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Abstract

Strategy is the use of combats to accomplish the goal of the war, but because each war differs in
terms of its background and motives, creating a universal strategy for military purposes may not
be possible. The military can have one peacetime sourcing strategy, but their wartime strategy is
highly situation dependent. If resources are not available in wartime, there may be enormous
losses. Resources must be secured through an efficient peacetime sourcing strategy, which
demands a high level of organizational ambidexterity.

The military in Finland are known collectively as the Finnish Defence Forces, although here
we refer to the organization here in the singular as the FDF. The FDF is highly dependent on
private transportation, but is also an important driver trainer and buyer of logistics services.
Because a transportation system is central to society’s basic services, and its functionality is
important for citizens, the private sector, securing vital functions of the nation and for emergency
supply security. There is strong mutual dependency between the private transportation sector and
the FDF, which makes for an interesting context in which to study also strategic partnerships.

The articles included in this thesis consist of two quantitative data sets. The first empirical data
set was gathered from the LSP members of the Finnish Transport and Logistics (460 acceptable
responses, 17.7 per cent). The second data set was collected from the military, the security-related
public sector and private industrial companies (149 acceptable responses, 18.01 per cent). The
analyses include descriptive statistics and structural equation modeling.

The purpose of this study is to reveal possible problems and offer insights into the cooperation
between the private transportation sector and the FDF, and the development of organizational
ambidexterity in the FDF’s supply chain management.

From a game theory perspective, how the FDF enhance supply security is important because
the private transportation sector is extremely important for the FDF and vice versa. Logistics
strategy influences direct logistics costs, so the FDF has a lesson to learn from its own practices,
concentrating on quality instead of direct cost reductions considerably reduces total logistics costs
while improving domestic transportation resources.

Keywords: military logistics, modulation, network economies, organizational
ambidexterity, outsourcing modes, structural equation modeling
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Tiivistelma

Strategia on taistelujen ohjausta sodan tavoitteiden saavuttamiseksi, mutta koska jokainen sota
eroaa taustoiltaan ja motiiveiltaan, lienee universaalin strategian luominen sotilaallisiin tarkoi-
tuksiin mahdotonta. Armeijalla voi olla yksi rauhanajan hankintastrategia, mutta sota-ajan han-
Kintastrategia on voimakkaasti olosuhteista riippuvainen. Sota-ajan resurssien saanti on kuiten-
kin pyrittdva turvaamaan jo rauhanajan hankintastrategialla, mika vaatii korkeaa organisaatiollis-
ta kaksikatisyyttd, koska sota-ajan puuttuvan resurssit voivat aiheuttaa valtavia menetyksié.

Suomessa Puolustusvoimat on erittdin riippuvainen yksityisen sektorin kuljetusyrityksista,
mutta toisaalta Puolustusvoimat on erittdin merkittava kuljettajien kouluttaja sekd kuljetusyritys-
ten asiakas. Suomessa kuljetukset ovat my6s keskeisessé asemassa yhteiskunnan julkisten perus-
toimintojen turvaamisessa, liséksi ne ovat erittdin tarkeitd kansalaisten, yksityisen sektorin ja
huoltovarmuuden kannalta. N&in ollen kuljetusyritysten ja Puolustusvoimien valilla on vankka
keskinainen riippuvuus, jonka vuoksi ne ovat hyvé konteksti tutkia strategisia kumppanuuksia.

Téhan véitoskirjaan sisaltyvat tieteelliset aikakausilehtiartikkelit rakentuvat kahden tutkimus-
aineiston ympdrille. Ensimmadinen tutkimusaineisto on kerdtty Suomen Kuljetus ja Logistiikka
(SKAL ry) yhdistyksen jaseniltd (460 hyvaksyttyé vastausta edusten 17.7 prosenttia valitusta
kohderyhmastd). Toinen tutkimusaineisto on keratty Puolustusvoimien ja muun julkisen turvalli-
suussektorin (poliisi, sairaanhoito ja palolaitokset) logistiikkapalveluiden hankinnasta vastaavil-
ta henkildilta sekd soveltuvilta yksityisen sektorin toimijoilta (149 hyvaksyttyd vastausta edusta-
en 18.0 prosenttia valitusta kohderyhmastd). Molemmat tutkimusaineistot ovat analysoitu kuvai-
levilla tilastollisilla menetelmilla sekd rakenneyhtélémallinnuksella.

Tamaén tutkimuksen tavoitteena on 16ytdd mahdolliset ongelmat ja tarjota alalla toimivien
henkiléiden nakemys Puolustusvoimien ja yksityisten kuljetusyritysten yhteistydsta. Ndiden
myo0ta pyritdan kehittdmaan Puolustusvoimien toimitusketjun hallinnan organisaatiollista kaksi-
katisyytta.

Peliteoreettisesta ndkokulmasta on tarkedd kuinka puolustusvoimat parantamaan huoltovar-
muutta koska kuljetusala ja Puolustusvoimat ovat erittain merkittdvid toimijoita toisilleen. Koska
ilmeisesti Puolustusvoimien logistiikkastrategia pyrkii vaikuttamaan pé&asiassa suoriin kuljetus-
kustannuksiin, on Puolustusvoimilla opittavaa omista kaytanndistaan. Keskittymalla kuljetusten
laatuun suorien kuljetuskustannusten sijasta voidaan logistiikan kokonaiskustannuksia alentaa ja
samalla turvata kotimaisten kuljetusresurssien sailymista.

