivation rather than 
short-term profit maximisation. Selecting the right kind of partners, aiming at 
partnerships and better integration are considered to be important opportunities in making 
business conditions more stable. The level of integration can be seen as a governance 
mechanism dealing with decisions of ownership in the supply chain. 

It is argued that Finnish sawmills continuously strive for more customer-oriented 
strategies and direct contacts with customers. However, in many cases direct business-to-
business relations with the customers are not possible, which is why intermediaries are 
needed. A high level of integration occurs when all of the supply chain actors are owned 
by the same firm (vertical integration). Consequently, a low level of integration prevails 
when all the members of the supply chain transact using market mechanism (arm’s length 
relationships).  

It can be argued that the ultimate success of a single firm depends on management’s 
ability to integrate the company’s intricate network of business relationships (Lambert et 
al. 1998, 1; cf. Christopher 1998; Bowersox 1997). This leads the author to adopt the 
view that relationship theories also offer a fruitful avenue to affect cyclicality.  
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Fig. 19. The conceptual framework for analysing industry-specific cyclicality from a 
behavioural perspective 
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4 Methodology 

The following section discusses the philosophical basis, methods, data selection and 
collection as well as analysis in this study. 

4.1  Scientific approach 

This chapter aims at positioning the present study among different research traditions and 
scientific approaches. The discussions of scientific approaches utilised in this study are 
necessary as the researchers’ assumptions and values influence their decisions concerning 
research strategy (Easton 1995).  

Burrell & Morgan (1979) offer a useful approach to positioning one’s own study 
among the larger context of social sciences and organisational studies, by identifying four 
different philosophical assumptions about the nature of the social world. The assumptions 
relate to ontological, epistemological, human and methodological nature8. These four 
paradigms9 offer different ways of seeing the world with regard to the researcher’s basic 
beliefs in the nature of science and society.  

The dichotomy by Burrell & Morgan (1979), the subjective/objective dimensions or 
the subjectivist/objectivist research approaches to social sciences, is basically rather 
similar to the distinction between positivistically and hermeneutically oriented research 
approaches. The subjectivist approach, i.e. nominalism – anti-positivism – voluntarism – 
ideographic approach, refers to the tradition of phenomenology, German idealism and 
hermeneutics whereas the objectivist approach, i.e. realism – positivism – determinism – 
nomothetic approach, refers to the tradition of sociological positivism. The choice 
between ideographic and nomothetic methodologies is dependent on the researcher’s 

                                                           
8 Ontology is “reality”, epistemology is the relationship between that reality and the researcher, methodology is 
the technique used by the researcher to discover that reality, and human nature pertains to the relationship 
between human beings and their environment (see Burrell & Morgan 1979). 
9 A paradigm is an overall conceptual framework within which a researcher may work, that is, a paradigm can 
be regarded as the “basic belief system or worldview that guides the investigator” (Guba and Lincoln 1994). 
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attitudes to the first three elements of scientific paradigms, that is, assumptions about 
ontology, epistemology and human nature.  

This study prefers the subjectivist to the objectivist approach and agrees with the view 
that one can only understand the social world by obtaining first-hand-knowledge of the 
subject under investigation. The main concern is with understanding the way in which the 
individual creates, modifies, and interprets the world in which he or she lives. The 
relativistic nature of the world is also stressed. According to Berger & Luckmann (1966) 
reality is assumed to be constructed socially, by each individual, with the analyses and 
results of any study being based on an interactive research process in which both the 
researcher and the actors concerned have an effect on the outcome of the study. A 
perspective, in addition to subjectivity, related to social constructionists is that actions are 
guiding structures and vice versa. The above assumptions lead to the favouring of 
qualitative research methods. The objectivist approach is often associated with the 
positivist paradigm and nomothetic research methodology. It means that the social world 
is seen as a hard, external and objective reality. From these grounds stem the belief that 
positivist business and management research typically aims at predicting and explaining 
the actions within organisations by identifying certain law-like generalisations (Pihlanto 
1994, 369). In all, positivism is often associated with realism, determinism and 
quantitative research methods.  

The subjectivist and objectivist approaches are usually presented as being at opposite 
ends of a continuum where one end represents a very objective and the other a very 
subjective world-view. However, the two approaches are just two extremes on the 
continuum, not the only possible alternatives.  The present study is located towards the 
subjectivist side. According to the classification of Burrell and Morgan (1979), it 
represents interpretative sociology. Hence, the aim is to understand, interpret and explain 
the phenomenon under study rather than to find law-like generalisations. This study 
follows an ideographic research methodology, the opposite of nomothetic methodology 
(see e.g. Pihlanto 1994, Neilimo & Näsi 1980, Burrell & Morgan 1979). In addition, it 
can be located within the research tradition that emphasises a dialogue between empirical 
material and theory (e.g. Pihlanto 1994).  

Closely related to the research methodology is the choice between the two major 
approaches to theory development, deductive theory testing and inductive theory building 
(Parkhe 1993, Romano 1989, Bonoma 1985). The difference between the two approaches 
can be viewed in terms of scientific paradigms, with the deductive approach representing 
the positivist paradigm and the inductive approach representing the phenomenological 
paradigm (Easterby-Smith et al. 1991, 24). Deduction is based on logic and the 
researcher forms hypotheses based on laws and theories and then tests the hypotheses by 
gathering facts. Induction is based on empirical evidence, and the researcher draws 
theoretical conclusions based on empirical observations.  

There has been a debate between objectivist and subjectivist methodologies, and 
research about business and marketing strategy has been criticised for not capturing real-
world complexities (cf. Pettigrew 1987). This has produced some attempts to find a 
solution to this battle knitting them together by using both approaches (e.g. Borch & 
Arthur 1995, 423). The mixture of both induction and deduction can be called abductive 
research (Dubois & Gadde 2002, Gummeson 2000, Coffey & Atkinson 1996). Alasuutari 
(1995) agrees with the above perspective. He argues that there is a kind of cycle between 
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theoretical and empirical considerations in qualitative research, and the dialogue between 
theoretical framework and empirical material. Adopting this view, this study focuses on 
the use of existing theories together with empirical data in order to elaborate on models 
that accommodate the research problem.  This study represents iteration between 
deductive and inductive studies i.e. the so-called abductive research.  

4.2  Research strategy 

There is a long history of empirical and theoretical business cycle studies in economics 
where business cycles have traditionally been analysed through statistical time series and 
various quantitative indicators derived from them. The economists have tended to focus 
on understanding the fluctuations of aggregate economic activity, especially demand and 
production, e.g. at the level of a national economy. This study follows neither the 
macroeconomic nor the econometric tradition but focuses on the actor’s perspective. 
From such a viewpoint, business cycles are not purely objective phenomena external to 
their observers; to properly understand them a much more specific, historical knowledge 
of the industry and actors in the supply chain and distribution is needed. This perspective 
is similar to the classical actor-centred/subjectivist viewpoint of Austrian economists (see 
Chapter 2.3). According to Schumpeter (1939, 13) “It is always of the outmost 
importance for us to be thoroughly masters of the economic history of our time, the 
country or the industry, sometimes even of the individual firm in question, before we can 
draw any inference at all from the behaviour of time series. We cannot stress this point 
sufficiently.” Dick (1998) also stresses that in order to offer workable solutions to real-
world problems, research on cyclicality must be both empirical and historical. In other 
words, micro-level research designs are suggested to fill the gap between aggregate 
economics indicators and real-life managerial contexts.  

This thesis emphasises the aspects above as it sheds lights on the structures and 
behavioural regularities in the supply chain of the Finnish sawmill industry. The 
behavioural regularities refer to subjective patterns of behaviour that are typical for actors 
in the industry due to their tendencies to follow the typical industry logic or recipe10. This 
study describes how individual actors in the supply chain of the Finnish sawmill industry 
interpret and act with regard to cyclicality in their industrial context. Preferring the 
subjectivistic approach described above, this thesis relies on exploiting the tradition of 
qualitative research. More precisely, this study is both descriptive and empirical and is 
based on the aims of understanding the phenomenon under scrutiny (see Neilimo & Näsi 
1980, 31; Kasanen, Lukka & Siitonen 1991, 302). The focus is on understanding, 
interpreting and analysing the actions of Finnish sawmills in different phases of 
cyclicality.  

The descriptive nature and the objectives of in-depth insights and understanding the 
target phenomena speak for the qualitative perspective. The holistic view emphasised in 
this thesis also agrees with qualitative methods as well as the researcher’s own 
interpretations and closeness to the data of the sawmill industry (cf. Ghauri, Gronhaug & 

                                                           
10 Industry recipe: Hellgren, Melin & Pettersson 1993, 87-106; Spender 1989. 
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Kristianslund 1995). In addition, the focus of this study, on structural changes and a 
longer perspective of business relationships in supply chains, involves a time dimension 
and makes it appropriate to use qualitative techniques for data collection and analysis. 

Utilisation of qualitative methods does not necessarily mean that the research should 
also be a case study, as Yin (1994) points out when arguing that a case study can be 
conducted in both quantitative and qualitative ways. A case study has been chosen for the 
following reasons: 1) This research strategy is well suited when the focus is on 
understanding the dynamic nature of the phenomena under study as it is here with 
cyclicality in the Finnish sawmill industry. 2) It is particularly appropriate for problems in 
which research and theory are at early, formative stages, as well as for problems, where 
the experiences of the actors are important and the context of the action is critical, as it 
also happens to be here (Pettigrew 1992, Benbasat, Goldstein & Mead 1987, Bonoma 
1985). 3) The use of in-depth case studies are advocated in this kind of research which 
looks upon organisations of supply chains as social constructions whose strategies and 
policies change as a result of the process of human reaction (Perry, Riege & Brown 1998, 
1955). 4) It is a preferred method when the emphasis is on answering “how” and “when” 
questions, when the researcher has little control over events, and when the focus is on a 
phenomenon in its real-life context (Yin 1994). The research question in this study is 
really a “how” question, as the problem was formulated as “How can SCM moderate or 
cope with cyclicality in the Finnish sawmill industry”. 

The following aspects have also influenced this thesis favouring a qualitative method: 
According to Parkhe (1993) quantitative methods can lead to inconclusive findings if 
they are used in the early stages of theory development where the phenomena are not 
well comprehended and the relations between the phenomena are not known. Moreover, 
Neuman (1994, 405) expresses how theory is built in case studies by making comparisons 
and looking for similarities and differences within the collected data. In other words, in 
qualitative studies like this the theory is being confirmed, rather than being tested for 
generalisability to a population (Tsoukas 1989; Lincoln & Guba 1985; Bonoma 1985). 
Furthermore, according to Neuman (1994, 322) a qualitative or exploratory method 
makes the research effort more flexible and allows data and theory to interact as it has in 
this study. (cf. Perry et al. 1998, 1955.)  

The interaction of data and theory refers to the so-called abductive research approach 
followed in this research (e.g. Dubois & Gadde 2002, Gummesson 2000). Parkhe (1993, 
252, 256) depicts the appropriateness of the approach as follows:  “both extremes of 
induction and deduction are untenable and unnecessary” and suggests that the process of 
ongoing theory advancement requires “continuous interplay” between the two. Indeed, 
there has been a kind of continuous loop between theory, primarily concerning supply 
chain management theories, and the empirical material, mainly achieved by theme 
interviews in the research process.  

The access to reality, pre-understanding and understanding, and quality of the research 
are the main challenges of case research (Gummesson 2000). The frequent interplay of 
the author with the institutions and experts of the sawmill industry has been fruitful in 
fulfilling these challenges. Good connections with the actors have been vital in getting 
closer to the phenomenon. The depth and detail of qualitative data can be obtained only 
by getting physically and psychologically closer to the phenomena through in-depth 
interviews: “the closer the researcher gets to the phenomenon, the clearer it is 
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understood” (Carson & Coviello 1996, 55; Merriam 1988, 68). This principle has been 
proven useful, as Stake (1981, 47) argues that “Previously unknown relationships can be 
expected to emerge from case studies leading to a rethinking of the phenomenon being 
studied”.  The case study method was seen to open new avenues for this study also. 

The number of cases is a critical decision in a research strategy. In essence, a case 
study can be conducted as a single or a multiple case study. However, according to Yin 
(1994) these designs can employ a single unit/level of analysis (i.e., a holistic case study 
design) or multiple units/levels of analysis (i.e., an embedded case study design). This 
study represents a single case study with multiple levels of analysis. 

 Single case studies have some advantages over multiple studies, especially when the 
aim is not to find law-like generalisations but rather to gain an understanding of a 
complicated social phenomenon (Eisenhardt 1989, Yin 1994). Cyclicality of the Finnish 
sawmill industry represents such a complex phenomenon that advocates the choice of the 
single case study as a research design, as it allows a thorough and holistic analysis of the 
phenomenon. In other words, the case in this study is cyclicality of the Finnish sawmill 
industry. 

An intensive case experience can provide very intimate knowledge of a setting, but it 
does not allow for comparison of cases. For instance, Perry (1998) argues that several 
case studies should usually be used because they allow cross-case analysis to be used for 
richer theory building. On the other hand, the suggestions for building theories from 
multiple case studies (such as having several different industries in this dissertation) have 
been criticised because they focus more on constructs developed and their measurability, 
rather than the rich background of the case (Dyer Jr. & Wilkins 1991, 613). The analyst is 
torn between trying to make a number of comparisons between cases within a range of 
concepts (Benbasat et al. 1987). 

At first, this study aimed to use a longitudinal case study approach to establish a rich 
picture of the development process related to supply chains and their business 
relationships in regard to cyclicality. However, the longitudinal approach and in-depth 
longitudinal case studies are seldom practical in doctoral studies, because they are time 
consuming and costly (Bygrave 1989). This gave also set limitations for this thesis, which 
therefore became more retrospective in nature. It is only possible to examine a relatively 
small part of a supply chain or network as an in-depth case study. Nevertheless, Pettigrew 
(1997) for instance emphasises a longitudinal comparative case study methodology. He 
recommends taking both time and the context into account. Social reality is not a steady 
state – it is a dynamic process. Contexts are shaping and being shaped. Actors are 
producers and products. Crucially for any processual analysis, this interchange between 
agents and contexts occurs over time and is cumulative. Therefore, empirical, historical 
material from the three special cases has been collected. 

 In addition to deciding between a single case study and a multiple case study, it is also 
important to determine the level of analysis used within the case (Yin 1994). In this study 
the embedded case study design is followed because there is more than just one level of 
analysis through which the case is analysed. The focus of this study is at an industry level 
but the supply chain level can also be distinguished, where supply chain is primarily seen 
as a chain of business relationships and a social system. Dyadic business relationships 
(discussed in Chapter 7) are also seen here depicting the chain level. The industry level 
view is used to give a holistic view over the phenomenon under study and to give a 
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context to supplementary levels of analysis. On the other hand, staying just at the industry 
level would have meant a more abstract level in analysis meaning some insights to a 
deeper understanding of the complex phenomenon of cyclicality in the industry may have 
been missed. Moreover, it would also have negatively affected making conclusions that 
may have some managerial insights in the sawmill industry. 

The main points of the scientific outlines, theories and research methods are presented 
in Table 11.   

Table 11. Overview of the research design 

Research disciplines Purchasing and marketing, Business and management 
Theoretical base Supply chain management  
Philosophical orientation Hermeneutics 
Research design Qualitative research,  

Single case study with multiple levels 

4.2.1  Selection of research arena  

The focus on the Finnish sawmill industry was the result of the first selection. It was 
chosen because this business is known for steep economic fluctuations and because the 
author already had expertise and many contacts within the industry. However, at the early 
stages of the research process it was debated whether this research should be carried out 
as a multiple case study taking the Finnish metal industry under investigation as well. The 
decision was made to limit the scope of this study to just the one branch and conduct the 
thesis as a single case study to aid research manageability. In essence, the selection 
applied the following criteria: the ability to maximise what can be learned through the 
case, accessibility, and acceptable practical limits on carrying out the case study (Stake 
1995). 

Focusing on just one industry made it possible to analyse cyclicality on a deeper level. 
On the other hand, this prevented a comparison between industries that might have been 
fruitful. However, the comprehensive description of cyclicality in a traditional industry 
can also be expected to offer some insights for other industrial sectors in Finnish society. 

The author was a researcher in the Wood Wisdom research programme’s11 sub-
research in 2000-200112. It was this that made it possible for the author to become more 
familiar with cyclicality in the Finnish sawmill industry and to start collecting empirical 
material for this thesis.  

 In fact, this study can be seen as two-fold. The first focus of the thesis is at the 
industry level and the second on three sawmills, and to a great extent their business 

                                                           
11 The objective of the Finnish Forest Cluster Research Programme, Wood Wisdom, is to raise the 
competitiveness of forestry and the forest industry. The first phase of the programme (1998-2001) joined the 
resources of the entire production chain to fulfil the customer’s requirements for the end product. It covered 
both pulp and paper production and mechanical wood processing from end products to raw materials.   
12 Towards the Smoothing of Business Cycles in the Nordic Sawmill Industry (2002) by Alajoutsijärvi, K., 
Holma, H., Nyberg, K. & Tikkanen H.  
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relationships in the supply chain. These three special sub-cases accomplish the picture 
received in the first phase. The sub-cases were also chosen to verify the information 
gathered in the first phase of research, based on archival documents, interviews and 
common information sources, as well as in order to get deeper insights to the importance 
of longer business relationships and behavioural patterns among the key members in 
supply chains. Hence, during the research process the number of companies declined 
heavily. At first over twenty sawmill companies or separate business units participated in 
theme interviews creating the main empirical data source for this study. The issue of 
information richness was fundamental in deciding the number of these interviews and the 
three special sub-cases (cf. Patton 1990, 181).  

4.2.2  Data collection 

A distinction is often made between real and longitudinal designs in collecting data for a 
case analysis. In retrospective studies, data is collected at a single point in time, whereas 
in a longitudinal setting they are typically collected on multiple occasions in real time, 
typically over a period of several years. The timeline of this thesis covers three decades 
from 1970 to 2000, which means using the retrospective method. However, the writer has 
kept an eye on marketing issues related to the sawmill industry over twenty years, which 
have helped to build up a comprehensive view of the line of business. 

This thesis, like case studies as a general rule, uses a number of data collection 
methods, such as archives, interviews, questionnaires and observations (Eisenhardt 1989, 
535). The use of various sources of material makes triangulation between them possible, 
which in turn increases the validity of qualitative case research (Yin 1994). The collection 
of the qualitative data was mainly carried out 2000-2001 during the research project of 
the Wood Wisdom Programme funded by the National Technology Agency of Finland 
(Tekes) and the Ministry of Foreign Trade and Industry. The aim of the project was to 
identify fundamental problems underlying business cycles in the sawmill industry. A 
great deal of the data was gathered by interviewing experts in the industry. The persons 
interviewed were selected according to their long experience in the industry. While the 
supply side was emphasised, a couple of interviews represented customers in order to get 
a better perspective of customer’s objectives and a better understanding of the whole 
value chain. 

This study combines several types of data: 

− Industry statistics and information from the Finnish and Swedish Forest Industry 
associations as well as from FAO (the Food and Agriculture Organisation of the 
United Nations) 

− Documentary and archival data, such as annual reports, market research reports, sales 
and inventory data from several companies 

− Articles in professional publications 
− Semi-structured interviews of dozens of managers covering a period of 30 years 
− Interviews, discussions and group meetings with various industry informants such as 

consultants and researchers 
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The data collection began with the screening of nearly two hundred articles in 
professional magazines and industry related research reports. This stage also consisted of 
finding appropriate statistics. The statistical information was based on official statistics 
from Finland and Sweden, as well as FAO statistics. Statistics, publications and the web-
pages of the Finnish and Swedish Forest Industries Associations were also utilised. The 
description of cyclicality achieved was enriched through organisational-level 
documentary and archival data e.g. annual reports, company newsletters, market research 
reports, and sales and inventory data from several companies.  

Oral history is well suited to the study of business history through the investigation of 
the actions and cognitions of the individuals. It has an important role in filling in gaps in 
the historical record created by the practice of making important decisions without much 
paper documentation. (Ryant 1988, 560) The lack of firm-level documentation was also a 
problem in conducting this study. Therefore, interviews were clearly needed to tackle the 
actions and opinions of managers in the supply and distribution chains of the sawmill 
industry. 

The interviewing process consisted of 30 semi-structured in-depth interviews 
(appendix 2 and 3). To get a view of the phenomenon under scrutiny that was as 
multilateral as possible representatives from large forest industry corporations to family 
businesses representing different actors in the supply and distribution chain of the 
sawmill industry were interviewed. A snowballing technique was used in the interviewee 
selection process: After the interview the informant was asked to recommend the next 
interviewee. The open-ended, semi-structured interviews lasted from one to three hours. 
The interviews were tape-recorded and later transcribed. Sometimes, it was necessary to 
contact the informant again to accomplish the first interview. 

It is always a demanding task to ensure validity in this kind of research, although this 
thesis utilises the results of extensive public and corporate archival research and personal 
interviews (see Miles & Huberman 1994; Silverman 1993). Therefore, validation of the 
data collection and interpretation was accomplished using the following procedures: 

− Combining quantitative and qualitative data, i.e., analysing the cyclicality of demand, 
production levels, prices, inventories and order stocks with perceived managerial 
cognitions and their relation to the emergence of business cycles. 

− Triangulating data. The purpose was not to force a unified interpretation of cyclicality, 
but to reveal different managerial perspectives. The interpretations have also been 
cross-checked by managers who have detailed experience of the chosen period of 
time. 

When the research began the access to reality and the pre-understanding required of the 
strategies the Finnish sawmills had adopted in regard to cyclicality required interviewing 
a great number of experts. Second-hand data such as internal documents and company 
publications in the case companies were also collected. A workshop in December 2001 in 
Espoo concerning business cycles in the Nordic sawmill industry was a valuable source 
of information. Company visits and other discussions during and after the research period 
have also had influence on the researcher. Discussions with sawmill specialists were 
carried out to ensure the accuracy of the thesis, especially concerning the impacts of 
business relationships, structures and the management components of SCM on 
cyclicality. 
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 The number of companies was radically reduced in the second phase of research i.e. 
the transformation of the supply chain. Only three different sawmill firms and their 
supply chains were investigated in detail to deepen the general view. The three sub-cases 
were selected based on findings from the first phase, emphasising a whole industry 
setting. The number of interviews and examples, and also the richness of the information 
available from them were considered important. Case study theories (see Gummesson 
2000; Eisenhardt 1989) suggest the researcher should stop adding cases once theoretical 
saturation becomes apparent and this was taken into account. In general, interviews from 
the first research phase concerning the whole industry are the main data source in this 
study. 

4.2.3  Data analysis 

Data analysis is perhaps the most challenging task in conducting qualitative research. 
There is no one method for carrying out the analysis (see Miles & Huberman 1994; 
Eisenhardt 1989), the main principle is to rotate among the data, literature and emerging 
theory. This principle was also guiding this study as stated above while the qualitative 
material collected was analysed through triangulation among the different sources of 
information. The interviews were complemented with general statistics and various 
company archive materials. 

Analysis of qualitative data implies the process which brings order, structure and 
meaning to the collected data (Stake 1995; Marshall & Rossman 1989, 112). More 
precisely, analytic practices include five stages: organising the data, generating 
categories, themes and patterns, testing the emergent hypotheses against the data, 
searching for alternative explanations of the data and writing the report (Marshall & 
Rossman 1989, 114; cf.Yin 1989, 105). 

Before starting the research the author familiarised himself with the skills needed 
when undertaking interviewing and data analysis. The preparation for this study meant 
e.g. that the author read some text books, over two hundred articles depicting economic 
fluctuation and made two preliminary interviews, although the industry was already 
familiar because of a twenty year teaching career in forest products marketing and 
personal contact with the industry. The first task was to describe cyclicality in the Finnish 
sawmill industry. It required categorising the statistics and other material according to the 
groups of economic indicators. 

Transcribing the interviews is a major part of the organisation and management of the 
data (Arksey & Knight 1999, 141). The taped interviews were transcribed in their 
complete forms as precisely as possible. The texts were read many times in order to 
reveal meaningful insights (Miles & Huberman 1994, 430). According to Miles & 
Huberman (1984, 21) the process of selecting, focusing, simplifying, abstracting and 
transforming the “raw” data is an important part of analysis. This kind of classification is 
generally seen as crucial in data analysis (Arksey & Knight 1999, 150-155; Coffey & 
Atkinson 1996, 45-46; Marshall & Rossman 1989; Schatzman & Strauss 1973).  
Moreover, Schatzman & Strauss (1973) say that “probably the most fundamental 
operation in the analysis of qualitative data is that of discovering significant classes of 
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things, persons and events and the properties which characterise them”. Actually, the 
data was classified into the categories describing such themes as cyclicality of demand, 
production levels, prices, inventories and order stocks as well as behavioural patterns 
describing managerial responses to cyclicality. The themes were challenged and 
alternative explanations were pondered (cf. Arksey & Knight 1999, 161; Marshall & 
Rossman 1989, 118). Triangulation was used as described in the previous chapter to 
increase credibility. Moreover, the interviews, which were conducted in Finnish, were 
translated into English by a native English speaker in cooperation with the author to keep 
the exact meaning of the quotes. 

The empirical material from different sources and cases were analysed and compared 
with each other to establish as comprehensive a picture as possible of fundamental 
problems of industry-specific cyclicality and the options for moderating it. According to 
Miles & Huberman (1984, 151) comparing data from different sources is important in 
analysis because “… one can establish the range of generality of a finding or 
explanation, and, at the same time, pin down the conditions under which that finding will 
occur”. Eisenhardt (1991, 620) also emphasises to looking at empirical material in many 
different ways. 

Conclusions are part of the analysis. Drawing conclusions occurs not only after data 
collection but it may also happen before and during it as in this case (cf. Miles & 
Huberman 1984, 21-23; Miles & Huberman 1994, 428-429). In this study reliable 
conclusions were sought through discussions with sawmill experts and other researchers 
during the whole research process as well as after finishing the preliminary manuscript. 
 



Part II– Cyclicality in the sawmill industry 

 
 

 





5 Economic indicators as problem symptoms 

In this chapter13, the historical data depicting cyclicality faced by Finnish sawmillers over 
three decades is analysed in terms of the following market-related economic indicators: 
the cyclicality of prices, demand, and production rates. Furthermore, the importance of 
inventory levels and order stocks as the “problem symptoms” of cyclicality in the 
industry are discussed. From the perspective of systems thinking, these indicators can be 
seen as the “problem symptoms” of the phenomenon under investigation. In many parts 
of the text and figures, the Finnish sawmill industry is compared to the Swedish sawmill 
industry in order to obtain a more comprehensive picture of the business environment. 
The Finnish sawmill industry must keep an eye on its closest and severest main 
competitor. Taking into account the strategies and business operations of the Swedish 
sawmill industry is natural in regard to the managerial issues of cyclicality. 

A general description of supply chains opens this chapter. It is followed by the 
depiction of fluctuation faced by the sawmillers. Then the typical symptom-alleviating 
solutions to cyclicality are discussed, and finally their side effects. In other words, the 
total picture of cyclicality in the industry is illustrated here by using the model of systems 
thinking (see Chapter 2.3.1) and statistical concepts (see Chapter 2.3.2.1). In addition to 
the many figures characterising the ups and downs of the business, this chapter discusses 
how the industry has responded to them and the consequences of the solutions applied. 

5.1  Actors involved in the distribution chain 

A typical supply chain of softwood14 timber involving many actors is illustrated in Figure 
20. The key players include forest owners or round wood merchants, sawmillers, value-
adding manufacturers such as planing mills, distributors (e.g. wholesalers and dealers) 

                                                           
13 The author has investigated the research field of this chapter in the following publications: Alajoutsijärvi, 
Holma, Nyberg & Tikkanen (2005) and Alajoutsijärvi, Holma, Nyberg & Tikkanen (2002). 
14 Softwood = coniferous. More precisely, softwoof timber refers here to redwood (pine) and whitewood 
(spruce) sawngoods. 



 126

and end-users. In addition to these actors intermediaries such as agents and importers are 
often involved in the sawn wood business (see Chapter 3.1.2). 

 

Fig. 20.  The softwood supply chain (cf. Alajoutsijärvi et al. 2002, 23) 

Round timber is delivered and stored at the stockyard of the sawmill. The sawmill’s 
product may take different routes to the end user. Some of it is delivered to timber 
merchants or directly to end-users. Some is delivered to value-adding manufacturers. As 
the figure suggests, some value-adding manufacturers, e.g. small joineries, may get their 
supply from timber merchants.  

The following lines characterise the supply chain development among Finnish 
sawmills. Throughout the study period, the number of sawmills has continued to 
decrease. In addition to close-downs there have been mergers and acquisitions in the 
industry. This structural change began in the 1980s. In 1981, the five biggest exporting 
sawmills accounted for 27 per cent of the total export of Finnish softwood, but in 1991 
the corresponding figure was nearly 50 per cent. During the same period, from 1981 to 
1991, the proportion of small exporters decreased from nearly 60 per cent to slightly over 
30 per cent. Consequently, the number of sawn goods exporters declined from 388 to 
192. The same kind of development has also been recognised in the Swedish sawmill 
industry, for example. (cf. Uotila 1994, 27-28.)  

The Finnish sawmill industry is rather fragmented, and it includes many kinds of firms 
and industry logics (cf. Juslin & Neuvonen 1997). Finnish sawmillers and sawmill 
enterprises can be divided into two or even three groups, but these groups are 
heterogeneous, especially small and middle-sized independent sawmills (Table 12).  
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Table 12. Production and capacity of the Finnish sawmill industry, 1994 

 Number of sawmills Capacity 
mill.cbm 

Average 
production 
cbm/year 

Main features 

30 6  200,000  
Enso Timber (10) 2  
Yhtyneet sahat (10) 2   

Integrated sawmills 

Metsä-Timber (10) 2  

Mass-production, efficiency, 
export in major role  

120 5 15,000 
middle-sized (20) i.e. 
capacity over 50,000 
cbm/year 

3   
Small and middle-
sized independent  
sawmills 

small (100) i.e. 
capacity under 50,000 
cbm/year  

2  

Heterogeneous group: 
technical capabilities, 
efficiency and export varies 

Small circular saws 1,000+ 1 1,000 Local enterprises – so-called 
one-man companies 

 
Basically the situation ten years later (2004) did not differ much from the table: The 
names of Enso Timber and Metsä-Timber were Stora Enso Timber and Finnforest. 
Yhtyneet Sahat or United Sawmills is the same as UPM-Kymmene Wood Products. The 
increasing internationalisation and consolidation are visible features in the modern 
Finnish industry. For instance in 2002, Stora Enso Timber was the biggest producer in 
Europe (capacity 5.67 million cubic metres), Finnforest (+Moelven) was the second (4.20 
million cubic metres) and UPM-Kymmene Wood Products the third biggest (2.23 million 
cubic metres).  Today Stora Enso Timber has only 7 sawmills, in Finland, but their 
average production capacity is clearly over 300,000 cubic metres. The other mills are 
located in Austria (4), Estonia (5), Holland (1), Latvia (1), Lithuania (1), Czech Republic 
(2), Russia (2) and Sweden (3). Yhtyneet Sahat owns 8 sawmills in Finland and 
Finnforest 10. Finnforest produced 2.9 million cubic metres of sawn wood in Finland. 
Thus it seems that the average production capacity of the sawmills has clearly increased, 
while the number of sawmills belonging to the integrated forest companies have 
decreased (cf. www.storaenso.com., www.finnforest.fi., www.upm-kymmene.fi.).   

The tendency towards consolidation and the increasing capacity of individual sawmills 
can also be observed in the independent sawmills sector.  Versowood Oy, former 
Vierumäen Teollisuus Oy, has grown rapidly and the company now has the capacity to 
produce one million cubic metres of sawn wood per year. It has overtaken Vapo Timber 
Oy the capacity of which is 0.8 million cubic metres per year. Moreover, the size of 
individual sawmills has grown. (e.g. www.vapo.fi., www. versowood.fi)   

There are fewer but bigger actors in the Finnish sawmill field than before. The size of 
the company affects its ability to compete and get nearer to its customers. It can be 
argued that the actions of the big exporters have become more interesting in the research 
of cyclicality. Moreover, consolidation has also been observed among distributors and 
merchants, which may affect the consistency of sawn wood export.  
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5.2  Problem symptoms 

This thesis discusses the following market-related managerial issues as problem 
symptoms: the cyclicality of demand, production levels, prices, inventory levels and 
order stock levels. The author took part in the investigation of these problem symptoms 
as part of the Wood Wisdom Programme (cf. Alajoutsijärvi et al. 2002, 24-44). 

5.2.1  Fluctuating demand 

Historically, due to demand fluctuation in the distribution chain, the actors in the sawmill 
industry have periodically faced fluctuating order volume. Figure 21 illustrates apparent 
consumption in million cubic metres. Consequently, Figure 22 illustrates the annual 
changes in apparent consumption of current European Union member states from 1971 to 
the year 2000. Apparent consumption is the aggregate total of incoming orders from the 
viewpoint of an actor in the supply and distribution chain. Apparent consumption may 
deviate from real end consumption because actors in the distribution chain may not be 
fully aware of developments in their target markets due to a lack of transparency in the 
distribution channel or the actors may have false economic expectations or opportunistic 
ways of doing business. These questions are closely related to increasing- and de-creasing 
stocks in the chain (see for example Chapters 5.2.5 and 5.2.3). Defining real consumption 
requires knowledge of stock levels in the chain. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 

Fig. 21.  Apparent consumption of softwood in the current European Union member states 
(15)15 from 1971 to 2000 (Source: FAO, Database) 

                                                           
15 Belgium, Denmark, Germany, Greece, Spain, France, Ireland, Italy, Luxembourg, the Netherlands, Austria, 

Portugal, Finland, Sweden, United Kingdom. 
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Generally speaking, the available statistical information of European consumption 
focuses on apparent consumption, which is defined as production plus import minus 
export.  Figure 21 lists this kind of consumption. However, in this thesis that kind of 
consumption is separated from real consumption. This is important because in most cases 
the real end consumption is not the demand that sawmillers face: A European distributor 
who imports, for instance from Finland, is included in the statistics. On some occasions, 
i.e. when a sawmill is selling directly to end-users, the sold volume is a part of real 
consumption but also a part of apparent consumption. However, in most cases the 
sawmills are selling through intermediaries. In this latter case they are not directly facing 
the real consumption. 

Fig. 22.  Annual fluctuation of the apparent consumption of softwood (Nordic coniferous 
sawn wood) in current European Union member states (EUR-15)16 from 1971 to 2000 
(Source: FAO Database) 

In other words, apparent consumption does not fully reflect what is actually purchased for 
end use purposes. Bearing this statistical weakness in mind, this study still regards 
apparent consumption as a relatively good proxy indicator for general developments in 
demand. The real end consumption for sawn wood may correlate with the gross domestic 
product of the market area in focus (Moore 2000). 

Economic growth is the most important factor influencing the real end consumption 
for wood products while the apparent consumption of softwood is not directly 
proportional with economic growth and construction activity (cf. Tikka 1997, 12; 
Hetemäki 1997, 16, 27-28). In other words, according to Alajoutsijärvi & Tikkanen 
(1999, 56) it can be argued that cyclicality in the sawmill industry has partly emerged out 
                                                           
16 Belgium, Denmark, Germany, Greece, Spain, France, Ireland, Italy, Luxembourg, the Netherlands, Austria, 

Portugal, Finland, Sweden, and the United Kingdom. 
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of actors’ behaviours and behavioural patterns within the supply and distribution chains 
as well as having been partly influenced by real end consumption especially in the 
construction industry, representing the most important target industry for sawn goods.  

Many scenarios and forecasts estimating the consumption of softwood use GDP data 
because it is evident that the end consumption of softwood is related to the GDP to some 
extent. For instance, FAO’s basic scenarios of the consumption of softwood are based on 
GDP growth e.g., FAO forecasted that world consumption of softwood would increase by 
0.9 percent annually between 1994 and 2010. However, it should be noted that the growth 
of the GDP affects e.g. the consumption of paper products more than the consumption of 
softwood. In other words, the consumption of paper products is more highly correlated to 
GDP growth than the consumption of softwood products (cf. Tikka 1997; Hetemäki 
1997). 

It is also evident that the apparent consumption of softwood fluctuates more than the 
GDP (cf. Hetemäki 1997, 22). The correlation matrix in Appendix 1 underpins the idea 
that the apparent consumption of softwood is not directly related to the yearly 
fluctuations of GDP. In spite of this, the trends of economic growth and apparent 
consumption may be parallel. Thus, there is an obvious need to include other, less 
aggregate variables than the GDP when forecasting future consumption and cyclicality in 
the sawmill industry. There are many factors that may influence the real end consumption 
for sawn goods, for instance ups and downs in construction and renovation activity, the 
development of substitute materials such as plastics and metals, and changes in consumer 
behaviour in furnishing (Tikka 1997, 12). In addition, force majeure type events like 
storms, heavy rains, political unrest and war occasionally occur; which may also 
influence market demand. Thus, a myriad of factors may affect the real end consumption 
and demand for Finnish softwood in the key target countries and industries. 

Throughout the study period Europe has maintained its position as the main market 
area for Finnish softwood. However, the proportion of EU countries has somewhat 
diminished because of the growth of their own sawn goods production and the emergence 
of new export countries e.g. especially, in Central and Eastern Europe during the 1990s. 
Countries outside Europe have recently become more important target countries for the 
Finnish softwood exports. This is partly due to the fact that since the beginning of the 
1990s, softwood supply has exceeded demand in most European target countries. Thus 
African, Near Eastern and Far Eastern countries increased their importance from a Nordic 
point of view. At the end of the 1990s, the United States also increased its importance as a 
target country. All in all, in the 1990s Finnish softwood exporters faced increased 
pressures to extend their portfolio of target countries beyond the traditional European 
alternatives. (Aravuo 2002.) 

On the other hand, due to closeness and familiarity, one should expect high export 
volumes for the Finnish softwood industry (see Figure 23) during peaks in European 
demand. Swedish export volumes are also described in Figure 23 because later on the 
effects the changes of the Swedish currency exchange rate have had on the Finnish 
sawmills and how the Finnish government has tried to improve the difficult economic 
circumstances are discussed. 

The correlation between the annual changes in the Finnish export volumes and the 
annual changes in the European apparent consumption is shown in Table 1 in Appendix 1. 
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It is somewhat astonishing that the changes in the Finnish export volumes do not follow 
the changes in the apparent European consumption. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 23.  Softwood export volumes of the Finnish and Swedish sawmill industries (Source: 
FAO, Database) 

There are a number of explanations for the described developments in export demand: (1) 
the economic situation on various markets, (2) competition with substitute materials, (3) 
variations in the construction sector of the importing countries, (4) the shortening of 
distribution chains in the latter half of the decade, (5) price speculation, (6) exchange 
rates, (7) the mills’ increased knowledge of economic development and customers needs, 
and so on. To deal with fluctuations in demand for softwood timber, the sawmills have to 
take economic developments in Europe, Northern America, the Far East and transitional 
economies (e.g. China and the countries of Eastern Europe) into account. In addition, 
substitute materials may also partly influence the cyclicality of demand for softwood 
timber and its value-adding by-products. The main end-user markets for softwood pro-
ducts are the markets for building and housing construction. Here, demand development 
depends greatly on trends in building new buildings and repairing old ones. Historically, 
in most European countries, the construction sector accounts for some 60-70% of total 
softwood consumption (Pajakkala, Perälä & Grönfors 2001, SIND 1981). Nowadays, the 
proportion of repairs to the total volume of turnover in the construction sector is rather 
large, e.g. 40% in the United Kingdom. The need for repairs is increasing and continuous 
(Pajakkala et al. 2001). However, today, at least in certain markets (e.g. Denmark), other 
end use markets than the construction sector are more important. 

There are also campaigns, e.g. in the UK, to increase softwood use and to get various 
actors to use softwood in new end-user applications. In five European countries 
(Germany, the United Kingdom, France, the Netherlands and Poland), before 2010, the 
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wood processing industry may need to supply an additional 20 million cubic meters than 
in 1998 due to these new applications. This increase of 20 million cubic meters is 
expected to be achieved in addition to the expected incremental increases in production 
volume due to construction sector developments. In the aforementioned five countries, 
consumption of softwood timber for construction was about 32 million cubic meters in 
1998 (Pajakkala et al. 2001). 

When apparent consumption figures for Europe are compared to Finnish export 
figures it should be noted that other European countries increased their production 
capacity more than Finland, especially in the 1990s. Despite favourable demand 
conditions, this may in fact have decreased the possibilities for exporting Finnish 
softwood to key European markets. Figure 24 describes the annual changes of export 
volumes17 in Finnish and Swedish softwood between 1971 and 2000. After a critical 
period faced in the mid-1970s, the era of the global oil crisis, the revival of the Finnish 
industry began. The figure depicts the similarity of the ups and downs in both Nordic 
countries. Obviously, some evaluations concerning the adopted currency politics, i.e. 
devaluations can also be drawn by examining the graph below.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 24. Annual fluctuation of Finnish and Swedish softwood export volumes (Source: FAO, 
Database) 

In the past decades, devaluation of the Finnish currency has been a common way to 
increase price competitiveness and export demand. Consequently, revaluations decreased 
the competitive advantage. For instance, there were slight revaluations18 in autumn 1979, 

                                                           
17 The quantity at a given time is compared to the quantity of the previous year. 
18 See www.cc.jyu.fi/∼jajape/thi/vi2.htm. J. Väisänen: Suomen taloushistoria toisen maailmansodan jälkeen. 
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in spring 1980, in spring 1984 and in spring 1989 that may have affected Finnish export 
numbers (cf. figures 23 and 24). Hänninen (1996) has examined the changes in exchange 
rates of the Finnish mark, relative prices and the import share of Finnish sawn goods in 
the British market.  According to her most of the changes in the exchange rate of the 
Finnish mark has eventually been reflected in sawn goods prices in pounds in Great 
Britain, 1978-1994. In addition to devaluations of special decisions, there were four 
longer phases when the Finnish mark increased or decreased. In 1978-80, the Finnish 
mark declined in relation to the pound and the average price of Finnish sawn timber in 
relation to the most important competitors decreased. In 1981-90, the Finnish mark 
strengthened on average 22%, and the Finnish price in relation to competitors increased. 
In 1990-93, due to the devaluations in 1991 and 1992 the exchange rate of the Finnish 
mark declined about 26%, and the Finnish prices compared to competing countries again 
declined. The exchange rate of the Finnish mark strengthened again from the end of 1993 
to the beginning of 1996 about 22%. The above phases can also be distinguished in the 
development of the import share of sawn goods in Great Britain. Today, when Finland is 
part of the Economic and Monetary Union (EMU) devaluations are no longer possible. 
Evidently, this means that in recession periods the prices of production factors have to be 
more flexible than before. 

Finland and Sweden have always competed fiercely in the European softwood markets 
(see the correlation matrix in Appendix 1). When Sweden carried out two major 
devaluations in 1981 and 1982, it clearly decreased the competitiveness of Finnish 
softwood exporters. The devaluation of the Finnish currency in autumn 1991 and the 
resulting price competitiveness of Finnish sawmills was one factor that evidently helped 
to increase export volumes. In autumn 1992, both Finland and Sweden floated their 
currencies i.e. the currencies were devaluated. The devaluations as well as the lower 
exchange rates compared to other currencies were one factor that helped increase export 
volume. However, there are also other explanatory variables to the success of sawn goods 
exports. For instance, in the beginning of the 1990s, perhaps the most powerful factor 
explaining the increase of export volumes was that at that time, Canada and Russia 
dramatically decreased their exports to Western Europe (Toppinen & Hänninen 2000, 50-
51; Ristimäki 1993, 8; Ristimäki 1992). 

A sales manager of a larger sawmill company characterised the other factors in 
addition to devaluations in unsure market conditions in the beginning of the 1990s as 
follows: 

“In addition, in 1991, raw material costs declined and rationalisation was carried 
out across the whole industry. Thus, Finnish exporters could increase their market 
share using very ‘reasonable’ prices. Autumn 1992 is an example of an unsure 
market situation. At this time, there were only short-term agreements between the 
Finnish sawmills and their customers, and during autumn 1992 the market price 
for the same grade could fluctuate up to 20 percent – even within a single country.” 

The end-use targets may affect cyclicality. In some cases, increasing construction 
activities may influence the demand for furniture, which in turn may influence the need 
for packaging and transport materials (Aravuo 1998). Sawmills have experienced that a 
large portion of their better grades of sawn goods is used for more demanding uses than 
construction materials. These uses might smooth the business cycles. 
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5.2.2  Customers’ game-playing with orders 

One paradox related to cyclicality in the sawn goods business is that the actors in the 
distribution chain often take advantage of cyclicality. Alajoutsijärvi et al. (2002, 30) call 
this kind of behaviour “game-playing”. By playing the game, the players learn their own 
specific roles in the game. They then stubbornly try to stick to those roles to achieve e.g. 
better organisational status and/or economic reward. Some interviews of the sawn goods 
experts lead us to believe that, generally, the present system of the sawn goods trade does 
not favour long-term partnership thinking. It is understandable that short-term profit-
seeking may be preferred to the costly, time-consuming creation and often more or less 
uncertain long-term business relationships. 

The following opinions characterise the prevailing circumstances: 

“If I do not take the advantage of the market opportunity but sell cheaper 
appealing to maintaining or establishing a good business relationship. I’ll soon 
become a former salesman.” (sales manager)  

“There seems to be lack of partnership thinking…” (sales manager) 

“In many cases statements about knowing the needs of customers are semi-    
political allegations on the part of both buyers and sellers.” (director) 

“It may take 3-5 years to forge a long-term relationship.” (sales manager)  

Because of the short time horizon, the seller needs to achieve the last possible price 
increments at the end of a boom period. Later, and probably consequently, in the period 
of the lowest prices, the buyer needs to get the biggest discounts (cf. Alajoutsijärvi et al. 
1998). 

One goal of the customer is to achieve and maintain a targeted stock level. In this 
respect, one potential threat for the merchant or industrial customer is that when his stock 
is below the safety limit. If this happens, customer relationships could be lost. On the 
other hand, merchants also want to keep their stock levels as low as possible because of 
opportunity costs of tying capital to inventory. Thus merchants are always balancing 
between the lowest possible inventory level and softwood availability. However, their 
orders do not change immediately after they have identified a gap between their actual 
stock and the targeted level. Instead it takes a certain time for merchants to increase or 
decrease their order rate to sawmills due to the following reasons (cf. Alajoutsijärvi & 
Tikkanen 1999): 

− Random variations in consumption may not even out; therefore they need to take time 
to determine whether the variation is random or cyclical. 

− Long-term contracts with producers restrict them from making spur-of-the-moment 
changes. 

− The average order price for a smooth flow of orders is lower than the price of 
additional orders and/or cancellations. 
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− There is an average adjustment time that also includes the average delivery time for 
shipments. Thus, the compensating actions - either increasing or decreasing orders - 
are always delayed in practice.  

− The customers also need to compensate for variations in lead-time (i.e. delivery 
delay). When lead time increases, they need to order more because the increased lead-
time will lower their inventory level further. Conversely, when the lead-time 
decreases, their inventory level increases. As a result, they compensate by ordering 
less.  

5.2.3  Fluctuating rates of production 

Another concrete cyclicality-related managerial problem in the sawmill industry is the 
fluctuating rate of production (cf. Alajoutsijärvi et al. 2002, 31). Total production of 
softwood is a key factor that strongly affects price development. An excess supply 
situation and the resulting comparatively large inventories lead to lower prices. 
Production rates and capacity increments are corresponding indicators through which 
producers can aim at controlling the balance of supply and demand. 

Figure 25 illustrates how the production of the European Union (i.e. EUR-15)19 
fluctuated from 1971 to 2000. As the figure shows the latest production trend may be 
termed a steady growth period. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 25.  Sawn wood production in the current European Union member states from 1971 to 
2000 (Source: FAO, Database) 

                                                           
19 Belgium, Denmark, Germany, Greece, Spain, France, Ireland, Italy, Luxembourg, Netherlands, Austria, 
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However, in order to compare the development of production in other EU countries with 
the Finnish one, it is appropriate to analyse the data concerning the longer-standing EU 
member states (EUR-12, which does not include Finland, Sweden and Austria)20. Figure 
26 illustrates developments in sawn goods production in the earlier twelve EU member 
states and Finland, respectively. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 26. Sawn wood production in the EU (EUR-12), and in Finland (Source: FAO, Database) 

As illustrated (Figure 26), between 1980 and 2000 the production of the EUR-12 
countries increased by more than 40%. Moreover, there was a strong capacity increase 
from 1986 to 1990. The total growth was over 5 million cubic metres. During the same 
period, the production of Finnish sawmills declined from the already modest level of the 
mid-80s.  In 1990, there were heavy storms in Central Europe. Because of those 
exceptional weather conditions, softwood production in the EUR-12 countries increased 
to some extent. The fall of production in 1992 and 1993 after the period of rapid growth 
may have been caused by low economic growth in Central Europe, which in turn lowered 
the demand for softwood (cf. Metsäteollisuuden vuosikirja 1991 and 1993). However, it 
should be noted that during the last few years softwood production has grown fast in the 
EUR-12 countries. 

At a first glance, Figure 26 above seems to show that total production of the EU (EUR 
12) countries have undergone bigger fluctuations than the Finnish one. However, the 
situation is not so simple: when the relative values of production are compared with each 
other, Finnish production has the biggest fluctuations (Figure 27). Moreover, it is notable 
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that the values of the curves correlate strongly with each other (see Table 1 in Appendix 
1).  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 27.  The relative values of sawn goods productions in EUR-12 countries and Finland 
(Source: FAO, database)  

Figure 28 below, where the annual relative changes in production are compared with the 
previous years in percentages, verifies that the biggest fluctuations in relative values have 
really been in Finland. The production of Finnish sawmills has clearly fluctuated more 
than the volumes of the other EU-12 countries. In addition to the curves below it can be 
expressed that our biggest competitor, Sweden, seems, according to statistics, to have 
experienced much smoother fluctuations in production than our own industry.   
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Fig. 28. Annual relative changes of production in Finland and EUR-12 countries from 1971 to 
2000 (Source: FAO, Database) 

In the late 1970s, the Finnish softwood industry moved rapidly upward from the difficult 
years of depression during the oil crisis. In the beginning of the 1980s, total Finnish 
softwood production was roughly ten million cubic meters. However, it soon decreased 
considerably because of the demise of many Finnish sawmills in the 1980s. 
Consequently, the years after the recession in the beginning of the 1990s have been years 
of strong growth thanks to rationalisation as well as the creation of larger and more 
efficient production units (Rasimus 1996). 

According to Uotila (1994, 25-26) the 1980s was a very testing time for the Finnish 
sawmill industry. Over 100 sawmills were closed between the years 1980 and 1988. The 
ownership of the sawmills experienced heavy restructuring. In 1979, the five biggest 
enterprises produced about 30% of the total production but in 1989 this had reached 60%. 
At the same time, the capacity of the whole industry declined by approximately 25% and 
the average size of sawmills grew remarkably. The structural change was very rapid. The 
reasons for this phenomenon among other things were the fear of future shortages of raw 
material and the Swedish devaluations. 

Due to structural changes, many of the biggest Finnish sawmills now belong to the 
large integrated forest industry corporations, in which paper mills and papermaking 
strongly dominates the prevailing managerial logic of the companies (Alajoutsijärvi & 
Tikkanen 1999, 10, 69-90). 

Table 1 in Appendix 1 reveals the strong correlation between the annual changes in 
production and apparent demand. In the short-term, sawmillers seem to react to 
fluctuations in demand by changing their rates of production (including capacity 

-40

-30

-20

-10

0

10

20

30
19

71

19
74

19
77

19
80

19
83

19
86

19
89

19
92

19
95

19
98

years

%

Eu-12, annual
change (%)
Finland, annual
change (%)



 139

investments). In the 1990s, the Finnish production rate varied between 58 and 96 per 
cent. Figure 29 illustrates the development of the production rate in Finland from 1980 to 
1999. Cyclicality is especially visible in the strong fluctuations that occur in the total 
production of sawmills. Compared, for example, to the pulp and paper industries, it is 
much easier and less costly to adjust the production rate in the sawmill industry due to the 
technological characteristics of the production process. 

Fig. 29. The production rate of Finnish industrial sawmills from 1980 to 1999 (Source: 
Finnish Statistical Yearbook of Forestry, 2000)  

A high production rate can be identified as a significant contributor to profitability. In the 
1990s, there were a couple of years with good net profit ratios21 in the Finnish sawmill 
industry, namely 1994 and 1997 (Finnish Statistical Yearbook of Forestry 2000, 265). 
However, a high production rate does not automatically guarantee the profitability of an 
individual mill. 

It is also interesting to compare curves of the Finnish production, export volumes, and 
the average export unit prices with each other (Figure 30). 

                                                           
21 Net profit = Turnover – operational costs – net financing costs – depreciation. 
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Fig. 30. The annual relative changes of Finnish sawn wood production, export volumes and 
average unit prices (Source: FAO, Database) 

It is natural that the changes of export and production volumes resemble each other. 
Worth noting also are the rapid changes in price. It is possible that the demand of the 
domestic market may moderate the fluctuation of export markets. Moreover, it is natural 
that the peaks of apparent consumption on the main market reflect in the production of 
the Finnish sawmill industry (Figure 31).  
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Fig. 31. The annual changes in Finnish production and the annual changes of apparent 
consumption in its key market (Source: FAO, Database) 

The figure above highlights the attitude in the battle of market shares when demand is 
high:  

“If we don’t produce more in a good demand situation somebody else does.”   
(sales manager) 

It seems according to statistics that for different reasons there is an over-supply situation 
in our main markets but apart from this the capacity and production have continuously 
increased during the last decade. 

5.2.4  Heavily fluctuating prices 

Price fluctuations are perhaps the most visible and concrete symptom of the problem 
analysed in this study (cf. Alajoutsijärvi et al. 2002, 36). In Figure 32, the average export 
unit prices of Finnish softwood are illustrated from the beginning of the 1980s to the 
summer of 1999. The price dynamics of the two groups of Nordic softwood species, 
redwood and whitewood, resembles each other on key European markets. On the basis of 
the interviews it is known that prices for lower graded redwood fluctuate more than the 
better-graded prices, and also that prices of whitewood may vary more than prices for the 
better grades of redwood. An explanation for this may be that whitewood is used for 
“cheaper” targets and is easily replaceable by other materials. 
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The prices used in the statistics are average monthly prices (Official Statistics of 
Finland 1980-1999, Tullihallitus 2001). It is worth noting that the prices before April 
1985 are not comparable to other prices later on because in the beginning of the 1980s the 
Finnish custom statistics included only the grades I-V. That might be one reason why the 
first parts of the curves seem to behave more calmly than the rest of them. On the other 
hand, it may be that price development has become more unpredictable. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 32. Development of the monthly average export unit prices of Finnish softwood from 
January, 1980 to June, 1999 (Source: Official Statistics of Finland I, Tullihallitus, 2001) 

Fluctuations in export play a major role in cyclicality, as the lion’s share of Finnish 
production is exported. The export volumes have constituted about 2/3 of the total sales 
of the Finnish sawmills22. According to statistics23, cyclicality of the average Finnish 
export unit prices for softwood in general seems to have changed. In the 1990s, the length 
of an individual cycle seems to have decreased compared to previous decades. During the 
1970s and the 1980s, the length of the cycle was longer, and the average impact of 
fluctuations in export prices lasted between 3-4 years (cf. Uusivuori 1994). The steepness 
of price fluctuations has also increased, and it seems to take more time for the prices to 
increase than to decrease. In the beginning of the 1990s, the average monthly prices were 
very unstable, and ups and downs happened very fast. In regard to the developments of 
the recent years a sales manager argued that the movements of prices are even more 
difficult to estimate than before. 

It is a well-known fact that Finnish and Swedish sawmill industries are fierce rivals in 
export markets. The correlation matrix in Appendix 1 underpins this assumption as the 

                                                           
22 Faostat, Forestry Database, http://www.fao.org, 28.4.2004. 
23 Official Statistics of Finland I, Tullihallitus (2001). 
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average Finnish export prices correlate strongly with the Swedish prices (p = .85, p < 
0.01). Finland and Sweden sell practically the same kinds of sawn goods and have the 
same target markets. The typical way of management thinking in the Nordic sawmill 
industry seems to be that if you do not immediately follow general price developments by 
adapting your price for your key customers, you will soon not be able to sell any goods at 
all and have large inventories. (cf. Alajoutsijärvi et al. 2005.; Alajoutsijärvi et al. 2002.)  

It can be argued that the Finnish industry has considered devaluations as an easy-fix 
for downturns. According to various articles in newspapers the common belief among 
sawmillers seemed to be that without devaluations the Finnish sawmill companies were 
doomed to the ever-lasting recession with no hope of a decent recovery. The Finnish 
sawmill industry has frequently argued that its severest competitor, the Swedish sawmill 
industry, has continuously benefited from the lower exchange rates of their currency, 
though the devaluation of currency was also often used in Finland. It has also been 
argued that this may have created difficulties, especially during those phases of business 
cycles when demand has been low. For example, in the beginning of the 90s, many 
devaluations were executed in Finland. In fact, Sweden did the same. However, between 
the autumn of 1991 and the spring of 1993, the value of the Swedish crown increased 
compared to the Finnish mark. In addition, there was a real positive peak in the Finnish 
currency exchange rate for the industry in autumn 1992 because in September 1992 the 
Finnish mark was floating. However, obviously the devaluations can be argued in general 
to have helped the Finnish industry to arise from the deep recession. 

The actions of the strongest competitor affect the efficiency of the solutions aimed at 
recovery used. The Swedish crown was floated in November 1992. This meant that 
Finnish unit prices went up when Swedish unit prices were at their lowest point. Thus, the 
Finnish sawmills did not benefit long-term from the devaluation but, evidently, it helped 
them from the deepest recession. Finnish sawmills succeeded in conquering Western 
European markets with cheap prices, but the Swedes succeeded even better. The index 
values calculated from the nominal values of the Finnish mark and Swedish crown prove 
the statement expressed in the beginning that the Finnish sawmill industry has not gained 
the same type of competitive advantage from currency exchanges as its severest 
competitor (Faostat, Forestry Database). However, a lot of other factors both from the 
demand and supply sides affect the possibilities to create smoother business cycles. In 
addition, the value of the Finnish mark compared to ECU became stable very close to its 
former value (Metsäteollisuuden vuosikirja 1992). 

The cyclical pattern of export prices can be analysed through annual deviations 
(Figure 33). The oil crises on the 1970s and the deep recession in the beginning of the 
1990s are the main circumstances characterising the price movements. 
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Fig. 33. Annual changes of the average export unit price of the Finnish sawn wood from 1971 
to 2000 (Source: FAOSTAT, Forestry Database) 

For sawmillers, another significant problem has been the poor correlation between market 
prices of sawn goods on the one hand and raw material prices faced on the other. The 
average unit prices of sawn goods seem to go in cycles that differ considerably from 
those of round timber (Finnish Statistical Yearbook of Forestry 2000, 164-165). In the 
1990s, there were periods when raw material prices continued to increase although export 
prices began to decrease (Aravuo 2004, 34-35). The delays involved lasted several 
months. The possibility of synchronising raw material prices and the prices of the mills’ 
products through more open relationships to forest owners are discussed in Chapter 6.2.2.  

Finnish procurement differs from the most of other countries because of the large 
number forest owners. Sawmillers’ agreements with roundwood sellers have an important 
task to secure the undisturbed raw material supply of the industry. In Finland “stumpage 
supply” (i.e. sales of standing trees) agreements are the most important way of 
completing roundwood transactions, and logging by forest owners is constantly declining. 
The aim of the Finns is to control the whole chain starting from the forest. Central 
associations have an important role in affecting the opinions in the raw material trade for 
forest owners as well as for the sawmill companies. In other countries, much more of the 
forests are under public and company ownership, which may make it easier to handle 
various arrangements in regard to management of cyclicality.  
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5.2.5  Fluctuating inventory levels 

Fluctuating inventory levels are commonly connected with the structures of supply chains 
and their actors’ behaviours affecting cyclicality (cf. Alajoutsijärvi et al. 2002, 39-43).  In 
supply chains, there are a number of fluctuating stocks: in the forests and at the mills 
themselves, the value-adding manufacturers, the timber merchants and the end users.  The 
stocks belonging to the chain, from the forest to the customer, are depicted below in 
Figure 34. 

Fig. 34. Stocks in the supply chain of the Finnish sawmill industry 

Stock levels vary at all these levels in the supply chain. These variations depend on the 
assessments of individual actors in the chain.  

In the forest, there are at least two kinds of wood stocks: stocks of standing trees and 
stocks of cut logs. According to Toppinen (2000) and (Kuuluvainen, Ollonqvist & 
Toppinen 1996), Finland differs from other European countries due to its level of 
stumpage supply (includes saw logs and pulpwood).  Sales of standing trees have 
increased in Finland. In the 1980s, they comprised around 70 % of total sales. However, 
in 2000, sales of standing trees accounted for more than 80 % of total sales.  

By the end of June 2000, the Finnish stocks of cut timber were 8.3 million cubic 
metres. Compared to the developments of the 1990’s, this level is nowadays regarded as 
normal in Finland. At the same time, the stocks of pulpwood amounted to nearly 70% of 
aforementioned quantity (Toppinen 2000). 

At the sawmills there may also be at least two kind of stocks: stocks of round timber, 
which were briefly discussed in the previous lines, and stocks of sawn goods. Both of 
these stocks should be a reflection of incoming orders. However, in practice this does not 
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occur; thus mill stocks have a tendency to increase when order stocks start to slide down, 
since sawmillers are typically unwilling to react quickly enough to the decrease in 
incoming orders. The result is that production is “artificially” kept at a high level. Stocks 
of the lower grades especially tend to increase. 

Many of the informants have argued that the Nordic softwood industry has not 
succeeded very well in reducing its mill stocks. However, we believe that Finnish 
sawmillers have coped better with this problem than their Swedish competitors. This can 
also be seen in the variation of the Swedish stock levels. One factor influencing this 
national difference may be the closer links between the Swedish sawmills and their 
downstream partners. As a consequence, merchants have probably been able to transfer 
their inventory problems to the sawmills, for example, by demanding shorter lead times. 
In competition, sawmillers have probably accepted these demands in order to serve their 
customers better. It should be noted that in the 1990s Nordic softwood inventories did not 
increase in spite of growing production volumes. Due to long distances to key markets, 
large sawmill stocks have been needed in order to serve customers with acceptable lead-
times. 

Further downward in the distribution chain, there are also inventories of softwood 
timber. The merchants’ role in the supply chain is to serve the customers that cannot be 
served directly by a mill. European merchants’ stocks may still fluctuate remarkably or 
stay rather steady. 

Price and lead-time are key factors influencing merchants’ behaviour. Most 
importantly, merchants carry stocks in order to secure the availability of sawn goods to 
their own customers. The target levels of stocks depend on lead-time, i.e. delivery delays. 
Throughout the distribution chain, the flow of information is more or less delayed. In 
addition to information delays, actions in the changing market situations take their own 
time. Some merchants may also speculate on price and try to make profit by stocking and 
de-stocking.  

Sawmillers often claim that intermediaries try to deplete their own stocks. This may 
be true, at least when they expect that economic growth will decline. Sawmillers also 
claim that intermediaries tend to carry quite large stocks when they expect prices and 
demand to increase.  Furthermore, sawmillers claim that in many cases the speculative 
behaviour of intermediaries is unintentional. However, in any case, speculative behaviour 
in the downstream distribution chain causes fluctuation in the sawmills’ stock. 

For the value-adding producers it is important that the prices of their raw materials do 
not fluctuate heavily, as unexpected price rises make the long-term planning of their 
business very difficult. In general, unstable price levels for raw materials tend to increase 
stocks during periods marked by low prices and decrease stocks during high price 
periods. In order to ensure sufficient sawn wood of the right dimensions and right grade, 
every value-adding manufacturer must maintain some kind of “security stock”. However, 
rational production and profitability are good reasons for value-adding producers to 
decrease their own inventories. Modern information technology also provides good 
opportunities for this, including controlling and ordering systems as well as marketing 
and production planning technology. However, so far, these information systems have not 
been used very much. 

At the downstream end of the chain there are end-users such as planing mills, joinery 
manufactures, wooden house manufactures, manufactures making roof trusses, building 
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contractors and companies in the furniture industry. There are also DIY merchants and 
DIY markets. Due to a lack of statistics it is difficult to discuss the fluctuations in detail.  
However, it is believed that the closer to the consumption end of a chain firms operate, 
the less their prices and stocks swing. 

5.2.6  Fluctuating order stocks 

Many of the informants suggest that in typical management thinking in the sawmill 
industry order stock is an important market parameter (cf. Alajoutsijärvi et al. 2002). It 
signals whether market power is on the supplier’s or on the buyer’s side. Moreover, the 
order stock of different actors in the distribution chain (see Figure 34) acts as 
information, signalling future demand to producers. 

It is also important to understand managers’ perceptions of existing stock levels at 
different stages of the supply chain. At every stage there may be poor correlation between 
order stock levels on one hand and actual stock levels on the other. This is due to the 
current meagre informational links and large information delays between suppliers and 
buyers. Additionally, there may be game playing across the entire supply chain, which 
results in delayed, biased and filtered information about existing stock levels.  

In practice, the actual stock of sawn goods at the sawmill is relative to the phase of 
cycle. For instance, the sawmill may have a number of agreements but the products 
remain in the yard because the buyers put off the shipments. In other words, the demand 
and the perceptions of the economic development have worsened, causing delays. 
However, forecasting future demand would require exact information from order stocks. 

Actually, in the sawmill business there are no official order stock statistics, as there are 
in the pulp and paper industry. This makes it hard to assess the general critical turning 
points when the power balance is turning to either the supplier’s or the buyer’s side. 

5.3  Symptom-alleviating solutions to cyclicality 

In the previous sections a number of typical problem symptoms regularly faced by 
sawmillers were discussed. In this chapter typical solutions of the problems that is to say 
symptom-alleviating solutions, are discussed (cf. Alajoutsijärvi et al. (2002, 44-50). 
These solutions are separated into two sub-issues. One concerns everyday responses to 
the market, here termed market-oriented and production-oriented responses. The other 
sub-issue concerns more long-sighted responses, namely investment decisions.   

5.3.1  Market- and production-oriented responses to cyclical changes 

Generally speaking, apart from engaging in other industrial business, sawmillers respond 
to the cyclical change they face with two response modes. One is market-oriented 
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response. Due to perceived signals from the market, sawmillers try to change their 
offerings, for instance with respect to prices or products. 

Another kind of response when facing cyclical changes is internal and mostly 
undertaken by actors involved in production. It is called production-oriented response. 
Salespeople may send signals to production employees, and the latter may recognise 
them. However, production employees are guided more by other, well-developed 
incentive traditions. For them the markets are more or less taken for granted. As the 
market “is there”, every cubic meter produced is regarded as income, and they believe 
that if they reduce the capacity or production level they will lose income. So they just “do 
their part of the job”.  For them, capacity utilisation is first priority, and the adaptation of 
the production rate (e.g. by changing the number of shifts) to the market situation is 
secondary. 

The following comment illustrates how “human nature” may affect the issues of 
cyclicality:  

“In big companies the marketers don’t say in time that they can’t sell all that is 
produced – this is human nature.  It’s also against human nature to slow down 
when orders are thinning out.” 

Perhaps managers do not really comprehend the prevailing situation, or perhaps they 
have such strict instructions that they see no other solution than to continue full speed 
ahead.  

Moreover, companies tend to increase their operation rate more quickly than they 
decrease it. Thus there is a poor correlation between the production (operating) rate and 
the order stock. It can often be the case that order stocks decline, and, at the same time, 
the production rate increases. The turning points of the order stock and the production 
rate might also lie months apart.  

According to the phases of business cycles, three different stages can be distinguished 
as changes or “waves” in stock fluctuations. The process of cyclical change becomes 
visible through changes in order stock, customer stock and mill stock levels. It seems to 
be normal that order stock decreases heavily during the year and is at its lowest in the 
beginning of autumn. If the economic situation is expected to worsen, this is reflected in 
the order stock, and the probable corresponding consequence is that prices will start to 
decline. This can be called the “first wave”. Consequently, customers (i.e. intermediaries 
or industrial customers) start to de-stock. Changes in customer stock levels form the 
“second wave” in the process, as customers’ de-stocking squeezes orders to producers. At 
the same time, producers are not willing to cut production fast enough. Therefore, a 
growing share of production may flow into mill stocks. Increases in mill stocks start the 
“third wave”. 

The managerial goal may be to achieve a desired order level allowing both a reason-
ably short delivery time and flexibility in production planning. Based on the actual order 
level, the production rate can be adjusted up or down. This adjustment could be done, for 
example, in the bust period. However, actual production is usually not adjusted to the real 
level of demand immediately, and there are more or less justifiable reasons for this: 

− As earlier discussed, there is a lack of use of information systems regarding real 
demand 
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− Production economies favour an even and high operation rate 
− For some reason internal information systems fail to work  
− For some reason production control employees do not favour a more flexible policy 
− Company management is mainly production-oriented 

5.3.2  Investment decisions 

Traditionally, investment policy in the forest industries has been relatively simple. When 
the price of products is high and the companies have abundant cash flow, they tend first 
to depose financial resources and then to invest them in production capacity. Investments 
have typically appeared in pulses where several companies make similar investments. 

In the sawmill industry investments seem to depend on the prevailing phase of the 
business cycle. Positive economic prospects encourage sawmillers to make investment 
decisions. The demand forecast is mainly generated on the basis of the development of 
apparent demand. If analysis is in favour of new capacity, project(s) are considered. 
However, the previously illustrated supply-demand balance is not enough to start a 
project. Sawn wood prices have to be sufficiently high as well, and in some cases this is 
the strongest influencing factor. 

In most cases, a high price level acts as a trigger for investments, and at this time the 
supply-demand balance is also favourable for investments. Typically, when the price is 
high enough, companies announce their plans approximately at the same time, and 
consequently capacity investments appear in pulses. It is likely that these investments 
will continue to appear in pulses in the future. However, it should be mentioned that 
many small and medium-sized sawmills have succeeded in timing their investments 
during the down loop of the cycle. 

In Finland, investments have mainly concentrated on the development of existing 
sawmills. According to Aravuo (1998) productivity in Finnish sawmills improved 
remarkably in the 1980s. From 1990 to 2000, for instance, the increase of capacity in 
Finnish sawmills was actually due to the modernisation of old sawmills. Many of the 
ineffective and old smaller sawmills had to stop production. Investments have mainly 
concerned new facilities for sawing, kilning drying, transporting, bracketing, etc. These 
kinds of investments may result in a markedly higher capacity.  Actually, the production 
trend has increased from one decade to another. This is easily forgotten, because the 
production has had quite strong drops and peaks on a yearly level (Uotila 1994).  

In the 1980s, a great number of Finnish sawmills closed. More than 100 industrial 
sawmills stopped running in Finland, and production capacity declined over four million 
cubic meters (Pöyhönen 1991). Production capacity did not reach the 1980 level (13 
million meters) again until 1997 (Aravuo 1998). Thus, while the 1980s were marked by a 
period of disinvestments in the Finnish sawmill industry, the 1990s were characterised by 
large investments in production facilities. Table 13 shows the development of capacity 
and production in the Finnish sawmill industry. 
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Table 13.  The capacity and production (mill. cbm) of the Finnish sawmill industry 

 1980 1991 1994 1997 1999 2000 
Capacity 13,0 8,5 11,0 13,0 14,5 15,0 
Production  10,2 5,9 9,5 10,6 12,7 13,2 
Source: Aravuo (2001) 

The following examples depicting investment development are taken from official 
Swedish statistical sources. The Swedish figures are used because of it proved difficult to 
get exact numbers from the Finnish sawmill industry to characterise the change from the 
perspective of this thesis. In addition to practical reasons the examples from Sweden 
seem appropriate because the nature of the sawmill industries can be argued to be similar 
in many respects. The Finnish and Swedish products are similar to each other and the 
countries have the same key market area. Ranta, Managing director of the Finnish 
sawmill association argued in an interview in winter 2000 that the same kind of 
development concerning numbers and capacity that had already happened in the Finnish 
sawmill industry took place some years later in Sweden. In other words, the number of 
Swedish sawmills has also declined. The process started in the 1990s, and it is still going 
on. In spite of the fact that the number of sawmills has declined, total sawn goods 
production capacity has increased (see Table 14). As stated above, the Finnish industry 
passed through the same kind of process but the strong decrease of sawmills started in the 
1980s.  

Table 14.  The number and capacity of Swedish sawmills 

 1980 1990 1999 2000 
(1) Number of sawmills (approx.) 2400 2500 2200 2000 
(2) Production per sawmill, cubic meters (approx.) 4500 5000 6600 7500 
(1)x(2) = Total production capacity, million cubic meters 10,8 12,5 14,5 15,0 
Source: Statistic Sweden. http://www.si.se/infosweden, 30th of August 2001 

It should also be noted that the ten largest Swedish companies account for 48% of total 
production of 15 million cubic meters, but that the table also includes the production of 
the smallest mills. Figure 35 sheds light on the development of capacity on one hand and 
on capacity utilisation (via own production) on the other. 
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Fig. 35. Development of production capacity in Swedish sawmills (Source: Statistic Sweden, 
http//www. si.se/ infosweden, 30th of August 2001) 

The situation in Finland resembles the Swedish example (cf. Chapter 5.1). According to 
Uotila (1994) paper and pulp mills have dominated the investment policy in integrated 
companies but they have also had a great affect on the independent sawmills through the 
raw material procurement and purchasing of by-products. 

Compared with investments in the pulp and paper industries, the investments of the 
sawmill industry have been rather modest (Finnish Statistical Yearbook of Forestry (2000, 
272). Accordingly, the fluctuations of investments measured in marks have been stronger 
in the pulp and paper industry than in the sawmill industry. For example, in the 1990s, 
pulp and paper producers invested more than 5 million FIM in improvements, yet in 
1993, they invested less than 3 million FIM. In contrast, during the last decade the 
investments of sawmill and other wood product industries in Finland have fluctuated 
around 0.7 million FIM. However, in 1989 and 1990 investments exceeded 1.3 million 
marks and in 1991 they were still over one million; during the three next years the 
investments only amounted to about a half million marks. Especially, during the recession 
the industry seems to be unwilling or unable to make investment decisions. 

However, when a business cycle has passed its peak, new investments are typically 
still under construction. For example, from 1989 to 1991 the Finnish mechanical wood 
processing industry invested more than average, although in 1991 there was already a 
recession in Finland and the economic situation was turning dismal in the OECD 
countries. Generally speaking, investments in Finland, concentrated on old sawmills. 
Totally new capacity has, in contrast, been built up in e.g. Eastern Europe. Today another 
additional focus is on additions to improve value-adding processes. New capacity 
investments are mainly based on the forecasted supply-demand balance. 

There is an over-capacity situation in the European markets.  The last time production 
was less than consumption was 1991. In fact, if we keep in mind the real end demand in 
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Europe (cf. ECE/FAO 2000; Aravuo 1998) in the 1990s, there was no room for new 
capacity at all. As one sawmill manager expressed it: “It is too easy to enter this 
business.”  This statement may be valid for the whole European continent. However, the 
situation may change if the sawmill industry as a whole succeeds in its objectives of 
increasing the use of wood products. 

5.4  Side effects caused by symptom-alleviating solutions 

The underlying problem of cyclicality may be difficult for individual managers to address 
by influencing other actors in the sawn good business and, therefore, they tend to “shift 
the burden” of their problems by using “symptom-alleviating solutions” (Senge 1990). 
These more or less short-term solutions are introduced below (cf. Alajoutsijärvi et al. 
2002, 50-55). 

5.4.1  Typical problems, symptoms and solutions 

As previously discussed, market demand, prices, sawmill production, physical stock 
levels, and order stock levels vary in the different phases of business cycles. Moreover, 
the phases of cyclicality can also be different at the various levels of distribution 
channels. 

Normally actors in the distribution chain regard cyclicality as something “natural” and 
respond accordingly with “natural” symptom-alleviating solutions. These include 
adjusting prices, production levels, stock levels, and so on. Some actors in the 
distribution chain may also try to take advantage of cyclicality by game-playing with 
orders. Typically this is true when actors time their orders. 

Figure 36 shows the principle of how export unit price and stock levels vary in a 
certain period of time. Generally speaking, prices are declining when the level of stocks 
is high.  
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Fig. 36. Interrelation between stocks and export unit prices. (cf. Alajoutsijärvi et al. 
2002, 51) 

High unit prices may be a reason to purchase less sawn wood, which, in turn, may lead to 
increases in producers’ stock levels. However, the main reason for purchasing less wood 
is probably buyers’ pessimistic expectations concerning price and consumption. 

5.4.2  Side effects of the symptom-alleviating solutions 

The “typical” behaviour and symptom-alleviating solutions of the sawmillers, has a 
potential to produce negative side effects for the softwood industry as a whole. These 
include a fundamental learning disability common to key managers in the industry, 
substitution, capacity pulses and the general unattractiveness of the industry as an 
investment target (cf. Alajoutsijärvi et al. 2002). 

In the softwood supply chain, the key managers’ ability to successfully learn the “rules 
of the game” has created a fundamental learning disability for the softwood industry as a 
whole as far as the smoothing of business cycles is concerned. It is paradoxical that the 
more successfully the managers take advantage of business cycles, the more cyclical their 
business actually becomes. In other words, the ability of successful managers to learn 
from direct experience – e.g. anticipating the turning points of business cycles - has led to 
a situation in which the entire industry tends to conform to the same opportunistic logic. 
Senge (1990) calls this phenomenon the “illusion of learning from direct experience”. In 
other words, managers have a “learning horizon”, a breadth of vision in time and space 
within which they assess their actions. When managerial actions have consequences 
beyond the learning horizon, it becomes difficult or even harmful to learn from direct 
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experience. Herein lies the core-learning dilemma that confronts organisations: We learn 
best from experience but we never directly experience the consequences of many of our 
most important decisions. 

There are similar explanations of market behaviour among actors in economic 
literature supported by the empirical data of this study. For instance, Samuelson (1998) 
argues that fluctuations are the product of two factors: “macro market inefficiency” and 
“micro efficiency”. First, on the upside, price bubbles always exist, if individuals have no 
incentives to eliminate macro market inefficiency. While we have made tremendous 
progress toward micro efficiency – making individual market transactions more efficient, 
little evidence can be found, either in economic history or in economic theory that macro 
market inefficiency is trending toward extinction. Therefore, individuals can make money 
by correcting any apparent mispricing of a particular asset, but one cannot make money 
by attempting to correct apparent macro inefficiencies on a general level. As a result, an 
individual will be rational in participating in a bubble, as he will make money from the 
bubble as long as it continues. Because prices are based on the “prudent ex ante 
expectations” of market participants, swings in market expansions can produce large and 
rapid swings in prices.  

Figure 37 depicts a time loop for structuring key events and actions during a business 
cycle (cf. Alajoutsijärvi et al. 2002, 55). The figure “vicious time loop for the softwood 
industry” can also be seen as a summary of typical behaviour within business 
relationships.  

As mentioned in the beginning, companies seem to have taken business cycles for 
granted, without truly pondering the possibilities of reducing the extent of the 
fluctuations and their negative effects within the industry. At best we may interpret 
fluctuations in price and demand as a zero-sum game between various players in the 
global softwood industry, producing negative long-term effects for the industry as a 
whole. However, at the end of the day, the zero-sum game only produces losers. 

The most significant negative effects of business cycles can be seen in the inconsistent 
use of capital-intensive production capacity, the threat of substitution by competing 
materials, and the resulting unreliable image, or expressed differently, unattractiveness of 
the industry from financiers’ and investors’ viewpoints.  