Asiasanat: organisaatiollinen kaksikatisyys, rakenneyhtalomallinnus, sotilaslogistiikka,
ulkoistamismuodot, verkostojen taloustiede






Acknowledgements

When I started my second Doctoral dissertation, most people told me that it can
surely be easily done as you already know how to do it. Naturally there were a lot
of similar issues to deal with; however, what I learned was that there is no one
way to do a Doctoral dissertation, and every project has its own research settings
and working environment. Only one thing is certainly common for every Doctoral
thesis: it is never done alone.

Hence, I wish to begin by thanking all those people in various organizations
who helped me and made this thesis possible. First of all, I want to thank my su-
pervisor Professor Pekka Kess whose comments, advice, cooperation and help for
organizing resources have been vital. It has been a privilege to work with and to
learn from a researcher as experienced as you. Thank you, Pekka.

I also wish to thank the Finnish Transport and Logistics (SKAL) organiza-
tion, and especially Sakari Backlund and Heikki Huhanantti, for their help while
we were collecting the first data set for this thesis. The research relating to this
thesis has been done in cooperation with Dr. Mari Juntunen and LtCol Vesa Au-
tere, and even though we have worked together in numerous other research pro-
jects their input has been invaluable for this specific thesis as well. Further, |
would also like to thank the official examiners of my dissertation, Principal Sci-
entist Sari Uusipaavalniemi from the Finnish Defence Research Agency, and Pro-
fessor Lauri Ojala from Turku School of Economics, University of Turku. Thank
you all.

There are also numerous organizations which have supported my work. I am
honoured to have been granted financial aid for my thesis by several foundations,
and I would like to express my gratitude to Tauno Ténning Foundation, Kuorma-
autoliikenteen Volvo-sddtid Foundation, Jenny ja Antti Wihurin rahasto Founda-
tion and Oulu University Scholarship Foundation for helping my research work.
Thank you for your support.

As I mentioned above, preparing a thesis all alone is not possible. Even
though I have mentioned only those people by name who have been directly in-
volved in the work relating to this thesis, there is a large number of people who
have influenced and supported my work. In 1987, my teachers at a vocational
school insisted that I should continue my studies in a technical institute, and in the
Jyviskylé Institute of Technology, where I gained my degree of Bachelor of Sci-
ence (Tech) in 1996, I cooperated with a lot of people: teachers, friends and col-
leagues, and I learned a lot from them. During my studies concerning economics

7



and business administration, I again had the honour of studying with valuable
new friends, colleagues and Professors, and during those years I began to famil-
iarize myself with the world of academia. Naturally there is also a large number
of people I have met while working at various levels of the transportation busi-
ness, and then at Universities, and who not only have taught me the customs of
the academic world but also allowed me to gain experience in leadership under
challenging business conditions, and how to roll up my sleeves and take care of
blue collar work. It still happens that I am asked to help in problem situations and
to work as a truck driver, and every now and then I say yes, both to help out and
to remember where my roots are. Relatives and friends have their important role
as well, for their help in daily routines and inspiration for my interests in engi-
neering and logistics. Every one of you deserves my gratitude.

However, the most important source of gratefulness and appreciation is my
family. All the children of our family, thank you for keeping my spirits up. Nea
and Miika, it is always so nice to talk with you, and hearing the way you have
learned to justify your opinions has made me learn how to justify my own deci-
sions as well. Jenna, Joel and Jade, your inexhaustible enthusiasm to always learn
new and ever more challenging things is a wonderful lesson in attitude towards
researching the world around us. You always astonish me with your brilliant and
insightful questions of life and the world. Brave little helpers, you are always
there when someone needs assistance and you always manage to make me realize
what really is important in life: as long as we are all together, I can ask for noth-
ing more. I love you, my heroes. And most of all, I would like to thank my dearest
wife Mari, my loved one; you have given me the very meaning of my life, and
everything I do matters just because I can do it together with you. It is amazing
the way you are more than perfect for me in every way: the most helpful and con-
structive colleague I could ever dream, my best friend, the splendid mother of our
children, wonderful lover, my soulmate and the beautiful love of my life. Thank
you all from the bottom of my heart.



List of abbreviations and definitions

FDF Finnish Defence Forces
LSP Logistics Service Provider
NESA National Emergency Supply Agency

GDP Gross Domestic Product



10



List of original publications

The thesis is based on the introductory chapter and the following essays:

1

11

11T

v

Juntunen J, Juntunen M & Autere V (2011) Protecting Finnish defence security: A lo-
gistics challenge. International Journal of Shipping and Transport Logistics 3(3): 295—
311.

Juntunen J, Juntunen M & Autere V (2011) A case study on the role of the Finnish
Defence Forces in the transport sector. Journal of Military Studies 2(1): 34—43.
Juntunen J, Juntunen M & Autere V (2012) Outsourcing strategies of the security sec-
tor through acquisition procedures. International Journal of Physical Distribution &
Logistics Management 42(10): 931-946.

Juntunen J, Juntunen M, Autere V & Kess P (In press) Outsourcing strategies in the
security sector. International Journal of Logistics Economics and Globalisation. (TIIM
2013 Special issue).

11



12



Table of contents

Abstract

Tiivistelma

Acknowledgements

List of abbreviations and definitions
List of original publications

Table of contents

1 Introduction

1.1 Background and research environment..........cc..cceocueervieennieeeneeinecenneenns

1.2 Objectives and SCOPE........cccvvveeennnnnn.
1.3 Research approach ...........ccccvvvennnenn.

1.4 Research process and dissertation StruCture ............cceeveerrveeeneeeneeeneeene

2 Theoretical background

2.1 Background..........cccccoeviiiieniiiiennenn,

2.2 Strategic literature and organizational ambidexterity.......c...ccoceeevueennnee.

2.3 Strategy and organization structure....
2.4 Game theory.......cccoceveevvieeenciveeeennennn,
2.5 Agent theory.....ccocccevveenieinicenneennen.
2.6 Theory synthesis .........cccceeeeriveeennnnen.

3 Description of the included articles

3.1 Dependency between transport industry and FDF ........cc.cccocciniiinnnne

3.2 FDF’s importance for transport industry..........cccceeevvevieeerciereeriiee e

3.3 FDF’s acquisition strategy .................

3.4 Outsourcing strategies and negotiation POWET .........cocveerieervieernieerieennne

4 Discussion

4.1 Answers for research questions..........
4.2 Theoretical implications.....................
4.3 Practical implications.............c...........
4.4 Reliability and validity.......................

4.5 Recommendations for further studies
5 Summary
References
Original publications

11
13
15
15
16
17
18
19
19
19
20
22
23
24
25
26
26
27
28
31
31
33
33
34
35
37
39
43

13



14



1 Introduction

1.1 Background and research environment

According to Clausewitz (1832), strategy is the use of combats to accomplish the
goal of the war. However, Lehto (2009) argues that war is not an independent
phenomenon; each war is different in its background and motives, hence creating
universal theory is challenging. A universal dominating strategy for military pur-
poses may not be possible. In a business context, a firm’s organizational strategies
culminate in make-or-buy decisions (Ansoff 1965: 201). The central choice
among governance mechanisms is to externally organize transactions outside the
boundary of the firm in the market, or to organize transactions internally within
the firm’s boundaries (Bowen & Jones 1986). If we try to combine these perspec-
tives for one nation, it is obvious that the military can have a peacetime sourcing
strategy (designed around what they produce themselves and what they buy from
the private sector), but wartime strategy is highly situation dependent.

Even though the demands for supply chain management of the Finnish De-
fence Forces (the FDF) are very different when it operates as a peacetime training
organization than they would be in wartime, there is a strong interconnection be-
tween peacetime and wartime strategies. If resources are not available in wartime,
it could cause enormous losses. Resources must be secured efficiently in peace-
time, supporting the domestic private sector, to ensure it remains strong enough to
provide resources during time of crisis.

Organizational ambidexterity suits the theoretical approach of this disserta-
tion, as defined by Raisch and Birkinshaw, (2008) as, “an organization s ability to
be aligned and efficient in its management of today'’s business demands while
simultaneously being adaptive to changes in the environment”.

The FDF is highly dependent on the private transportation sector (Juntunen et
al., 2011a). According to Kaskeala (2006), there is no doubting the importance of
logistics and supply for the military. Today, the more segmented battlefield de-
mands effective logistics. The FDF is an important training organization for driv-
ers, and a major buyer of logistics services (Juntunen et al. 2011b). According to
the National Emergency Supply Agency (NESA 2010), the transportation system
is one of society’s central basic services. Functionality is important for citizens,
the private sector, and securing the vital functions of the nation and emergency
supply security. In Finland, logistics is crucial. Finland is effectively a large island
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(80% of foreign trade goes through sea transportation) and logistics costs (19% of
GDP) are higher than most industrial countries (10—17% of GDP). Efficient logis-
tics is very important for Finland to maintain international competitiveness
(Solakivi et al. 2009). The private sector demands efficient logistics in Finland,
but making use of the private sector during crises may be problematic. Crises may
be well anticipated, but behind all private sector corporations are multiple essen-
tial subcontractors: Business relationships change all the time (Helsingius 2006).
Moreover, specialization within logistics systems makes general usage difficult;
specialized resources are probably not suitable for any but their intended purposes
(NESA 2010). In fuel, chemical, thermo, and milk transportation resources, the
usage rate is over 90% so spare resources are scarce. According to NESA (2010),
skilled drivers are critical specialized resources. There is strong mutual depend-
ency between the private transportation sector and the FDF, which provides inter-
esting scope to study strategic partnerships. Rannikko (2006) supports this idea
when stating that the basis of FDF logistics is appropriate integration between the
private sector and military supply systems.

The theoretical roots of this dissertation are in game theory literature and stra-
tegic literature. Agent theory supports these two approaches. Game theory and
strategic literature are harmonious. Strategic literature supports practical decision
making; game theory applies optimal strategies and tactics to practical problems.
From a theoretical perspective, the first and second manuscripts deal with the
starting point of the game, and the third and fourth concentrate on optimal strate-
gic decisions to achieve the goals of the FDF supply chain.

1.2 Objectives and scope

The purpose of this study is to improve organizational ambidexterity in the supply
chain management of the FDF. The context of this study is the logistics operations
of the FDF. The main research question is how can the FDF enhance supply secu-
rity, defined here as maintaining adequate level of supply security during both
normal and crises situations, either in peace or war time, through the Finnish pri-
vate transportation sector? The research is subdivided into four sub questions: the
role of the Finnish private transportation sector from a military perspective; the
FDF from an industry perspective; current military strategy for the acquisition of
logistics services; and how the negotiating power of the military and logistics
costs are affected by logistics strategy. These sub questions will be dealt with
through analysis of the essays included with this dissertation, and the main re-
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search questions addressed via the outcome of the sub questions’ review. The
work reveals possible problems and offers insight for cooperation between the
private transportation sector and the FDF.