Pulses of new production capacity are also a typical side effect of cyclicality in the 
industry (Chapter 5.3.2). Because the industry is cyclical and the timing of investments is 
essential, investment decisions tend to occur simultaneously in competing companies. 
Typically, companies wait until the market has recovered enough to make their 
investments profitable. Thus, a lot of new capacity is added to markets within a short time 
frame. This, in turn, has further enhanced price fluctuations in the industry. During the 
various phases of the business cycle, another side effect of symptom-alleviating solutions 
is the unnecessary use of financial resources. During a bust period sawmillers are very 
flexible to their customers’ requirements. In spite of what the contract says about 
delivery, sawmillers typically accept the customer delaying their orders. Moreover, 
sawmillers may also accept the re-negotiation of contracts. In a period where it is harder 
to sell and receive income, this kind of behaviour worsens the financial situation of the 
sawmill. 
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Fig. 37. The vicious cycle of the sawmill industry – an actor perspective to cyclicality in the 
sawmill industry. (cf. Alajoutsijärvi et al. 2002, 55) 

5.5  Summary 

This section of the thesis has depicted the kind of cyclicality the Finnish sawmill industry 
has faced from 1970 to 2000 (Chapter 5.2), what the usual reactions to cyclical changes 
have been (Chapter 5.3), and the effects of these reactions (5.4). In other words, Chapter 
5.2 answers the first sub-question of this thesis as it depicts the economic fluctuations of 
three decades in terms of such economic indicators as demand, production, export prices 
and volumes and inventories. The other sub-question of this thesis, concerning the key 
structures and processes typically causing, enhancing and maintaining cyclicality in the 
industry, is approached through systems thinking in the latter sections of Chapter 5. By 
following the theoretical framework (Figure 19) and utilising systems thinking this study 
tries to give a holistic picture of cyclicality as a severe problem in the Finnish sawmill 
industry. 

This study agrees with the idea that real end consumption does not vary greatly, but 
argues that it is difficult to get accurate information because of the long supply chain with 
many intermediaries. Because no official statistics of the real end consumption exists, we 
have to be content with the so-called apparent consumption. It may significantly deviate 
from the real consumption purchased for end-use purposes because of actors’ 
opportunities to increase and decrease their stocks in the supply chain. However, even the 
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apparent consumption in the EU region, which is the main market area of our sawmill 
industry, seems to behave more smoothly than Finnish production and export volumes 
(Figure 38). In addition, export volumes seem to vary more than production volumes in 
spite of the annual values used.  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 38. Finnish production, export and apparent consumption in the European Union 
(Source: FAO, Database) 

During the study period, annual production of the Finnish sawmills varied between 4.9 
million cbm (1975) and 13.2 million cbm (2000). Economic circumstances and strong 
competition decreased the number of Finnish sawmills since the beginning of the 1980s 
and that is also shown in export volumes. The number of export sawmills diminished 
from 388 (1981) to 192 (1991), and consequently the yearly export volumes went from 
nearly 7 million cbm to slightly over 4 million cbm. Since the recession in the beginning 
of the 1990s, the trends of production and export volumes in Finland have increased, 
although the number of sawmills has decreased. For example, export volume increased 
from 4.2 million cbm (1990) to 8.4 million cbm (1999). However, in spite of the trends 
showing continuous growth, yearly production and export volumes have fluctuated 
considerably (see e.g. Figures 28, 30 and 31). An interesting detail is that values of 
Finnish production seem to fluctuate more than relative production values of the EU (12) 
countries and Sweden.   

Cyclicality is most obvious in price fluctuations (Figure 32). Fluctuation in monthly 
average export prices seems to have been especially strong in the 1990s. For instance, in 
August 1992, the average monthly export unit price of redwood increased by 20% and in 
October 1995 the price decreased by over 10%. Managers experienced more 
unpredictable price changes in the 1990s. Before joining the European Union, 
devaluation was an easy-fix way to improve the competitiveness of the Finnish industry. 
A special feature of cyclicality in the Finnish sawn wood industry is that fluctuations of 
logs and ready sawn wood differ considerably. The delay between the cycles of ready 
products and saw logs has usually been several months.   
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In addition, delays also occurred in the internal operations of sawmills. It is common 
that marketing personnel does not want to believe that the cycle has turned downwards. 
Salesmen may also believe that they are regarded as incompetent professionals if they 
immediately give warning when the first sales problems occur. People seem to hope that 
the situation will soon improve. Some production personnel seemed to believe that every 
cubic meter produced meant better performance. Slowing down seems to be a difficult 
thing to do. A decrease in production may mean unpleasant arrangements among 
personnel that make slowing down even more difficult.  

Delays occurred in realising investments, or realising them in the wrong phase of the 
business cycle. It seems it has been easier to make investment decisions concerning 
renewals during periods of general economic growth. Unfortunately, the renewals may 
sometimes not have been completed until the beginning of a bust.  

The usual way to respond to decreasing or increasing demand is by adjusting the 
production rate. In the beginning of the 1990s, the over-supply situation in Europe forced 
Finnish exporters to look more actively for other markets. New market areas among 
sawmillers are regarded as an opportunity to cope with cyclicality. In regard to cyclicality 
it is also worth noting that better grades for demanding end-use purposes seem to 
fluctuate less than lower grades.   

The sawmillers agreed that having the possibility to stock in various parts of the 
supply chain makes the softwood trade more cyclical. The general assumption among 
sawmillers suggests a strengthening of demand fluctuation towards the producers’ end of 
the distribution chain, but unfortunately no official statistics exist to verify this. However, 
the sawmill experts interviewed agreed that human behaviour, human misperceptions and 
information distortion, as discussed by Sterman (1989a and 1989b) and Lee et al. (1997a 
and 1997b), are appropriate bases from which to study cyclicality in the Finnish sawmill 
industry. Interviews gave support to the ideas that information delays and wrong 
economic expectations and in some cases opportunism may cause cyclicality in the 
Finnish sawmill industry. Actors in the supply chain seem to seek short-term profits and 
take advantage of cyclicality. 

Cyclicality is regarded as an inherent phenomenon in the industry among sawmillers 
and to cope with cyclicality managers have learned to rely on such means as adjusting 
prices and production and stock levels. These “easy-fixes” may offer successful solutions 
on some occasions, but in the end they make the sawn wood business even more cyclical. 
In other words, the whole industry tends to confirm the opportunistic logic because 
managers in the softwood business tend to anticipate the turning points of business cycles 
and to take advantage of them. The “do as your neighbour does” attitude also occurs in 
simultaneous investments throughout the whole industry. Senge (1990) has called this the 
“illusion of learning from direct experience”. It seems that a “zero-sum” game exists in 
the industry, which means a lack of partnership thinking. Strong cyclicality means 
uncertainty in the eyes of customers and financiers and that may be a severe problem for 
the future development of the industry. 

More attention should be paid to the fundamental problems underlying the everyday 
problems of cyclicality and their “easy fixes”. Empirical material in the previous chapters 
and prevailing literature advocate a continuation of the investigations into the structures 
and behavioural patterns of supply chains. More precisely, the fundamental problems 
behind the surface of cyclicality are related to supply chain structures and relationships 
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and processes related to them, as well as to the management components of the supply 
chain. Therefore, the next chapters focus on finding explanations for how to moderate or 
cope with cyclicality in terms of supply chain management. 

 



Part III – Supply chain management and cyclicality 





6 SCM and fundamental problems of cyclicality 

Elements of supply chain were argued to play major roles in supporting cyclicality in the 
Finnish sawmill industry in the previous chapter. The following lines will make the 
reader more familiar with supply chain related schemas. Consequently, the discussion 
enters more deeply into structures, relationships and behavioural management 
components of supply chain management (SCM) as problems underpinning industry-
specific cyclicality.  

6.1  Fundamental problems underpinning cyclicality  
in the sawmill industry 

Previous chapters described how sawmillers have solved their everyday problems (or 
problem symptoms) related to cyclicality with symptom-alleviating solutions. However, 
there are also real, fundamental problems behind the symptomatic problems that need 
attention (cf. Alajoutsijärvi et al. 2002, 56-70). The problems are linked with structures 
and behavioural regularities that systemically cause, enhance and uphold cyclicality. The 
interview material in this study is central in highlighting the actors’ and industry experts’ 
perceptions regarding the causes of cyclicality. Moreover, major changes and historical 
developments in these structures and regularities are emphasised. It should be noted, like 
many things in real life, there is no 100% clear distinction between the categories.  

As the preceding chapters have shown many fundamental reasons for cyclicality 
related to structures and relationships are more or less interwoven with supply chains (cf. 
Alajoutsijärvi et al. 2005; Alajoutsijärvi et al. 2002; Klint 1985). The supply chain of the 
sawmill industry is still quite long and involves several intermediaries. The long 
distribution structure is problematic and, especially, the non-transparency of the supply 
chain makes it difficult for the sawmiller to get real and accurate information from the 
end markets. Various delays in supply chain and management thinking appear. 
Furthermore, there is an extensive capacity to stock in the supply chain. Stocks and 
inventories are located at many points from the forest to end-users and inventories have 
tended to fluctuate heavily throughout business cycles. Behind this phenomenon is not 
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necessarily opportunism of the members of the supply chain but simply the blurred 
perception of future demand. However, it is evidently a fact that intermediaries may have 
different aims and objectives. In addition, there have been difficulties in matching round 
wood supply and goods distribution. It seems that raw material and ready sawn wood has 
different business cycles. It seems relationships between forest owners and sawmillers are 
not the best. Generally, the time horizon in business relationships is short. Furthermore, 
when the market is declining the typical trend in the industry seems to be that the contract 
period shortens. However, there are some sawmills that try hard to establish long-term 
business relationships. 

Historically, sawmills have not been able to synchronise their production with real end 
demand. Rigid production policies at the sawmills can be identified as a cause for deeper 
business cycles. It has been argued that in many cases, the Finnish sawmill industry is 
still quite production oriented. Internal problems do not seem to be so rare in factories. 
For instance, the personnel in the marketing and production sectors may still have quite 
different perspectives and attitudes regarding the best way of doing business. 

Behavioural regularities and management thinking adopted in the industry have 
impacts on cyclicality (cf. Alajoutsijärvi et al. 2002; Alajoutsijärvi et al. 2005). 
Management thinking related to investments, industry consolidation and various levels of 
integration, and power struggles as behavioural factors affect structures, the whole social 
system and furthermore the possibilities of managing cyclicality. Sawmill equipments 
and facilities need repairs and renovation now and then. The aim of efficiency and 
productivity usually means bigger sawmills. Furthermore, new facilities may have been 
established in the name of better employment opportunities. This increase in capacity is a 
severe problem. The over-supply situation in Europe, the key market of the Finnish 
sawmill industry, makes the problem even more difficult. Furthermore, investments may 
not have been realised in the best possible time in regard to cyclicality. The recent boom 
of acquisitions and mergers may contribute to more consistent policy in order to establish 
more stable trade conditions. 

The short managerial time horizon may have lead to a zero-sum game circumstance, in 
which a gain on one side means a loss for the other. This type of thinking has often 
resulted in power struggles between buyers and sellers, adding further momentum to the 
cyclical nature of the business. The cooperation of various participants needs more a win-
win style of thinking.  

This study emphasises the perspective from which cyclicality is no longer seen as just 
a macro phenomenon but in which individual firms and managers also have some 
influence on the stability of the business. It can be argued that the prevailing business 
logic of the relationships forms the most powerful explanatory factor regarding the 
existence of strong business cycles (cf. Alajoutsijärvi et al. 2002). However, this study 
takes a slightly wider perspective and discusses the opportunities of supply chain 
management to affect the development.  As the structural and behavioural factors of 
supply chains have been identified as the most essential factors behind cyclicality this 
thesis discusses the developments that have taken place in them and introduces 
opportunities for supply chain management to affect the fundamental problems of 
industry-specific cyclicality in the Finnish sawmill industry.  
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There may be at least partial opportunities to change the structures and behavioural 
patterns behind the surface of cyclicality identified above.  The suggestions for the 
fundamental problems are crystallised as follows:  

 
Structures 

− Distribution structure; long marketing channel with many intermediaries 
− The extensive capacity to stock in the current supply chain 

Relationships 

− Non-transparency of the supply chain and insufficient communication 
− Relationships to raw material suppliers; the cycles of raw material and sawn goods are 

not concurrent 
− Internal relationship problems at sawmills; internal incentive and control systems are 

not fully developed 
− Short timeline of business relationships 

Behavioural management components 

− Delays in the distribution chain and rationing game or speculation 
− Consolidation and management thinking 
− Uses of power bases and relationships 
− Investments in pulses and management thinking 

It is worth noting that in normal situations neither consolidation nor integration can be 
regarded as problems of cyclicality but rather as opportunities to affect fluctuation by 
changing the system that increases fluctuation. The fundamental problems related to the 
factors associated with supply chains are discussed in the next chapters by following the 
list above, i.e. by following the theoretical framework.   

6.1.1  The development of supply chain structures 

Each market has its own structure of marketing channel intermediaries. This structure 
provides possibilities and limitations to the marketer in arranging and choosing marketing 
channels in that particular market. Figure 39 illustrates the many alternatives of export for 
Finnish sawmill products. 
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Fig. 39. The main marketing channel alternatives for the Finnish sawmills 

However, the marketing channels of softwood have experienced a considerable 
transformation during the last three decades, especially during the last ten to fifteen years. 
In the 1970s, small sawmills might have utilised a channel that included export and 
import agents, an importer, and a distributor. However, by the 1990s this had changed 
significantly; larger companies were using a more vertical structure with more actors in 
the distribution chain in their immediate control. Consolidation of the industry, mergers 
and acquisitions and the growth of individual sawmill companies have provided 
opportunities for this kind of development. Figure 40 below highlights the structural 
developments that happened during the three decades (cf. Juslin & Hansen 2002, 374).  
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Fig. 40. Distribution changes in the Finnish sawmill industry 

Medium-sized and small enterprises do not have the possibility of establishing their own 
sales offices abroad. However, the aim towards more direct relationships with customers 
and a shorter distribution structure is also observable in that group. The managers 
interviewed argued that smaller companies have developed the expertise to handle the 
services typically offered by an agent; that kind of development is described in Figure 41. 
In addition, smaller agents concentrating on certain geographic areas and clearly 
identified end-use markets have been established in more recent times.  

Besides the size of the sawmill the product offered also affects the marketing channel 
used. The empirical data of this study agrees with the prevailing literature (e.g. Juslin & 
Hansen 2002; Juslin & Neuvonen 1997) that the most popular marketing channel for 
standard sawn goods has been “sawmill, import agent, importer/industrial end-user, end-
user”. The chain “sawmill, own sales office, importer, industrial end-user, end-user” has 
been used to the advantage of exporters. As stated above, the bigger sawmills have used 
the second alternative. The latter chain structure was the most commonly used concerning 
special and customer products but the former one was also used often. This is natural 
because smaller enterprises do not have their own sales offices 

According to the sawmill experts interviewed, development has moved towards direct 
deliveries from the sawmill to the customer. The delivery terms (Incoterms24) have 
changed from FAS (free alongside ship) and FOB (free on board) deliveries to C and D 
type deliveries such as CIF (cost, insurance & freight) and DDU (delivered duty unpaid).  
Thus, the sawmills have better opportunities to adjust the time of delivery and to control 
deliveries. The large corporations have established more subsidiaries and sales offices 
abroad, and the overall aim of the sawmill industry has been to control the delivery chain 
better than before. 

                                                           
24 The delivery clauses created by The International Chamber of Commerce. 
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Figure 41 depicts the case25 of export to Germany from the perspective of small and 
medium-sized sawmills. Their aim has been to find partners of equal size. Although the 
figure tells about German markets it is possible to make a similar picture concerning 
other European countries importing softwood. It is worth noting that some big sawmills 
seem to adopt the same kind of marketing channel.  

 

 

 

 

 

 

 

 

Fig. 41. Changing marketing channel in Germany  

The traditional main channel used was to sell to the importers, especially to those 
importers that had a planing mill of their own. Now the focus is on wholesalers, industrial 
end-users and DIY (Do It Yourself) markets. Today the importer level has vanished and 
wholesalers have become very important. As seen in the figure sawmills are selling the 
goods in various directions.  

The tendency is to get close contacts with customers. It may make the business flows 
steadier as the following comment highlights:  

“If you sell direct to the industrial end-user you’ll never get the highest price, but 
you’ll never fall down to the bottom.”  

Customer driven strategies require more from the producers: 

 “It is very demanding to sell direct to the DIY-markets; you have to do the 
packaging more carefully etc.”  

If the sawmill is able to find a good partner in the wholesale sector, it can buy the whole 
delivery system network. If these kinds of delivery systems are placed in the different 
parts of the economic region, it is possible to smooth business cycles.   

                                                           
25 The scheme of the case is based on the interview of Mr. J-P Ranta, Managing Director of the Finnish 
Sawmills Association (December 2000). 
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6.1.2  Extensive inventory capacity, order stocks and delays  
in the supply chain 

Using the previously mentioned difference between real end consumption on one hand 
and apparent demand on the other enables the discussion of a central problem, namely the 
over-stocking capacity in the distribution chain. In the period from 1995 to 1999, average 
production and supply comprised around 80 million cubic meters.  Out of this figure, it is 
estimated that 20 to 25 million cubic meters were stocked in the distribution chain26. This 
excess capacity may include security stock as well as speculation stock. Inventories and 
order stocks the author has co-written in Alajoutsijärvi et al. (2005) and Alajoutsijärvi et 
al. (2002). 

Inventory levels seem to correlate with swings in prices (cf. Figure 36). At the 
beginning of a boom, when softwood prices increase, some key actors perceive it 
profitable to increase their inventory levels. That kind of behaviour will, in turn, put 
pressure on the sawmillers to raise prices further. This “inventory game” continues from 
the beginning until the end of a boom period. When the actors eventually start depleting 
their high inventory levels, prices start falling which, in turn, puts additional pressure on 
the companies to deplete their inventories further. Moreover, it seems that among 
intermediaries there has been a tendency to diminish inventories by transferring the 
stocking problem to the sawmills. Nevertheless, there are still many excess inventories 
that may cause fluctuations in demand and prices. 

However, most of the speculation or “inventory game” may have been unintentional 
and due to changes in the overall market situation. As stated, there also seems to have 
been inter-dependency between export unit price and stock levels at sawmills. In general, 
prices have usually declined when the level of stocks has been high. Moreover, high unit 
prices have been a reason to purchase less sawn wood, which in turn has led to increases 
in producers’ stock levels. However, the main reason for purchasing less wood has been 
identified in buyers’ pessimistic expectations concerning prices and demand conditions in 
the future. 

However, as a consequence of fluctuating inventory levels and the resulting price 
adjustments, accurate market information becomes an important fundamental problem.  

As discussed, inventories of timber and subsequently sawn goods exist in the forests 
and at the mills themselves, at value-adding manufacturers, at timber merchants and at 
end-user sites. Fluctuating inventories have tended to reflect the economic perceptions 
and changes throughout a business cycle.  

At sawmills, there are two kinds of stocks: round timber and sawn goods. Ideally, the 
level of both of these stocks should closely follow incoming orders. However, in practice 
this has rarely occurred. Thus, since sawmillers are typically reluctant to adjust their 
purchasing and production rapidly when faced with a downturn, mill stocks have had a 
tendency to increase when order stocks start to slide. The result has been that production 
is kept at an “artificially” high level. The stocks of lower and cheaper grades tend to 
increase more easily. 

                                                           
26 The figure 20 million cubic metres was not calculated using statistics. It is an educated guess provided by 

some of the actors in this project. Other actors have indicated that they believe this figure is plausible.  
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“We at the sawmill have mostly looked at the level of inventory. It seems to be able 
to indicate where the prices are going. …When the phase of a cycle is changing it 
shows in the level of inventories. It is typical at the beginning of a downswing that 
all the goods are sold but they still are on our inventories.” (sales manager) 

“The sawmills belonging to big industrial companies that also own pulp and paper 
mills have considered that it is wise to saw the logs they have bought with the 
pulpwood.” (managing director) 

“It is difficult to control the inventory levels in a short time span. Sawmills are 
running as efficiently as possible and marketing personnel try to sell the stuff they 
get. But if no deals occur it will take several weeks, even months before the 
alarming inventory levels can be reacted to because it means re-organising the 
production, and you try to find other solutions for the problem.” (manager) 

Many of the informants in this study argued that the Finnish sawmill industry has not 
succeeded very well in reducing its mill stocks. However, during the late 1990s Finnish 
sawmillers seemed to cope reasonably well with this problem. It should also be noted that 
in the 1990s in general Finnish inventories did not increase in spite of increased 
production volumes. Due to long distances to key markets, large sawmill stocks have 
been necessary in order to serve customers with acceptable lead-times. In addition, one 
factor identified as making the depletion of inventories difficult is the closer links 
developed between the sawmills and their downstream partners. As a consequence, 
merchants have probably been able to transfer their inventory problems to the sawmills, 
for example by demanding shorter lead times.  

Furthermore, at least in the large integrated forest corporations of Finland, the goals of 
the pulp and paper mills have largely tended to dominate strategies leaving the 
mechanical wood divisions to play a secondary role (Alajoutsijärvi & Tikkanen 1999).  

“The big integrated enterprises say that it is now time to empty the inventories and 
‘slurps’. In this way you can get the cycle to emerge earlier.”  (executive director)  

Further down in the distribution chain, inventories of sawn goods also exist. European 
merchants’ stocks have traditionally either fluctuated remarkably or stayed rather steady 
depending on the target market and its prevailing logic of distribution. 

“Importers can affect cyclicality with quite small quantities. Perhaps there is the 
same kind of accelerating effect as in car queues.” (sales manager) 

“Earlier when there were big importers with their huge inventories they could act 
as buffers. They took the sawn goods they have ordered and bought. … Now the 
business has changed so that orders are made rather bravely, but buyers tend to 
think that they can just inform you that you are not allowed to send them even 
though the weekly dispatch program has been mutually agreed upon. There are now 
small buyers with limited abilities who have inventories because of both physical 
and liquidity problems.” (managing director) 

Price and lead-time can be identified as the key factors that influence merchants’ 
behaviour. Most importantly, merchants carry stocks in order to secure the availability of 
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sawn goods for their own customers. The target levels of stocks depend on lead-time, i.e. 
delivery delays. Throughout the supply and distribution chain, the flow of information 
has been more or less delayed. In addition to information delays, actions in changing 
market situations take time. Some merchants have also speculated on price and tried to 
make a profit by stocking and de-stocking.  

“Intermediaries prefer for example the agreement of 5000 cubic meters in slightly 
smaller prices to the agreement of 2500 cubic meters in somewhat higher prices 
because of the provisions they can get.” (sales manager) 

Sawmillers have often claimed that intermediaries try to deplete their own stocks. This 
may be the case when a decline in economic growth is expected. Sawmillers also claim 
that intermediaries tend to carry quite large stocks when they expect that prices and 
demand will increase. Furthermore, it is also stated that the speculative behaviour of 
intermediaries is most often unintentional. However, in any case, speculative behaviour in 
the downstream distribution channel causes fluctuations in stocks at sawmills. 

For the value-adding producers, it has been important that the prices of their raw 
material do not fluctuate heavily, as unexpected price increases make the long-term 
planning of their business very difficult. In general, unstable price levels for raw 
materials tend to increase stocks during periods marked by low prices and decrease 
stocks during high price periods. In order to ensure sufficient sawn wood of the right 
dimensions and grades, every value-adding manufacturer has maintained some kind of 
“buffer stock”. However, efficient and effective production and profitability are reason 
enough for value-adding producers to try to decrease their inventories. Modern 
information technology also provides good opportunities for this, including controlling 
and ordering systems as well as marketing and production planning technology. However, 
so far, in the supply chain of the Finnish sawmill industry, these information systems 
have not been utilised extensively. 

End-users in the distribution channel of the Finnish sawmill industry include such 
actors as planing mills, joinery manufactures, wooden house manufactures, manufactures 
making roof trusses, building contractors and companies in the furniture manufacturing 
industry. There are also Do-It-Yourself (DIY) merchants and DIY stores. Due to a lack of 
appropriate statistics, it is difficult to illustrate the fluctuations of inventories in detail.  
However, it seems evident that the closer firms operate to the consumption end of the 
chain, the less their prices and stocks fluctuate. 

As discussed earlier, order stock is argued to be among the most important market 
indicators. It is used to signal whether market power is on the supplier’s or on the buyer’s 
side. Moreover, the order stock of different actors in the supply chain is also used to 
signal future demand to producers or middlemen, for example.   

Managers’ perceptions of order stock levels at different stages of the supply and 
distribution chain may affect their marketing and purchasing behaviour to a considerable 
extent. For instance, the incomplete information or wrong guesses of suppliers’ order 
stock levels on the one hand and buyers’ actual inventories on the other, is likely to result 
in inefficiencies and ultimately increased cyclicality. Therefore, it is essential to ensure 
the existence of well-functioning informational links and large information delays 
between suppliers and buyers in the supply and distribution chain of the sawmill industry. 
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Additionally, there has been some game playing across the entire chain, resulting in 
delayed, biased and filtered information about existing stock levels. 

The lack of order stock statistics has made it hard for actors to assess the critical 
turning points when the power balance is turning to either the supplier’s or the buyer’s 
advantage. It has also prevented the building of accurate theoretical economic models 
depicting the situation. It seems that managers prefer inventory levels to order stocks 
when estimating the future changes of demand. For instance, the quotes above indicate 
that delayed pick-ups or just receiving information of not having the possibility to fulfil 
agreements show buyers’ lower perceptions of future demand.  

With regards to connections between inventory levels it is appropriate to discuss 
delays. Some comments above already emphasised the connection between delays and 
cyclicality. From a production point of view, typical delays concern delivery deadlines 
and the time needed to adjust production rates to changes in current or envisioned order 
stocks. During a boom period, customers may order more than they need or send 
overlapping orders to different sources. During this period companies also tend to 
increase their production rate more quickly than they subsequently decrease it. In 
contrast, during a bust period it is in the interest of buyers to delay deliveries from the 
sawmills. This kind of behaviour increases cyclic oscillation in the industry. 

Different kinds of delays may also reinforce business cycles. For that reason, 
sawmillers and their business partners ought to discuss possible lines of action for 
shortening and/or eliminating delays. Modern IT applications may be very helpful in this 
task but the foundation can be argued to be in long-term business relationships. 

6.2  Relationships in supply chains 

The relationships between all the key members of the supply chain are considered vital in 
order to make business run more smoothly. More detailed information is presented in the 
next chapter of direct connections between sawmills and industrial end-users, i.e. dyadic 
relationships. However, the following lines discuss the subject more or less at an industry 
and supply chain level.  

6.2.1  Non-transparency of supply chains and insufficient 
communication 

A broad outline of the softwood supply chain was presented earlier. Historically, a 
softwood supply chain includes suppliers to the sawmill on one hand and various buyers 
in the distribution channel on the other. The entire chain can be described as a set of 
loosely connected actors (Nyberg 1988, 61). According to Nyberg (1988) the description 
of the chain does not indicate any mutual interests or goals, not to mention cooperation 
between the actors. In this kind of disintegrated, relatively opaque distribution channel, it 
is difficult for the sawmiller to read signals coming from the key target industries and 
markets. Typically, in this kind of distribution channel, the only accurate knowledge the 
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sawmill has is of apparent demand, i.e. what he has delivered to, and invoiced from his 
customers, be they wholesalers, dealers or end-users. It is also hard for sawmills to 
influence business negotiations in the downstream end of the supply chain.  In this kind 
of channel the “producer appears to be placing the firm’s destiny in the hands of 
intermediaries” (Kotler 1980, 417). The distribution problem could be described by 
departing from Figure 42. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 42. A model of a distribution channel seen from the perspective of the producer (A 
revised version of Nyberg 1988) 

In other words, Figure 42 emphasises that somewhere down the distribution channel the 
sawmiller loses control of the behaviour of the other actors and therefore also loses 
control of the supply of market information. In terms of cyclical variations, it is hard for 
the sawmiller to “read” market signals from the uncontrolled zone. It is also hard to 
influence the behaviour there. The lack of necessary information and of tools for 
influencing actors in uncontrolled zones of the distribution channels are surely 
fundamental problems of cyclicality.  

“As far as I know end-use in itself is relatively smooth (regular) but on the way 
from forest to end-use it is the inventories and stocks in different phases of the 
pipeline that act as buffers. If they are small at the importers’ and customers’ end, 
they are big at the sawmills. And at the stage when the bottom (low point) is passed 
and customers are ordering more, inventories will again grow at the customers’ 
end, but in fact, the originating end remains relatively untouched.” (director) 

The general system has been operating a long way from the idea of JIT-deliveries. It 
seems that in spite of better IT applications and transportation facilities there have not 
been not so many possibilities to operate according to real end consumption.  

“All in all the softwood trade has become much more aggressive. Faster 
information flows and the development of transportation have influenced this 
progress. Nowadays, you can send a lorry to England in two days, and the whole 
business has moved over into concordance with lorry-loads.” (agent)  
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Finnish sawmill companies have changed, using more direct deliveries to better serve 
end-customers. This implementation of modern customer driven strategies highlights the 
ultimate aim of adding value for end-customers.  It also helps to avoid the bullwhip effect 
and information distortion in the supply chain.  

“The sawmills of big industrial companies have a tendency to take over the 
distribution system, and hence assure delivery. Surely this is the right strategy. It 
means that they are entering a segment traditionally dominated by the independent 
sawmills.  The main aim of an independent sawmill is to deliver the goods by lorry 
to the yard of the customer.” (executive director) 

However it has been difficult, especially for smaller companies to have direct contacts 
with their customers because of language problems and insufficient knowledge of rules of 
commerce or local trading practises. However, the situation is becoming better thanks to 
better education and modern IT applications. 

“The immediate market contacts are still too reliant on agents. It derives from the 
fact that overall we do not have enough resources to develop personnel who know 
the language and the business and who had the opportunity to take part in the 
market and make direct business contacts.” (executive director) 

The perceptions of the experts and managers are parallel to general understanding of how 
intermediaries’ operations can make business cycles stronger. 

“Earlier artificial peaks have emerged because of the syndication of this business, 
for instance, there was a kind of syndicate of planing mills.” (executive director) 

As expressed earlier in the chapter on Game-playing:  

“There seems to be lack of partnership thinking…” (sales manager) 

“In many cases statements about knowing the needs of customers are semi-political 
allegations on the part of both buyers and sellers.” (director) 

It seems that the supply chain of softwood still lacks the necessary closeness and shared 
mutual aims of producing value for customers. It shows in everyday practises. 
Sawmillers’ business relationships with their customers (i.e. merchants and value-adding 
manufactures) and suppliers are often thin in terms of informational links.  

 Literally speaking, actors in the chain are typically working on their own. Suppliers 
and customers are not sharing enough information about, e.g. end consumption, 
inventories, production and strategic and operational goals for the development of 
business relationships. The uncontrolled zones discussed previously prevail. 
Consequently, there are currently no efficient systems to provide mills with accurate on-
line information to fulfil their needs. 

Being a part of an information system shared by other actors in the distribution chain 
is a matter of relationships. The issue is of mutual interests to all parties in the 
distribution chain. Realising mutual interests raises the motivation to work together for 
the good of the whole supply chain (Mallen 1977). Partnerships need commitment and 
trust. The development of relationships is a matter of investment that needs time. It takes 
several years to build up strong and truly functioning relationships.  
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“It may take 3-5 years to forge a long-term relationship.” (sales manager) 

This problem should be regarded in light of the chapter discussing short time horizons. 
Lack of trust and commitment is directly connected to the intransparency of the supply 
chain. 

However, it is worth noting that since the mid-1990s, traditional distribution structures 
have been in a state of considerable flux, especially in the form of shorter distribution 
channels with fewer or no middlemen. Thus, sawmill companies have more power to 
control their channels than ever before. Sawmills have established direct relationships 
with foreign middlemen and especially industrial end-users. A key capability 
underpinning this relationship development is the building of functioning information 
systems between the key actors in the distribution channel. Thus, accurate and timely data 
on real end demand, inventory levels and order stocks have been more available and 
more easily accessible, making the supply and distribution chain more transparent. 

“Then it is the customer chains that are old-fashioned. I take an example from 
German markets. As long as the position of the importers was strong enough that 
22 industrial planing mills sold sawn goods to 1800 timber merchants it was able 
to tap and dominate both the domestic demand and the demand of raw material 
from Nordic countries. Now this kind of mafia has been torn down. The playing 
field has clearly become more open. Furthermore, DIY business has increased 
enormously. The opportunities for direct contacts have increased. The companies 
that have managed the logistics and been capable of quick and sharp deliveries 
have been able to conquer new markets and open new avenues for marketing. The 
fluctuations are not as steep today as they used to be for these reasons.” (executive 
director) 

6.2.2  Difficulties in matching round wood supply  
and sawn goods distribution 

To some degree the structure of forest ownership differs between Finland and its 
important rivals. In Finland private ownership dominates (Figure 43). Over three hundred 
thousand private forest owners are involved in the round wood trade in Finland. In 
Sweden private forest owners are also important. However, in Finland the second biggest 
owner is the state, and in Sweden it is private companies. The structure of ownership 
allows the Swedish sawmills more opportunity to show their profit and loss statements, 
and thus influence the annual changes of the economic state. (www.si.se, 13th of August 
2001; www.forestindustries.fi, 13th of August 2001.). In contrast, over 80 percent of the 
forest area in Canada is publicly owned. The fragmented field of forest ownership in 
Finland makes the management of information flows and relationships more complicated 
compared to the many other important sawn goods exporters. In other words, the 
management of relationships with private forest owners in regard to cyclicality is more 
important in Finland than in many other countries.  
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Fig. 43. Forest ownership in Finland (www.forestindustries.fi, the 13th of August 2001) 

Since the 1970s, the annual increment of forests has been significant. However, the net 
balance of forest reserves (increment minus drain) varies. The annual net balance 
(increment of 75 million cubic meters minus drain of 70 million cubic meters) is 5 
million cubic meters. During the period of this study, Finnish forests have been used 
almost to their full capacity. Traditionally, shortages of suitable raw material for sawmills 
have occurred in some areas of Finland (www.forestindustries.fi).  

Concerning the supply of raw material to sawmills, direct links from forest owners or 
round timber merchants exist. In other words, and departing from Figure 41, these links 
are not uncontrolled. While the direct relationships to forest owners or round timber 
merchants are common one would assume that sawmills are able to use traditional 
business negotiations, for instance, to adapt prices and quantities to the market situation 
they face lower down in the distribution chain. However, this has not often been the case. 
The willingness of the forest owners to supply the sawmillers could in a way be regarded 
as different from a “traditional” way of doing business. As opposed to other industrial 
areas, like the engineering industry, the willingness here may be a result of the harvest or 
the forest owner’s financial situation. Thus, it has been difficult to match fluctuations in 
apparent market demand with the supply of round timber needed in production.  

“There is no point in making sawn goods part of the inventory because at the 
moment there are no customers. Nevertheless, the price of raw material is 
extremely high. Also the customers are aware of the current situation...” (managing 
director) 
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“The price of timber logs has remained at the top level since last autumn though 
the price of sawn goods has greatly declined.” (Nenonen 1999a)27  

“Business cycles are again making the sawmillers’ lives difficult, especially when 
the price of whitewood has declined by tens of percentages. However, the price of 
logs has not decreased with the price of ready products. Independent sawmills are 
afraid that the harmony among forest owners and buyers is achieved through 
increasing the price of logs. This may happen when the buyers are represented 
mostly by integrated corporations, the main interest of which is the procurement of 
pulpwood.” (Nenonen 1999b)28  

6.2.3  Internal relationship problems at the sawmills 

Inability to adjust the quantity of timber produced to match market demand is one of the 
fundamental problems of cyclicality in the Finnish sawmill industry (cf. Alajoutsijärvi et 
al. 2002, 59). 

Historically, sawmills have not been able to synchronise their production with real end 
demand. A reason for this can be identified in the incentive systems within most sawmill 
companies. Traditionally, the production system has been run as a separate profit centre, 
and in this profit centre the production management regards every cubic meter produced 
as “income”. Despite diminishing demand, sawmills often continue to produce at full 
speed. This kind of behaviour, in turn, causes “artificial” demand for round timber further 
up in the supply chain and thus could be termed dysfunctional internal production-
oriented response to market conditions. Paradoxically, the price for round timber often 
rises in this situation when it actually should go down. However, the correlation between 
actual demand and production volume is not easy to manage at the sawmill level. 

“Salespeople don’t immediately have the nerve to confess that they are having 
difficulties, at least not on time. They just let the production continue. They just 
continue reading the reports, and hope for the best.“ (managing director)  

There also might be external or, to put it differently, policy-based reasons not to 
synchronise production output with actual demand in the downstream distribution chain. 
The sawmill might seek to promote a certain type of image, both upstream to forest 
owners and downstream to its customers. External, policy-based reasons could also be 
related to labour market legislation, for example in Finland, there are legal restrictions on 
layoffs. Finally, external policy-based reasons not to synchronise production output with 
actual demand could be related to the intention of the sawmill to keep in contact with its 
customer, independently of the market situation.  

Changes in production policies during the past three decades may have diminished 
sawmills’ ability to cope with cyclicality.  

                                                           
27 Nenonen, J., Speech in the Annual Meeting of the Finnish Sawmills Association, Puumies 4/1999, 3. 
28 Nenonen, J., Welcoming address in the Annual Meeting of the Finnish Sawmills Association, 27.4.1999, 

Vantaa. Puumies 4/1999, 11. 
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“The sawmills themselves have made strong cyclicality possible. If the focus is on 
one single product that is made cheaper than before, the impact is much stronger 
when that product meets an economic kickback than compared to a situation like  if 
we had product variety within the sawmill, like in the 1970s, meaning that it does a 
little bit of everything.” (sales manager) 

“Decreasing production in order to revive the market is an extremely exasperating 
project. It is not until the prices are so low that it becomes cheaper to stop the 
production, that you can argue with yourself that ‘hey, I can save money if I don’t 
do anything.’” (sales manager) 

“The sawmill industry is tied up in volume. It is not until the gross margin shows a 
decline that it is considered profitable to stop production. That is why the sawmill 
industry reacts too late.” (sales manager) 

“Generally we don’t slow down production because we are afraid that the Swedes 
will conquer a larger market share.” (executive director)  

There are also other reasons not to synchronise production output with real end demand 
at an individual sawmill level. External policy-based reasons could be related to labour 
market legislation, forest owners and customer retention. Sawmills have often tried to 
keep doing business with their key customers, despite a negative market situation.  

6.2.4  Short time horizons in inter-actor relationships  

Within a typical business relationship the time horizon is rather short (cf. Alajoutsijärvi et 
al. 2002, 61-62). Normally contracts have a duration of three to six months. When the 
market is declining, the time horizon seems to get even shorter. We could thus say that 
agreements range from one to six months during a difficult market situation. Some 
sawmills strongly strive for long-term relationships, and they may loosely agree on future 
deliveries a maximum of one year in advance. However, assessments of the actual market 
conditions (for instance regarding prices and volumes) seem to shorten the time horizons 
of relationships. In spite of the rather short span of agreements, managers are commonly 
ready to admit the importance of longer agreements: 

“The most important way of smoothing cycles is to possess long-term agreements. 
The further-processing etc. doesn’t affect anything if you continue to sell those 
products like spot items.” (managing director) 

Longer agreements also mean long-term business relationships. This, in turn, means open 
information sharing and flows. There needs to be a feeling of partnership among the 
actors. The supply chain could act like one seamless, integrated and motivated 
operational unit. However, it seems that this goal is not often realised.  

“I could say that the other Achilles’ heel of our industry is lousy marketing 
communication. We don’t answer inquiries, and we only go to look at the customers 
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when we have the intention to sell something. We completely lack any concept of 
after-sales marketing. ” (executive director) 

“We don’t know enough about the needs of the end-customers. It is a problem 
caused by the long distribution structure.” (executive director)  

Sawmillers’ business relationships with their customers (i.e. merchants and value-adding 
manufacturers) and suppliers have been thin in terms of informational links. Suppliers 
and customers have not shared enough information about for example end consumption, 
inventories, production and strategic or operational goals for the development of business 
relationships. Consequently, there have been no efficient systems to provide mills with 
accurate and timely information to fulfil their needs. More recently, many sawmillers 
have gradually been able to establish more links with their key customer in terms of 
information and resource planning systems (Varis 2003a; Varis 2003b). At the same time, 
the capabilities of many sawmillers in marketing and international business have 
increased. 

“It was the old model where the sawmill didn’t know who the actual buyer was. In 
the middle of 1990s, customers said that if you sent an inquiry to Sweden you will 
get an offer after an hour, at the latest. But if you sent the inquiry to Finland, you’ll 
have to send it first to an importer who would forward it to a German agent who 
will send it over to a Finnish agent and after that it would finally reach the sawmill. 
It was said that it could take a week before it came back. Furthermore, everybody 
changed the message in the channel. … In the middle of the 1990s middlemen were 
dropped away and some are continuing to do so.” (managing director) 

The building of long-term business relationships needs goal-oriented work over several 
years. Some managers argue that the final goal of thoroughly knowing the customers’ 
requirements can never be reached. A managing director told how his company’s sales 
manager and production manager had spent some days visiting important customers 
together. The goal was that the production personnel would also learn to know the needs 
of customers better.  

“We have cooperated with a certain customer over eight years and we still don’t 
know his needs exactly but we are working on this. You can be successful if you just 
listen to the customer and try to produce customer products.” (managing director) 

In practice, the conditions for sales people are often not suitable for trying to establish 
long-term agreements and relationships. It requires the company’s strategies and top 
management to emphasise them.  

“In order to get the best possible economic return you cannot pay one producer 
more than another. It is also impossible for us to pay more if our competitors pay 
less for the same kind of timber supply.” 

The manager quoted, who is rather typical, seems to have short-sighted views of his or 
her operations. As such managers are responsible for ensuring the highest possible short-
term operational profit on a quarterly or even monthly basis, their time span is short. This 
is a paradox because the sawmill industry is capital-intensive by nature.  
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As mentioned above, a competitive attitude and short time perspective are apparently 
found in many customer-seller relationships in the sawn wood business. For many 
industry actors, the positive effects of long-term relationships as well as the mutual 
benefits and goals of buyers and sellers may still be rather ambiguous. 

6.3  Management components 

This text underlines the behavioural regularities and patterns management has adopted in 
order to cope with or to moderate cyclicality (cf. Alajoutsijärvi et al. 2002). 

6.3.1  Management thinking  

Not only organisational changes in sawmill enterprises but also technical ones influence 
cyclicality in the business. This chapter discusses the strategies of capacity investments 
and consolidation. Investment projects concerning new production facilities take time. 
Therefore sawmill enterprises very often renovate and improve their existing facilities. In 
many instances, renovated facilitates also provide increased capacity. In relation to this, it 
is most often assumed that increasing capacity is worthwhile. 

Moreover, it is often assumed that investment in a larger increase in sawmill capacity 
is not much more costly than an investment in a smaller increase. Consequently, there is 
much more capacity after a renovation and improvements seek to provide “competitive 
advantage”. Investment decisions are usually made during or just after a profitable 
period. As a result, the key actors in the industry have a tendency to invest at the same 
time. For some reason, if a number of other colleagues invest in the same kind of 
facilities, a cluster-like, “do-as-your-neighbour” behavioural pattern is perceived to be 
justified.  

However, it is impossible to meet expected demand on a short-term basis via 
investments. Furthermore, despite new investments in significantly more efficient 
production facilities, old production capacity does not typically depart from the industry. 
This is because of depreciation practices that make operating paid-for investments 
profitable despite their often low productivity. This observation applies especially in 
regard to small and medium-sized sawmills outside large forest industry corporations. 

“In a boom it is so easy to enter into this business without having any clear 
strategy or basis”. (managing director) 

“The enlargement of the European Union is a threat. New sawmill facilities have 
been built in former Eastern Germany and they have got considerable financial 
support. It is easy to start new production when financial aid is available.” 
(managing director)  
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“New entrepreneurs are so disastrous for us because a) they have no sense of 
pricing and b) they have absolutely no sense of pricing. They offer goods at 
unrealistically cheap prices and confuse the markets.” (sales manager) 

“In the 1970s and 1980s it was not believed that there were opportunities for 
mechanical forest industries in Finland. There were a lot of suspicious decision-
makers who forecast that the capacity of the Finnish sawmill industries would 
remain at a constant level of 5-6 million cubic meters. In the 1990s, the interest in 
mechanical forest industries has clearly increased.” (managing director) 

The trend of industrial concentration has prevailed throughout the industrial field, and the 
phenomenon has also been witnessed in the forest industry sector. However, the 
circumstances in which consolidation occur in different lines of business within the sector 
differ considerably. Towards the end of the 1990s, significant mergers and acquisitions 
also occurred among both suppliers and customers in the Finnish sawmill industry (see 
for example Alajoutsijärvi & Tikkanen 1999). However, at that point of time, the sawmill 
industry was still much more fragmented than, for instance, paper and paperboard 
manufacturing. The dominance of large forest industry corporations was less evident in 
sawmilling than in paper and board products. 

These developments could potentially have caused significant changes in industry 
logic. However, most of the anticipated consequences of consolidation have not yet 
unfolded. For instance, in the absence of clearly dominant global corporations and an 
“OPEC type” regulatory organisation, no actor can control the industry network as far as 
basic capacity regulation is concerned. 

“I suppose that big enterprises can affect cyclicality, but none of them are 
individually able to considerably change cycles.” (director) 

“In earlier years prices fluctuated up and down more freely, and a tiny amount in 
inventory diminished prices sharply. Consolidation has created opportunities to 
moderate business cycles. The companies’ own sales offices don’t think like agents 
and the information is not so coloured.” (sales manager) 

“No one is willing to limit their own production because he is afraid that some one 
else would take his market share in a moment” (managing director) 

Large multinational corporations may increase their power and strengthen their market 
positions in various countries and continents through mergers and acquisitions. This 
increasing consolidation may also offer better opportunities to smooth business cycles. 
However, there are also opposing voices and doubts about this. One could for example 
doubt whether mergers and acquisitions are always good solutions for all the subsidiaries 
of a big corporation. Negative impacts of the growth of the companies may also occur in 
certain circumstances.  

Enterprises may be able to avoid these negative impacts, if they are seen beforehand. 
For instance, some of our interviewees from smaller sawmills mentioned that the big 
corporations might lose some of their flexibility in decision-making and become too 
slow. The large integrated corporations may not be able to decrease the cyclicality of their 
production because they have paper mills that are more powerful than their customers, 
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and these may dictate the terms of production to the sawmills. So the sawmills may be 
forced to produce and sell at any price they can get. Some respondents articulated the 
danger that consolidation may happen according to the needs of the paper industry. 
However, is this fear justified? If a sufficient number of other colleagues merge in the 
sawmill business, a cluster-like, “do-as-your-neighbour” behaviour would seem to make 
sense for even more sawmill corporations. 

The following example describes the situation in terms of capacity and production 
figures in Europe in 2001. The production of the ten biggest European sawmillers 
constitutes approximately 17% of the total European production capacity whereas the 
corresponding percentage in paper and paperboard is about 51%. The biggest European 
producer of sawn softwood is Stora Enso Timber (with an annual production capacity of 
nearly 6 million cubic metres, Finnforest combined with Moeleven holds the second 
place (over 4 million cubic metres), the third being UPM-Kymmene Wood Products (over 
2 million cubic metres). The fourth biggest European producer is AssiDomän with about 
1.2 million cubic metres. (Finnish Forest Industries Federation 2002; Aravuo 2001; 
Finnish Statistical Yearbook of Forestry 2001) 

Globally, the biggest producer of sawn wood is Weyerhouser with a capacity of over 
14 million cubic metres; Stora Enso Timber is the fifth largest (Finnish Forest Industries 
Federation 2002). 

Through mergers and acquisitions, the forest industry has tried to gain more market 
power and to boost its productivity and profitability. In the sawmill business, a salient 
example of consolidation occurred when the Finnish Finnforest Corporation acquired the 
majority of shares in Moelven Industrier A/S of Norway in 2001.  A couple of years 
earlier, Moelven had bought the Swedish sawmill group Westwood. Westwood, in turn, 
was formed in the 1980s when smaller sawmill units in western part of Sweden merged. 
Another example of consolidation is the Finnish-Swedish-Austrian corporation Stora 
Enso, formed in 1998, a company that has also shown interest in acquisitions in Baltic 
and Russian companies. 

As far as behavioural regularities are concerned, management thinking with respect to 
investment pulses and consolidation can be identified as a key factor contributing to 
cyclicality. 

6.3.2  Power struggles 

As discussed above, the short managerial time horizon in the industry may lead to a zero-
sum game situation, in which the gain of one side means a loss for the other. This, in turn, 
has often resulted in power struggles between buyers and sellers, adding further 
momentum to the cyclical nature of the business. 

“In the traditional model i.e. a long distribution channel it is a question of a zero-
sum game but this is not the case when the other participant is the end-user.” (sales 
manager) 
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“Complaints by buyers increase when prices are declining, especially at the 
beginning of the recession. It seems that the declining process may lead to 
groundless and unnecessary complaints.” (sales manager) 

“When the customers know that inventories at the sawmills are quite full they play 
a kind of short game. They clearly persecute.” (managing director ) 

Thus, developing customer relationships towards a sustainable power balance between 
the parties should be a key objective for relationship strategies that aim at smoothing 
business cycles within the industry. It is usually costly and difficult for a supplier to make 
competitive customer relationships more cooperatively oriented. Therefore, the supplier 
should be careful to identify the customers that are really worth investing in and should 
also assess the attractiveness of customers’ business areas and their competitive positions. 
(cf. Alajoutsijärvi et al. 2001, 487-497.) 

The following example depicts the usual case of power struggles between buyer and 
seller. In the boom period the sawmill may have sawn timber in stock, whilst the market 
is lacking it. In this case, the sawmill’s stock (i.e. the sawn timber) is a potential power 
base that could be used against its customers. In a business negotiation the sawmill could 
dictate (or “command”) certain conditions that the buyer would have to meet. If the 
customer did not accept these conditions, e.g. regarding price, the message from the seller 
might be “take it or leave it”. The buyer might then accept these conditions because in the 
short run he or she would not be able to find similar alternatives. However, the “take it or 
leave it” declaration could also harm the relationship between the parties. In many cases 
buyers tend to have a long memory. The bust period is a mirror image of the situation 
previously described, with a lack of buyers. Therefore, during a bust, demand capability 
is a power base that could be used by the buyer against the sawmill. The buyer could 
declare or command some conditions that the sawmill would have to meet. If the sawmill 
did not accept them, the message from the buyer might be “take it or leave it”. In the 
second case, the commanding behaviour may similarly harm the relationship between the 
parties. 

The boom and bust situations described may also take other turns. In the boom period 
the sawmill could have presented a friendlier offer, for instance by offering some of the 
timber that was of interest to the buyer at a moderate price. In the bust period the buyer 
could have been more moderate in his or her demands, for example by not demanding 
prices that could cause financial problems for the sawmill. In both of these latter cases 
there is a price for loyalty in the relationship. 

Moreover, power bases can be used between competing sawmills. There are mills that 
own forests and mills that do not. These two kinds of sawmills are sometimes confronted 
with different market situations. As discussed earlier, the percentage of mills owning 
forests is more than four times greater in Sweden than in Finland. 

Power struggles and conflicts are also common between independent and integrated 
sawmills. The usual issue raising polemics between these two groups has been the price 
of woodchips. The production of chips and their selling forms an essential part of the 
economic performance of the sawmill firm. In normal cases, the independent sawmills 
have no other economically reasonable options but sell the chips to integrated companies 
where they are used for pulp and paper-making. The independent sawmills have often 
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claimed that the integrated companies have put excessive pressure on them by defining 
the price of chips at a level that is far too low. Furthermore, during the interviewing for 
this study there seemed to be some kind of fear related to the flows of sawn log supply 
among the independent sawmills. There were perceptions that when production quantities 
stay at a very high level, big companies could secure raw material by importing the 
necessary additional quantities primarily from Russia. The big companies could use the 
price pressure and their greater organisational possibilities against smaller sawmill 
enterprises. Thus, the sawmill enterprise field is fragmented and various conflict issues 
exist. There have been also some accusations or opinions that the other group have 
increased cyclicality. 

“The sawmill of the integrated firm begun the season by emptying its inventories 
and dumped the stuff. This certainly declined the price level for a long time.” 
(executive director) 

“The integrated firms produce larger amounts more steadily but the levels of the 
production volumes of the small firms vary according to perceptions of the 
economic future. So they are causing steeper cycles.” (sales manager) 

“The integrated sawmills try to take part in stock speculation by buying the 
intermediaries.” (managing director) 

The power struggle and a lot of conflicting items seem to exist between the different 
groups of sawmills. However, in many cases they have also cooperated, for example in 
campaigns to increase sawn wood consumption and procurement. 

It is argued that merchants speculate and take advantage of business cycles. For 
instance, it is said that they pass price increases quickly to their own customers but are 
reluctant to transfer price decreases to themselves. The following statements describe 
how some buyers behave during a bust period.  

“During the bust period buyers try to diminish prices. In November 2000 the 
foreign buyers tried to get the prices to go down by almost 200 FIM per cubic 
meter, and after that everybody has just been lieing in wait, also on domestic 
markets.” (managing director) 

It can be argued that the harder competition stems from the 1970s. For instance, Juslin & 
Hansen (2002), Alajoutsijärvi et al. (2002) and Alajoutsijärvi et al. (2005) have discussed 
the changes during the past three decades and their impacts on conflicts and power 
positions. In the 1970s, the marketing channel was very long. Most sawn timber was 
marketed through channels containing both an agent and an importer. The attitude of 
importers and agents were that sawmills needed no marketing. Importers defined what 
qualities and quantities were needed, and when. Sawmills had only to produce and 
deliver the right amounts of the right kind of sawn timber, when an importer through an 
agent ordered it. At that time, there were very few direct contacts with industrial 
customers though there were some sales offices abroad. At the start of the 1980s, the 
efforts to improve efficiency created among other things discussion regarding special and 
custom-made products. The new strategies of further-processed and customer products 
again established the demand of closer contacts between the producer and industrial end-
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user. This meant that some disturbances and conflicts were to come. The era of battles for 
power positions in the marketing channel had begun.  

Sawmills saw that increasing their power in the marketing channel was inevitable. At 
the beginning of the 1980s, strategies of the enterprises exporting great volumes of sawn 
wood now included establishing sales offices in important export countries. The natural 
reaction of importers and agents to this was to resist the ambitions of sawmills to re-
structure the marketing channel. Intermediaries tried to respond to the battle for power 
through joining together using mergers and acquisitions. It should be noted that it is 
sometimes difficult to define what an importer firm is because the importer can be an 
industrial end-user, too.  However, today there are remarkably less and bigger 
intermediary companies than before. The marketing channel is also shorter and the 
producer companies are bigger and have more power in marketing channels. This 
progress has taken quite a long time, but nowadays sawmillers’ possibilities for 
establishing long-term relationships and customer service are quite different compared to 
conditions in the past two or three decades. The corresponding steps of progress are also 
seen in the changes of delivery terms (cf. Incoterms). Firstly, CIF (cost, insurance & 
freight) deliveries became common, usually replacing FAS (free alongside ship) and FOB 
(free on board) shipments, and recently DDU (delivered duty unpaid) and DDP (delivered 
duty paid) terms have been used more frequently. The changes of delivery terms to C and 
D terms have moved the power towards shippers. They can now control and take better 
care of shipments carried out in the chain. For example, a disadvantage of using F terms 
was that the buyer could change the delivery time. 

Strategy options and power: In far too many cases, it is obvious that short-term 
oriented and opportunistic relationships underlie the strategies used in the sawmill 
industry. In the sawmill industry, business cycles typically change interaction behaviour 
and the nature of buyer-seller relationships, from customer dominance during a bust 
period on the one hand to supplier dominance during a boom period on the other. In other 
words, as a consequence of business cycles, the power balance in the buyer-seller 
relationship changes. Typically during a boom period, suppliers dominate the relationship 
and make customers compete for their sawn wood deliveries. At the turning point of the 
business cycle, the power relation is reversed. During a bust period, buyers dominate and 
may make sellers compete for their orders. 

Throughout the business cycle, the profitability of each organisation in the 
distribution chain may vary to a considerable extent. During a boom, producers’ earnings 
grow quickly in accordance with price increases, and merchants’ profits fall sharply. The 
situation is reversed in a bust. All this naturally reinforces opportunistic behaviour in the 
supply chain. 

As was mentioned previously, the cooperative strategy requires partnership thinking. 
The producer must get to know the needs of the customer. A well-known way to get 
information about what the customer really wants and how to fulfil his or her needs is for 
the sawmill’s marketing and production staff to visit the customer’s production sites and 
get familiar with the customer’s business.   

For the sawmillers, short-term oriented thinking seems to be the key issue. For 
instance, during a bust period buyers demand prompt deliveries and during a boom period 
they want annual agreements. The mutual interests of the buyer and seller may also 
vanish if there are intermediaries between them.  
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Concerning the relationships between the sawmillers and their customers, the manner 
in which power bases are used is a critical issue. “Fair use” can strengthen a relationship, 
and “unfair use” can harm it. 
 



7 Sub-cases emphasising components of SCM 

The purpose of these three special sub-cases is to strengthen the general description of the 
structural and behavioural reasons behind cyclicality by depicting how supply chain 
management can moderate business cycles through planning, integration and proper 
partnership strategies. In other words, the sub-cases were chosen to make the ideas 
identified in the main data more complete and to give more detailed information as to 
how different types of companies have implemented strategies to smooth out cyclicality. 
Control and planning contexts become more visible in the first sub-case, while the two 
latter sub-cases focus on the aims of long-term relationships at the dyadic level of SCM 
(Figure 44). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 44. The sub-cases complete the general perspective of smoothing-out strategies 
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While it was difficult to obtain enough information describing long-term relationships 
from one sawmill, the description was completed with information from two other 
sawmills, or more precisely, two sawmill-customer business relationships. It became 
evident that the sawmills have different bases from which they meet cyclicality. 
Therefore, it is appropriate to analyse different kinds of sawmills more carefully (Table 
15). The first sawmill represents integrated forest enterprises where the pulp and paper 
mills dominate the general strategies of the whole company. The company archives in the 
first sub-case provided access to a more comprehensive depiction than in the other two 
cases. The second sub-case depicts the business relationships of a small independent 
sawmill, and the third a bigger, medium-sized, family-owned sawmill with industrial end-
users.  

Table 15. Arguments for choosing various types of sawmills 

 Case 1 Case 2 Case 3 General points 
Case type Integrated sawmill Small independent 

sawmill 
Larger independent 
sawmill 

Various types of 
sawmills, their 
relationship strategies 
and SC objectives. 

Main 
features 

Mainly standard 
products.  
Ca. 90% of production 
exported. 

All production 
processed further, 
mostly for own and 
domestic purposes. 
Partnership (mutual 
business noteworthy for 
both seller and buyer). 

More than the half 
of the production 
processed further 
and 70% exported. 

Export a major role in 
the bigger sawmills 
and further-processing 
in the smaller ones. 
The smallest the most 
customer-oriented. 

Arguments
“why this 
case?”  

Power impacts of pulp 
and paper mills,  
Structures, relationships 
& management 
components. 
Impacts of cycles on 
strategies and vice 
versa. 
Affects of everyday 
patterns. 

Impacts of long-term 
business relationships 
and agreements. 
Factors affecting the 
relationship and 
relationship strategies. 

Impacts of long-
term agreements & 
collaboration. 
Factors affecting 
the relationship and 
relationship 
strategies. 

Comprehensive 
picture gained by 
focusing on a smaller 
and a larger 
independent sawmill 
as well as an 
integrated sawmill. 

 
Because one of the chosen sawmills is part of an integrated forest company and the others 
represent independent sawmill enterprises of different sizes, it is reasonable to assume 
that this study achieves a good insight into the different types of Finnish sawmills and 
their supply chains and business relationships. In the first sub-case, the business 
relationship between the sawmill and the importer was more thoroughly investigated 
while in the others the focus was on the relationship between the sawmills and the 
industrial end-users. Access to the case companies was of great importance. In the first 
sub-case, the company archives offered a fair amount of suitable written documents. 
However, the lack of relevant documents in the other companies increased the importance 
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of oral history. In other words, the managers’ willingness to help and give time for 
discussions was very important in choosing companies. Table 16 gives a brief overview 
of the main features of the three examples chosen to replenish the general data. 

Table 16. Overview of special sub-cases: characteristics of the policies of the sawmills 

 Case sawmill 1 Case sawmill 2 Case sawmill 3 
Ownership 
 

Part of a large integrated 
company with pulp and 
paper mills 

Small independent sawmill 
that belongs with two 
wooden house 
manufacturers to a group of 
companies  

Family-owned larger 
independent sawmill company 
with several production plants 

Production per 
year 
 

170,000 cbm bulk sawn 
wood; redwood 85% and 
whitewood 15%  

20,000 cbm sawn wood; all 
production is further-
processed 

150,000 cbm of which 60% is 
pine and 40% spruce; over 50% 
further-processed (and  
increasing) 

Important 
market 
segments 
 

Export sales 90%. The most 
important market areas are 
the UK and the 
Mediterranean region 

Domestic markets; own use 
20-30%  

Export sales over 70%. The 
most important market area is 
the EU region and the 
Mediterranean, Japan and USA  

Supply chain Agents abroad in important 
role 

Domestic wholesalers used  Agents abroad in important 
roles 

The purpose of having three special sub-cases is to describe how different types of 
sawmills have faced and responded to cyclicality, and perhaps how they have succeeded 
in making more stable business conditions if they have strived for them. The sub-cases 
chosen accomplish these goals and make the understanding more complete than just 
relying on general data and interviews concerning the whole line of business. By using 
different levels of analysis it possible to ensure a comprehensive analysis of cyclicality in 
the Finnish sawmill industry. Approaching cyclicality from different angles and avoiding 
too abstract a level can also produce fruitful insights in both theory and practice. 

7.1  Sub-case 1: Strategies of the integrated sawmill 

This case depicts the strategies used by the integrated sawmill to cope with industry-
specific cyclicality. The focus is especially on the years 1993-1995. This chapter begins 
with the depiction of cyclicality faced by the case company, mostly in terms of statistics. 
It then concentrates on management responses and strategies of marketing emphasising a 
cyclical perspective. Finally, after the more thorough illustration of the cyclical period 
from the beginning of 1993 to the latter part of the 1995, the case brings together the 
relationship between the sawmill and its Danish importer. 

In the late 1990s, the merger of the case company with another, bigger integrated 
Finnish company stopped the cooperation between these two actors and also widely 
affected the company’s strategies. While the strategies of integrated sawmills may be 
quite different, some comparisons are made with two other business relationships 
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concerning two independent sawmills and their relationships to two value-adding 
domestic manufacturers.  

This case shows that mergers and integration have a strong impact on the operations 
and strategies of marketing, and in turn on the chosen strategic responses to business 
cycles. The impact of the merger started to have an influence in autumn 1995 during the 
budgeting for 1996. The period of cyclicality under scrutiny tells about the period before 
the great merger, but some comments on what opportunities the case sawmill had during 
the latter half of the 1990s have also been included.  

It is natural that the strategies and ways of operating change according to companies 
and periods.  However, it is expected that some similarities in people’s behaviour 
common to all sawmills and their intermediaries in similar phases of the cycles could be 
found. In turn, the better understanding of the structures and behaviour of the various 
actors can help to create better tools to meet future cyclicality with. 

The content of the case depiction is as follows: 
 
1. Presentation of the sawmill and its policies 
2. The business cycle under scrutiny 
3. The marketing strategy used in various phases of the cycle 

a) Product strategies 
b) The impact of grade deviation, currency fluctuations and economic circumstances on 

average unit prices 
c) Certain markets and products mean more stable business conditions: examples of the 

Danish and British markets and high quality products  
d) Domestic prices  
e) The choice of export country  
f) Customer strategy: the role of importer and agent 
g) The establishment of competitive advantages in the sawmill enterprise 
h) The structures of marketing: organisations, marketing plans, marketing channels 

(requirements, the channels used) 
i) Marketing operations (personal selling activities, keeping up (managing) customer 

relationships, the everyday rules of commerce, the production-oriented way of 
operating and its impacts 

4. The buyer-seller relationship in light of the demand and supply situation in 1993, 1994 
and 1995 

a) The importer’s share of the whole export  
b) Timing, length and extent of the agreements 
c) Claims and their prevalence according to the phases of the cycle 

5. Remarks regarding the customer relationship 

a) Firmness of agreements 
b) Delays in the different phases of the cycles 
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c) The length of the agreements 
d) The quantities of agreements during the different phases of the cycles 
e) Personal relationships and their impacts 

 

This sub-case focuses on company statistics concerning the phases of a business cycle in 
the mid-1990s in Chapter 7.1.2, management’s actions in Chapters 7.1.3 and 7.1.4, 
structures of the marketing channel in Chapter 7.1.5 and business relationships in Chapter 
7.1.6. Recent development and SCM are discussed at the end of this sub-case. Because 
some things overlap, items such as management of structures and business relationships 
are discussed in several connections.  

7.1.1  The sawmill 

The case description deals primarily with the case sawmill as a part of the integrated 
company. In this example as in many others, the proportion of the sawmill was quite 
minor compared with the pulp and paper divisions. Actually, its turnover was less than 
5% of the turnover of the whole company in 1993. The paper and pulp divisions were the 
most important ones with over 85% share of the total turnover of the integrated company.  
In light of the figures it seems obvious that the strategies of the paper and pulp units 
might have strongly affected the sawmill businesses in the company. 

The production of the sawmill was about 170,000 cubic meters of softwood; 145,000 
cubic meters of redwood and 25,000 cubic meters of whitewood. The sawmill was in 
cooperation with the two other sawmills of the company. Moreover, this cooperation was 
developed with small sub-contractors in the 1990s. The sawmill got the ISO 9001 
certificate in October 1993. The sawmill was a part of a mechanical division that was 
lead by a unit manager who reported to a supervisory board which consisted of the 
company’s managing director, deputy managing director, chief forester, unit manager and 
marketing manager of sawn goods. The managing director had a major role in strategic 
and operational questions, for instance, dealing with new production purchases and 
operational levels. The management system was in use from 1990 up to the autumn of 
1995 when the merger began to have an impact. 

On an operational level the sawmill had a management group consisting of a unit 
manager, a marketing manager, a sawmill manager, a development manager and 
representatives of workers and salaried staff. The group dealt with the operative issues 
that were not dealt with by the supervisory board, and prepared suggestions for 
investments and strategic lines. The other two sawmills of the mechanical division that 
had been independent sawmills had their own supervisory boards, and the only 
connection between these three mills was the unit leader’s presence in all three groups. 
This kind of independence affected the cooperation between sawmills, separate branding 
and partly separate marketing channels.  

Separate channels to the UK, Denmark and Belgium provided the opportunity to 
constantly test the effectiveness of the channels. Conflicts of interests often appeared 
when the sawmills were interested in the same potential target markets. These 
experiences guided the company to follow a policy of avoiding mutual channels with 



 190

bigger companies. The bigger producer may easily get better service in the case of mutual 
representation. Thus power struggles can be a hindrance for developing integration 
further from lighter cooperation to tighter collaboration. 

The traditional marketing area consisted mainly of the UK and countries in 
Mediterranean region. The sales targets were set at about: ¼ whitewood and ¾ redwood. 
The natural fall of the raw material was seen to force to using both species of timber. The 
operation of sales organisation, target markets and distribution will be returned to after a 
discussion of the cyclicality faced by the case sawmill in the mid-1990s. 

Just after the study period the merger brought changes both in strategies and everyday 
operations. According to the new system, sales responsibilities were divided into 
Strategic Business Units (SBA) that were mainly based on the existing sales office 
network. Thus, many agent relationships came to an end. Production and financial 
responsibilities were also divided into Strategic Business Units (SBU), i.e. redwood and 
whitewood units. The new management system was based on Total Quality Management 
(TQM). All personnel levels were obliged to develop the activities and strategies within 
the guidelines given by the management team. All plans and control activities were based 
on satisfying demanding customers. The aim was to develop closer cooperation with the 
chosen key customers. The case sawmill specialised in production of redwood to achieve 
economies of scale. The availability of raw material meant that not all sawmills in the 
area could produce redwood and necessitated the specialisation into either redwood or 
whitewood in the late 1990s.  

Thus, changes in culture occurred, making the sawmills more customer-orientated in 
terms of management methods, strategies, integration and product specialisation. 
Moreover, there were changes in supply chain structures, relationships and overall 
management thinking: they are discussed more later on. First, the general economic 
environment from 1993 to 1995 and how the sawmill coped with this economic 
fluctuation is discussed.   

7.1.2  The period of the business cycle faced by the case company 

The case description looks at things from a seller’s point of view and concentrates on the 
producer’s activities primarily during the years just before the middle of the 1990s. In 
other words, a closer look at one phase of an interesting business cycle from the 
beginning of the boom to the end of the bust is taken (Figure 45). 
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Fig. 45. Monthly average export prices for the Finnish sawmill industry during the period of 
the cycle under nearer investigation concerning the case company (Source: Tullihallitus) 

The period in question was chosen because of the archive material available. There had 
been water damage, which had destroyed a lot of the earlier material. 

The starting point of the depiction, i.e. the demand and supply situation at the 
beginning of the 1990s. The demand for coniferous sawn timber collapsed in 1991 and 
there was a belief that the situation will not calm down until 1993. There was an over-
supply situation in nearly all European markets because of low timber demand in spite of 
the fact that Canada and Russia brought less sawn goods than before to Europe. (TTJ 26, 
September 1992) In the summer of 1993, it was thought that a rise in demand would 
happen during the last three months of the year (TTJ 31, July 1993). In September it was 
believed that the increase would begin in the spring of 1994 (TTJ 25, September 1993). 
According to FAO’s prognosis of that time, the apparent consumption of conifer timber 
was expected to go up 6% from 1993 to 1994 (Timber Bulletin Vol. XLVI, No.5 1993, 
14).  

Imports to Great Britain, our main market, grew 4.5% in 1992 when the average 
growth in the import of timber to Europe was 3.8%. (Timber Bulletin Vol. XLVI, No.3 
1993, 23) At the end of April 1993 stocks of conifer timber in the UK were at 1.41 
million cubic meters, which was 13.4% less than in the year shift 1992-1993 (TTJ 31, 
July 1993). 

Finnish producers had enormous possibilities to increase their market share when the 
Canadian and American producers had good domestic markets and high prices and they 
had no need to export North American timber to Europe. For instance, Sweden succeeded 
in making its timber sales 40.8% higher from May 1992 to May 1993 to the UK. Finland, 
too, managed to obtain the market share higher. In April 1993 it was 25.8% higher than in 
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the year before. (TTJ 31, 1993) We must remember that the economic situation first 
improved just in the UK, not in the other European countries. 

In spring 1993 Sweden reported that the Swedish sawmill industry considered making 
the sales prices higher, and it was expected that most countries would follow. (TTJ 6, 
March 1993) It appeared necessary to increase prices later on because demand was still at 
a low level. The devaluation of the Finnish and Swedish currencies in autumn 1992 
improved the competitive advantage of Sweden and Finland. 

Russian timber sales were still unbalanced in 1993. There were incompetent and 
uncompetitive firms selling their products under the market prices. Baltic countries also 
started their export efforts. (TTJ 25, September 1993) 

However, in the latter half of 1994 the signs of change appeared in price conditions. 
However, it seems that the sawmills were optimistic that volumes would not decrease. 
However, an over-supply situation gradually emerged, and in spring 1995, the Kauden 
Info I/95 bulletin by the Finnish Forest Industries Association wrote “… the increased 
supply in Europe has decreased market expectations and turned the prices downward. 
The steep declining of the exchange rate of the Swedish crown makes the decrease in 
Finnish marks of sawn goods prices even stronger.” The lines above show how 
expectations and changes in business conditions are reflected in prices. 

1991 was clearly the worst year for timber exporters; 1992 was slightly better and the 
situation was especially improving in autumn 1993. Prices began to rise in the middle of 
summer in 1993 and the peak was reached in the shift of the years 1994 and 1995. The 
low was met again at the end of the year 1995.  1994 proved to be good but it was 
apparent in 1995 that there was a downturn in the market.  

Sweden has always been Finland’s severest competitor and they still compete in the 
same segments in many countries. This is at least partly due to having the same kind of 
raw material and production technology. Sweden is nearer to the main markets and thus 
has a logistical advantage. Russia was out of the market for nearly all of the 1990s but is 
now coming back and nobody can say when Canada will return to the European markets. 
Nordic countries still have a technological advantage; nevertheless Sweden and Finland 
decided to run campaigns for advancing timber consumption, because aluminium and 
plastic, concrete and other substitutes are serious rivals as well as timber coming from 
tropical areas. 

The company and the cycles 1993-1995. The following text focuses on the cycles of 
the case company’s export from 1993 to 1995. Special attention is paid to the deliveries 
to Denmark and the United Kingdom. The production of the case sawmill has mostly 
been of standard products. In a basic assessment of two buyer countries of high quality 
redwood products, the UK and Denmark, we see the most important grades going to the 
UK area: 30% was u/s and nearly 45% was Vth grade. The same trend also exists in 
export to Denmark. It was and it is still typical of Danish buyers that they take board 
dimensions of better quality into their specifications. 

Export unit prices depend on the delivered grade mix, currency exchange rate, the 
market and the economic situation in the country in question. It can be seen from Figure 
46 below that prices to Denmark and the UK behave more calmly than the average export 
prices, and it can also be seen that export prices to Denmark and the UK were closer to 
each other at the start of the year 1994. The prices going up in Denmark in 1994 is 
reflected also in increasing the figures of Danish export volumes. It is in line with the 
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strategies of the case sawmill that prices guide the selection of market segments to some 
extent.  

Fig. 46. Monthly average unit prices of redwood export deliveries from the sawmill (Source: 
Company archive documents) 

Figure 47 below illustrates the fact that deliveries to the UK and Denmark have 
experienced more stable prices than average deliveries. An explanation for this may lie in 
longer customer relationships in these countries, and that the sold products had been 
redwood of better grades.  
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Fig. 47. Monthly changes of export unit prices (the prices are index numbers). Source: 
Company archive documents  

The intention was to follow the cycles by dimensions and grades. This made sense 
because the deliveries mostly consisted of high quality redwood items. However, the 
archive documents used did not create a dependable picture of the prices of the u/s grade. 
Difficulties arose because too many dimensions were delivered, and the sales of certain 
grades and dimensions were too infrequent. It would sometimes be quite a long time 
before the same kind of shipment went to the same target market. Furthermore, one small 
delivery of exceptional products seemed to have too strong an impact on the curve. 
However, it can be seen that the prices went up at the beginning of the year 1994.  

Unit prices of export deliveries in general and prices to the UK as well as of domestic 
deliveries are compared in Figure 48. It is natural that the mean curve of the Finnish 
sawmills goes more steadily than the curve illustrating the average export unit price of 
each individual sawmill. Moreover, it seems that domestic prices do not fluctuate as 
heavily as export prices. According to the company’s archives it seems that shipments to 
Denmark and the UK had even steadier prices than those to domestic buyers.  
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Fig. 48. Average export and domestic unit prices of the company (The curves are not strictly 
comparable because of the different calculation methods) Source: Tullihallitus and company 
archive documents  

Unit prices to the UK and Denmark (cf. Figure 45) were more stable than other export 
prices. This is because export to those countries consisted of better quality redwood, and 
the curves of the business cycles are gentler for those grades than for weaker grades. The 
steepest curves are found in whitewood, and that is at least partly due to the less 
demanding end use targets, where other materials or other grades may easily replace 
whitewood and the weaker redwood grades. Domestic prices are more stable than export 
prices but not as stable as many scholars have evidently imagined. Furthermore, domestic 
prices have been lower than export prices, though the difference is not nowadays as great 
now as it has been in the past. The domestic quality has been not as good in the past, but 
the situation has changed to some extent. 

7.1.3  Management perceptions and actions 

The following comments were selected from various reports and meetings to shed light 
on the opinions and expectations of the sawmill management regarding the marketing 
channel and cycles. In the beginning of 1993, the travelling report based on discussions 
with agents and customers about markets in the UK stated:   

“There are still special offers from the well-known Swedish producers meaning that 
a balance of stocks is being sought. The general opinion is that these troubles end 
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during late winter. The trust in better markets to come strongly increased after the 
Swedish announced the increase in prices.”   

After Canada left the UK market there was a gap for sawn goods for construction 
purposes. A decreasing supply was expected to increase prices. According to the report 
the customers were satisfied with the prevailing quality of the products. A report about 
Spanish markets stated that the weak supply from the USA, Canada and Russia would 
improve the European markets. Local buyers reported that the main trouble regarding the 
products of the case sawmill was that the average lengths were too short. The report also 
claimed that business conducted in Swedish crowns had been disadvantageous for the 
Finnish exporters and that the agent selling the products of the case firm had Swedish 
connections. 

During the first quarter of 1993, management evaluated the possibilities for better 
performance through increasing production. The possibilities for opening export to the 
USA and Japan were studied. Management’s attitude was that product development, the 
right customers, the right opening and emphasising sales were essential in enabling the 
extension of markets. Price levels in Japan were about 20 – 30% higher compared to 
corresponding prices in Europe, even when freight was included. The market extensions 
led to bigger production volumes and to the use of sub-contractors. 

At the end of May, 1993 sales were 15% ahead of the normal average situation, and 
prices had gone up by 0.5-1.0% per month. During the early autumn, the prices still 
continued to increase but currency fluctuations weakened the conditions. Among 
management there were also discussions about the costs caused by inventories. It was 
argued that the Canadians were better off in this respect. Rotation of stocks was looked at 
more carefully than before. In late autumn, the stock of logs was at its lowest level for 
years. Business seemed to continue to do well, prices increased further, the full rate of 
production was planned for the next year, and production enlargement was pondered. 
Furthermore, there were investments that were planned to be realised in the near future. 
However, records show that the average price in November was low because of 
shipments of lower qualities. Overall, 1993 was a good year for the case mill. 

In January 1994, the perceptions for the year were good in light of the negotiated 
agreements. Moreover, house building in Europe was expected to grow by 4% and by 
9.5% in the US. The Canadians continued to concentrate on the US and Japanese 
markets. Management was afraid of the sufficiency of timber logs and their average 
lengths. In February, prices continued to increase but the stronger Finnish mark weakened 
the price increase. In fact, the mark’s increasing strength impacted on more than the price 
increase, the price of raw material also increased by about 15 FIM/cbm. The management 
team made new investment suggestions.  

In May, deliveries from the sawmill were exceptionally large, and the inventory of 
ready products declined. The sales targets to Denmark were greatly exceeded; they 
comprised about 40% of the total deliveries, and Demark turned out to be the biggest 
market in 1994. The deliveries mostly consisted of redwood with fresh knots. In June, the 
whitewood produced in Central Europe was cheaper and the volumes produced there also 
increased. The average price of shipments from the mill had increased by 1.9% but the 
order stock had higher prices by 90 FIM/cbm than the deliveries at the start of the year. 
The performance of the mill was good. Management tried to continue the high production 



 197

rate. It was the boom phase, and the idea was that higher production would result in 
higher profitability.  

In September, redwood sold out for the rest of the year. The sawmill started to produce 
in three shifts, and continued the cooperation with a sub-contractor. In November, it was 
expected that the good demand situation would continue during the next year because 
Canada and Russia were not expected to increase their export to Europe. In production 
there were difficulties in kilning. There seemed to be a bottleneck in capacity for kilning. 
The high price of whitewood was expected to decrease. The case sawmill was producing 
both redwood and whitewood at the time but the amount of the former was about ¾.  In 
December, the perceptions for the sales of redwood were good but the same could not be 
said for whitewood. Prices in Europe had declined.  

In January 1995, the sales of redwood were good but there were very few agreements 
concerning whitewood products. Because the prices of better grades of redwood were 
expected to rise the mill continued running in three shifts. 

In March 1995, the deliveries were not as high as had been budgeted for, and 
inventories began to rise. Generally, redwood inventories in Finland had already 
increased. The same happened to whitewood inventories but the situation seemed to calm 
down. However, demand decreased and in addition, export to the UK from Eastern 
Europe grew. The sales situation in the case sawmill was better in redwood but weaker in 
whitewood than the average situation throughout the country.  