1.3 Research approach

This study poses both ontological and epistemological questions. Burrell and
Morgan (1979) suggest two procedures for analysing assumptions in social sci-
ences: subjective and objective. When categorized by subjective and objective
procedures, ontology can be divided into nominalism and realism, and epistemol-
ogy into positivism and anti-positivism. In this research, the aim is to find causal
relationships, and then establish rule-like generalizations, and hence this study
can be considered in the objectivist tradition and as using nomothetic methodolo-
gy (Neilimo & Nasi 1980). The approach is positivist, with reality considered ob-
jective, tangible, and fragmentable (Mentzer & Kahn 1995).

In other words, causal relationships can be discovered and, in addition, re-
search findings can be considered value-free, time-free and context independent
(Juntunen, 2010). The favoured research method in the positivist tradition is
quantitative and surveys are the normal method of gathering research data
(Mentzer & Kahn 1995). The research question and the research method of this
study represent the deductive positivistic approach, which is, according to Arl-
bjorn and Haldorsson (2002), the predominant approach in business logistics re-
search.

In practice, this thesis and included articles consist of two quantitative data
sets. The first empirical data set was gathered from the LSP members of the Finn-
ish Transport and Logistics (SKAL) association in 2008. In total, 460 acceptable
responses were returned, representing a response rate of 17.7 per cent. The second
data set was collected from the military, the security-related public sector and pri-
vate industrial companies in the spring of 2009, and 149 acceptable responses
were returned, representing a response rate of 18.01 per cent. In addition to the
military forces, the respondents from the public sector include police, fire service
personnel and health-care providers. More specifically, customer-relationship
managers, service-production managers, brigade commanders, supply centre
managers, rescue managers and materials managers were some among the profes-
sions responding to the questionnaires. The analyses include descriptive statistics
and structural equation modeling.
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1.4 Research process and dissertation structure

The next section presents earlier studies relating to strategic literature, game theo-
ry, and agent theory. The third chapter explains the methodological approach of
this thesis and its supporting data. The fourth section is a discussion and the last
comprises its conclusions. The paper version of the thesis includes the original
publications of the included essays after the reference list, but the original papers

are not included in the electronic version.
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2 Theoretical background

21 Background

Theoretically, this dissertation is rooted in multiple compatible theories. The liter-
ature review deals first with strategic literature on business and military strategies.
After examining the strategic literature, a brief summary of game theory will be
presented. The last theoretical approach reviewed is that of agent theory.

All theoretical approaches are presented quite briefly, because the literature
relating all of those theories incorporates a vast amount of research, practical re-
ports and books. However, the main points are presented as they apply to this dis-
sertation. Further, as this is compilation dissertation, each paper included has its
own literature review and it would be fruitless to repeat that content.

2.2 Strategic literature and organizational ambidexterity

From the military perspective, strategy is the use of combats to accomplish the
goal of the war (Clausewitz 1832). Strategy is subordinate to political goals, but
superior to tactics. Tactics describe how to use troops in combat (Laaksonen et al.
2009). However, because a war is not an independent phenomenon, and each war
is different in its background and motives, creating a universal theory of military
strategy is challenging (Lehto 2009). The delineation between the strategic and
the tactical is elusive. For example, since the first Gulf War in 1991 strategic air-
strikes have been a common concept, though from some perspective airstrikes are
merely tactical (Lehto 2009). Business borrowed the term strategy from the mili-
tary in the 1950s, in response to the increasing volatility of the business environ-
ment (Laaksonen 2009).

According to Junni et al. (2013), a growing number of researchers argue that
organizational ambidexterity is important for sustained competitive advantage of
firms. Organizational ambidexterity, defined as “an organization's ability to be
aligned and efficient in its management of today’s business demands while simul-
taneously being adaptive to changes in the environment” by (Raisch & Birkin-
shaw 2008), has become a hot topic in organizational research (Birkinshaw and
Gupta 2013). The original meaning of ambidexterity was the capacity to be equal-
ly skilful with both hands. Prefaced by the word organizational, this has been
adapted to mean an organization’s capacity to do two different things equally
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well, for example simultaneously exploiting existing competencies and exploring
new opportunities (Raisch et al. 2009, Birkinshaw & Gupta 2013). However, ac-
cording to O’Reilly and Tushman, (2013), confusion remains about the precise
meaning of organizational ambidexterity.

Changing business demands may be justified in the private sector because,
according to Markides (2013), several authors interpret a business model as an ac-
tivity system made up of several interdependent activities, such as value chain ac-
tivities. However, according to Tushman et al., (2010), individuals, especially the
front-line employees are not capable of reconciling conflicting goals for exploita-
tion. Further, Salvadora et al., (2014) argues that developing ambidexterity
through individuals is indeed beneficial for companies, but this effect decreases in
correlation with the increase in complexity. Thus, in a highly complex environ-
ment, such as a peace time military organization which at the same time has to
maintain readiness for war time conditions, individuals may face challenges at
various organizational levels while optimizing their activities either for peace or
war time perspective.