Management was especially worried about the level of the Swedish crown, the basic 
currency in the sawn goods business. Agreements in the buyer’s currency were attempted 
but the position of Sweden as the leading exporter in Western Europe affected the 
situation. Furthermore, Sweden’s devaluation increased the competitiveness of the 
Swedish sawn good products.  The possible increase of the base rate in England and its 
effects on house building was also considered harmful to Finnish export. 

The records of the case sawmill show that profitability was at its peak in the mid-1994 
but began to decline afterwards. Generally, it was discovered that the producers of 
whitewood had begun to produce more redwood. However, there was no increase in sight 
for the demand of redwood. Thus, an over-supply of redwood was occurred. The 
continuation of the third shift in the mill seemed insecure in autumn. It was seen as 
inevitable to have whitewood production due to the interests of the pulp and paper units. 
Calculation showed that it was more profitable to produce sawn goods from spruce logs 
than to use them in pulp production. 

The situation changed dramatically between the species. In 1993-94, the average 
export prices of whitewood increased more strongly than the prices of redwood but 
declined by over 300 FIM/cbm from the late autumn to May in 1995. The performance of 
the whitewood was questionable.  In summer, the number of negotiated contracts was not 
bad but getting new orders was difficult.  

In the autumn of 1995, the impacts of the merger-decision began. The merger with the 
bigger Finnish company required investments in a new ADP system. The marketing 
channel also experienced a profound change: all the old intermediary relationships were 
terminated. Greece was the exception. In the late summer, there was a downturn in the 
consumption of redwood in the UK. Finnish forest industries estimated that the prices of 
whitewood would decrease by 30% and redwood by 10%. The management of the case 
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sawmill evaluated that the markets needed to show a clear sign of decreasing inventories 
before the Finnish could expect the positive change in prices. 

By September 1995, the Swedish sawmills had increased their market share. The case 
sawmill had made relatively few export agreements because of the over-supply situation. 
The management emphasised the importance of the new marketing channel as well the 
long-term relationships. The increase in stocks was puzzling management. Sales were 
below targets in export to the UK and Denmark but the Algerians had bought twice as 
much as had been expected. There were also signs of better prices for whitewood.  

Though there were problems in export sales, the company records show that in 
November the situation was quite well regarding the export volumes. 

 The kilning facilities had been the bottleneck in production. It had slowed down 
production and caused some complaints as some goods had been too moist when leaving 
the mill.  

At the end of November, the reports show that UK volumes were far behind target 
volumes but Denmark had nearly reached the volumes budgeted for. The price of 
redwood continued to decline but the price of whitewood was turning upwards.  

7.1.4  Marketing strategies  

The sawmills generally choose markets from which they will get the best revenue for the 
raw material they have and the product they produce.  These markets are divided into 
countries in order to obtain the best possible revenues taking into account the targets and 
quantity restrictions agreed on with the production and marketing management in the 
annual budget.  

In strategic planning the management of the sawmill tried to direct products to the 
main European markets such as the UK, and to those end-users that needed good quality 
sawn goods. The selection of export market areas according to the phases of business 
cycles is described in Figure 49. It shows how the importances of some Arabic markets 
grow in the bust period when there are difficulties in the main European markets.  

One can see in Figure 49 that the share of export going to the UK and Denmark 
peaked in 1994 while the proportion going to the Arab countries diminished. When the 
bust period began in 1995, the share of export going to the Arab countries grew and sales 
to Denmark and the UK decreased. Belgium seems to have similar features to the Arab 
countries. Egypt is a good example of where products are pushed to during bust periods. 
At this moment (spring 2001) there is a tough competition because of the cheap Russian 
redwood available. It seems that certain Arab countries are the target countries for lower 
prices and grades. The export shares of these countries increase when economic forecasts 
in Europe turn downwards. 

Arabic countries do not provide an easy export market but they have great importance 
in supporting the aims of moderating cyclicality. They are especially important because 
of their specific specifications that normally do not sell in Europe. Moreover, it is worth 
mentioning Egypt because it has been seen to take the “left-overs” from the European and 
other Arabic market.   
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Fig. 49. The export to certain important export markets (Source: Company archive 
documents) 

However, the aim of marketing strategies was to minimise export to North Africa, and 
increase the value of products with special services. In addition, the sawmill tried to get 
the average length of products longer to be more suitable for European buyers. Moreover, 
quality and service levels were emphasised to achieve more competitive position. In 
practice, these undertakings primarily dealt with quality grading, kilning facilities, 
packaging and performance of the saw machines.  

The management saw the following five things as being the main threats to achieving 
the aims: the price of logs compared to ready products, sensitivity to cyclicality, 
substitutes, Swedish competitors, and the availability of professionally skilled workers. 
On the other hand, the positive factors included the more positive markets, the rebuilding 
in Eastern Europe, the non-existence of Russians and Canadians in European markets, 
and new markets (e.g. Japan) were especially beneficial for the sawmills of the integrated 
company. The case sawmill produced mainly standard products. Most of the raw material 
used in the sawmill consisted of relatively good pine logs. However, the local spruce the 
company used was not highly valued because of its black knots and resin cells.  

The customer strategy during the period of this study was that the agent should find as 
many customers as possible. Sales were clearly strongest in the joinery industry, where 
doors and windows are the main articles. The raw material was the competitive 
advantage. Northern redwood is very suitable for joinery purposes, having thick density 
and being easily machined, keeping its structure and being a renewable wooden raw 
material. Northern conifers have a large proportion of heartwood making the products 
more weather proof. Self raw material procurement was seen as an advantage, too. The 
long history and size of the company and the well-known name are things that make 
people feel safe. The case sawmill also has regular shipping connections to Western 
Europe and railway connections via Sweden to Denmark, Central Europe and Italy.  
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The products of the sawmill were suitable for demanding end-use purposes, and thus 
good basis for long-term and stable buyer-seller relationships was established.  The target 
markets consisted of West European countries known to be buyers of high quality sawn 
goods, and Arab countries known to be buyers for large quantities of cheaper grades. In 
1993, as shown in Figure 49 above, the most important buyers were EU countries such as 
the United Kingdom, Denmark and Belgium; other important export countries were 
Egypt and Tunisia.  The economic recession in Europe seemed to have increased exports 
to Arab countries. However, the Mediterranean area was not considered very interesting 
because of difficulties experienced in the use of letter of credit deliveries, for example. 

The chosen policy and strategies were responded to in order stocks, inventories and 
prices. Obviously, the variables are inter-related but the statistics were too small to verify 
it. Moreover, the changes of prices and inventories seem to be contradicting. Regardless, 
the common assumption that before long, increasing inventories would force sawmills to 
decrease production quantities, seems to have been realised in the case sawmill.  

While the case sawmill was a part of the integrated company it may have had better 
opportunities to keep the production rate constantly high, or there was a need to keep it 
high.  

“Integrated firms have to take care of raw material procurement for paper and 
pulp units, and that is why timber log stocks also tend to increase. Therefore, 
sawmills have to run to whatever the demand situation may be.” (sales manager of 
another sawmill) 

 Figure 50 represents how monthly export deliveries vary to a great extent. Either the 
production rate cannot be adjusted or it is not wise to adjust the heavily fluctuating export 
deliveries at all.  
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Fig. 50. Production and export deliveries (Source: Company archive documents) 

7.1.5  Structures and functioning of the channel 

The two sawmills of the integrated company cooperated in export marketing, meaning 
both products were sold by the same organisation. This made production rotation possible 
to some degree. The customer-orientation of the sawmill was mentioned earlier but in 
essence all planning was based largely on production. Production was divided into 
different market areas in percentages. When making the marketing plan, the information 
collected by agents was taken into account. The best market areas, end-use segments and 
customers in these segments were defined with the help of the information from the 
markets.  

Europe is the biggest market for the Finnish sawmill industry on a national level but 
Arabic countries form an essentially important target market for certain sawmills. For 
instance, they are important markets for the sawmills of Northern Finland, which deal 
with the slow growing northern pine because the sawn goods of thick density can sustain 
hard weather conditions.  On the other hand, European customers have demanded longer 
lengths but not place so much importance on stability, resulting in better chances for 
southern products.  

Marketing channel planning seems to have used the strategies discussed in the results 
of the inquiry arranged by the Finnish sawmill industry in the early 1990s: reliable 
deliveries, forward information in both directions, making closer contacts with final end-
users, reaching and serving the chosen end-use sectors and stable sales. The sawmill got 
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the same kind of results in its own inquiry in 1993, made among buyers in the UK: Good 
and stable quality, fast deliveries, reliable deliveries, price and long-term relationships 
were among the most important factors when choosing the supplier. When asked what 
kind of supplier is best, the price was the most important factor, and the reliability of the 
supplier and good quality were the next most important. However, many factors could 
have been attached to service and long-term relationships if the answers had been 
classified again. Apparently, some of the interviewees represented small furniture and 
joinery firms. Often these customers have very small opportunities to stock their raw 
material, and fast and frequent deliveries are important for them. For instance, DIY firms 
reported that on average they got shipments once a week, delivered to their yard. It is 
obvious that answers were dependent on the size and branch of customer firms.  

According to Juslin et al. (1992, 16) Finnish export sawmills tried to succeed in 
managing the above mentioned objectives by using the following marketing channels: 

1. Producer – Agent abroad – Importer / Industrial end user – Final customer 
2. Producer – Own sales office abroad – Importer/Industrial end user – Customer 
3. Producer – Own sales office abroad – Industrial end user – Customer  

The most popular marketing channels in the Finnish sawmill industry were chains (1) and 
(2) when basic products were concerned. 32.9% were delivered through the first chain 
type and 21.2% through the second one. When special and customer products were 
delivered the third chain was the most popular; the proportion was 32.8%, while 27.7% 
of deliveries were conducted through chain (1) types.  

The case sawmill used independent agents abroad selling goods from other Finnish 
and/or other countries, too. The following marketing channel alternatives were used: 

1. Producer – Agent abroad – Importer – Wholesaler – Industrial end-user. The sawmill 
had agents in the UK, Denmark, Holland, Belgium, Italy, Greece, Spain, Tunisia and 
Morocco.  

2. Producer – Exporting house – Agent abroad/Importer – Industrial end-user. This kind 
of chain was used in export to Algeria, Saudi-Arabia, Syria, Norway, and in general to 
exotic target countries.  

The sawmill had also experienced that the major disadvantage of using agents was the 
long information chain. The normal procedure is that the first agent’s sales representative 
visits the customer. Then he returns to his office and prepares his report, which will be 
faxed to the sawmill. The case sawmill guarantees response to each inquiry within 48 
hours from receiving it. This meant in many cases that the sales secretary had to fax the 
inquiries to the marketing manager at various hotels and he would return them to the 
agent via the mill.  In these situations the decision-making process was quite inflexible 
but to keep the mill’s total specification in order it was seen that export sales needed to lie 
with one decision-maker.  

The importers have had a great influence in the past and they still have for instance in 
the UK but in some countries such as Germany, they are losing their power. In the UK 
there has been strong centralisation among the importers during the last twenty years. 
Because of this the number of importers has decreased and some importers that are bigger 
than before have more influence than before.  
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Importers’ opinions: The importers in the UK get the best profits from the products 
they themselves process further. They have relied on good service, good product quality 
and also the range of products, possibilities to do their own further processing, 
specialising and long-term business relationships. The inquiry by the sawmill in 1993 
revealed that almost half of the interviewed importers just lived one day at a time and did 
very little planning. They defended this by saying that the customer base was nearly the 
same as twenty years ago, or their customer base was too heterogeneous, or simply that 
there was no need for planning. 

All the importers had sales representatives. They felt that the most important thing in 
doing business was to receive the correct market information and take care of market 
communication. According to the inquiry by the sawmill the importers considered the 
same factors important as the end customers. Price is the most important, and the quality 
and reliability of the supplier and deliveries were listed next. The importers mainly 
delivered the goods to their destination.  

Most of the importers said that they base their own prices on market prices. For 
special products the market price is less important. One importer, in the position of 
market leader argued that based on observations of market conditions at the beginning of 
the boom, he would be the first one to increase prices, and during the bust, the last one to 
decrease prices. The margins importers put on the purchase price were from 10% to 30%. 

According to the inquiry in 1993, the end-customers hoped for better information 
flows between the sawmill and the customers. The customers felt that their requirements 
did not reach the sawmill when the marketing channel involved many intermediary 
levels. On the other hand, the case sawmill saw that the marketing channel at that time 
(sawmill – agent – importer – wholesaler) worked well. The system was argued to be able 
to sell to those dimensions that were otherwise difficult to sell to. Furthermore, the agents 
guaranteed payment from the customers. 

According to personnel the mill had a strong power position and control regarding 
prices and specifications. In this respect movements between markets were performed 
rapidly in order to gain the best possible prices; but these excluded the key customers in 
main markets whose specifications were only reduced to the minimum if the market price 
in that market was lower than the alternative possibility. Due to the strategy explained 
above, average prices were well above the national average. The prices in the figure are 
not strictly comparable because of the different methods in calculations. In turn, stock 
rotation was far behind the average. One of the main reasons for the slowness of stock 
rotation was that due to sawn timber’s price level it was financially better to keep sawn 
goods one or two months longer in stock than trying to ensure rotation by accepting 
shipments from ports other than the home port of the case sawmill. 

During the study period the sales organisation of the mill consisted of many people: 
the marketing manager, the sales planner, the production planner, the sales secretary, the 
shipping secretary, the export invoicer and the domestic invoicer. The marketing manager 
handled export sales and was replaced by the sales planner when he was away. The sales 
planner took care of chartering vessels and the strategy of domestic sales. Daily domestic 
business was handled by the production planner.  

Today, the situation is quite different because of the shorter channel, out-sourced 
shipping operations, general rationalisation and adoption of modern IT tools. The IT tools 
are aimed at improving internal integration.  The company representative argued that the 
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use of modern ICT was insignificant in regard to cyclicality both within the sawmill and 
throughout the whole industry. Furthermore, he stated that the introduction of the fax was 
of greater importance in doing business in the sawn goods industry than the internet. 
However, the mobilisation of internet tools and open mail systems happened after the 
mid-1990s, just at the end of study period, and therefore their impact on economic 
fluctuation could not be fully estimated.  

The former salesman described the situation before modern internet phase as follows: 

“The biggest jump forward in the communication area happened at the end of the 
1980s when the change from telex to fax was made. Then communication 
concerning specifications and prices improved quite drastically. Using telex meant 
that all the information had to be written out again to answer the messages. When 
fax came we sent our offer and the buyer crossed out the cubic metres and prices 
suggested and put in the new cubic metres and prices that he was prepared to pay 
for each quality.” 

The mobile phone improved communication significantly and saved time. The first 
mobile phones came to the mill in 1990. In the late 1990s email replaced telex and fax 
but it was just a tool like any other. The advantage of email was that it required no special 
modifications like EDI (Electronic Data Interchange). Transferring messages between 
organisations by means of EDI was discussed in theory but never came into everyday use. 
However, in the late 1980s there was an experiment with a Belgian importer; they began 
to transfer data from one system to another. It was an extremely slow and uncertain 
system but of course much quicker than ordinary mail. First it involved specifications and 
later invoices. The importer could deliver this information to his customers before the 
arrival of shipment. It had the same features as a modern extranet. 

These messages between the sawmill and the importer did not utilise any EDI 
standards: specifications and invoices were just transferred as bits. At that time the EDI 
standards were seen as too bureaucratic and the sawmill had no interest in starting to 
build extensive EDI systems. This type of data transfer could have made the relationship 
between the sawmill and the importer stronger but unfortunately the arrangements in the 
supply chain stopped this experiment. 

Actions related to the sawmill’s material management system focused on internal 
integration. The process systems send data regarding when the products will be finished 
to the upper system and in the shipment phase it provides shipping documents and 
invoicing material. The integration was put into practice between departments and 
controlled many functions including procurement. This kind of integration had already 
begun in the sawmill after the mid-1970s. However, external integration with the 
customers’ systems never happened. 

The informants of this study argued that by the end of the study period the tools of 
modern information and communication systems had hardly any or no impact on 
cyclicality, but that they helped internal integration, for example stock management: 
When the batch of sawn wood came out of the process, the system gave it a number. The 
system asked where the packet should be taken to and gave it a bar code. The code was 
registered in the information system. This system automatically updated the information 
if the packet was moved or shipped. In addition, modern information tools also helped 
following after economic development. For instance, the salesman could get the 
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sawmill’s production volumes or the production of the entire integrated company on his 
computer screen just by pressing one button. According to the salesman the more 
aggressive marketing culture in the sawn wood business may have affected cyclicality 
more than the modern ICT tools of SCM during the study period. The discussion of the 
impact of  ICT tools is continued in the chapter on recent developments. 

Before discussing the communication via agents and the importance of personal 
relationships more comprehensively, the everyday logistics and handling of payments are 
presented. They can establish quite remarkable hindrances in export, especially for small 
firms. Furthermore, they influence cyclicality. 

7.1.5.1  Logistics and contractual items 

Logistic issues and deliveries may affect cyclicality by causing delays in shipments or 
giving a kind of rhythm to them. Handling of payment is tied to deliveries. Furthermore, 
the uncertainty of payment from potential customers affects sales decisions. 

The sales planner and export secretary took care of shipments. The main principle was 
to focus on the shipments starting from the local port. The pulp and paper vessels were 
used when their routes and timetables were suitable and buyers accepted traditional 
shipping rules, i.e. a maximum of six weeks after the contracted shipping date.  

Cooperation with one chartering company was characteristic and meant better service 
and gaining importance in the eyes of freight owners. Cooperation and mutual 
negotiations were also done with other local producers under the working name “Artic 
Timber Services” to gather freights big enough. The aim to use East European tonnage to 
secure cheap freights was also characteristic. To keep freight costs low enough is 
essential because the cost of freight strongly affects the competitive advantage of the 
producer. The cost of export is approximately 20 – 25% of the total price of sawn goods 
at the foreign harbour. However, this kind of system meant delays of shipments because 
the charterer was optimising the size of vessel and routing for its own financial 
advantage. 

Sea transport was the most important form of transport in export deliveries. However, 
shipments to Denmark, Italy and Eastern France were delivered mainly by rail. 
Furthermore, trucks were used, and since then transportation by lorry has constantly 
increased.   

The general contract forms for train and ship transport in sawn goods export are 
different because of the different demands in timing of delivery and regulations of 
restrictions in shipping margins, i.e. the seller’s right to alter the agreed specifications due 
to transportation facilities. For example, in deliveries by ship the accepted loading time is 
within six weeks counted from the agreed date. Usually, Incoterms 2000 and its former 
versions are used in contracts to clarify the rights and duties of the buyer and seller. For 
instance, according to the F terms the buyer can change the pick up date of the shipments 
within the agreed time limits. C and D terms give more possibilities to the producer to 
decide the time of delivery and control the shipment within the supply chain.  

Today, the tendency is that the seller takes care of the whole transportation chain from 
the mill to the harbour abroad or rather to the buyer’s warehouse. In other words, FAS 
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(Free alongside ship) and FOB (Free on board) are not as popular as before, and the so-
called C and D deliveries have increased (e.g. CFR – cost and freight, CIF – cost, 
insurance and freight, CPT – carriage paid to, DAF -  delivered at frontier, DES – 
delivered ex ship, DDU – delivered duty unpaid, DDP – delivered duty paid).  The 
change of delivery terms may make it easier for the sawmill to eliminate unnecessary 
delays and make the deliveries happen more regularly (cf. Figure 51). 

Fig. 51. Deliveries of the case company by different terms of delivery (Source: Company 
archives) 

Figure 51 above clearly shows the general tendency of growth of producers’ power 
and abilities to arrange distribution. Truck deliveries are not presented here because of 
their small proportion.  

The differences of contractual terms for the different transportation modes were 
mentioned above. In addition to the accepted loading time in sea transport the captain of 
the vessel has the right to decrease or increase the total contracted volume by 10% in 
which case the producer can decide which particular items those alterations are going to 
affect. This gives the producer the opportunity to increase dimensions and grades that 
have been in the inventory for a long time. However, as a means to smooth cyclicality it 
may be relatively insignificant.  

The contractual terms of railway transport have the same time option as sea transport 
for the producer. However, commercial terms have bypassed these options. For instance, 
the case sawmill was obliged to provide a weekly service. The increased power of buyers 
even dictated whether the goods should leave at the beginning of the week or at the end 
of the week. The wagon sizes affected the volume alterations, i.e. the alterations could be 
50 cubic meters or 100 cubic meters. The size of shipment could rise up to 5,000 cubic 
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meters to Europe and 40,000 cubic meters to Egypt. The ships’ cargo could naturally 
consist of the sawn goods of several shippers. Furthermore, the increased use of pulp and 
paper liners primarily to Western European harbours has made traffic more frequent. The 
improved connections as well as the increased demands of the end-users can be argued to 
be main reasons for the development. 

According to the sales peoples of the case sawmill, it is common practice to use 
European contract forms. However, written forms are not always needed in long-term 
European business relationships. In cases of urgent deliveries, shipments can be done on 
a verbal basis, and contracts may follow, perhaps even after delivery. Southern European 
customers may behave quite carelessly regarding payments although they are strictly 
defined in contracts. This feature increases further in businesses to farther south from the 
Mediterranean.  

Written contracts provide a good basis for cooperation with Arabic customers, whereas 
mutual trust in European business relationships is diminishing the need for written 
documents. Letter of Credit (L/C) has been considered perhaps the most important paper 
to secure payments regarding export deliveries to faraway countries.  

7.1.5.2  Agents and customer-orientation  

Personal selling has been conducted in conjunction with an overseas agent. The essential 
marketing actions have been customers’ visits to sawmills, sellers’ visits to the customers’ 
plants and the sales made by the agent. Customer visits were always made together with 
the agent, and their purpose was to keep up regular customer connections and to find new 
customers to help to stabilise stock balance and gain information on the competitive 
environment and the development of demand in the market in question. 

The representatives of the sawmill usually visited the most important customers once 
or twice a year. The agent had customer registers for the visits, and the agent decided 
what kind of buyers were worth visiting at any given time, whether they should be 
visiting the customers thinking about buying at that moment, or just visiting customers to 
keep up the relationship. The sawmill representatives had noticed that better planning for 
the visits was necessary, because the contents of the visits were often not as desired. 

The agent usually took care of marketing communication. The agent sold the products 
according to customer inquiries. The specifications of the inquiry were compared to the 
sales lists that were produced every quarter.  Difficult dimensions in specifications from 
the regular customers were attempted to be fulfilled, but when it concerned new 
customers more value was placed on keeping the balance of dimensions and qualities in 
stock in order. 

In export business the offer usually is returned to the agent within 24 hours of 
receiving it. The offer includes the prices, and the agent negotiates with the customer. 
When the specification, price level and quality are suitable for the customer, he accepts 
the offer or expresses his own offer to the agent. When the negotiations have ended in an 
agreement of the delivery time, specifications and prices with terms of delivery, the 
agents puts the facts on the general contract form used in sawn goods export. 
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The agent collected the marketing information. In addition, feedback was given 
directly by customers and competitors. The marketing manager then coordinated the 
feedback to the right places and persons conducting the operating actions. Naturally, the 
representatives of the sawmill were not always satisfied with the information level that 
the agent could give. On the other hand, it was thought that the agent had a kind of global 
view on timber markets. This was considered rather important.  

In production planning the sawmill tried to be customer-oriented. Timber sales and 
marketing persons tried to guide production towards the best selling articles or markets at 
a given time, while keeping in mind the raw material volume and economic questions. 
The most important thing was to get as much timber as possible from the sawn logs. The 
search for new products was not very active. Product planning was based on production, 
and it could be said that product planning and production planning were nearly the same 
thing. 

The attempt to unify the grade requests that led to greater ease of grading must also be 
mentioned. This influenced the loss of some long-term customer relationships, mostly 
outside North Africa. This made the planning of the next sales period more difficult.   

At that time it was believed that pricing the timber should purely be based on market 
prices. It was thought that if the prices were set in some different way, the consequence 
would have been that the sawmill would have no ability to compete price-wise. The 
sawmill has taken the costs into account in domestic markets, too. 

7.1.6  The relationship between the sawmill and the Danish importer 

This case focuses on the relationship between the sawmill and its Danish importer in 
regard to the demand and supply situation. The importer could buy large quantities and 
also had the opportunity to stock. Furthermore, it had planing facilities and owned a 
construction firm chain. The relationship was old – the cooperation had existed for 
decades and the importer had mostly regular customers, which made business relatively 
stable. The sawn goods from the sawmill were sometimes delivered to the importer by an 
import agent.  

Export to Denmark grew sharply after the economic depression in 1991 (Figure 52). In 
1992, Danish export was over three times greater than in the previous year. In 1993, the 
figures were slightly better and the next year export figures were more than ten times 
greater than in 1991 and more than three times greater than in 1993.  In 1993, export to 
Denmark increased more than did to the UK because Danish buyers were able to pay 
more than before. In 1995, there was a downturn in volume as general economic 
projections declined.  
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Fig. 52. The export of the sawmill to the good quality redwood countries, and the 
share of the major Danish importer (Source: Company archives) 

At the beginning of the 1990s a new start for the old business relationship occurred. 
When Danish export grew the proportion of export handles by this specific importer did 
the same thing. The importer’s share of the export was only 1% of the export quantities 
coming from the case sawmill to Denmark in 1991 but it went up to 75% by 1994. In the 
next year there was again a downturn in quantities along with general economic 
expectations.  

The essential thing in agreements between the sawmill and importer was that they 
were mostly six month contracts. In 1993, actually 70% of the agreements measured in 
cubic metres had a six month duration. In negotiations, participants decided the prices 
and the delivery times for the sawn timber. This kind of customer relationship was typical 
in Danish export. We could say that this kind of relationship would create a good basis 
for heading towards smoothing business cycles, even though it happened through agency 
operations. 

Nowadays, exporting to buyers of large volumes is done without an agent or importer. 
Importers serve buyers wanting small quantities of timber. Producers try to be in direct 
contact with industrial end-users, and this is the case with this company. This 
development has made marketing communication easier and helped to get better market 
information. These are things that strengthen the relationship. 

Good qualities in redwood have gentler cycles than lower qualities or whitewood. If 
we compare business with the UK and Denmark from 1993 to 1995, we notice the 
following things:  1) Both countries bought u/s grades in nearly equal portions and the 
English took three times as much of the Vth grades as the Danish who imported more 
varied sideboard dimensions.  2) In both countries the sawmill has very long-lasting and 
stable customer relationships 3) The difference in business was that larger agreements 
were made with Denmark, usually twice a year; the bigger ones were mostly made in late 
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autumn and there were also peaks before and after summer holidays. Very large quantities 
were negotiated in November to be delivered from January to June. Agreements with 
England have not varied so much – in their specifications the quantities in cubic metres 
have been smaller but the agreements have been made more often during the year. Quite 
often the agreements were for three months. If we observe the sales curves the UK and 
Danish markets, sales are more stable than the average but the export to Arab countries 
and the countries using whitewood vary even more because of the end-use purposes. 

Characterising and comparing the relationship with other purchasers. The 
commitment in the relationship can be characterised by the following example. The 
importer accepted the highest price just before prices collapsed. Prices went down the 
next week by about 40%. The importer did not try to decline the price or ask to nullify the 
agreement, but the delivery was delayed by a half a year. The importer took everything 
and paid everything as agreed. 

Shipments do generally held for a longer period in declining cycles. If the importer 
happens to seal an agreement at a high price moment, then delays can be expected. The 
importer tries to sell with the smallest losses possible or to gain profit, and the effect is 
usually that pickups will be delayed, and that is the next problem. On the other hand, 
there is permission in the agreement forms for approximate invoicing, but it does not 
become relevant until six weeks after the time of the agreements’ delivery date. So this 
kind of delay of six weeks is technically approved, and the producer has no way of 
affecting the matter. If everybody acted this way, the situation would be quite impossible. 
On the other hand, there are always consignments that are not picked up for various 
reasons. There will never be a situation where every parcel would leave at the precise 
moment agreed upon. It may be due to logistics or even to the producer that the goods are 
not ready at the agreed time. There are deviations in both directions. 

When reading the sawmill’s memos, one gets the impression that quantities were 
followed more carefully than prices. A reason for this impression may be that the 
producer always tries to take advantage of price deviations in the market. This means that 
the producer sells to whichever market pays the best possible price for every product, and 
in this sense, there maybe moments when there is not enough timber for that special 
customer willing to buy. 

The agreements in this relationship were made for six months and the delivery 
program was scheduled. The quantity to be delivered each week was agreed. The price 
was unchanged for those six months. However, most of the sawmill’s agreements with 
other business partners were made for a quarter of a year. It was seen at the sawmill that 
business followed the phases of cycles: the buyer was ready to take more than the 
producer was ready to sell in the boom period, and that is why prices increased and vice 
versa in the bust period: the seller tries to push but the buyer takes only as small 
quantities as possible. It lasts as long as there is an over-supply situation. 

It is difficult to tell which claims in this kind of case can be attributed to real problems 
or just to the importer. The greater the demand and the greater the lack of sawn goods, the 
greater number of mistakes the buyer accepts. It is quite natural that the end-user accepts 
mistakes when they do not have enough sawn goods. The timber is processed quickly and 
the end-user has no time to worry about the details. When the situation turns, it is 
necessary to begin to find reasons and ways to make profit for oneself. Then, 
unsatisfactory quality is an easy way to try to get price reductions. Of course, the 
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willingness to make a claim varies according to the customer. There are customers who 
make claims for nearly every consignment, but then other parties begin to seriously 
consider, if the business relationship is worth continuing. If there is a possibility to 
choose, then those who always are complaining are left to play only minor roles. 

Hundreds of agreements were checked for claims made over the study period. The 
importer made three claims in 1993, fourteen in 1994 and over twenty in 1995. Some of 
them were minor and some were due to new production systems. Usually, the importer 
and end-users were satisfied with the shipments. Claims were handled immediately and 
also discussed in meetings with production personnel at the sawmill. The small amount of 
unjustified claims can be considered a sign of good relationship. The number rose in the 
bust period in 1995. Business culture affects the quantity of claims, but one reason is that 
the customers of the importer were mostly furniture industry companies, and the quality 
needed is quite easily and clearly defined. When claims arrived it was quite easy to point 
out the reasons, e.g. from production oversights. 

On the whole, the Danish have not made many unjustified claims. It has been debated 
whether the Belgians are the worst customers in regard to claims. The worst case in the 
company records occurred when a Belgian customer sent a claim to the sawmill before 
the shipment was even in the harbour. The buyer said that he had inspected the sawn 
timber, which had been wet. The archival material also suggested that Arabic customers 
will not hesitate to make claims which in many cases are unjustified. The Arabians are 
more difficult in this matter than the Belgians. It was rare for the buyer to pay any 
compensation to the Arabs. 

Although everybody wants to diminish stocks, it has been proven that longer delivery 
chains mean storage has a greater impact. In 1991, there were some goods in stock for a 
long time, and this caused many claims later on. In 1995, there were about twice as many 
claims as in the previous year. This was at least partly due to the market situation. In the 
boom there are less delayed delivery pickups, because it is better for the importer to have 
more sawn timber in stock. The more he has in stock the more he is able to sell. When the 
turn of the cycle draws nearer, more delayed deliveries occur. One can evaluate 
developments in specific markets by the activity surrounding deliveries: are the buyers 
willing to make pick ups on time or are they even trying to make them earlier? It is 
always a bad sign when the buyers try to delay deliveries. 

The relationship was good in all respects. The representatives of the importer did not 
try to take advantage of stock situations to put pressure on prices, at least if this happened 
it was not done on purpose. They were actively keeping track of their own inventories, 
but they would have known if inventories in Finland began to grow. They would discover 
this during their visits to the sawmills.  They would only take advantage when the seller 
pushed the importer to buy by making below market price offers, but this could still serve 
their mutual interests. 

The importer had regular customers and that certainly influenced its behaviour. Long-
term agreements were negotiated because it was important for the importer to get the 
right quality product to the furniture industry. The sawmill was in a good position in the 
sense that there are a very limited number of sawmills producing the same kind of sawn 
wood.  

If we think about, for instance, producers in Southern Finland – are their products 
suitable? Suitability depends on the products and the targeted end-use. The importer 
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bought different types of sawn wood. One could say that the strengths here are the 
weaknesses in the products produced by the producers of southern Finland and vice 
versa. For instance, the quality of sideboards is a good example. There are far less knots 
in the sideboards of southern Finnish producers, so it is quite easy to understand that 
more should be paid for those products with less knots. The sawmill representatives were 
aware of this, but in the boom period the importer paid the same price for the worst 
products of the case sawmill as they did for the products of the sawmills in southern 
Finland. This was because the importer knew that somebody else would take that needed 
sawn wood if they did not pay the same price for it.   

The importer had regular customers of its own, and the end-users also knew from 
which part of Finland they ought to buy so that the sawn timber would meet quality 
criteria. Average length is a problem in the North. The buyers expressed the wish many 
times that the average length should be better in the next shipment, though they did not 
claim on that shipment. One could say that is the first sign of worsening conditions – the 
bust period maybe on its way then. 

As mentioned before, representatives of the importer visited the producer at least four 
times a year. They were very active. Sawmill representatives visited them perhaps once a 
year. The importer had many Finnish suppliers, and they were very active in visiting 
Finnish sawmills. They visited every sawmill supplying them once in each quarter. The 
sawmill representatives visited them more seldom. 

It is important for the seller to be in communication with someone from the buying 
organisation who really knows what kind of sawn goods are in fact needed. In that 
respect, the case company succeeded. There were two people from the importer company 
who took care of the buying. There were actually four, because they changed during our 
example business cycle. The first manager was a pure business executive officer who also 
made business agreements. He promised an amazingly high price just when prices were 
falling. With this manager it was easy to do business, but when the agreements had been 
made the products either did not move or moved very slowly. The importer received all 
they had promised, but there were delays. The other manager, taking care of marketing 
and shipments was quite different. The negotiating period with him was very difficult, but 
when the agreement had been reached all the deliveries went well. He was the man who 
knew the situation and at which stages in the negotiations the participants would have to 
go through the issues dealing with it. It was difficult to reach a mutual understanding, but 
when it was reached, you could be sure that all the deliveries would go smoothly. 

7.1.7  Recent developments 

It seems that the big enterprises rely a great deal on the saying “big is beautiful”. Behind 
this is the scale of economics. Fixed costs are shared by a greater volume and the impact 
of the “experience curve” is relied on (cf. Christopher 1992). The case sawmill can be 
argued to have become more customer-oriented after the merger in 1996, but the general 
production-orientation still seems to be a strong agent in strategies and practical 
operations. The following lines depict the various aspects of integration. 
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After the merger decision steps were taken to unify the different cultures of the various 
production units. Changes were carried out by the management. A number of long-lasting 
intermediary relationships came to an end when own sales offices or, in some cases, new 
intermediaries replaced the former supply chain. North African export was made more 
effective by joining with Rauma Enso Timber Sales (RETS). This company was a joint 
venture of the two big Finnish forest companies specialising in the African markets. It 
also controlled about 70% of Finnish export to the main Arabic countries and had a 
strong market presence. Moreover, it meant rationalisation in everyday practices. The 
new data network enabled this rationalisation development to a great extent. Before the 
merger the joining was not considered a reasonable alternative because of bad 
experiences with regards to being within the same organisation as much bigger producers. 
RETS is a considerable power in attempts to sell sawn goods in difficult market 
conditions and cope with economic fluctuations.  

The general development of information and communication systems from faxes to 
open mail saved a lot of time. The sales secretary was no longer obliged to send faxes 
back and forth to the travelling sales manager and again to agents abroad when the best 
possible profit was sought among different market areas and buyers. The sales managers’ 
portable computer connected with his GSM phone enabled faster, more secure and easier 
operation, direct even when he was absent from his office.  

The increased competition necessitated a faster response time, which in the best cases 
meant responses from the airport lounge; that is one of the most usual places to reach 
sales representatives. The system before was that the fax would be sent to the next hotel 
to which the sales manager was heading. After arriving at the hotel,  often late,  the sales 
manager would respond by fax back to the office and then the response would reach the 
sales connection abroad the following day at the earliest. The late responses may often 
have been the reason for the loss of business.  In addition, customer satisfaction could be 
improved by being able to communicate quickly. New information applications are 
essential because using only the phone affects the sending of non-profitable messages 
back and forth, losing essential details, and not being fully able to express the needed 
information precisely. 

Computerisation also enabled better planning and the ability to set sales targets further 
ahead. It offered the possibility to get rid of the pitfall of selling mainly from stock. The 
old organisation can be argued to have been very stable and stuck with the use of the 
“good old” practices. It may have been seen to have possible difficulties with unlearning 
its habits and beginning to use new models and applications. Some sort of radical change 
may have been required to accomplish real improvements. The sales personnel of the 
sawmill had a lot to learn about using computers and for instance, changing the 
occasional habit of planning the sales off the tops their heads. However, it can be argued 
that one of the biggest hindrances of developing the operations of the sawmill were the 
old partners who wanted to secure their own importance by keeping some key 
information to themselves. 

Operative management weekly gatherings were started where the sawmill’s leader, 
sales manager, production planner and production foremen discussed things like the 
quality of products and feedback from customers. The meetings were argued to have 
improved information flows within the sawmill, enabling a better understanding of the 
needs of customers, as well as helping in production and the development of quality 
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improvements according to customers’ requirements. The organisational changes, open 
discussions and faster decision-making improved the opportunities for those people who 
were closely linked with affecting the quality of products to influence the operations. The 
commitment and willingness to make renewals improved remarkably compared to the old 
system where production had only one member in the management team, and only as a 
silent listener.  

The new system demanded continuous interaction between the strategic planning and 
operative works. The work and corrective operations were guided by numerous customer 
satisfaction surveys. Benchmarking also provided some guidelines for the developing 
actions. In all the value of customers as the biggest asset of the organisation was 
highlighted. For instance, grading and packaging were updated. However, one of the 
biggest reasons the company re-gained the lost market share in the UK for example, the 
sawmill’s main market, was the more efficient marketing channel. It is argued that in the 
1990s, old agencies had heavily reduced staff numbers, lost experienced people to more 
stable employers and lost the support of big importers by starting to compete against their 
customers. Furthermore, some agents had started to import Baltic timber. The shorter 
marketing channel and own sales offices turned out to be better options than the use of 
agents because of these factors, not to mention the other benefits of direct customer 
relationships. 

The cooperation of sawmills enabled a decrease in the number of items produced per 
mill, which in turn made production series longer and storing needs smaller. The merger 
also enabled the case firm to make shipments to remote markets because of greater 
volumes and the ability build up loads to demanded specifications. For instance, Rauma 
Enso Timber Sales could provide more frequent shipments to Arabic countries from the 
local port because they were able to gather shipments from several sawmills. Generally, 
the cooperation of more sawmills offered possibilities for overall logistic rationalising. 
Furthermore, the central idea was to move the logistic decision-making and the whole 
sales process nearer to the customer.  

In production, the sawmill began cooperation with small sub-contractors because its 
own mill was not suitable for sawing small-diameter logs. The calculations and plans 
were first made for small diameter pine material. “New markets” were found for 
whitewood scantlings that were deep-cut and planed from the smaller spruce logs.  
Grading possibilities for unkilned sawn goods and their greensplittings were assessed.  

A general difficulty for the sawmiller was to recognise what extra work produces 
value for the customer, and gives back the offerings. Sometimes the aim may just be to 
ensure the demand of slow-moving items by grading, kilning, planing or otherwise 
process them further. The normal standard has been to deliver sawn goods kilned down to 
“shipping dry” in order to secure their durability until they reach the customer. However, 
the industrial end-user is often forced to kiln it again down to special moistures. This 
means double the work in sticking, and also more dangerously splits caused in the first 
kilning worsen in the second kilning. The ability of the producer to sell both fresh and 
special kilned goods gives better opportunities for the further-processing firms to 
guarantee quality standards to their own customers. In other words, the further-processing 
firms can guarantee that they only use timber that is kilned in one continuous process. 
This has given a competitive advantage to Finnish producers of laminated redwood 
panels.  
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Generally, the cooperation of sawmills situated in various procurement areas enables 
the sorting of logs according to length and quality. This cooperation can ease the constant 
lack of sideboards for strategic markets as well as provide the ability to deliver special 
lengths, for example special sizes to Japan. Specialisation in the sawmills may offer the 
opportunity to improve performance. Because economic changes on an individual market 
affect the sales process of sawmills, collaboration between the sawmills is needed. The 
development of sophisticated logistical tools is especially essential to enable several 
sawmills to deliver goods to the same customer specification, and also to various 
markets, the importance of which is continuously changing. This kind of agility is fruitful 
and helps make business flows steadier. Moreover, the specifications need fine tuning by 
decreasing production volumes of dimensions and grades that do not pay as well as 
higher grade products. Together with improved shipping margins, this has been argued to 
have given the best opportunities for remarkably better performance. 