According to Propper and Wilson (2003), performance and efficiency
measures as organizational outcomes lack the evidence as to their usefulness in
the public sector. However, organizational ambidexterity may serve as a new and
relevant output indicator, especially in the public sector, which strives to use re-
sources in efficient ways (Smith & Umans 2013). Hence, in this study, I offer a
new perspective on organizational ambidexterity by examining the case of the
FDF. On the one hand, the FDF must meet the demands imposed by diminishing
funding and demonstrate that it can meet its obligations within its budget, while
on the other hand, it must simultaneously prepare for the worst possible scenario
where efficient delivery of troops and supplies is crucial. I will define organiza-
tional ambidexterity slightly differently to Raisch and Birkinshaw (2008). My
definition for organizational ambidexterity in the security sector is the organiza-
tion’s ability to be well-adapted and efficient in its management of today’s activi-
ties while simultaneously maintaining readiness for changes in the environment.

2.3 Strategy and organization structure

In the business literature, it was widely recognized decades ago that the structure
of an organization mirrors its strategy (e.g. Chandler 1962, Jones & Hill 1988),
and hence outsourcing becomes a strategic level decision. Naturally, there may be
different outsourcing strategies (e.g. Juntunen et al. 2012). Outsourcing may be
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used to address issues of lack of competence, lack of capacity, financial pressures
or technical failure (Greaver 1998). Supernormal returns on the other hand, are
mostly a function of a firm’s belonging to an industry with favourable structural
characteristics (Porter 1980, Dyer & Singh 1998), but the situation is more com-
plex than that. In today’s global business environment, sustainability of the supply
chain may be very important and, according to Buddress (2013), firms must pur-
sue strategies recognizing that supply chain risk and sustainability are inextricably
intertwined. The question is no longer simply a trade off between price and quali-
ty, or whether to buy domestically or overseas, but must include several other per-
spectives.

What this means in practice for the military, for example, is that strategic
management of innovation may be extremely important in crises where change
becomes revolutionary rather than evolutionary (e.g. Davies 2001, Keupp et al.
2012). One goal of strategic military management is survive through periods of
revolutionary development and use the power of change instead of fighting
against it (Lehto 2009). Innovative supply arrangements during periods of revolu-
tionary change are easier to manage with support from strategic partners. Tush-
man and O’Reilly proposed in 1996 that the simultaneous pursuit of both incre-
mental and discontinuous innovation requires ambidextrous organizational mod-
els.

To combine logistics and supply security with military strategy, we can bor-
row from General Antoine Henri Jomini, who claimed that “Strategy decides
where to act; logistics brings the troops to this point” (Jomini 1975). When at-
tempting to understand the importance of logistics to the military, and because of
the well-known significant role of logistics in business, the question is: Why
would anyone who regards logistics as a source of competitive advantage want to
turn the activity over to someone outside the organization (Lim 2000)? A funda-
mental answer is that businesses outsource logistics to avoid excessive capital ex-
penditure(e.g. on head count or fixed costs) while improving flexibility through
reduced inventory, increased productivity, improved customer satisfaction and
services and reduced transportation costs (Lim 2000). Table 1 presents a compre-
hensive list of literature on the expected benefits and risks of outsourcing (Kremic
et al. 20006).
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Table 1. Anticipated benefits and risks of outsourcing.

Expected benefits

Potential risks

Cost savings
Reduced capital expenditures
Transfer fixed costs to variable

Quality improvement

Increased speed
Greater flexibility
Access to latest technology/infrastructure

Access to skills and talent

Increase focus on core functions
Get rid of problem functions

Copy competitors

Reduce politic pressures or scrutiny
Legal compliance

Better accountability/management

Unrealized savings or hidden costs

Less flexibility

Poor contract or poor selection of partner

Loss of knowledge/skills and/or corporate memory and
the difficulty in reacquiring a function

Loss of control/core competence

Power shift to supplier

Supplier problems (poor performance or bad relations,
opportunistic behavior, not giving access to best talent or
technology)

Losing customers, opportunities, or reputation
Uncertainty/changing environment

Poor morale/employee issues

Loss of synergy

Create competitor

Conflict of interest

Security issues

False sense of legal obstacles

Skill erosion

FDF goal is a logistics system integrated with the private sector but not requiring
significant change between normal and crisis situations (Pakarinen 2006). For the
FDF, outsourcing its logistics services is more complex than for companies who
can use global logistics services providers as it requires adequate domestic trans-
portation capacity to meet crisis situations (Juntunen et a/. 2011a). The FDF must
understand their outsourcing strategy in different circumstances and scenarios.
Game theory is eminently suitable to analyse FDF outsourcing in a “what if we
have to raise defence readiness” context.

2.4 Game theory

According to Gresham’s law, bad money drives out good (Giffen 1891). Gresh-
am’s law is often studied with the classic prisoners’ dilemma from game theory
(e.g. Heal 1976). In practice, in the “short run game”, Gresham’s law means that
if there is no trust between actors, returns are indefinite, and business suffers
(Akerlof 1970). Once actors suspect that the value of bad money will go down,
they offer only bad money and try to keep good money. When all actors behave
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like this, only bad money is supplied in the markets. This phenomenon is called
adverse selection and in addition to money, has been associated with the supply of
goods including cars (Akerlof 1970, Heal 1976). However, according to Heal
(1976), in the “long run game” the Nash equilibrium for the prisoners’ dilemma
comes from high quality products. If actors play the “long run game”, adverse se-
lection may not happen.

Today, the importance of supply chains is widely recognized by researchers.
Modern competition is between supply chain and supply chain rather than firm
versus firm (Ketchen & Hult 2007). It is therefore no surprise that strategic coop-
eration is an important phenomenon in the supply chain context. Cachon and Zip-
kin (1999) found that competition might actually raise costs in the supply chain,
hinting that the short run game actually causes adverse selection in supply chains.