7.1.8  Advantages of improved SCM  

This chapter depicts the advantages the sawmill has gained through improving SCM. The 
case company is obviously more customer-oriented than before. Some organisational 
decisions have indicated this, for example, the production planning and responsibility for 
looking after specific inquiries have been placed in the hands of the same person. 
Language skills and communication skills are emphasised. An educational program to 
secure competent production personnel has also been started. It seems that the tendency is 
to keep production stable and at a high level whatever phase of cyclicality currently 
exists. 

The core competencies of the sawmill may help to maintain long-term business 
relationships. The established reputation of the brand, interaction with customers, and the 
new organisational model that moves the producer nearer to customers are factors helping 
to achieve this task. The shipping mark is one of the great assets of the sawmill. It was 
established in the early 1920s, and is widely known among industrial end-users.  

The well-organised customer service tightens partnerships with customers and enables 
continuous cooperation. Customers’ demands are taken into account, for example in 
various aspects of grading. Frequent customer satisfaction surveys may help to keep 
things up to date. The new sales organisation also helps sales people to concentrate on 
certain markets and form tighter relationships. 

The grading of the goods and the structure of the raw material is a clear strength. No 
doubt, an advantage is found in the ability of grading sawn timber into quality groups 
before kilning. It allows further processing by green splitting and/or special kilning a 
certain part of the production. Because the big sawmills are not able to participate in fresh 
kilning they need the help of smaller ones, perhaps sub-contractors. The sawmill should 
also be able to deliver the lengths its customers require. In other words, those responsible 
for the procurement of the raw material should know the required lengths of sawn goods. 
Reducing waste is one factor, which may satisfy both the seller and the customer. It is 
argued that market information flows could be better in nearly every supply chain.  
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When sales organisation is strictly divided into whitewood and redwood units, it may 
cause some problems because there are some whitewood buyers in redwood areas and 
vice versa. The most difficult situation is in the Benelux countries, but some problems 
have also occurred in the UK, Italy, Spain, Greece and Germany. In nearly all listed 
European countries one species accounts for at least 70% of total imports. The case 
sawmill has experienced that prices for the items asked for on “side markets” are 
normally well above average market prices. Selling small items to side markets is always 
an organisational and logistic challenge. 

As stated, the merger influenced the marketing channel; some intermediaries were 
changed or the channel was taken into the sawmill’s own hands. It may also have lead to 
difficulties in keeping the old end-customer relationship. While North Africa is an 
important market area for northern productions the mill was afraid of Arabic buyers’ 
reactions. However, the buyers seem to have been satisfied with the quality and service of 
the case sawmill. Therefore, the old connections seem to have continued in spite of the 
changes in the marketing channel and in the seller’s organisation. The sawmill had 
prepared for the changes, and partly reconstructed its customer base. 

Generally, more direct marketing channels have made the control of the sales situation 
better. However, the personnel of the sawmill’s own sales office may want to secure 
volumes in their own area and achieve the budget volume figures rather than focussing on 
better priced business in general. The eagerness to seek out new and logistically better 
functioning potentials may also be improper. The agency representatives may have the 
same problem. However, methods to secure optimal prices without spoiling customer 
specifications are required. Always trying to achieve the best possible prices may also 
harm the aim of having long-term relationships and making business more stable. 

The buyers and sellers have to agree on the terms of delivery. If the sawmill wants to 
use pulp and paper vessels at least some of the sawn goods are loaded on deck. The sawn 
goods under deck option means more costly sea freight. In addition, it may mean a 
change in port of shipment and lorry transports. The total additional cost may be about 10 
€/cbm, i.e. about 5% of the average FAS price at the mill. It is evident that customers are 
not fully aware of delivery terms and what they mean in practice. More cooperation and 
negotiations are needed. The documents of the case company also seem to emphasise 
logistic and value chain thinking in order to manage in ever increasening competition.    

Tight cooperation with other sawmills gave a new opportunity to enlarge the 
cooperation in fulfilment of customer specifications. This may give an important 
competitive advantage. Through productional cooperation the sawmills improve 
productional efficiency and stock rotation and the number of items produced can be 
reduced. This means mutual agreements regarding quality control, production and logistic 
planning, sales and customer service and so on. In other words, it means a higher 
integration level between the mills.   

The case sawmill has positive track records of producing the special qualities and size 
requirements. This may be another way to make trade more stable. In other words, the 
target of getting the best total volume yield or quality per consumed log is not as 
dominating as before, which means special products can be developed for customers. The 
production of special products has caused investments to be made. For instance, length 
packaging and kilning have been modernised. The costs of the investments were paid 
back in the early stages. However, special and customer products gradually turn into 
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standard products with no premiums, and new investments are needed. According to 
literature, competitive advantage can be gained through close cooperation with customers 
and developing products together.   

However, it seems that large sawmills still try to maintain their competitive advantage 
primarily through economies of scale. This also seems to be true of the case sawmill and 
has led to a concentration on fast moving standard items. In spite of the strong production 
orientation, specialisation to serve restricted markets and collaboration with other 
sawmills have brought opportunities to serve customers better. The division of several 
sawmills may also give better possibilities for large-scale renovations and investments in 
order to satisfy demanding buyers. On the other hand, single sawmills may have to battle 
more fiercely for investments within large integrated companies than in the case of being 
an independent firm. 

7.1.9  Essential elements of the case 

The following lines provide a summary from the previous discussions regarding the case 
sawmill.  The text underlines various aspects of SCM like producing value for customers, 
long-term relationships and various levels of integration in order to have an impact on 
cyclicality. Internal and external integration, communication and cooperation as well as 
matters regarding the functioning of the supply chain as a social system are emphasised. 
The essential elements of the case can be listed as follows: 

− Strategies in the integrated company were dominated by the pulp and paper divisions 
and were generally production-oriented. In addition, investments in the sawmill were 
not necessarily made according to the phases of business cycles. 

− Expectations (often communicated by intermediaries) had strong impacts on planning. 
Long-term agreements of six months were unusual but the key customers (industrial 
end-users) were the same from year to year: good quality products and service helped 
make business conditions more stable. Though markets were varied according to 
changing economic conditions, the sawmill tried to keep its key customers under all 
circumstances. 

− Personal contacts and the impact of people were underlined in making long-term 
relationships. Agreements were kept better in long-term relationships than on average. 
Moreover, trust between partners made the business more informal and fluent. A 
continuous development program for personnel helped to serve and maintain the long-
term relationships.  

− The internal and external integration improved logistics and transport and ensured to a 
large extent the fluency of communication and information flows. Better internal 
coordination of marketing and production through IT applications and weekly 
gatherings were also fruitful. Modern IT tools improved information flows such as 
faster responses to inquiries. Cooperation with other sawmills of the same company as 
well as with some sub-contractors assured better service and ability to cope with 
economic fluctuations. 

− The recession in Europe increased business with Arab countries. Arab countries are 
trade balancers to some extent. The cooperation of many companies (RETS) meant 
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more opportunities to sell to Arab countries and improved negotiation power, 
rationalisation, better personal and logistical connections and business knowledge. 

− Intermediaries do know the inventory levels and may try to take advantage of that in 
extreme circumstances. The intermediary base has changed and more stable business 
has been achieved through direct business relationships with industrial end-customers.  

− Deliveries have become more frequent but shipments are much smaller than before, 
the average volume is from 50 to 100 cubic metres. Moreover, the delivery clauses 
have changed to C and D-type deliveries, i.e. the products are taken care of until they 
reach the buyer’s port or yard. Having control over this chain offers the option to 
arrange shipments within certain time limits. 

Being part of the integrated company limits the sawmill’s options of choosing the means 
of moderating business cycles. Producing the specialised customer products and keeping 
long-term key customers as well as using a shorter marketing channel made business 
conditions more stable. However, the areas of priority were moved from one market 
segment to another according to market expectations. The long-term agreements were 
somewhat unusual but on the other hand, the long key business relationships were 
common. Committed and skilful personnel and frequent contacts were also seen as 
important in creating stable long-term relationships. These long-term relationships with 
frequent interaction created the basis of the marketing plan. The cooperation with other 
sawmills within the integrated company as well as other firms provided ability and 
flexibility to cope with economic fluctuations. 

7.2  Sub-case 2: The impact of relationships 

This sub-case focuses on the favourable impacts that cooperative relationship strategies 
have on cyclicality. Following the assumption that firms have three strategic alternatives 
when interacting, namely competition, dominance and cooperation (cf. Campbell 1985), 
it is logical that sawmills will use different relationship strategies in different phases of 
cyclicality. It is evident that in boom periods they try to use strategies based on 
competition or dominance to get the best possible price. On the other hand, in bust 
periods the buyers have the power, which they try to use to achieve more favourable 
agreements, i.e. better service and cheaper prices. It is natural that in these circumstances 
the sellers demand cooperation. The producers wish that bad economic perceptions of 
markets would not reflect on their production. No doubt, the described uses of power 
bases, i.e. the speculative and opportunistic behaviour of the members within the supply 
chain, have an impact on cyclicality in the industry.  

The ultimate aim of this case is to give evidence that firms have the possibility of 
smoothing cycles by collaboration. Long-term relationships and direct marketing 
channels are behind the collaboration and its positive impacts. The companies in the case 
are a minor sawmill and a somewhat bigger firm making prefabricated wooden houses. 
The latter is the only industrial end-use customer of the sawmill. Since the 1980s, the 
sawmill has strongly developed its further-processing facilities. At the moment, all its 
products are further processed, and a part of the production goes to other units in the 
company. The representatives of the sawmill expressed that the main strategy has been to 
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get nearer to the end-customers in order to serve them in the best possible way. The 
chosen strategy has brought better profitability than just producing bulk sawn goods. 
These aspects evidently give a good basis by which to moderate fluctuations.  

In terms of the original theoretical framework this sub-case focuses on relationship 
and management components. Interaction (Chapter 7.2.3) and cooperation (Chapter 
7.2.4) are especially emphasised. 

7.2.1  The case companies 

The case sawmill produces about 35,000 cubic metres of sawn goods per year and further 
processes all of it. The aim has been to get closer to its end-customers, and to be able to 
serve them in the best possible way. The sawmill has concluded that this method is the 
most profitable way to operate for this company.  

The sawmill belongs to a firm group that also produces prefabricated wooden houses. 
House manufacturing within the company uses about 20-30% of the case sawmill’s 
production. This also makes the sawmill an expert in serving other wooden house 
manufacturing firms. Therefore, the customer base is mainly formed from wooden house 
manufacturers and domestic wholesalers and timber merchants. At the moment, the 
wooden house producer of this case is the only industrial end-user. The others are served 
through wholesalers. The purpose is to keep the administration costs of the various 
business relationships reasonable, and minimise credit losses. 

The marketing strategy of the sawmill aims at selling about 90% of its production to 
20-30 customers. Contracts with these big customers, in which prices and amounts for the 
following year are agreed upon, are made for the whole year. It is agreed with the prices 
and amounts for the next year. The negotiated price follows general price development, 
but the goal is that both parties can be satisfied with it. 

The house manufacturer is quite big, and has a sales organisation covering the whole 
country, and conducts some export business as well. Quality control is very strict; it is 
important that the products of sub-contractors or partners have the required quality and 
that they will arrive at the plant on time, so the house manufacturer can serve its own 
customers as agreed. The house manufacturer evaluates the total economic efficiency of 
the sub-contractor or partner: price and quality have to be acceptable. It is considered 
reasonable to pay more to a reliable supplier. In the long run, it is more profitable to pay 
more for products with no waste, and which cause no claims afterwards. 

The house manufacturer has annual agreements including prices, with certain 
suppliers. The agreements are usually made in autumn. The representatives of the house 
manufacturer also mentioned, like the sawmill, that prices follow general developments 
but the goal is that both parties are satisfied. 

The parties have tried to avoid strong fluctuations in prices. In other words, they have 
moderated the cycles. Both firms argue that they have benefited by operating this way. 
The house manufacturer can be prepared to the costs for the next year, and the sawmill 
knows what the prices and sales volumes of its products will be. Moreover, both parties 
avoid several exhausting negotiations. This way of operating highlights cooperation. 
Generally, it seems that both firms aim at cooperation in their relationships. For instance, 
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the average age of the relationship between the house manufacturer and its sub-
contractors is over ten years, which shows that cooperation has been successful. 

7.2.2  Factors affecting the relationship  

The relationship between the case firms has been very cooperative since its beginning. 
The firms have cooperated closely in developing special products. Today, the sawmill 
argues that it is able to produce exactly the items the customer requires. It seems that the 
relationship is continuously developing towards even tighter collaboration.  Special 
attention is paid to the development of the service and supply chains. The participants 
emphasise the importance of this continuous work on the relationship, and that several 
years are needed to develop a fruitful relationship. 

The relationship began when there was a good demand situation for sawn goods. In 
other words, the suppliers had the power on their side.  In 1987, the sawmill industry, 
along with the entire Finnish economy had a boom period. Demand and prices went up. 
At that time the wooden house producer had just one sawn goods supplier. This supplier 
increased its prices remarkably. After the announcement of the price increases, the parties 
tried to negotiate but fruitlessly. The wooden house producer decided to change suppliers. 

At the same time, the capacity of the sawmill increased, and it began to develop its 
further processing abilities. When production exceeded the needs of its own company, the 
sawmill started to look for new external customers. The managing director of the wooden 
house plant and the marketing director of the sawmill knew each other beforehand so 
personal factors have been quite important since the beginning of the relationship. The 
background factors were favourable for the new business relationship and soon the first 
sample lots were delivered. The house manufacturer wanted to get further processed sawn 
goods to be ready to be used in the assembly line, and this way diminish operations 
within the plant. The development work had started in the relationship. 

The impact of the external context of the relationship – the impact of the network 
where the firms operate and the so-called third parties – becomes visible in the way both 
firms are monitoring things such as general price developments. With time the general 
price developments also affect the prices negotiated between the participants in this 
relationship. The most important third parties to the sawmill are the raw material 
suppliers, the other customers of the sawmill, the other sawn goods suppliers and the 
customers of the house manufacturer (Figure 53). The figure below emphasises that 
supply chains and marketing channels are becoming more and more like networks. It is 
worth noting that only the domestic channel is illustrated here. In export the sawmill uses 
agents. 
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Fig. 53. The supply chain and the case companies (cf. Halmetoja 2002) 

The raw material suppliers affect the case relationship through the price and quality of 
timber logs. The procurement area of the sawmill is known for producing good quality 
raw material. It is natural that the fluctuations of timber prices affect the prices of ready 
products, and in the long run it affects price negotiations with the buyer. 

The house manufacturer differs from other customers of the sawmill as it is the only 
external industrial end-customer. Moreover, it is a big individual customer. The customer 
relies on the products delivered by the sawmill to fulfil the demands of manufacturing the 
wooden prefabricated houses. The parties know each other really well. The supplier has 
become acquainted with the special needs of the buyer. 

The other suppliers of the house manufacturer affect the relationship because the 
manufacturer allocates the purchased sawn goods between them. The competition 
between the suppliers is not very intense because purchases from different suppliers 
concentrate on at least partly different products. The impacts of the end-customers of the 
house manufacturer become visible especially if the shipment from the manufacturer is 
delayed. 

7.2.3  Characteristics of the relationship  
and relationship strategies 

An analysis of the characteristics of the case firms confirms the assumption that the 
relationship and relationship strategies under study are very cooperative or collaborative. 
This assumption was made by following the four criteria used to describe cooperative 
strategies: 1) the number of alternative partners: Attempt to have one partner. 
Purchasing/marketing concentrated on a certain partner. 2) The rules of the relationship: 
Created in cooperation. 3) The future expectations of relationship: Attempt to see future 
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problems and solve them together. 4) The use of power: Cautious and sensitive use of 
power (cf. Alajoutsijärvi, Möller and Rosenbröijer 1999, 10-11). 

The preconditions of the ideal mode of cooperative strategy seem to have been 
realised in this special relationship. Especially notable is how the case companies 
intentionally seek common goals and procedures. Having just one partner is not 
necessarily true of the companies but both firms are very important for each other with 
regard to business volume. The other areas of the relationship match the defined 
cooperative mode of behaviour perfectly.  

The next chapters give more thorough reasons for why the nature of this relationship 
can be argued to be cooperative and even collaborative. Analysing various business 
episodes and critical incidents helps to build a picture of this business relationship, which 
has evidently been successful for both parties. The evaluation is done in terms of some 
structural and processual features. 

7.2.3.1  Structural features 

Continuity, complexity, symmetry and informality are the four general structural features 
used here to describe the nature of the relationship (cf. Tikkanen, Alajoutsijärvi & 
Tähtinen 2000, 376).  

The relationship has existed for 15 years. The same key persons have stayed in their 
jobs, which has helped provide continuation in the relationship. Because there have been 
no big changes in key positions the business episodes have not had big changes either. 
This may have increased the consistency of the relationship. Annual strategic agreements 
are negotiated between the managing directors, the marketing and sales managers of the 
sawmill and the purchasing officer of the house manufacturer. This practical daily and 
monthly interaction is made apparent in discussions between the sales manager of the 
sawmill and the purchasing officer as well the foremen of the house manufacturer. It is 
easy to take care of contacts because all the important people know each other.  

The continuity is also realised in the way the parties care for behavioural regularities. 
The continuity of negotiation for annual agreements is an example of this. Negotiations 
have taken place every year and each time the agreements have been worked out.  The 
number of participants involved in negotiations also reflects on the relationship. It makes 
it easier to share information and attitudes. 

Supply chains and marketing channels seem to resemble networks more and more, 
causing complexity. The lack of intermediaries makes interaction easier. However, there 
are also so-called “third parties” in this chain creating pressures and making the business 
context more incalculable. Furthermore, each organisation has its own internal pressures 
and conflicts, which may affect the relationship.      

The relationship can be argued to be somewhat symmetrical because neither of them 
has more resources or larger capabilities. Furthermore, both know the wooden house 
manufacturing business and its demands. It seems that the parties really want to be 
cooperative. They want to strive for mutual goals, and neither wants to dominate the 
relationship.  
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Over time the parties have come to know and trust each other, and informality has 
increased in the relationship. For instance, the sales manager may phone the house 
manufacturer’s purchasing officer and suggest a different quality than that negotiated. 
The house manufacturer has learned to trust that the supplier knows what is necessary for 
maintaining the high quality of the end-product and it is in nobody’s interest to use raw 
material that is too expensive. Thus, the informality can produce benefits for both parties. 

7.2.3.2  Processual features 

Relationship can be characterised here by adaptation, cooperation, conflicts, social 
interaction, routinisation and investments.  

There are signs of adaptation at many levels. The most observable are the technical 
adaptations to the sawmill’s products. The dimensions, lengths and qualities are delivered 
according to the customers’ needs. Customers’ demands are taken into account when new 
products are planned.  

The time and delivery schedules are also planned to serve both parties better. The 
sawmill needs an exact time of delivery to prepare for the shipment to work efficiently. 
However, the sawmill is flexible, especially when the shipment concerns permanent 
customers like the house manufacturer; but special deliveries may also mean that the 
negotiated prices change. Mutual planning has created logistic benefits: often the same 
truck that brought sawn goods can take the backhaul from the house manufacturer. 

Both parties are economically important for each other. They cooperate to get mutual 
benefits from the exchange in the relationship. The interaction is active: the participants 
really listen to the each others’ needs. Sometimes, the question of how to divide benefits 
can create conflicts. This relationship has not totally managed without conflicts. For 
instance, the annual negotiations often take a very long time because of the different 
perspectives. The representatives of the firms argued that the relationship can bear hard 
negotiations and different perspectives as long as personal relations are good. 

The marketing director of the sawmill said that “human beings negotiate the 
agreements and not machines”. The opinion of the managing director of the house 
manufacturer was that “it is just nice to work with some people”. These two people also 
have connections outside their work routines. 

The relationship has got some routinisation features. Every year negotiations for 
annual agreements occur as well the development discussions. Moreover, the interaction 
between the firms has established mutual norms to encourage the parties to aim at shared 
goals. They expect flexibility, team spirit and open information exchange from each 
other.  

The sawmill and the house manufacturer have made investments. Both have invested 
in new machines. However, the renewals were not made just because of the relationship. 
In addition to these so-called hard investments both firms has invested in “soft 
investments” e.g. the resources that have gone into maintaining and developing the 
relationship.  
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7.2.4  Tight collaboration in the relationship and its impacts 

The strategy of collaboration has influenced the participants of the relationship in many 
ways. The following lines evaluate the level of collaboration by using the concepts of 
capability, mutuality, particularity, inconsistency, motivation to invest in the relationship, 
commitment and trust.  

The cooperation has established competitive advantages. The sawmill is able to 
produce just the products the buyer needs. The quality of products and the service are 
good, i.e. the shipments are delivered as agreed and on time. Thus, the buyer has 
improved its own competitive advantage. Information from the house manufacturer is an 
important source for the sawmill in developing production further. Through interaction 
the firms have created something meaningful for each other, and each has a function for 
the other. The parties have the ability to satisfy each others’ needs. The continuous 
development of capabilities and resources to satisfy the needs of the other participant has 
led to counterparts having difficulties in finding similar alternatives. In other words, the 
adaptation of the firms means that it would be quite difficult to change partners, at least in 
a very short timeframe. 

Mutuality has to do with how willing the firms are to give up their own temporary 
goals to advance the positive outcomes of the mutual long-term goals, and, through this, 
in the long run, improve its own well-being. Prices seem to implement this in the 
relationship. This directly affects the amplitude of the cycles. Prices are negotiated in 
annual negotiations. The house manufacturer bases its decision on the general market 
situation and perceptions of future development. The sawmill also takes general price 
developments into account but in addition argues its objectives by the good quality and 
service. As an old reliable supplier, it gets somewhat better prices than newer suppliers. 
With regards to the aims of this thesis, it is worth noting that the parties deliberately 
smooth the impacts of cyclicality. The house manufacturer pays a slightly better price in 
bust period and a little less than the average market price in boom periods. The situation 
is described in Figure 54.  
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Fig. 54. The price paid in the business relationship compared to the average export price 
(Source: Company archives)  

Both partners feel that they are something special for each other. The particularity is a 
feature belonging to the tight collaborative relationship. The continuity of the relationship 
in spite of the geographical distance of nearly 500 km proves that the relationship must 
produce special benefits for both firms. It is not common practice to get sawn goods from 
that far away, and all the other sawn goods suppliers to the house manufacturer are local. 
As mentioned, the house manufacturer is the only industrial end-user of the sawmill and 
therefore gets special service. In addition relations between individuals and interaction 
are well above the average in this business relationship. 

The consistency in the relationship appears in many ways. The same people have 
handled the business for years, and interaction is regular, i.e. annual negotiations and 
development discussions. Volumes have also gradually increased year after year. The 
firms seem to have shared values and mutual goals that are underpinned by the annual 
negotiations and development discussions. 

The partners have been motivated to develop the relationship. Both partners have 
taken part in developing special products and services. Feedback from the house 
manufacturer is essential to the sawmill. However, there was not a single claim during the 
year prior to this study. The channel management area and service have been improved 
and operations have been developed towards the “just-in-time” system. Positive 
experiences have evidently motivated both parties to invest further in the relationship. 
For instance, the ability to make trade more stable with lower logistic costs, product and 
service improvements and the well-managed satisfaction of customer needs have 
encouraged the continuation of development work within the relationship.   

Commitment and trust are also characteristic of the relationship. According to the 
marketing director of the sawmill:  

 

“It took five years to know each other well and to be able to serve the house 
manufacturer properly”.  
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The following example describes how well the participants know and trust each other. 
Representatives of the sawmill may offer products of lower quality than negotiated and 
written in contracts and inform the buyer of this. The buyer accepts this because he can 
be sure that the sawn goods will be appropriate for the end-use target. All the things 
mentioned above mean that finding a replacement partner would be a very hard job for 
both firms.  

In all, willingness to cooperate and develop the relationship ensures good business in 
spite of the prevailing phase of the business cycle. The representatives of the firms have 
positive experiences of the relationship. Collaboration has been real and neither of the 
partners has dominated the relationship. Statistics from the years 1995 to 1998 show that 
it is possible to affect fluctuation.  

The production of the Finnish sawmills was 9.94 million cubic metres in 1995, 9.78 
million cubic metres in 1996, 11.43 million cubic metres in 1997, and 12.30 million cubic 
metres in 1998. There was a slight downturn in 1996. During the study period, production 
volumes varied by over 20%. However, there was no decrease in volumes in business 
between the sawmill and the house manufacturer. The volumes increased steadily. In fact, 
the increase was quite rapid. They increased by approximately 36% each year.  

During the study period, the average export prices of the sawn goods also varied by 
over 20%. The case firms deliberately moderated price fluctuation and smoothed the 
impacts of cyclicality. They cut off the highest expected prices of the boom and the 
lowest prices of the bust. According to the sawmill’s statistics the annual average price of 
sawn goods only varied by approximately 14% in this special business relationship. 
Prices are more stable than market prices because they are negotiated for the entire 
following year, and they are deliberately moderated. 

The sub-case was studied during the “Towards the Smoothing of the Business Cycles 
in the Nordic Sawmill Industry” project (cf. Halmetoja 2002). The essential features of 
the relationship, which have decreased the impacts of cyclicality, are as follows: 

− Volumes have increased steadily in spite of the phases of business cycles 
− Prices vary less than the market price. The firms have deliberately moderated the 

highest and lowest expected market prices 
− Agreements are negotiated for whole next years 
− The marketing channel is short, no intermediaries 
− Order stock is steady. However, the normal seasonal fluctuation of the construction 

business has an effect 
− No fluctuation in inventory levels. A tendency towards JIT deliveries 
− No speculation regarding quality of product 
− Commitment and trust characterises all operations. Shared values 
− Frequent interaction 
− The relationship started because the buyer was not satisfied with the opportunistic 

behaviour of the previous supplier 

The representatives emphasise that the relationship has been a good example of how to 
manage and develop relationships towards collaboration. It tends to improve profitability 
from value added products together with the concept of customer service. The managing 
director of the sawmill believes:  
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“Emphasising collaboration is certainly even more important in the future, 
especially in minor firms. It is one of the tools by which small firms can compete in 
industries where big integrated firms make up the context of operations.”  

7.3  Sub-case 3: Interaction between two bigger independent 
companies 

This case illustrates the relationship between two bigger firms29. The sawmill and its 
industrial customer have cooperated for a long time. In contrast to the earlier cases, the 
firms are bigger and the size of the mutual business is not so extensive and central for 
either of them. However, the buyer is an important customer for the sawmill, and both 
companies have found the long-term relationship profitable. Moreover, the tight 
cooperation and long-term relationship seem to have created more stable business 
conditions as well as affecting price developments in mutual contracts. In terms of 
conceptual frame structures and management’s actions are discussed in Chapter 7.3.1 and 
relationships in Chapter 7.3.2.  

7.3.1  The case companies 

The sawmill is a big independent, family-owned firm that has several production plants. 
Production has moved to further-processed products – such as planed, glued and 
impregnated products – which make up over 50% of total production. The sawmill has 
increased its production volumes and assortments. Furthermore, the sawmill has aimed at 
becoming familiar with the demands of its customers, and wants to serve them by kilning 
and cutting the products according to the wishes of the customers. The domestic 
customers are joineries and the wholesaler chains. However, more than 70% of annual 
turnover comes from export. The main export market is the EU area such as the UK, 
Holland, Germany, Greece, Spain and Denmark. However, North African countries, 
Japan and the USA are also now export targets.  

The sawmill uses agents in the export business. It uses trading companies when 
exporting to North Africa and some more distant countries. The importers and 
wholesalers have not stocked the products of the sawmill. However, there are some plans 
to begin cooperation with intermediaries in order to have inventories somewhere in 
Central Europe. The aim is to get closer to the customer, and ensure quick and reliable 
deliveries. 

The sawmill takes the price development of timber logs, the costs of buyer-seller 
relationships and fluctuation rates of currency into account as sources of risk in its 
customer strategies. At the same time the firm allocates its resources into various buyer-
seller relationships. 

                                                           
29 The material was collected during “Towards the Smoothing of the Nordic Sawmilling Industry” project (cf. 
Salo 2002). 
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The representatives of the company mentioned that raw material costs are about 70% 
of the ready sawn goods. It has a procurement department which takes care of raw 
material supply. The company has developed long-term relationships with local forest 
owners. Generally, the aim is to avoid inventories throughout the whole supply chain but 
in practice it is impossible to operate without them. As stated before, all inventories 
fluctuate. Timber logs are stocked for about two to four weeks before the logs are sawn. 
However, the buyers of the raw material argued that they try to increase the stock of 
timber logs when the price of the logs is low. Economic fluctuation also reflects on 
production. The sawmill has tended to keep two work shifts, but there have been three 
shifts during boom periods. 

The industrial customer company further processes the sawn goods produced by local 
sawmills. The further-processed products are sold to domestic and international markets. 
The company is dominant in domestic markets but over 70% of turnover comes from 
export to 25 different countries. The company has many subsidiaries in Europe but also 
has some outside Europe. However, the main market area is the EU region.  

The buyer and seller companies have long-term relationships with many suppliers and 
customers. In many cases, the relationships are over ten years old, some of them 
remarkably older. The particular relationship between these two case companies has 
lasted approximately twenty years. The marketing channels of both companies have 
remained nearly unchanged for a long time. 

7.3.2  The nature of the relationship  

Both firms have approximately equal turnover, which may have helped to build a 
balanced relationship. There have not been any major breaks in this relationship. 
However, price negotiations have caused some small interruptions. The sawmill has some 
information about domestic industrial buyers and their needs but the foreign industrial 
customers have often remained more remote.  

The company further-processing the sawn goods sells end-use products. Therefore, it 
has the opportunity to predict the amount of the sawn goods needed and plan purchases 
from the sawmill. The amount has varied from 1000 cubic metres to 1500 cubic metres 
per year. 

The economic and control dimensions are two essential parts of social systems. They 
include the aims that the firms have for their relationships. Although the forming of a 
relationship is a costly phase, costs can be lower later on in close relationships than in 
business with frequently changing participants. As usual, transaction costs in this 
relationship were lower. They were low because these companies have only two face to 
face negotiation situations, which are held in January and June. Distribution of the sawn 
goods is handled by the sawmill. Logistical costs are also low because the truck comes 
and goes from the sawmill to the buyer approximately every other week and is always 
full.  

In summer, the truck does not go so regularly because then there are some breaks in 
sawmilling. The truck always carries from 17 to 18 packages, which are specially made 
according to the customer’s preferences. A full truck has packages of sawn goods or 



 229

further processed items from 50 to 60 cubic metres. The amount of value added wood 
consumption for one year is divided into monthly orders, and these are divided into 
weekly or fortnightly orders. These are called home on a weekly basis by the supervisor 
via e-mail.  

The physical distance between the plants is rather small, and costs for distribution are 
not high. If the procurement of sawn goods was done by discrete transactions, costs 
would be many times higher than they are. Specification, distribution and administration 
costs would all be higher. 

The system minimises administration costs. The supervisor is in charge of ordering all 
the material the company needs. The personnel costs are low, and no special equipment 
or programs are needed so costs per e-mail are quite low. Phone and fax are used when 
exceptional or bigger problems occur. For instance, these problems may deal with 
technical quality or the requirement of special dimensions. The manager of the buying 
firm said:  

“If there are no problems, there is no need to phone, e-mail or contact the sawmill 
or our own production line”. 

The buyer operates similarly with all its suppliers. This shows that the way of operating is 
routinised. 

The control dimension includes control over resources and the power to use those 
resources. The power of organisation is directly related to the dependence of the firms on 
each other. The parties in the case relationship only have a little influence on each other 
in this relationship. The sawmill has many bigger and more important clients and 
therefore no problems would occur if the relationship broke down. The buyer has also 
three other suppliers of the same products. The procurement of the products has been 
intentionally divided so that every sawmill produces the same products as the other ones. 
If the situation was that the sawmill only had a few clients and the customer did not have 
any other suppliers of the most commonly used dimensions there would have been clear 
power problems. Thus, the producers have a more competitive aspect between them than 
in the previous case. 

7.3.2.1  Structural features of interaction 

The case companies have a close relationship and both companies can quite easily predict 
the behaviour of their counterpart. The sawmill knows that the customer company orders 
approximately the same amount every year, and the price varies between certain limits. It 
seems that a common future is important for both enterprises. The interaction process is 
largely built on the negotiations of annual agreements, as well some other interactions 
such as frequent visits by the sales manager of the sawmill to the customer, and e-mails, 
phone calls and faxes between the companies.  

Special events such as the opening of new production lines and preparation of new 
contracts may create a need for more intensive interaction in the relationship. Everything 
that is exceptional compared to normal routines increases communication between the 
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parties. For example, the customer company may need special qualities and dimensions 
for the Far East markets.  

The most critical episodes are formed around negotiations considering the amount and 
quality for the whole year, and prices for the next six months. These negotiations are in 
January. Prices are negotiated again in June. Every year, these episodes repeat 
themselves, and they are formed by acts that are almost identical. Only once have 
negotiations been interrupted by a conflict between the buyer and the seller. However, the 
visit of the customer company to the sawmill solved the conflict. 

Usually both parties are actively seeking information that can function as a price 
argument in negotiations. Both companies are heavily dependent on international 
economic fluctuations, especially in EU countries. Sawn goods follow market prices 
more closely than the special products made by the customer company. Usually, the seller 
uses the following arguments: number of orders, the world price for sawn goods and 
planed wood, the general perception of the future development of prices, domestic prices 
for planed wood, costs and other unspecified information. The customer relies on its 
perceptions of the general price development and the price demands of its other three 
supplying sawmills. Usually, the buyer also has opportunities for getting cheaper lots. 
However, these opportunities are not used because the relationship is highly valued due 
to the quality of products and reliability of deliveries. Furthermore, the procurement costs 
of lots vary. In addition, the buyer had experienced that having many suppliers causes 
administrative problems and costs. The representative of the customer company also said 
that the inventory tended to increase when there were several suppliers willing to deliver 
at the same time. 

The age of the relationship is a good indication of continuity. No written documents 
were found but the interviewees remembered that the relationship began in the turn of the 
1970s and 1980s. The successful episodes and acts, primarily the annual negotiations and 
the general successful communication have guaranteed the satisfaction of the parties and 
the continuity of the relationship. Furthermore, the parties have tried to solve all claims 
immediately.  

Since the beginning of the relationship both parties have strived to keep the dimension 
of complexity to a minimum. For instance, before the first deliveries the companies 
negotiated the general terms of deliveries, and there were several people attending the 
meetings. All this has now become simpler. 

 Both parties are financially-sound family-owned firms that are quite equal in terms of 
annual turnover. Each company has its own large relationship network. The same kind of 
cultural and financial background may have increased the feeling of symmetry within the 
relationship. 

Though all the annual contracts are written documents, informality characterises the 
relationship. The amount written in the annual contract does not necessarily come true 
but this does not lead to any negative consequences. Furthermore, because the parties 
trust each other there is no need to have written documents for every small item. Thus, 
the structural features of the relationship are continuous, simple, symmetrical and 
informal. 
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7.3.2.2  Processual features 

This chapter discusses adaptation, cooperation and conflicts, mutuality, routinisation and 
investments as processual features within the relationship. 

The sawmill has not been inclined to strong adaptation because of the large range of 
various products in its production plan including the necessary items for the customer 
firm. However, the sawmill has made some minor investments in saw blades and tools to 
better fulfil the customer’s needs. The customer firm has also taken into account the 
supplier’s wishes when planning delivery schedules. However, at the moment the supply 
company is considering the possibility of producing more further-processed products 
strictly according to the needs of the customer firm. The purpose for the buyer is to 
rationalise its production lines by making the adaptations required by the suppliers. 

The first years of the relationship required more interaction. Then, conflicts caused 
troubles.  But the gradual formation of mutual routines and practices has diminished the 
number of conflicts and the need for formal cooperation. Informal cooperation is present 
especially surrounding the annual negotiations. The plans for future further-processed 
products increase mutual communication. However, in the traditional sense, the firms 
have no mutual product development function.  

The improved quality and larger range of products of the sawmill have reduced the 
number of conflicts. Price negotiations are situations where disagreements inevitably 
appear. Fortunately, perspectives have only once been so different that there was a break 
in communication lasting several days. In addition, one year the sawmill could not 
deliver the exact amount the buyer wanted. An extra visit to the buyer to the producer 
solved the problem. 

Good personal contacts have improved mutuality. However, the interdependence of 
the companies is not very strong as in the previous case. The production coordinator of 
the buyer said:  

”We are very satisfied in this relationship but we would not have any break in 
production if we broke the relationship with the sawmill”.  

A representative of the sawmill said similarly:  

”Yes, we have a very long business relationship but yes, we are very interested in 
other possibilities”. 

The relationship has been routinised. Negotiations are alike year after year, the people 
negotiating are the same, and they have the same perceptions and attitudes as always. The 
representatives of the companies are familiar with negotiation situations, and neither tries 
to surprise the other with negative things. The opinion of one negotiator was:  

“There are no changes, the situation is quite stable”. 

The investments of the companies have been extensive but the relationship has not 
created the initiative for them. The investments to the relationship have centred more 
around so-called soft investments such as meetings and e-mails than machinery. 
However, some hard-investments have been accomplished such as a line producing fixed 
lengths. 
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7.3.3  The impacts of the relationship on the phases of business cycles  

Generally, negotiations between the case companies can be characterised as easy arm-
wrestling. Sometimes the power is on the buyer’s side and sometimes on the seller’s side. 
However, both participants are satisfied with the results of the relationship. Neither of the 
firms tries to increase or decrease the price more than is accepted. The interviewees 
agreed that prices have generally been negotiated to not more than five percent under or 
over the market prices. Corrections in the other direction are made during the next 
agreement period. 

The customer firm has managed to estimate required volumes quite well. The amount 
is then divided into various months and weeks. This system guarantees to a great extent 
that the products arrive as agreed. Very few delays exist, and there are no double orders. 
Thus, the mutual attitude to avoiding strong changes in prices and the ability to agree 
with the amounts have made more stable business possible.  

Both parties are well aware that they could use the general fluctuations of markets 
prices better in their mutual negotiations if the negotiations were held on a quarterly 
basis. Thus, the cycles would be steeper. The effect would be much stronger if the 
participants always increased the price as much as possible. However, the participants are 
not after short-term profits. 

The customer firm does not speculate on amounts but tries to smooth the flow of 
deliveries. The aim is to avoid piled-up inventories and delays in distribution. The 
absence of intermediaries may have moderated cyclicality. The intermediaries may have 
wanted to delay price decreases and to have some prices increase more than actual market 
prices.  

The products in the relationship are further-processed special products. Because they 
are not very easily substituted with the products of other sawmills, this makes business 
more stable. The ways to smooth cyclicality in this relationship include: 

− Long-term and reliable agreements 
− The buyer not speculating on ordered amounts or timing them to benefit from periods 

of lower prices 
− The trust and capabilities of both firms guaranteeing that no cancellations, double 

orders or delays occur 
− The international market prices not being used aggressively as arguments in 

negotiations 
− No short-sighted maximum profit seeking 
− No speculation on inventories or deliveries 
− A short marketing channel; no intermediaries 
− No use of dominant power positions 
− The further-processed special product 
− The customer company being oriented to use wood products, and not accepting 

substitute materials.     
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7.4  Summary 

Supply chain management was proved to be a fruitful conceptual perspective from which 
to approach cyclicality in an industrial setting, especially in the first sub-case. The 
perspective referred to structures, relationships and other processes of the supply chain as 
well as management components.  

The general tendency towards shorter supply chains in the Finnish sawmill industry 
was apparent in the sub-cases. In regard to relationships the sawmills seemed to 
emphasise customer-orientation and value production to their customers. The time span 
in business relationships is clearly longer than before. This has lead to mutual 
arrangements by both business partners – at least in the latter sub-cases. Moreover, the 
processes have been developed to manage material and information flows without delays. 
Many aspects of integration characterise the modern sawmill industry. It became evident 
in the sub-cases that integration elements such as cooperation, mutual understanding, 
information sharing and collaboration were present in management thinking and 
everyday operations and strategies.  

It is generally argued that both vertical and horizontal integration are successful in 
creating opportunities to affect or cope with economic fluctuations. The power bases of 
the bigger groups in the Finnish sawmill industry have grown, giving them more space to 
control the supply chains.  However, it was not possible to investigate these aspects in 
this connection. The first sub-case suggests that strategies of pulp and paper mills affect 
the sawmill industry, especially in integrated companies. In addition, scale advantage and 
production-orientation seemed to have clear influences in the first sub-case concerning 
the integrated sawmill. The other two sub-cases give the suggestion that smaller sawmills 
prefer to seek more stable circumstances through partnerships and long-term business 
relationships.  

In terms of the conceptual framework the discussion in this chapter can be crystallised 
as follows (Table 17). 
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Table 17. Main SCM features of the sub-cases 

 Sub-case 1 Sub-case 2 Sub-case 3 
SC structure 90% exported, mainly by 

intermediaries 
Delays because of the long 
distribution chain  
Customers’ requirements do 
not reach the sawmill or 
change on the way 

Domestic markets 
A substantial part of products 
used in own company, just 
one industrial end-user as a 
buyer, the rest sold by a 
domestic wholesaler 

70% exported by 
intermediaries 
Plans to diminish delays 
through tighter cooperation 
with intermediaries 
 

Business 
relationships 

Focus on sawmill-importer 
relationship  
Personal contacts emphasised 
Roles not always clear  
Intermediaries’ goals not 
always consistent 
Power not misused in a good 
relationship  
Improved communication 
methods and equipments  
More frequent and smaller 
deliveries, even weekly  
Six months agreements 
(instead of the usual three 
months agreements)  
Aim of keeping key 
customers 

Focus on sawmill-industrial 
end-user relationship 
The buyer considerably 
bigger 
No speculations or zero-sum 
games 
Trust and commitment 
characteristic  
Win-win attitude 
Frequent interaction 
One year agreements 
Aim: direct business 
relationships with large 
buyers  
 

Focus on sawmill-industrial 
end-user relationship  
Buyer not a very important 
customer 
One year volume and 
quality agreements (prices 
agreed for six months) 
Frequent deliveries  
Informality increased 
Good personal contacts 
Conflicts decreased over 
years of cooperation 
No quarterly speculations 

Management 
components 

Selection of market areas 
according to the phases of a 
business cycle 
Increased cooperation with 
industrial end-users  
Cooperation with sawmills in 
marketing efforts (e.g. 
RETS) 
Information sharing  
No specific mutual ICT-
applications  
 

Understanding the nature and 
requirements of the end-
customer 
Open information sharing 
Aim: collaboration and to 
avoid useless operations 
Minor mutual adaptations 
No special mutual ICT-
applications 

Aim of declining 
complexity in mutual 
operations  (routinisation) 
Same kind of financial and 
cultural background  
Customisation of products 
Plans for mutual inventories 
with intermediaries to 
improve service 
Minor adaptation 
investments 
No special ITC-applications 

Every sub-case in this chapter was concluded with practical remarks in regard to 
cyclicality. Below is a rough summary of the essentials in terms of opportunities for 
moderating or coping with cyclicality that turned up in investigations of the three 
different sawmills (Table 18). The first case was a depiction of a sawmill and its 
responses to fluctuation, while the latter two focused on long-term business relationships 
as a possible avenue toward smoother business cycles. 
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Table 18. Main remarks on the sub-cases 

 Results 
Case 1 The aim of effectiveness dominates but strategic changes from production to 

customer orientation in sight. 
Long continued relationships but no long-term agreements, and market priority 
changes according to market conditions. However, aims to keep key customers, 
sell high quality products for more demanding purposes, and use some Arab 
countries as “balancers” especially in difficult trade conditions. 

Case 2 Long-term agreements and long-term business relationship may stabilise 
fluctuation. The business relationship is characterised by a balanced power basis. 

Case 3 Long-term agreements and collaboration may stabilise fluctuation.  
To sum up all the cases Changing market areas, long-term relationships and agreements, customer-

products and more direct business relationships were the main smoothing-out 
strategies. 

 



Part IV – Discussions and conclusions  

 





8 Discussions and conclusions 

Due to modern turbulence in markets the sawmill industry is under pressure to 
continuously improve profitability by considering its purchasing and marketing activities. 
It can be argued that reducing costs and improving efficiency has dominated the aims of 
all industries in recent years. In addition to logistic schemas, modern management 
literature has named behavioural aspects as important avenues for better performance. In 
other words, supply chain management with its many tendencies has been accepted as an 
important perspective. In regard to the Finnish sawmill industry, this means that strategies 
taking the whole supply chain into account, forging integration and long-term 
relationships built on communication, commitment, shared visions and win-win thinking, 
have gained more advocates because it is hard to greatly improve the current production 
facilities. The improvements in the supply chain area may also accomplish remarkably 
more stable economic conditions. Consequently, this can be argued to influence the 
ability of the Finnish sawmill industry and the further-processed wood industry to 
compete in global markets. 

8.1  The research field and objectives of the thesis 

This thesis has described cyclicality in the Finnish sawmill industry from 1970 to 2000 
and discussed the structures and processes that create, enhance and maintain it. Moreover, 
this study has tried to shed light on the fundamental problems behind the phenomenon of 
business cycles.  Through rich depiction this study has aimed at a deeper understanding 
of cyclicality in the Finnish sawmill industry. Based on this understanding this thesis 
suggests that structures and actors’ behavioural regularities in the supply chain are the 
areas underpinning cyclicality (cf. Alajoutsijärvi et al. 2002). In addition, it suggests the 
means of supply chain management to provide potential to cope with, or even moderate 
the strong fluctuations in the industry. 

The above purposes have been aimed at through empirical research utilising the 
following approaches and concepts: 
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1. Various business cycle theories and theorists in economics to give perspective/context 
of business cycles and also to provide insights for the possible sources of industry-
specific cyclicality 

2. Systems thinking to present a holistic picture of the phenomenon under study 
3. Economic indicators derived from economics to depict the strong economic 

fluctuations in the industry 
4. The bullwhip/forrester effect to depict the fluctuations in the supply chain and to give 

general explanations for these fluctuations in supply chains and the industry. 
5. Concepts from supply chain management to help cope with or even moderate 

industry-specific cyclicality. 

As stated above, the focus is on describing cyclicality and finding a deeper understanding 
of the fundamental sources of cyclicality in the industry. This better understanding may 
lead to schemas to cope with or even manage the phenomenon to some extent. Firstly, in 
order to be successful in the above targets, the sensitivity to cyclicality in the Finnish 
sawmill industry over three decades is analysed in terms of key market-related economic 
indicators. The first sub-question takes the following form: 

What kind of cyclicality has the Finnish sawmill industry faced from 1970 to 2000? 

This question is answered by providing historical data on the following market-related 
economic indicators: the cyclicality of demand, production and inventories. The depiction 
of the characteristics of the cyclicality in the industry, i.e. the first sub-question, is 
answered in Chapter 5.2.  The chapter is called Problem symptoms according to systems 
thinking as it addresses the features seen “on the surface of fluctuations”. The field of this 
depiction is strongly related to the second sub-question: 

What are the key structures and processes that typically cause, enhance and 
maintain cyclicality in the Finnish sawmill industry? 

The answers to the second sub-question are primarily based on interviews with key 
managers in several Finnish companies in the sawmill industry. Some responses and 
solutions of management may at first seem to succeed in smoothing the cycles. However, 
at the end of the day the results of the decisions may have turned out to be harmful, 
making the cycles even steeper. The market and production oriented responses as well as 
investment decisions were addressed in Chapter 5.3, and side effects caused by the above 
symptom-alleviating solutions in Chapter 5.4. Finally, describing cyclicality in the 
industry and taking the historical context of the Finnish sawmill industry into account 
gave an opportunity to assess the fundamental sources of fluctuations in Section 6.  

Actually, this thesis can be understood to be two-fold, as the above chapters cover the 
first part of the empirical investigation. In the end of this first “round”, the crucial 
fundamental reasons for cyclicality were identified to be the elements related to supply 
chains. As supply chain management has been argued to be relevant in providing 
solutions to every kind of problem related to supply chains, this study relies on its ability 
to find solutions to cope with or even to manage industry-specific cyclicality in the 
Finnish sawmill industry. Thus, the main question takes the following form:  

How can supply chain management moderate and/or cope with cyclicality in the 
Finnish sawmill industry? 
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The implications of supply chains and an assessment of the ability of supply chain 
management to moderate or cope with cyclicality are discussed in Chapters 6 and 7. 
Chapter 7 provides examples of how companies have succeeded in their attempts to 
smooth cyclicality. The conversation of SCM’s worth in regard to the purposes of this 
thesis is continued in this final chapter. 

In contrast to previous studies, this study does not attempt to build an econometric 
model for specific purposes, but tries to build up a holistic picture of cyclicality as a 
severe problem of the Finnish sawmill industry. Previous studies concerning industry-
specific cyclicality in the Finnish sawmill industry have not utilised supply chain 
management, in particular its behavioural elements.  Generally, this thesis can be justified 
using the following arguments: 

− There is a general lack of holistic investigations of economic fluctuations taking into 
account the historical context and actor perspective. This is especially true of the 
Finnish sawmill industry, where econometric studies dominate  

− This study focuses on filling the gap between aggregate economics indicators and a 
real-life managerial context (cf. Dick 1998) 

− Oral history is extremely important in studying business histories in connection with 
the various phases of business cycles. This method has not been popular in 
investigating the cyclicality of the sawmill industry 

− This study, unlike mainstream cyclicality research, emphasises the importance of 
studying business relationships (cf. Klint 1985). The importance of business 
relationships is based on the following schema: Prices and inventories are generally 
known throughout the industry. This means that price is not an efficient way to 
compete, whereas a greater competitive advantage can be produced by improving 
business relationships and product quality  

− Understanding and coping with business cycles is a core strategic management issue 
both for companies operating in the Finnish sawmill industry and for actors  further 
down the supply chain in attempts to resist the negative effects of business cycles: the 
inconsistent use of capital-intensive production capacity, the difficulties faced by 
customers in anticipating their cost structure, the threat of substitution, and the 
resulting unreliable image of the industry from financiers’ and investors’ viewpoints 
(Alajoutsijärvi et al. 2002, 9) 

− This study may be interesting for those trying to understand the general business and 
history of the sawmill industry. To some degree this study may be extended to other 
industries  

− It is hoped that this study may give empirical evidence and managerial insights into 
possibilities to create more stable business conditions by influencing structures and 
business relationships  

8.2  Methodology 

Methodological choices are guided by the basic purpose of the study, i.e. to deepen 
understanding concerning the ability of supply chain management to moderate or cope 
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with economic fluctuations in a traditional industrial sector.  Generally, according to Dick 
(1998), the research of cyclicality requires both empirical and historical contexts. 
Moreover, the actor perspective or micro-level research design is demanded to fill the gap 
between aggregate economic indicators and real-life managerial contexts. These 
requirements lead to the adoption of the historical case research approach in this study. A 
time perspective of three decades was considered appropriate for capturing the dynamics 
involved in cyclicality. 

   The ultimate goal of this study was to make suggestions for how to cope with or 
moderate industry-specific cyclicality in the Finnish sawmill industry. To reach this goal, 
a holistic picture of the phenomenon was sketched by reading articles, general statistics 
and academic writings. In preliminary interviews structures and behavioural patterns of 
supply chains turned out to be the most important schemas in regard to cyclicality of the 
Finnish sawmill industry. This led to directing the theory perspective towards supply 
chain management. After choosing the supply chain management perspective to approach 
the study problem with, the research was continued by investigating the structures, 
relationships and management components of supply chain management in more detail. 
The abductive method – the alternate interaction of theory and empirical material – 
turned out to be the natural choice.  

The data was mainly completed by theme interviews (thirty in total) and an 
international workshop. The rich depiction of economic fluctuation served as a way of 
building a better understanding of the phenomenon under study. The aim was to explain 
why the Finnish sawmill industry is so sensitive to fluctuations, and at the same time to 
describe possible managerial insights to make business conditions more stable. In order 
to give specific examples of managerial insights into how to moderate or cope with 
cyclicality, three special sub-cases were chosen to make the understanding more 
comprehensive. 

 However, the sub-cases only support the main data and provide additional knowledge 
concerning the impacts of managerial decisions. The first sub-case describes a large 
integrated sawmill in different phases of a business cycle. Though the sawmill can be 
argued to have been managed reasonably to respond to cyclicality, the first sub-case did 
not show the impacts of direct relationships and partnership-type relationships with end 
customers on cyclicality clearly enough. Therefore, the two other sub-cases were chosen 
to shed light on that aspect. The second sub-case represents tighter relationship than the 
third, and in fact it shows how tight collaboration can actually smooth price fluctuation.  

The chosen sub-cases here can be seen as both deviant and typical when a 
representative case is typical in its population, whereas a deviant case, from the 
researcher’s viewpoint, differs from its case population in an interesting way (Lilja 1983). 
The first sub-case describes the strategies of an integrated sawmill and the other two 
represent independent family-owned sawmills of different sizes. The archives of the 
integrated sawmill provided an opportunity to enter deeply into the whole area of supply 
chain management and the ways the sawmill had responded to changes during different 
phases of business cycles. Moreover, the first sawmill company preferred a strategy that 
changes the priority of the market area changes according to the phase of a business 
cycle, while the other two provide examples of how economic conditions can be 
stabilised by long-term business relationships and agreements. It seems that tight 
collaboration is essential in smoothing cyclicality. It can be expected that the chosen 
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independent sawmills, or rather their business relationships with industrial end-users, are 
not very typical among the sawmill industry. However, progress in the industry is 
evidently taking the general route of these two sub-cases.  

Access to good empirical sources is essential in a study like this. Though the sawmill 
companies were very helpful, written documents were relatively scarce. This gap has 
been filled with many interviews. In essence, oral history is appropriate and fruitful in 
investigations concerning business history (Ryant 1988) but in practice, it is often 
difficult to cover several years or decades without written documents. The validity of this 
kind of historical research is often problematic. This study used several sources of data 
and interpretations were cross-checked by managers working in the industry to ensure a 
valid depiction (see Chapter 8.6). 

8.3  The major role of supply chain management 

This study suggests that factors connected with supply chains play a major role in 
smoothing-out strategies of business cycles in the industry (cf. Alajoutsijärvi et al. 2005, 
Alajoutsijärvi et al. 2002, Klint 1985, Vinell 1973). Supply chains along with the Finnish 
sawmill industry in general have experienced accelerated development during the study 
period. The past ten years especially have seen many changes; e.g. there have been large 
acquisitions and mergers, huge changes in marketing and distribution channels, and the 
tools of information and communication technologies have taken enormous steps 
forward. The balance of demand and supply has varied in our main markets. In addition, 
the ideas of networks and networking have changed the strategies of enterprises and 
management thinking.  Today, it seems that sawmillers are facing quite a different 
business context from that in the beginning of the 1990s, and undoubtedly they also have 
different, and obviously better, opportunities to affect cyclicality.  This kind of situation 
offers a good starting ground from which to assess the issues that have really happened in 
the Finnish sawmill industry concerning cyclicality and whether there are new 
possibilities to smooth or cope with business cycles in practice.  

Supply chain management is represented as crucial for companies trying to create a 
more stable business environment. An important aspect in this discussion for smoother 
economic fluctuations is the transformation of our sawmill industry from “pure” 
technologically advanced mass production, cost-efficiency and efficient logistics into 
strategies emphasising operational flexibility and more cooperative or collaborative 
customer relationships. According to this view, the aim of smoother business cycles 
necessitates becoming more familiar with connections between the production and 
consumption of the sawn wood. Accordingly, it is essential to be well acquainted with the 
supply chain of Finnish sawn wood and its intermediaries’ behaviours. Moreover, it is 
vital to get more information on intermediaries’ inventories and their importance in 
producing balance or unbalance in trade as well as intermediaries’ ways of providing and 
revising market information.  

This thesis has focused more on motivation and fruitful interaction between the key 
members of supply chains than just short-term costs and benefits to create good long-
term performance and smoother economic fluctuations. In other words, supply chains 
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have been monitored as social systems where elements of business cycles are the core 
items. Light has been shed on the changes of the sawmillers’ management components, 
especially those concerning the integration levels of structures and actors, i.e. business 
relationships. Integration as a broad concept covering such aspects as cooperation, 
common understanding, information sharing, coordination and collaboration was shown 
to be a valuable concept in dealing with activities and behaviours in the supply chain in 
regard to better performance as well as smoother fluctuation in the industry. 

The interviewed experts argued that the use of modern ICT and its applications were 
insignificant in regard to cyclicality in the study period because the mobilisation of the 
internet and open mail systems only happened at the end of study period, after the mid-
1990s. Therefore, their impact on cyclicality cannot be fully estimated in this study. 
However, the impact of modern ICT could be significant for supply chain integration in 
the future. Such integration areas as information sharing, synchronised planning 
workflow coordination and evolution of new business models offer new opportunities of 
coping with and even moderating cyclicality in the sawmill industry.  

Information integration refers to the sharing of information among the actors of a 
supply chain. According to general consensus at the international workshop held on 
December 4th 2001 in Otaniemi, the chain should be more transparent. The actions and 
performance of other members in the supply chain should be known better throughout the 
chain. E-tools could be used for sharing demand data, inventory sizes, capacity plans and 
production schedules as well as shipping schedules more efficiently. The systems can be 
developed so that this type of information could be available to appropriate members in 
supply chains on a real-time, on-line basis without significant effort. In regard to 
cyclicality information integration benefits are faster responses, early detection of 
problems and reduced bullwhip effect.  

Planning synchronisation, i.e. collaborative planning and joint design, was also 
demanded. Making efficient use of mutual planning and agreements is also a way to 
reduce the bullwhip effect, moderate cyclicality in the supply chain and optimise 
sawmills’ capacity utilisation. Furthermore, lower costs and improved service foster long-
term relationships that can offer opportunities to smooth fluctuations. 

Workflow coordination, referring to opportunities to streamline and automate activities 
and processes between supply chain partners from procurement to order processing and 
fulfilment, has improved to some extent. Partners like the sawmill and house 
manufacturer above (Chapter 7.2) have tried to avoid overlapping actions and processes. 
Because increased automation and adaptations make changing between business partners 
more difficult, a well-developed coordination system may affect cyclicality positively. 

New business models adopting e-business approaches can consist of restructuring 
logistics and new services, for example. New systems can be created for developing 
routes and out and ingoing transport from sawmills as well as services aiming at 
customising sawn wood products more fully than before. However, it seems that it has 
been rather difficult for Finnish sawmills to develop more flexible systems to serve their 
customers. A production-oriented attitude tends to dominate management thinking. 

The more efficient use of modern ICT tools means more efficient integration and 
coordination between business partners. Communication and information sharing must be 
well organised between the members, and all members of the supply chain must see the 
benefits. The motivating incentives to building tight systems must be clear to develop 



 244

partnerships, supply chains and networks. However, the development illustrated above 
has not yet been realised, at least under this study period, and therefore the discussion is 
left to be continued in future studies. 

In light of this study, the concepts of supply chain management seem to provide a 
comprehensive way to approach the problem of cyclicality in the Finnish sawmill 
industry. The use of SCM proved to be a fruitful way to deal with structures and 
behavioural patterns together with planning and the control context of Finnish sawmill 
enterprises in regard to cyclicality.  

8.4  Empirical and managerial contributions 

The global sawn goods business has many players other than the Finnish sawmills whose 
actions, along with general global economic circumstances, influence Finnish sawmills 
and their industry as a whole. On the other hand, the enterprises and the line of business 
may be big enough to influence international manoeuvres. The following examples from 
interviews sum up the prevailing system:  

− The world economy is reflected in business negotiations  
− Supply and demand rates are seldom in balance. This unstable situation occurs 

primarily because everybody wants to get rid of inventories 
− New (and some older) competitors of the Finnish sawmill industry have increased 

their production 
− Recently, natural disasters have had strong impacts on the softwood business (e.g. 

heavy storms in 1999 increased production in Central Europe) 
− Relations to GDP and the construction business exist (see correlation matrix in 

Appendix) 
− Peoples’ perceptions of and confidence in the future influence construction and other 

activities utilising sawn goods  

According to an informant of this study, there used to be a straight relationship between 
timber consumption and the number of new houses being built – however, it is no longer 
the case, at least not in Demark. Most of the timber is used for panelling for outdoor 
purposes and timber flooring inside – construction is no longer the main purpose. In 
December 2002, the sawmill manager depicted the correlation between stocks, prices and 
production as follows:  

“Now stocks are going down and historically this means that prices will go up. This 
correlation is much stronger than that of consumption to GDP. Next year there will 
not be big price increases. However, it means that somebody has to pay a little bit 
more. We will reduce our production, balance our supply and prices will be quite 
steady. The total supply will decrease a little in Europe next year.” 

In other words, at least some sawmills will try to produce along the phases of business 
cycles. However, this notion does not concern all countries and all sawmills. The question 
is about getting the right and accurate information. 
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The solutions of the fundamental problems of cyclicality call for restructuring the 
structures and behavioural patterns in supply chains. It is vital to discern between general 
environment-level aspects that cannot be affected by the management so much; i.e. GNP 
and what happens in the target industries. Evidently, the companies are willing to know 
and learn more about these issues and what is happening in the supply/value chain, 
although individual companies’ abilities to influence the situation are limited. 

In addition to the above-mentioned learning aspect, managers can influence changes in 
their own organisational structures, their own behaviour, IT-systems and ERPs. All these 
are essential issues because in the long run, they might become general practice in the 
industry. All actors in the market want to change their behaviour towards a similar 
direction, which causes the logic prevailing in the industry. If key managers wanted to 
fulfil the prevailing thinking that aims at smoothing business cycles, structures, processes 
and management thinking across the whole industry and across the whole supply chain 
might change.  

8.4.1  Structures as elements of the smoothing-out strategies 

A long distribution structure was identified in many cases as a significant problem behind 
cyclicality in the Finnish sawmill industry. On the other hand, traditional structures have 
been in a state of considerable flux, especially in the 1990s. Thus, possibilities have 
emerged for re-designing distribution channels. Large and small companies have 
developed their channels differently, but both have aimed at more direct connections with 
customers. In the sawn wood supply chain the position of traditional importers – i.e. 
those that do not have their own sawn wood processing – has weakened. Simultaneously, 
the members who had large inventories and may have speculated on inventory levels 
gradually seem to vanish from the markets (cf. Tilli et al. 2002). 

The majority of Finnish sawn wood production is exported. Accordingly, changes in 
the export markets enter through the supply chain into the Finnish sawmill industry (cf. 
Juslin & Neuvonen 1997). A long supply chain with many intermediaries, according to 
the interviewed sawmillers, means slower and weaker information flows. Moreover, 
some intermediaries in the traditional supply chains of the sawmill industry have had 
significant inventories. The extensive capacity to stock was suggested by the informants 
of this study to increase the possibility of economic fluctuations.  When inventories in the 
chain are speculated on, changes, especially in prices but also in quantities, can become 
much stronger at the producers’ end than the real consumption on the market suggests, as 
the so-called Bullwhip effect shows (cf. Lee et al. 1997a). It is assumed that this type of 
speculation has been quite typical in the sawn wood export markets (cf. Tilli et al. 2002). 
The interviews in this study also seem to verify this. 

This study shows that during the past three decades, but especially in the 1990s, the 
Finnish sawmill industry has been characterised by tendencies towards integration, 
consolidation and shorter supply chains (cf. Alajoutsijärvi et al. 2002, Juslin & Hansen 
2002, Tilli et al. 2002). Firstly, the number of small and medium-sized sawmills has 
vastly diminished and consequently, the capacity of the industry has become heavily 
concentrated on the sawmill divisions of the three large forest industry corporations, 
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Stora Enso, UPM-Kymmene and Metsäliitto. The big integrated enterprises have 
established sales offices abroad and sell sawn wood to the next distribution level or even 
directly to the industrial end users. In addition, this study has depicted how independent 
sawmills have started to use direct contacts with timber merchants e.g. in Central Europe 
and industrial end customers. The tendency of direct relationships to the end-users has 
meant that a number of intermediaries (agents and importers) have disappeared from the 
supply chain. On the other hand, consolidation and integration have also been the 
tendency at all levels in the supply chain, i.e. there are fewer and bigger intermediaries 
and industrial customers than before. 

In this study, the strategy of the case companies to use shorter supply chains resulted 
in noteworthy advantages. Information flows became quicker and more accurate, 
primarily thanks to well-functioning mutual information systems and direct contacts. 
Moreover, the expectations and requirements of customers reached the sawmills just as 
they were intended. Especially when there were long-term agreements and direct 
connections between the sawmill and the industrial end user it was noticed that the 
fluctuations of prices were smoother than on average. Order stock was also remarkably 
steady, according to the representatives of the case sawmills. The operational processes 
were close to JIT deliveries. Moreover, the case companies announced that were no 
speculations regarding the qualities, quantities or prices.  

According to the investigations of this thesis, shorter supply chains seem to offer new 
possibilities and strategic avenues to move towards the smoothing of business cycles. 
Moreover, it became evident in this study that many phenomena of the so-called new 
economy such as networking, consolidation, globalisation and the rapid development of 
information and communication technologies can be related to the structural changes of 
supply chains, and attempts to moderate the impact of economic fluctuations by 
increasing the flexibility and abilities of sawmills to respond to cyclical changes in 
demand. 

8.4.2  Relationships as elements of the smoothing-out strategies 

This study revealed that business relationships are still more or less short-term, 
opportunistic and non-transparent in the sawmill trade. Delays and called-off orders occur 
according to the phase of business cycle in the supply chain. Sawmill experts agree that 
customer-orientation and further-processed products may moderate cyclicality. On the 
other hand, they believe that tailoring is not the final solution. However, business 
relationships including all key players of supply chains, beginning from forest owners to 
final customers, were seen as crucial by all the informants of this thesis.  

The relationships with forest owners should be developed to improve correlation 
between raw material and finished products and to avoid disturbing conflicts in 
procurement. It was argued that the Finnish sawmillers could gain something from the 
Norwegian system.  In Norway, relationships between raw material suppliers and basic 
manufacturers have become more transparent. The Norwegian counterparts discuss the 
changes of the economic situation more openly. The members of the Finnish supply chain 
should find a consensus, especially because e.g. Russian and Baltic producers have 
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improved their positions in the same markets as the Finnish producers. The assistance of 
central associations is extremely important in this matter because the member base of the 
parties is so scattered. 

The attitude of the Finnish sawmills has become more customer-oriented during the 
study period. For instance, many of the sawmills reported that approximately 40 to 60% 
of their products are specially made for customers (special lengths, finger joint, special 
grading etc.). Unfortunately, today’s special products gradually become tomorrow’s bulk 
products. It was argued that because Russian and Baltic sawmills only produce basic 
sawn goods or standard products, Finnish sawmills have to continue specialising. 
Although sawmill managers announced that they only produce according to orders, the 
logs are round, and the sawing process always produces boards that do not go directly to 
customers. 

Some of the informants of this study argued that Finnish sawmills are more 
cooperative than competitive in their relationships. This also characterises the change 
towards long-term relationships. Small and medium-sized sawmills especially seem to 
put more weight on customer-orientation and cooperation, while the large productions 
seem to express more competition and conditions where customers seem to have more 
power than the producers. The nature of the relationships can be demonstrated by 
thinking of the location on the surface of the diamond (Fig. 55). Basically, the strategies 
of big producers can be described with X and those of smaller producers with x. On the 
other hand, the power balance seems to be derived from the current phase of the business 
cycle: during a recession, the buyers dominated and during a boom the producers had 
more power. In a few cases, the participants genuinely strived for balance in their mutual 
business relationship. 

    
 
 
 
 
 
 
 
 
 
 
 
 
 

Fig. 55. The nature of relationships (a revised model of Alajoutsijärvi 1996, 74) 

 
Traditionally, the sawmill business has trusted in short-term relationships and single 
transactions. This tradition is still quite strong, as expressed by the following quote: 
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“It is very hard to argue with your boss if you don’t always try to get the best 
possible price available from the market at every moment.” (sales manager) 

It is certainly difficult if the boss does not value long-term relationships. On the other 
hand, the quote above may just be due to a misunderstanding or lack of open discussion 
on shared values. The chosen strategy of short-term relationships may lead to the 
following vicious loop (Figure 56). On the other hand, it is difficult to say what pushes 
the loop going forwards. 

 
 
 
 

 
 
 
 
 
 
 
 
 
 

 

Fig. 56. Vicious loop created by short-term relationships 

The interviewed managers did not think that the whole circle could be the cause of 
fluctuations, but that it could perhaps have some impact on price developments. The 
bigger reason for fluctuation could be found among other market factors. The members of 
the supply chain try to forecast future demand:  

“Everybody is talking of what’s happening next year. You have to make some 
adaptations in due time. It is not enough if 30% of Finnish sawmills try to do 
something. It is like suicide if anything else is done, alone. Everybody is moving on 
and that’s part of the deep cyclicality.” (director) 

Sawmills are doing the same things in the same kind of market conditions at the same 
time. The system itself deepens cyclicality. However, the information from the case 
companies showed that it is possible to smooth the price fluctuation through long-term 
agreements. This, in turn, demands long-term business relationships.  

In addition, information moves very fast today. The sales team can get information 
very quickly, even when a relatively small sale is made somewhere. As the information 
goes through the chain the sold part of the sawn goods grows. It is like a growing spiral 
where rumours rule. The deliveries grow and grow. It seems that the “old” thinking – the 
focus on single transactions – is quite firmly stuck in the atmosphere of the supply chain:  
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“The slowest loses when prices go down.” (sales manager) 

This expresses that mutuality, trust and commitment – partnership thinking – is not 
preferred within the supply chain.  

In essence, the managers themselves do not think that the industry is very cooperative. 
Cooperation is also included in the factors affecting the cyclicality: 

“If the industry could cooperate, it would help but not solve the problem of 
cyclicality. Something can be achieved but not managed on an industry level.” 
(managing director)  

However, it is admitted that the individual sawmill can moderate cyclicality by choosing 
the right customer portfolio. 

The cases advised that cooperation between partners has an impact on cyclicality. The 
partners have integrated their processes, and they have a continuous aim to develop 
mutual business processes further. The integration includes structural, processual and 
developing roles. The integration demands mutual trust which, in turn, demands a 
business relationship of several years. The tight cooperation cultivates strong mutual 
informational links that may lead to the adoption of modern ICT applications. The mutual 
investments may develop mutuality. Figure 57 depicts the positive loop of long-term 
relationship. 

   
 
     
 
 

 
 
 
 
 

     
 
         
 

Fig. 57. The positive loop of long-term relationships 

Although this kind of loop is true to some extent, it may not be enough to stop the vicious 
circle. Today, the EU is growing rapidly. New member states try to get as much export 
income as possible, and it is relatively easy to enter the sawmill business. Moreover, quite 
small amounts can affect markets. The spiral of decreasing prices should be prevented. If 
companies have tight relationships it leaves room for less speculation. Newcomers might 
have difficulties in entering markets if there are tight bonds and structures. On the other 
hand, it is always possible that they can create spot markets with very low prices (e.g. 
Klausen in former East Germany). 
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The more open and transparent markets and supply chains would offer possibilities to 
build systems in order to create more stable business conditions. Actually, it seems that 
markets are becoming more transparent; currency policy will help this development. The 
present currency policy tempts companies to try to gain short-term profits because the 
Swedish crown, the US dollar and GBP are still important in addition to the adoption of 
the euro. 

However, sawmills are not ready to join open web-based systems where everybody 
can get information on prices, market conditions and so on. For instance, the opinion of 
one interviewee was that 

“There is a temptation for a producer not to show his customer if his inventory is 
increasing.” 

Sawmillers say that they are ready to move towards a new system, which is just for 
members. The question that remains concerns mutual trust among the members in the 
supply chain. The experts announced that 

“Mutual trust can be achieved by vertical integration” and “Consolidation is the 
answer.” 

All the actors in the chain have a mutual interest. In the long-term there is a win-win 
situation between the actors. If there is just quarterly-based thinking it will end in a win-
lose situation. The systems must be built on a long time perspective to invest in mutual 
structures and processes. 

Perhaps electronic commerce will be started in some form. So far, poor standardisation 
has prevented e-business from becoming more popular in the industry. The interviewed 
expert assessed that e-business is not a solution for fluctuations or for cooperative 
relationships. The ability among the participants in the supply chain to move towards e-
business varies. A representative of an importer argued that importers are ready to use it, 
but sawmillers are not.  

There will always be some differences in ways of doing business, and there will 
always be opportunities to develop the markets to function better – delays, imbalances in 
demand and price systems can become more sophisticated. In regard to cyclicality, the 
question is how Finnish sawmills can tune their production according to what is 
happening in the target markets. Long-term relationships may offer one solution: building 
buffers against the environment. As the case companies of this study show, a producer 
can cut prices at the top of the cycle and also smooth them on the down-loop. The good 
performance and smoother fluctuations of the case sawmills were announced to stem 
from goal-directed work for developing the business relationships. The long interaction 
resulted in mutual adaptations and special products.  This made business conditions even 
more stable. Furthermore, one of the industrial end-users stated that the willingness of the 
sawmill to develop its products further had so far put an end to their ideas of using 
substitutes for sawn goods.     

Actually, the sawmills seem to meet a problem of duality: how to work with markets 
and how to work with business relationships. All kinds of relationships are needed (cf. 
Ford et al. 2003; Gadde & Håkansson 2001; Bensaou 1999). The firm needs long-term 
relationships as well as spot markets. So far, in sawn wood markets concerning industrial 
end-users the balance is clearly on long-term business relationships, but it is fruitful to 
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take both ends of the continuum into account. The web-based spot markets could be a 
way to make markets function better. However, it requires a lot of standardising work, 
starting from offers up to reclamations. 

The sub-cases in this study show that enhancing good long-term business relationships 
provides a useful way to smooth business cycles from the perspective of an individual 
company. However, many questions remain to some extent ambiguous: Can this aim be 
applied generally to the industry as a whole – and to what extent, because inevitably part 
of the production always represents bulk, causing the existence of spot-type markets? Is 
the market doing well, and are the actors reasonably well informed?  This becomes the 
key point when departing from the distribution structure and the problems that arise from 
there.  

8.4.3  Power struggles and sources of conflicts disturbing the present 
system 

There seemed to be power struggles at various levels, such as internal tensions between 
various departments and divisions, lack of mutual understanding between raw material 
producers and sawmills, and conflicts between the other members of the supply chain. 
Moreover, the field of the Finnish sawmill industry is not homogenous or unified. It can 
be seen as being twofold: independent sawmills are mainly small and medium-sized 
family-owned firms that focus on producing sawn goods and often further-processing 
some of the total volume. The integrated sawmills are part of the big forest companies 
that also produce pulp or paper products. For instance, in 2001 independent sawmills 
produced 48% of all sawn goods and integrated sawmills 52%. The integrated firms can 
be said to dominate the industry through their chip prices that can make up over 20% of 
the total income of a small independent sawmill. It is often argued that the smaller 
independent firms are to a large degree dependent on the bigger integrated firms; their 
willingness to buy the chips and the price they accept to pay. Moreover, bigger size 
means more power in markets. It may even enable the firm to influence the market price, 
the development of general terms of trading, the implementation of various technical and 
IT-systems, manoeuvres affecting the general development of the markets and so on. The 
following quotes elucidate the dichotomy between the sawmills: 

“The big ones are so big that they have to sell at any price.” 

“The marketing channels are changing: The big ones have bought intermediary 
companies – there has been vertical integration.” 

“Once a marketing manager of the integrated sawmill firm was told to ‘clean’ all 
the inventories of the company’s sawn goods immediately. This led to dumping: the 
price of whitewood decreased in our main markets. Behind this manoeuvre were the 
demands of the company’s pulp and paper mills.” 

The last comment depicts the fact that space limits inventory capacities at sawmills. The 
situation is perhaps more serious in integrated firms where the need for round timber for 
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pulp and paper mills dictates timber procurement. The big integrated sawmills are 
pressured to put large quantities to the market, which may cause market turbulence.  

Some representatives of independent sawmills believed that big integrated sawmills 
may influence cyclicality. The turnover of the sawmills might be just under 5% of the 
total turnover, and therefore the strategies of pulp and paper mills may also dominate the 
planning and operations of sawmills. Furthermore, independent sawmills have claimed 
that the integrated companies let the price of saw logs increase in order to please the 
forest owners and compensate for the lower prices of their main raw material, i.e. the 
prices of pulp wood.  

As previously discussed, the sawmill representatives in general complained of the 
poor correlation in prices of logs and ready sawn goods. It is obvious that sawmills and 
forest owners have not managed to develop mutual win-win thinking. Continuous price 
disagreements and power struggles have disturbed the relationships of these two 
participants. It seems that most of the time the sawmillers have disagreed over the prices 
of logs with raw material suppliers. The high prices have affected the performance of the 
sawmills negatively, but every now and then there have been difficulties in getting 
enough raw material as the forest owners consider the prices offered for logs too low. 

It is possible that opportunities to get raw material will curtail production in Finland in 
the future. It has been claimed that in the case of a threatening shortage of raw material 
the integrated sawmills may use their big procurement organisations and connections 
with countries outside Finnish borders. A managing director of the sawmill argued that 

“Nowadays in Finland raw material costs are about 75% of the price of ready 
sawn goods. In bust periods raw material costs have gone upwards (although they 
ought to have gone downwards) and this has made it necessary to decrease 
production.” 

The big producers, primarily the integrated companies, have better opportunities to 
shorten the channel through ownership arrangements, as expressed by the second quote 
from the interviews. The independent companies have tried to by-pass intermediaries by 
forming direct relationships with local timber merchants, DIY firms and industrial 
customers. These alternatives have attracted the interest of the integrated companies more 
and more.  The reason for shortening the channel, according to sawmill experts’ 
assessments, comes in many ways down to the different ambitions of intermediaries and 
sawmills. Conflicting economic goals in the short run, and information and 
communication problems were experienced as posing the most severe problems. The 
sawmills felt that there was often not enough information, or that it was inaccurate or 
biased. Moreover, producing value and serving customers better has resulted in the 
development of making the marketing channel shorter.  It is not possible to have a sales 
office everywhere but it may be wise to have a motivated representative near the 
customer. Internet and telephone communication cannot eliminate the need for 
representatives’ personal visits and knowledge of local conditions.  

While the sawmillers expected that many intermediaries could intensify fluctuation, 
importers expressed the opposite opinions of intermediaries’ impacts on cyclicality. 
Firstly, they argue that hardly any kind of speculation prevails in supply chains. In 
addition, importers’ inventories may also be a stabilizing factor. An intermediary said that 
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“Inventories are a stabilizing thing. When prices are going up there are always 
some sawmills still selling at low prices – that means that the importer never gets 
the top price. When prices are going down sawmillers themselves are the first ones 
to decrease prices, and the importer has to follow.” 

Usually, there are not long delays between the sawmill and the distributor. However, 
delays and call-offs occur when business is on the downturn. An importer said: 

“The first sign that markets are going down is a delay. When customers have 
vanished importers can’t take the ordered sawn goods. Importers must find new 
customers for the sawn goods of high price first before they can receive the goods. 
They have to postpone their orders.” 

The inventories at sawmills increase, and the importers go without orders before their 
own inventories are nearly empty or the economic expectations show a clear recovery. 

The overcapacity situation in Europe puts pressure on Finnish producers. Ideally, 
suppliers from key producing countries should develop tighter cooperation. Substitutes 
have already emerged making it even more difficult to keep market positions. Increasing 
consumption would ease marketing conditions. Unfortunately, although consumption has 
increased, production has increased even more during the past years. In other words, it 
seems hard to keep the supply and demand in balance. Overcapacity has continued in 
Europe since the beginning of the 1990s. The ease of entering the business as well as 
investments in pulses have enhanced cyclicality. In the 90s, heavy storms in Central 
Europe made the markets even more unstable. Moreover, own production has increased 
in importing countries. In addition, it must be remembered that the cycles of raw material 
and end products differ, causing financial problems.  