Consequently, the FDF may have to play the long run game to secure ade-
quate domestic transport resources. This long run game probably implies protec-
tionism to some extent, which may be incompatible with free trade between na-
tions. We need better understanding of the behaviour of each participant in differ-
ent situations. Game theory tries to reveal how different actors are likely to be-
have in different situations. It is very suitable for use in parallel with agent theory,
which studies actors in a principal-agent context.

2.5 Agent theory

According to Eisenhardt (1985, 1989), agency theory has similarities to transac-
tion cost theory and the organizational and agency approaches are complemen-
tary. With transaction cost theory, there is a trade-off between markets and the
firm’s internal hierarchy (Coase 1937). The military can either make or buy the
resources it needs and, when buying resources, must ensure that sellers can pro-
vide goods and services, as promised in peacetime, during a crisis. Situations can
be studied with agency theory, which attempts to describe the ubiquitous agency
relationship, in which one party (the principal) delegates work to another (the
agent) who performs that work (Eisenhardt 1989).

According to Laffont (2003), the influence of asymmetrical information is a
central issue in agency theory. This means that the supplier (agent) knows more
about his product or service than the potential buyer (principal) does. In the mili-
tary context, once the agent has benefited from peacetime cooperation, the same
first-class service may not be forthcoming during a crisis (moral hazard). There
must be a win-win in every possible situation (Williamson 2008), and strategic
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partners of the FDF have to be prepared to stand by the FDF during times of cri-
sis.

Adverse selection may become a problem if the military choose peacetime
partners based solely on the lowest price. While Gresham’s law says that bad
money drives out good (e.g. Giffen 1891, Akerlof 1970), poor quality companies
may drive out good quality companies from markets. Hence, sorting good quality
from bad is essential in the business world (Akerlof 1970), and even more im-
portant in the military world, where efficient supply must endure during crisis sit-
uations.

2.6 Theory synthesis

As mentioned above, a common reason for outsourcing logistics operations is to
avoid extensive capital expenditure (e.g. head count or fixed costs) while improv-
ing flexibility through reduced inventory, increased productivity, improved cus-
tomer satisfaction and services and decreased transportation costs (Lim 2000).
However, the FDF needs to understand the consequences of its outsourcing strat-
egy if they have to raise defence readiness. The FDF and their partners have to
maintain win-win situations during crises (Williamson 2008).

In addition to adverse selection (Giffen 1891, Akerlof 1970, Heal 1976),
moral hazards may also cause problems (Laffont 2003). If the FDF needs to buy
resources on international markets, its biggest issue is how to ensure those sellers
will provide the goods and services guaranteed in peacetime in a time of crisis.
Thus, in the military context, organizational ambidexterity demands sorting good
quality from bad during peacetime to ensure quality during crises.

According to Carmeli and Halevi (2009), the idea of ambidexterity nests in
the idea that an organization’s task environment is always in some degree of con-
flict, so there are always trade-offs to be made. Hence, organizational ambidexter-
ity is a highly apt umbrella term for the theoretical perspective of this research,
because all the theoretical approaches included in this thesis also contain inevita-
ble trade-offs to be made. Specifically, outsourcing is well known as a make or
buy decision, game theory focuses on alternative decision possibilities, agent the-
ory studies whether an agent keeps their promises or not and traditional econom-
ics assume a trade-off between the quality and price.
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3 Description of the included articles

This chapter features a short description of the researchers’ contribution to each
article (please, see table 2) and findings of each paper included in this thesis. Af-
ter this chapter follows a discussion, where I pull together the outcomes, answer
the main research questions, and present further perspectives on the findings. Fi-
nally, I discuss research limitations and ideas for further study.

Table 2. Authors’ contribution in included articles.

Author Article
1 2 3 4
J. Juntunen
Coordinating research team X X X X
Presenting paper’s earlier version in conference X
Developing paper’s theoretical background X X X X
Actively involving in data gathering X X X X
Coordinating, supervising and performing data analysis X X X X
Coordinating interpretations based on analysis X X X X
Finalizing paper X X X X
Coordinating review and publication process X X X X
M. Juntunen
Developing theoretical background regarding to image of the industry X
Actively involving in data gathering X X X X
Participating in data analysis X X X X
Participating in interpretation of the results from business perspective X X X
Actively involved in paper’s writing process X X X X
Commenting on paper X X X X
V. Autere
Actively involving in data gathering X X X X
Presenting paper’s earlier version in conference X X
Participating in data analysis X X X X
Participating to interpretation of the results from military perspective X X X X
Commenting on paper X X X X
P. Kess
Commenting on paper X
Presenting paper’s earlier version in conference X
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3.1 Dependency between transport industry and FDF

Juntunen J, Juntunen M & Autere V (2011) Protecting Finnish defence securi-
ty: A logistics challenge. International Journal of Shipping and Transport Lo-
gistics 3(3): 295-311.

The main results of this research from the perspective of this doctoral dissertation
are that the negotiation power of Finnish transport firms is low and may affect
their ability to achieve acceptable profitability. Outdated contracts between buyers
and sellers are almost useless. Contracts are ineffective without an efficient updat-
ing system and up-to-date contracts can deliver better profits to entrepreneurs,
even when their negotiating position is weak.

Hence, properly updated contracts should be in place to maintain the profita-
bility of trucking operations in a rapidly changing environment. This would also
be beneficial to the FDF as a buyer of logistics services, making its logistics chain
more reliable. Truckers should also endeavour to preserve the good image of their
industry by providing only superior service: The military should buy services
based on quality instead of price and support truckers who provide good service
levels.

To conclude, powerful buyers of logistics services should understand that, in
the long term, it is not wise to use a strong negotiating position to force down
short-term prices in case quality transportation becomes unavailable due to ad-
verse selection (e.g., Akerlof, 1970). In Finland, the situation is difficult for logis-
tics providers and there is always the threat that domestic transportation resources
will be inadequate in times of crisis. Understanding the role of the FDF is vital.

3.2 FDF’s importance for transport industry

Juntunen J, Juntunen M & Autere V (2011) A case study on the role of the
Finnish Defence Forces in the transport sector. Journal of Military Studies
2(1): 34-43.

While the weak negotiating position of entrepreneurs reduces their recorded lev-
els of satisfaction with the transport sector, the strength of the FDF as a buyer of
transport services balances this. Cabotage operations emphasize the importance of
the military as a buyer of transport services. There is a positive relationship be-
tween the importance of transportation to the FDF and the role of the FDF as a
buyer of logistics. The military is an important force in Finland’s transport sector.
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The FDF plays a significant role in the transport sector on two levels. It buys
a large volume of logistics services and it is to its advantage to use domestic op-
erators. The military is also a very important source of skilful drivers: they train a
high percentage of recruits as heavy goods vehicle drivers. When they finish mili-
tary service, these drivers are a valuable labour supply for service providers. The
FDF are instrumental in generating satisfaction with the transport sector among
transport operators, as they help domestic operators in the competition brought
about by cabotage. As in many other countries, the FDF need security of supply,
so there are some elements of protectionism in their buying behaviour.

When competition is fierce, the significance of the FDF as a buyer of logis-
tics services expands. With a powerful role in the logistics market as a buyer, FDF
buying behaviour should have a strong market influence. This obviously directs
attention to the current acquisition strategy of the FDF.

3.3 FDF’s acquisition strategy

Juntunen J, Juntunen M & Autere V (2013) Outsourcing strategies of the se-
curity sector through acquisition procedures. International Journal of Physical
Distribution & Logistics Management 42(10): 931-946.

I studied the strategy of public sector military and security organizations through
purchasing procedures and examining how purchasing power achieved the de-
sired mode of outsourcing. The military have a dilemma similar to civilian ship-
pers acting as customers: they require high service levels combined with low
costs. This often means a trade-off between service levels and cost reduction. The
military must maintain sufficient transportation capacity to react to potential cri-
ses, which requires a secure long-term relationship with their logistics service
providers (LSPs).

The results show that the military uses a vertical mode of outsourcing. Since
the military build long-term partnerships with LSPs, they can use relationships
and negotiating power to improve the services they receive. Good service produc-
es a reduction in indirect logistics costs. The military is a good example of how to
buy logistics using the vertical outsourcing mode to gain transactional value, de-
spite the common perception that good service and cost reduction are mutually
incompatible.

It is very likely that a considerable amount of vertical-mode outsourcing al-
ready occurs in the market but since there are instances where legislation forces
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buyers to focus on the horizontal mode, and because unit costs are much easier to
control than transaction costs and transactional value, bidding games among LSPs
are very common. In addition, the military and security-related public sector have
to be prepared for mobilization to meet a crises, and during crises, performance is
paramount and costs irrelevant. The security sector should therefore provide good
examples of long-term partnerships and transactional value. It is reasonable to
consider whether vertical outsourcing is just an operational practice in the securi-
ty sector or if there are real strategic decisions behind the application of their ne-
gotiation power.

3.4 Outsourcing strategies and negotiation power

Juntunen J, Juntunen M, Autere V & Kess P (Forthcoming) Outsouring strat-
egies in the security sector. International Journal of Logistics Economics and
Globalisation. (TIIM 2013 Special issue).

Contrary to the classic assumption that strategy explains negotiating power, the
findings of this paper indicate that strategy and negotiating power do not have a
statistically significant relationship. Strategy is a long-term concept and changes a
firm’s positioning in the market position in the long term while negotiation power
is dependent on the situation at the time of negotiation, and hence there is no di-
rect relationship between the two. They need something, like the current market
situation, acting as a mediating factor between them.

Existing strategy can explain direct cost reduction but does not explain per-
ceived service quality. Strategy influences whether buyers use expensive or cheap
LSPs, but those who use cheap ones do not differentiate between poor and good
quality because their strategy is to use the cheapest and they never experience
good service quality. Negotiation power does not influence direct costs as the
market determines prices. Even the strongest buyers cannot bargain below market
prices, however, buyers with strong bargaining positions receive good service, as
LSPs are eager to secure their business.

Together strategy and negotiation power affect direct costs and perceived ser-
vice quality, which consequently decreases indirect logistics costs. Thus, even if it
seems that a negotiation model that argues that profit sharing follows actors’ ne-
gotiation power does not work in a competitive market context with direct market
prices; it works in the long run, through service quality and indirect costs.
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From the managerial perspective, the results of this paper are challenging. It
gives the impression that existing logistics strategies reduce direct logistics costs,
but do not apparently enhance service quality. If buyers are ignorant of a certain
procurement strategy, or choose to overlook it, they may still use their purchasing
power to improve their buying performance from a total cost perspective. This is
a better outcome than slavishly following a misguided strategy. In practice, hav-
ing disobedient buyers could be good for a company. It is also possible that buy-
ers have a considerably better understanding of total logistics costs than the man-
agers who devised the strategy but became too focussed on direct costs.