Information coming from customers is important. The reality seems to be that 
sawmills do not get it. On the other hand, it may be as a representative of an importer 
firm put it: 

“Perhaps sawmills don’t want to listen. … They have not reacted to the information 
they have been told.” 

Evidently, the fierce competition in the oversupplied sawn goods markets and the 
increased power position of the buyer side force Finnish sawmill enterprises to assess 
how to make their businesses more stable and keep their positions in the markets even 
more carefully than before. Increasing consumption would help the current situation but 
it would not be a final solution; nor would promoting whitewood instead of redwood. 
Experience has shown that the problem only moves on to the producers of another 
species of sawn goods when the consumption of the other species increases. It seems that 
there is potential to develop cooperation. Furthermore, firms at every level of the supply 
chain seem to be willing to cooperate. Every actor of the supply chain needs information 
for strategic plans and everyday operations. Accurate information of the demand 
situation, stocks and production levels is crucial. Creating information systems for these 
purposes could be possible if the actors sincerely wanted it. 

Power plays a significant role in the supply chain. It seems that companies should try 
to avoid various power sources that do not strengthen inter-firm relationships in the chain 
(cf. Maloni & Benton 2000, 49-69). Power has an impact on buyer-supplier relationships 
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and the effects of these relationships on supply chain performance expose the potential of 
power to promote integration in the chain and empower higher levels of performance as 
well as a smoother sawn goods business.  Therefore, the sawmills should carefully 
consider their supply chain strategy, and take a more conscious look at power aspects. 
The supply chain strategy should be formulated with accurate and complete information. 
Sawmills must understand their partners in all respects, including all sources of power. 
All participants should understand how the use of power may influence the performance 
of all participants. 

Moreover, fluctuations and uncertainty in market conditions tend to increase 
confrontations between buyers and sellers. The modern tendency of direct selling, and the 
general introduction of an internet channel threatens the present distribution arrangements 
with existing distribution partners. Therefore, some disagreements may appear among 
marketing channel members on goals and roles. It seems natural to expect that too many 
or too strong conflicts in different modes make the aim of moderating cyclicality in the 
Finnish sawmill industry more difficult to achieve because the relationships cannot bear 
conflicts that are too many in number or too heavy. 

8.4.4  Management and smoothing-out strategies 

The sawmill experts in this study assessed that people in the supply chain are forced to 
act in a certain way and the system can be argued to be the main cause for fluctuation. 
Thus, this thesis agrees with the conclusions by Alajoutsijärvi et al. (2002, 71) when 
analysing the fundamental problems of the Finnish sawmill industry: “Different people in 
the same market structure tend to act in similar ways and thus produce similar results. 
When there are problems, it is also easy to find someone or something to blame – e.g. 
external forces or others’ mistakes. But in many cases, systems like supply or value 
chains in the sawmill business are the cause of the crises, not these external or individual 
factors. In the value chain of sawn timber, for instance, all players usually have the best 
possible intentions: to serve customers, to keep products moving through the system, to 
make well-motivated judgements based on educated guesses about what might happen. 
Thus, there are no villains, but cycles, and these are built into the very structure of the 
value/supply chain itself.” However, in this system key actors should be aware of what 
kind of snowball effect they can set in motion. 

Senge (1990) argues that in many cases leverage comes from new ways of thinking. 
People often have a potential for leverage that they do not exercise because they focus 
only on their own decisions and ignore how these decisions affect others. To some extent, 
heavy fluctuations in the sawmill market may be due to players not fully understanding 
how their actions, which are aimed at eliminating instabilities, may in fact actually create 
instability. One must look beyond individual mistakes or bad luck to understand 
important problems (cf. Alajoutsijärvi et al. 2002, 71). One must look to the underlying 
structures that shape individual actions and create conditions where cyclical events 
become likely. A truly profound and different insight is namely to understand the way the 
distribution chain causes its own behaviour.  
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The perspective has to be raised from everyday problems and solutions to future-
oriented fundamental problems and their solutions. In other words, the focus has to be 
shifted from mere symptom-alleviating responses like game-playing, adjusting the 
production rate and points of investment to problem-solving responses, such as structures 
and behavioural patterns related to supply chains.  Strengthening fundamental solutions 
to problems almost always requires long-term orientation and monitoring various aspects 
of integration. The management has to make decision as to who actors need to be linked 
with, i.e. the supply chain may have to be re-structured. Secondly, the integration level 
between the actors and the business relationships has to be decided. It is suggested that 
more consistent market structures and long-term orientation could assist in making 
business conditions more stable (Figure 58).  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

Fig. 58. Management thinking preferring collective behaviour and long-term business 
relationships as sources of preferred strategies  

Structural changes and concentration have increased at every level of the supply chain. 
The ongoing consolidation process results in a decrease in the number of competitors on 
the market, which is assumed to create new possibilities to redesign the logic of the 
industry. Furthermore, according to Alajoutsijärvi & Tikkanen (1999), corporate-level 
strategies are transforming from financial control towards strategic planning and control, 
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which evidently decreases the internal competition between sawmills within large forest 
industry enterprises. Thus, it helps in coming up with a more consistent policy in regard 
to cyclicality. Direct investments, mergers and acquisitions have also influenced the 
management of supply and distribution chains by extending product and customer 
portfolios and the number of target countries, for instance.  

According to the interviews in this study, collective behaviour comes primarily from 
the biggest companies. On the other hand, Finnish companies were estimated as still 
being rather small on a global scale and their ability to act as forerunners was doubted. 
Moreover, consolidation was not seen as being necessary because collective behaviour 
and cooperation can also be forged in other ways. Collective behaviour can essentially be 
realised through various levels of integration. 

However, the sawmill companies have experienced problems in internal and external 
integration. This study unearthed difficulties in communication and understanding inside 
companies between personnel groups, departments and divisions. This study concludes 
that firm-internal relationship problems (e.g. between sales and production) should be 
addressed through the development of a more effective internal incentive and control 
system. External problems were noticed between integrated and independent sawmills as 
well as between sawmills and other key members of the supply chain.  

A lion’s share of the turnover in integrated Finnish forest companies comes from the 
pulp and paper mills, which means that the strategies of integrated sawmills have to cope 
with the aims of the pulp and paper business. Moreover, the strategies of paper mills 
affect the entire field of Finnish sawmills by controlling chip prices. Some of the 
informants also claimed that because sawmilling is of minor importance in integrated 
companies, it may happen that they confuse the markets by selling under average market 
prices. Sometimes, this kind of behaviour may be appropriate from the paper mills’ 
viewpoint. 

This study has emphasised the different aims of the various members in supply chains. 
The different perspectives of forest owners and intermediaries in particular as well as the 
difficulties of achieving win-win situations were discussed. The informants explained that 
relationships between the sawmills and raw material suppliers should be developed to 
create a functioning information and logistics system. The development of this system is 
not possible between individual sawmills and forest owners; the help of central 
associations of both participants is needed. Moreover, a functioning external incentive 
system must be developed to motivate the raw material suppliers. 

The case sawmills improved their information flows and became more familiar with 
the demands of customers through vertical integration. It was stated that their economic 
performance improved when the number of intermediaries decreased. Consequently, it 
was easier to get to know the demands of customers better, and business generally 
became more stable. Horizontal integration, i.e. utilising other sawmills as sub-
contractors, was seen to improve flexibility. In addition, the joint enterprise of sawmill 
companies gave the expertise and power needed to export successfully to Arab countries 
and to mitigate recession in the key markets. Moreover, out-sourcing of transport 
activities in one case company improved flexibility and the ability to cope with 
recessions.  

The management of the case companies successfully paid great attention to external 
integration that was directly or indirectly connected with business relationships, namely 
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cooperation, common standards and understanding, information sharing, coordination 
and collaboration. It can be argued that shared vision or common understanding among 
all the participants in the industry is essential to change the focus from “easy fixes” to 
more long-term solutions. The need for shared visions concerns the mutual relationships 
of Finnish sawmills as well as their relationships with their partners in supply chains. 
Moreover, shared vision and mutual will seem to be even more crucial today, as the 
future of the industry seems rocky.  

Table 19 summarises the main topics discussed above. 

Table 19. Fundamental problems of cyclicality and smoothing-out strategies for the 
Finnish sawmill industry 

Fundamental problems Means of smoothing 
Supply chain structure: 
Long supply chain with many loosely 
coupled actors 
Extensive capacity to stock within the chain 
Weak information links 
 

 
Re-designing the chain, establishing direct relationships with 
end users 
Relationship assessment with intermediaries, possible 
relationship dissolution 
Developing a mutual information system 
 

Relationships in the supply chain: 
Fragmented field of industry 
Short time horizon in business relationships  
Non-transparency in supply chain 
Speculation 
Internal relationship problems 
Relationships to raw material suppliers 
 

 
Developing further mutual interaction with sawmills and their 
central associations 
Relationship thinking and knowledge transfer aiming at longer 
agreements  
Cooperative thinking, knowledge transfer, mutual information 
systems and interaction patterns 
Collaboration, developing more open relationships and win-win 
thinking 
Developing internal incentive and control systems 
Developing capabilities to monitor both parts performance 
more openly, developing mutual information and external 
incentive system  
 

Management components: 
Investment occurs in pulses 
Use of power bases in relationships 
Consolidation and integration; product and 
distribution strategies 
 

 
Efficient economic analysis’s and listening to the market and 
industry 
Developing mutual orientation in key business relationships and 
a more balanced power base in those relationships 
Listening  to the market and the industry to find the critical 
actors to link with and about integration levels in business 
relationships as well as developing further-processed products 
and mutual adaptations 
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8.4.5  Strategic alternatives 

This thesis has discussed typical everyday problems and typical everyday solutions and 
presented the statistics in regard to the cyclicality Finnish sawmillers have faced from 
1970 to 2000. The discussion has mainly addressed the fundamental problems and their 
possible solutions. The following lines propose some sustainable possible lines of action 
related to these fundamental problems for the future. For Finnish sawmillers, many 
fundamental solutions are possible within the sphere of fundamental problems presented. 
Basically the solution to these fundamental problems may take four alternative “routes” 
or strategies: (1) existing ways to organise the production and distribution of existing 
products, (2) new ways to organise the production and distribution of existing products, 
(3) existing ways to organise the production and distribution of new products, (4) new 
ways to organise the production and distribution of new products (cf. Alajoutsijärvi et al. 
2002). The routes outlined concern a broad spectrum of organising modes on one hand 
and a broad spectrum of products on the other. 

The first strategy would not change the present situation and economic fluctuations. In 
the second strategy, the sawmill may re-organise the distribution of its existing products, 
for instance by reducing the number of distribution levels or, to put it differently, by 
getting closer to the real end users. The sawmill can also choose to integrate information 
and communication between the various distribution levels. That kind of solution works 
in grocery stores for example: we take articles from the shelves and pay for them at the 
cash register. The cash register records product information, and this information goes 
from the cash register (or from the empty places on the shelves) directly to the 
wholesaler. From there, the information can in turn be transferred directly to the producer 
without delay. 

The first and second strategies concern the range of existing products. However, many 
of the reports concerning future strategies of the sawmill industry emphasise product 
development (e.g. TIMWOOD 1998). Accordingly, during the last decades a number of 
new further-processed products have been introduced. The third strategy emphasises the 
possibilities of these new finished products. In the fourth strategy, the sawmill organises 
the production and the marketing of new products in a new way. With regard to demand 
and prices, there is likely to be less cyclicality at the end-user level if one is producing for 
end-user markets. This is the case in the fine paper industry (Alajoutsijärvi et al. 1998).  

There are huge differences between individual sawmills, and they have various 
capabilities. There are sawmills that are profitable even during a bust period, and there 
can be a gap of 20% in revenues between the best and the worst one. The reasons for 
success can be found in management, raw material and customer policy, for example. It is 
estimated that if a company can listen to and analyse markets, it can be successful. 

During the study process it was suggested that the capability of changing the species 
of timber may help to moderate cyclicality to some extent. Various countries prefer 
whitewood or redwood, but the preference changes over time. At the moment, spruce is 
more preferred than it was some years ago: the Japanese, for example, think highly of it. 
It is used in laminated boards etc., and the old “spruce countries” have continued to buy 
whitewood. However, the choice of the species at the sawmill depends on the raw 
material area and production factors.  
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Some sawmills have begun to produce more customer and special products as well as 
further-processed products. The statistics of case companies showed that these kinds of 
products do not fluctuate as much as standard ones. Focusing on customer or special 
products means relying on long-term relationships, alliances or partnerships. Some bigger 
firms have also bought further-processing plants, including some located abroad. In other 
words, they have changed their business strategies.  

There are fewer and bigger members in the supply chain than before. This may open 
up new opportunities to streamline processes between members of the supply chain. New 
delivery systems, new delivery terms and IT -applications may be implemented more 
easily when there are fewer participants in the supply chain. As stated, the higher 
consolidation rate of the suppliers has increased their market power, but the bargaining 
power of buyers has also increased consequently for the same reasons: higher 
consolidation rate and modern IT -applications. 

The problems related to e-business relationships in the supply chain and its 
management will be solved with time. The more general environmental forces occurring 
in the target industries are underpinning the value chain; e.g. what customers demand in 
the target industries and how we can promote the usual wood products and increase 
consumption. The key issue is thus promotion within construction, joinery and furnishing 
industries. The issue concerns industrial customers on one hand and consumers on the 
other hand. According to the experts interviewed, companies can do more with industrial 
customers. 

From the perspective of an individual company restructuring the supply chain, this 
means changes such as developing more tailored solutions to further-processing 
manufacturers and developing more cooperative partnerships. Long-term cooperative 
relationships can be established, and from the perspective of the individual firm, they 
might provide a company with an instrument for smoothing business cycles. The point is 
to categorise perhaps a bit more in terms of levels of analysis where the Finnish sawmills 
can act and who can act – an individual company, a group of companies, industrial 
organisations etc. The development of structures and processes within the supply/value 
chain offers different possibilities. For instance, if the sawmills go down in the value 
chain, value added activities increase, and this also means more intensive business 
relationships.  

The questions regarding what kind of business relationships sawmills should create 
and what kind of solutions they should offer in the changing distribution structures in the 
key target markets in Europe are problematic. The general environment influences 
development: the EU, the industry as a whole, some potential substitutes, and the 
opinions of consumers and industrial customers. Some substitutions for sawn goods have 
already been adopted among industrial customers and consumers. It is essential to think 
about rivalry and its effects. New actors coming from the former socialist countries are at 
the top of this list, as their entry evidently demands changes in the whole market logic 
and company strategies within the supply/value chain. The core point is that Finnish 
sawmills should categorise the list of fundamental questions of analysis, and plan who 
can do what. 
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8.5  Theoretical implications 

This study addressed economic indicators derived from economics supplemented with 
managerial case material of sawmill enterprises. So far, trials to combine the general 
economic phenomenon of cyclicality with a fairly microeconomic environment 
consisting of the analysis of economic fluctuations in a specific industry are relatively 
rare (see e.g. Alajoutsijärvi et al. 2002; Klint 1985; Vinell 1973). In fact, this dissertation 
represents the type of comprehensive investigation of economic fluctuations using 
qualitative methods that is absent in research concerning the Finnish sawmill industry. 
Generally, there have been a lot of empirical and theoretical business studies about the 
phenomenon, but it still has not been satisfactorily explained.  

Dick (1998) argues that the research of cyclicality has to be empirically and 
historically based if workable solutions to real-world problems are wanted. This thesis 
belongs to the small group of that kind of study. Moreover, it seems that the actor 
perspective used in this thesis has commonly been neglected in studies of cyclicality, 
excluding some individual “bubble” situations in the 1800s and the “Great Depression”.  
In addition, Dick (1998) demands a research direction that tries to model firm-level and 
aggregate economic performance. This study also attempts to fill that kind of research 
gap. Accordingly, the primary theoretical contribution of this thesis is to introduce an 
actor perspective to research on business cycles and cyclicality. Moreover, it is 
aggregated data from industry, company and individual levels. 

This dissertation makes extensive use of oral histories. This is based on the perspective 
that oral history is well suited for studying business history through an investigation of 
corporate culture (Ryant 1988). It has an important role in filling gaps in the historical 
record created by the practice of making important decisions without much paper 
documentation. This study utilised the opinions, images and memories of sawmill experts 
to complete the picture of cyclicality first created by written documents and statistics. 
Hence, the value of oral history as a data source even in economic research is 
emphasised. 

This thesis also calls attention to the value of conducting studies across various 
sciences, in this case economics, industrial dynamics (Bullwhip effect) marketing and 
business administration. The concepts derived from economics and the Bullwhip effect 
provided a fruitful background on which to illustrate the industry-specific cyclicality. 
Economics provided a basic knowledge of business cycles and various directions from 
which to look at the sources of cyclicality in the Finnish sawmill industry. For instance, 
psychological factors expressed by economists were also found to be underpinning the 
cyclical behaviours of the actors in the supply chains of the industry. Speculation, crowd 
behaviour and expectations were presented among the primary motives. In addition, this 
dissertation agrees with studies on the so-called Bullwhip effect. The effect depicts how 
demand distortion increases in supply chains from the customers to the producers.     

Supply chain management turned out to be an appropriate concept to explain the 
phenomenon of industry-specific cyclicality.  This thesis suggests that supply chain 
management may also offer a solid theoretical framework for studies in the discipline of 
marketing when addressing problems related to supply chains. Principles of SCM such as 
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seamless chains, cooperation, producing value for customers and long-term perspectives 
were appreciated in this study.  

The investigations of this study suggest that many managers in the industry see the 
supply chain as a social system where the structure and social relationships are 
interacting. This is well in line with the basis of this thesis, departing from the motivation 
goals of the firms that are seen to perform well and boast more stable trade conditions in 
the long run. However, the sawmill industry also seems to value some principles known 
from older approaches. For instance, many representatives interviewed agreed with the 
idea of having a “captain” in the supply chain and valued the possibilities of tighter 
control in the chain. That is why it was appropriate to refer in some cases to Marketing 
channel literature. Thus, this thesis agrees with Ford (2002, 225-226), suggesting that it is 
fruitful to examine all ostensibly separate disciplines looking at similar empirical issues. 

SCM is a broad approach and generally includes the same ideas as relationship 
marketing and the works of the IMP Group. The borders between disciplines are 
somewhat ambiguous and closer dialogue between the frameworks is needed to clarify 
the use of theoretical concepts. In essence, this thesis can be seen as an attempt to build a 
bridge between these apparently different approaches.  

8.6  Reliability and validity of the study 

The quality criteria for scientific research include contribution to earlier knowledge and 
the validity and reliability of the research. In a historical case study that employs several 
different types of data, it is necessary to evaluate validity and reliability from various 
angles. The validity of qualitative research in general as well as case studies calls for 
sufficient presentation of evidence and careful consideration of alternative interpretations 
(Wolcott 1994). Validity essentially means that a theory, model, concept, or category 
describes reality with a good fit (Gummesson 2000). The most important requirement for 
validity is reliance on theoretical considerations (Wolcott 1994). 

The validity of any research can be divided into three types: construct validity, content 
validity and external validity. The validity of the concepts means that the phenomenon is 
described with the essential characteristics, and the essential characteristics can be 
derived from the theory (Olkkonen 1993). The construct validity of case-study research is 
a measure of how successfully a study has established correct operational measures for 
the concepts being studied. It is an assessment of how coherent the logic of inference and 
the chain of evidence in the study are (Yin 1994). First of all, this study relied on 
concepts and insights derived from economics to describe business cycles as a 
phenomenon. Secondly, the Bullwhip effect was used to describe the phenomenon, as 
earlier research has considered the supply chain system to be the major source 
underpinning industry-specific cyclicality. Thirdly, the present study followed the 
principles of supply chain management agreed to be appropriate to investigate all kinds 
of problems related to supply chains. 

Content validity (internal validity) in the process of data collection refers to the extent 
to which the data provide adequate coverage of the topic under study. Thus, it is largely 
based on subjective judgement. In descriptive studies, content validity measures the logic 
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between observation and inferences. In this study the aim of empirical analysis was to 
find the reasoning behind the development paths and behaviour of the firms. The results 
of the empirical analysis indicate the opinions of the key informants. Content validity was 
ensured by choosing interviewees who had long experience in the sawmill business, and 
particularly of issues related to the supply chain and marketing. To increase the content 
validity the informants were able to review notes of earlier discussions. In addition, 
managers on the customer side were also interviewed and the problems of business cycles 
were discussed in a workshop in December 2001 with participants from the Nordic 
countries representing various groups of actors. Moreover, the interpretations of the 
researcher were cross-checked by managers who had good knowledge of the chosen 
study period.  

Validation of the data collection and interpretation was attempted by using the 
following procedures (see Miles & Huberman 1994; Silverman 1993): 1) Combining 
quantitative and qualitative data 2) Triangulating data.  The qualitative method used can 
be argued to be valid because the purpose was not to force a unified interpretation of 
cyclicality, but to reveal different managerial perspectives. The purpose was to deepen the 
understanding of industry-specific cyclicality, and explain what the fundamental reasons 
behind the cyclicality are. Based on this understanding this study was able to draw some 
conclusions, such as how strong economic fluctuations could be avoided by utilising 
supply chain management in the Finnish sawmill industry.  

In general, reliability is measured by how well another researcher is able to obtain 
results with the same data. In other words, reliability refers to the extent to which 
measurements are repeatable. Other researchers conducting the same study later on 
should end up with the same findings and conclusions by following exactly the same 
procedure. This requires, at a minimum, that documentation of the procedures followed in 
the study is made available. In order to ensure this, a list of interviews and the list of 
themes important to the discussions were created (Appendix 3). However, a characteristic 
weakness of the longitudinal case study method is the lack of replication, because the 
results are dependent on the interaction between the researcher and informants. The 
reliability of the research can be measured by studying the case study protocol and 
documentation.  

The reliability of this study has been assured by having detailed written notes of case 
interviewees, checking the issues of their statements by discussing them with 
interviewees later on and verifying the basic lines of the interpretations of the empirical 
data with the representatives of the case companies. However, it is impossible to conduct 
exactly the same interviews and workshop as those done during this study. The interviews 
and the workshop were not standardised, because the content of discussions with the 
interviewees and the workshops were mostly semi-structured and interpretative in nature. 
Using this procedure established the opportunity to gain a deep understanding of the 
problem under study.  

External validity can also be understood in terms of how successful a study is in 
producing new ideas on and insights into organisational phenomena by clarifying its 
structures and their associated contingent, generative mechanisms (Tsoukas 1989). This 
paper deals with business cycles in the sawmill industry, which is one of the most 
traditional lines of business. It was interesting to discover how few academic papers exist 
on this subject, though it may seem as though it were a familiar, even worn-out topic. 
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Perhaps managers have become used to living with the problem and consider it natural. 
Perhaps they feel that it is of no use to try to influence the situation, or that there is no 
way of doing so. Hopefully this paper gives new insights, especially as the so-called new 
economy is changing the world. 

In order to gain an overall picture on an industrial level a single case study with 
multiple levels was chosen.  A great amount of statistics and articles were gathered and a 
large number of interviews was conducted at the beginning of the research process. The 
primary data was later complemented by three supplemental cases. This was also a way 
to increase the level of generalisability.  

Alasuutari (1995) advises a discussion of the respects in which it can be assumed or 
argued that the study has general validity beyond the individual case explored. The aim of 
this study was not to develop a general theory or strive for analytical generalisability of 
the results in other industrial contexts. On the contrary, the present study has strong 
industry-specific ties. However, it may add new aspects to the prevailing literature 
addressing industry-specific cyclicality in other traditional industrial sectors by using a 
long-term perspective (cf. Klint 1985, Vinell 1973). It may also accompany the studies 
focusing on short-term modelling within the Finnish sawmill industry.  

The Finnish sawmill industry was chosen because it offered a multifaceted view of the 
phenomenon under study. Thus, the theoretical framework developed may be modified to 
investigations of economic fluctuations in other industrial branches. In addition, the 
richness of data used in this study points toward the potential for applying the supply 
chain management perspective to other studies having parallel bases and aims. It is also 
evident that approaching fundamental problems through systems thinking would produce 
fruitful solutions in all sectors of society. 

8.7  Limitations and suggestions for further research 

Choosing the qualitative research method brings forth limitations as far as the statistical 
generalisation of the results is concerned. However, the aim of this thesis was to increase 
our understanding and learning of the phenomenon of cyclicality by using a case study 
method. As this study is bound by the context of the Finnish sawmill industry, the results 
cannot be generalised without reservation to other contexts. Obviously, cyclicality in 
other industries may have similar features as in the sawmill industry, and in future a study 
including more industries would enable a more general description of industry-specific 
cyclicality. In other words, a multiple case study design including different industries 
would produce a more thorough understanding of industry-specific cyclicality. 

The fragmented field of the Finnish sawmill industry with many kinds of supply 
chains is extensive, and it is not possible to investigate all existing variations. The choices 
of research objects, sawmills and the experts interviewed were subjective choices. 
Furthermore, the description of the phenomenon given can be regarded as limited 
because it focused on sawmillers’ opinions, and intermediaries’ and end-users’ opinions 
played only a minor part.  In addition, a lack of written documents made the 
investigations more difficult. 
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The conceptual framework may also involve a limitation. This study utilised many 
conceptual tools: systems thinking to give a holistic picture, the bullwhip effect to 
describe cyclicality in supply chains, and most of all supply chain management to provide 
possible explanations for cyclicality. The aim of the holistic management of the 
phenomenon and the extensive theory base have evidently affected the readability of the 
thesis. It was also necessary to leave some aspects aside or give them only minor 
attention, otherwise the work would have grown too extensive. Concentrating just on 
network or customer relationship theory could have produced a tighter and easier-to-
follow package. Moreover, focusing just on the area of SCM and only discussing 
structures or business relationships, or management components could have produced 
more specific results, but on the other hand, the holistic perspective would have suffered. 

The research field of this thesis was large. In fact, it was too extensive for producing 
much detailed information. Therefore, there are a number of possibilities to continue 
along the path started here, and elaborate upon the issues stated in this study. Future 
research would offer both theoretical and managerial challenges. 

It is possible to choose from a number of theoretical approaches and perspectives. 
Strict utilisation of the ARA model and focusing on works by the IMP Group would 
depict rather well the evident trends in Finnish marketing studies as well as the 
networking in the industry. Transaction theory, with exact statistics between business 
partners, would offer an interesting research view, too. 

The themes presented under the titles of supply chain structures, behavioural patterns, 
social systems and management components offer opportunities for deeper investigation. 
Themes like the effects of the new structures in the supply chain, developing a mutual 
information system, a system for reducing stocks and new analysis systems for decision 
making ought to be investigated more thoroughly to achieve models of management 
strategies in order to solve the concrete problems of everyday business life.  

The Bullwhip effect in supply chains is an extensive field of study. Analysing the 
curves of business cycles more deeply contributes to statistical studies. An analysis of 
behaviour around the turning points of business cycles and comparing different types of 
firms and their management would offer interesting views.  

Building practical business models and systems between the members of the supply 
chain would interest managers. Moreover, it would be most interesting to study the 
sawmill industry from the perspective of the new economy. The concept of new economy 
is broad and has many interpretations. Originally, it was derived from the diffusion of 
information and communication technologies (ICT). Relatively little is known about the 
effects of new economy on value-creating networks in the sawmill industry. However, it 
is commonly accepted that it will have a profound impact on businesses in general and on 
the sawmill business as well. One company by itself cannot manage all the pertinent 
activities that create value in the supply chain, from the product development process to 
customer supporting activities. Therefore, networks play a pivotal role in value creation 
in the new economy. From this perspective, managing networks and ICT are closely 
interwoven. Thus, the digital economy could also have some smoothing impacts on the 
cyclicality of the sawmill business. 

No doubt, developments in the new economy have influenced organisational forms, 
business relationships and managerial processes used in network management in the 
sawmill industry. Relevant research questions would thus be: 
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− How are different networks in the sawmill business managed, and what is the impact 
of digital economy on the value chain of the sawmill industry? What kind of 
smoothing impact does digital economy have on business cycles? 

It is also important to identify managerial arenas for utilising the opportunities of the 
digital economy, as these could offer new possibilities for smoothing business cycles in 
the sawmill industry. The corresponding research question would be:  

− What kind of new digital economy solutions could offer better opportunities to smooth 
business cycles?  

However, more concrete and precise questions could be aimed at various levels of 
aggregation (e.g. the Finnish sawmill industry as part of the Nordic and European 
sawmill industry, the chosen product and segment areas, a network, a dyad, an individual 
enterprise). Attempts to solve problems at various aggregate levels should also be 
integrated to achieve the important goal of creating ways of smoothing business cycles.  

This thesis has tried to shed light on themes regarding the smoothing of cyclicality in 
the sawmill business by investigating long-term mutual buyer-seller relationships. 
However, relationships between sawmills and producers of further-processed end 
products, intermediaries and forest owners have not been widely studied. Motivations to 
cooperate and create integrated processes in the supply chain of the sawmill industry are 
not sufficiently studied. This thesis provides just the first step towards finding concrete 
ways of starting various studies focusing on the smoothing of business cycles at different 
levels such as the line of business, networks, dyads and single enterprises. It seems 
fruitful to examine these ways by analysing the value-creating processes affecting the 
sawmill industry, and the internal and mutual organisational structures of the enterprises. 
In this context, e.g. the following key questions could be studied through representative 
case examples:  

− What are the value-creating processes of the most important delivery organisations 
and industrial end users in the most important current and potential target lines of 
business in the most important export countries? 

− How are the value-creating processes of the Finnish sawmill industry connected with 
the two aforementioned value-added processes (in terms of e.g. problem areas, 
strengths or development areas)? 

−  What is the present structure of customer relationships (in terms of the state and 
characterisation) in the most important target lines of business in the most important 
export countries? 

− What is the structure of customer relationships in the distribution organisations 
through which the Finnish sawmill industry makes its deliveries to the most important 
target lines of business in the most important export countries? 

The aim of the above questions is to classify different customers according to their value-
creating processes and to identify business models to strengthen connections with them. 
It can be argued that more successful integration of present and potential customer lines 
of business and their enterprises may be a factor that contributes to the smoothing of 
business cycles. 
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 Appendix 1 

Table A1. Correlations between selected cyclicality indicators 

Variable (1) (2) (3) (4) (5) (6) (7) (8) 
1. Average export unit 
price for Finnish 
softwood 

        

2. Average export unit 
price for Swedish 
softwood 

 0,85**        

3. Export volume of  
Finnish sawmills 

-0,52**   -,53**       

Export volume of  
Swedish sawmills 

-0,11  0,04 0,44**       

Production volume in 
Finland 

 0,17  0,26 0,28 0,85**     

Production volume in 
Sweden 

 0,32  0,27 0,42* 0,49**  0,65**    

Production volume in 
EU (12) countries 

 0,43* 0,50** 0,13 0,35     0,51** 0,57**   

Apparent consumption 
in EU (15) countries 

 0,41* 0,47** 0,16 0,51**  0,76** 0,63** 0,81**  

GDP in OECD 
countries30 

 0,45*      0,49**   -0,19     0,11     0,05     0,09     0,24 0,10 

Notes: Pearson correlation. * Correlation is significant at the 0.05 level (2-tailed); ** Correlation is significant 
at the 0.01 level (2-tailed). 

                                                           
30 Values are taken from the following web address: http://www.oecd.org. 



 Appendix 2 

Interviews: 

− Bermingham, Paschal. Timber Agent. 15.4.2005. Dublin 
− Färdigh, Kjell-Arne. Rörviksgruppen, Director, 13.11. 2001. Sweden. 
− Haapala, Ilkka. Puumerkki, Director. 23.1.2001. Jyväskylä. 
− Hietaniemi, Kalevi. Jet-Puu Oy, Sales Manager. 3.5.2001. Oulu. 
− Hietaniemi, Antti. Jet-Puu Oy, Managing Director. 11.6.2001. Perho. 
− Hokkanen, Riku. UPM-Kymmene, Seikku Saw Mill, Sales Manager. 26.1.2001. Pori 
− Huhtamaa, Harri. Luvian Saha Oy, Managing Director. 26.1.2001. Luvia. 
− Ikäheimo, Katja. Lappset Group Oy, Project Manager. 12.2.2001. Rovaniemi. 
− Kallunki, Eero. Pölkky Oy, Sales Manager. 30.4.2001. Kuusamo. 
− Kurikka, Jaakko. Suolahden Höyläämö Oy, Managing Director. 23.1.2001. Suolahti. 
− Larsen, Torben. Det Danske Traelastkompagni A/S, Executive Director, Import & 

Distribution. 4.12.2001. Espoo. 
− Lattu Pertti. PL-Trading, Managing Director. 25.11.2000. Keminmaa. 
− Luikku, Mikko. Pölkky Oy, Sales Manager. 2.1.2001. Kuusamo. 
− Mantere, Jyrki. Vapo Oy, Hankasalmi, Sales Manager. 24.1.01. Hankasalmi. 
− Mehlem, Clas-Johan. UPM-Kymmene, Hampuri, Director.  15.12.2000. Helsinki. 
− Moilanen Reino. Lappipaneli Oy, Sales Manager. 2.1.2001. Kuusamo. 
− Nenonen, Jyri.  Kinnaskosken Saha Oy, Managing Director. 25.1.2001. Vilppula. 
− Nuoranne, Hannu. Multian Saha Oy, Managing Director. 25.1.2001. Multia. 
− Paavilainen, Markku. Department Manager, Wood Products, Finnish Forest Industries 

Federation – Metsäteollisuus ry. 4.12.2001. Espoo. 
− Piesala, Heikki. Managing Director,  Forssan Saha, Vapo Oy. 4.12.2001. Espoo. 
− Pitkänen, Jouko. Lappset Group Oy, Material Manager. 12.2.2001. Rovaniemi. 
− Ranta, Jukka-Pekka. Suomen Sahat ry, Director.15.12.2000. Helsinki. 
− Raunio, Olli. Director, Raunio Sawmill – Raunion Saha. 4.12.2001. Espoo. 
− Ronkainen, Ari. Stora Enso SBA Manager. 3.11.2000. Kemi.  
− Salmela, Mikko. Kellon Saha Oy, Managing Director. 13.12.2000. Haukipudas. 
− Selvig, Arthur. Marketing Director. Moelven Timber AS. Norway. 4.12.2001. Espoo. 
− Turunen, Matti. Vapo Oy, Sales Manager, Nurmes, Paltamo, Peuravuono. 16.12001. 

Nurmes. 
− Vaara, Jussi. Veljekset Vaara Oy, Managing Director.  8.12.2000. Tervola. 
− Vaara, Pentti. Lappli-Talot Oy, Managing Director. 28.11.2000. Tornio. 
− Virranniemi, Jouko. Pölkky Oy, Managing Director. 2.1.2001. Kuusamo. 
− Vuokila, Kalervo. Tervolan Saha ja Höyläämö Oy, Managing Director. 19.1.2001. 

Tervola. 



 Appendix 3  

Interview themes 

− Changes in the nature of business cycles over the last three decades 
− Changes in the operation strategies in the industry during the study period 
− The development of supply chains in the Finnish sawmill industry since the 1970s – 

the number of different levels in supply chains  
− Speculation and opportunism in supply chains 
− Intermediaries’ impacts 
− Inventories and cyclicality 
− Sawmill responses to the different phases of business cycles 
− The ability of the sawmills to affect cyclicality 
− Changes towards customer-orientation and special products 
− General changes in culture and attitudes in the sawmill business 
− The means of the sawmill industry to moderate business cycles 
− Different market areas as stabilisers 
− Impacts of long-term business relationships and various management decisions on 

cyclicality 
− Cooperation in the Finnish sawmill industry and in its supply chains 
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 Appedix 4 

The main types of intermediaries 
 
An export management company (EMC) is a firm that handles all aspects of export 

operations under a contractual agreement. The EMC will normally take responsibility for 
the promotion of products, marketing research, credit, physical handling and/or logistics 
(Jeannet & Hennessey 2004, 486).  The company can buy products from sawmills and 
also give the own brand to a product. 

An agent (e.g. Jeannet & Hennessey 2004, 486-487; Juslin & Hansen 2002, 376; 
Ervasti 1984, 119-120) is an independent entrepreneur, a person or a firm, that does not 
give the brand to a product but rather negotiates sales between the buyer and seller. 
Occasionally, the agent not only negotiates but also makes the final sales decision. The 
domestic agent is also called an export agent. Mostly small and some small-and-medium 
sized sawmills use export agents but others also turn to them, especially when exporting 
to far-off countries. The agent in a foreign country is called an import agent. Selling is the 
agent’s main task. However, the agent may take care of letter of credits, export invoicing, 
collection of payments and information. An agent can gather the needed lots for an 
inquiry, and arrange joint shipping. For finding the customer and helping to negotiate the 
sale the seller pays the agent a commission that is usually 1-5% of the FAS value of the 
trade. Sales through agents have decreased because Finnish companies have created their 
own sales offices in central Europe and Great Britain. More liberal trade conditions, 
improved education and knowing foreign languages as well as technological development 
in the IT sector may also have co-assisted this tendency. Direct exporting has become 
easier. However, trade through in-house departments needs well-trained specialised 
personnel because of the complexity of trade regulations, customs documentation, 
insurance requirements, and worldwide transportation alternatives. The options of the 
internet in the sawmill business are just taking their first steps. 

A sales office (e.g. Juslin & Hansen 2002, 379; Juslin & Neuvonen 1997, 174; Ervasti 
1984, 121) is a unit located in a foreign country that belongs to the producing company. 
The producer may establish a new company abroad or it may buy an existing business 
such as an agent and adapt it to the producer’s needs. Selling, every-day contacts with 
customers, promotion and acquiring market information are the typical tasks of sales 
offices. The sales office can also take care of incoming goods, custom activities, 
forwarding, inventories and deliveries. It is an important channel between customers and 
producers regarding the actual needs of customers and market trends. 

Import intermediaries (Importers) (e.g. Jeannet & Hennessey 2004, 487; Juslin & 
Hansen 2002, 381; Juslin & Neuvonen 1997, 174-175) usually specialise in importing 
commodities. As with agents, their size varies a lot but importers are normally bigger 
than agent firms. These companies use their own marketing strategies and try to satisfy 
the needs of the markets where they operate. They may have exclusive rights to import 
the manufacturer’s products and to represent them in certain market areas. In addition to 
storing and distributing the products many importers also add value to the product 
through re-grading, cleaving, planing and drying. Big importers sell most of their 
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products to retailers such as do-it-yourself retail chains or timber yards or they may own 
their own retail chain. 

Wholesalers are often called distributors or dealers (see Jeannet & Hennessey 2004, 
488; Juslin & Hansen 2002, 382-383; Juslin & Neuvonen 1997, 175-176). They can be 
said to be specialists in matching a sawmill’s products to a buyer’s needs. The service 
given by wholesalers can be valuable to both buyer and seller. For example, a wholesaler 
can break down large shipments into delivery sizes appropriate for small buyers. They 
can also provide re-manufacturing, packaging, grading, transportation arrangements and 
credit. Function-wise they resemble importers. The biggest difference between these two 
types of organisations is that an importer is buying from other countries, whereas a 
wholesaler normally buys from domestic sources. In many cases, it is hard to know the 
type each intermediary represents. In practise, the same company is often both an 
importer and a wholesaler. Moreover, the functions of wholesalers vary greatly from 
country to country as well as the structure of wholesale distribution chain. The number of 
wholesalers is decreasing along with the number of importers. 

Retailers (e.g. Juslin & Hansen 2002, 390-392; Juslin & Neuvonen 1997, 177-178) 
aim at serving end-users and the smallest industrial end-users. A traditional retailer is 
small and independent. However, today their ability to compete with large chains is 
almost non-existent. Therefore, there are two kinds of retailers: do-it-yourself retailers 
targeting final consumers, and other retailers targeting professional contractors. A modern 
phenomenon is also the establishment of cooperatives that aim at combining the good 
aspects of small, independent stores and the buying power that accompanies large 
purchases. 
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