To conclude, in practice, buyers should keep a few strategic partners without
subjecting them to bidding games and instead follow market pricing and reward
the best LSPs for good service. This kind of deep partnership may prevent oppor-
tunistic behaviour by LSPs and reduce the problems detailed in agent theory.
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4 Discussion

As described in the previous chapter, the publications progress from positioning
the mutual appeal of the FDF and its transportation business partners to address-
ing the FDF’s mode of outsourcing. At the same time, the papers progress toward
offering a more exhaustive understanding of business strategies and use of nega-
tion power.

4.1 Answers for research questions

The purpose of this study was to improve organizational ambidexterity in the
supply chain management of the FDF. The main research question was how the
FDF can enhance supply security through the Finnish private transportation sec-
tor. The research was subdivided into four sub questions to address the main re-
search question.

The first sub question was to clarify what is the Finnish private transportation
sector’s role from military perspective. The answer is that the private transporta-
tion sector is extremely important in Finland, where the military relies on reserv-
ists. Further, it seems that there will be very complex challenges to maintain ade-
quate domestic transportation resources in the near future, mainly because the
transport sector suffers from low profitability, which could threaten the existence
of small companies and cause a lack of skilled truck drivers.

The next sub question was identifying, what is the FDF’s role from the pri-
vate transportation sector perspective. The answer is that the FDF is a very im-
portant player in the domestic transportation market. It buys a large volume of
transportation services from domestic companies and reduces the influence of
foreign transportation companies in Finland. In addition, the FDF is a major train-
er of truck drivers and an important source of skilled workers for the industry.

The third sub question sought to improve the understanding of what kind of
logistics services’ acquisition strategy the military currently employs. A study of
the buying behaviour of the FDF reveals that it tries to concentrate on good ser-
vice quality and forging deep partnerships. This seems to be a good strategy, and
is very efficient from the perspective of total logistics costs.

The fourth sub question was to study how the existence of a logistics strategy
influences the military’s negotiation power and logistics costs. It was interesting
that the existence of the strategy did not affect negotiation power, but did influ-
ence direct logistics costs. This is interesting because in the previous sub-topic, I
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found that the FDF logistics purchasing strategy is one of forging partnerships in-
stead of focusing on direct logistics costs. Thus, it seems that the strategy is not in
line with behaviour.

From a game theoretic perspective, how the FDF enhances supply security is
very important. The private transportation sector is extremely important for the
FDF and vice versa. Because the logistics strategy influences only direct cost, the
FDF has a lesson to learn from its own behaviour of concentrating on quality in-
stead of short-term cost to reduce total logistics costs. This would also improve
the maintenance of domestic transportation resources.

Table 3. Answers for subquestions.

Research question Article and answer

1: What is the Finnish private transportation sector’'s  Article 1: The private transportation sector is

role from the military perspective? extremely important in Finland, where the military
relies on reservists. It appears there will be highly
complex challenges to be able to maintain
adequate domestic transportation resources in the

near future.
2: What is the FDF’s role from the private Article 2: FDF is a very important player in the
transportation sector perspective? domestic transportation market because it buys a

large volume of transportation services from
domestic companies In addition, the FDF is a
major educator of truck drivers and an important
source of skilled workers for the industry

3: What kind of logistics services acquisition strategy Article 3: FDF reveals that they try to concentrate
do the military forces currently employ? on high service quality and forging deep
partnerships.

4:How the existence of a logistics strategy influences Article 4: The strategy did not affect negotiation

the military forces” negotiation power and logistics power, but did influence direct logistics costs.

costs? Article 3: FDF logistics purchasing strategy is one
of forging partnerships instead of focusing on
direct logistics costs. Articles 3 and 4: The FDF
sourcing strategy is not in line with behaviour.
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4.2 Theoretical implications

The first important theoretical contribution of the papers included in this disserta-
tion is that truckers should endeavor to maintain the good image of the industry
because there is a relationship between image of the industry and profitability.

The second contribution is the finding that the military and security-related
public sector presents a good example of how to buy logistics services using the
vertical outsourcing mode to gain transactional value, despite the common per-
ception that good levels of service and cost reduction through market competition
are mutually incompatible.

Contrary to the classic assumption, strategy and negotiating power do not
have a statistically significant relationship in this context. Strategy and negotia-
tion power affect direct costs and perceived service quality, which consequently
reduce indirect logistics costs. Thus, even if it seems that a negotiation model as-
suming that negotiation power’s influence on profit sharing does not apply in
competitive markets with direct market prices; in the effect is noticeable in the
long run, through service quality and indirect costs.

The fifth and most important theoretical contribution is a new definition for
organizational ambidexterity in the security sector. Organizational ambidexterity
is an organization's ability to be aligned and efficient in its management of to-
day's activities while simultaneously being adaptive to changes in the environ-
ment. This definition emphasize that instead of business demands, perhaps firms
should concentrate their activities. I see support for this argument in the work of
Markides (2013), who states that the trick is to find firm-specific ways to compete
successfully with dual business models. Further, it is also appealing to think that
organization culture and identity may be an important strategic capability in host-
ing ambidextrous organizational design over time (O’Reilly & Tushman 2013).

4.3 Practical implications

The first result of this research, from a managerial perspective, is that the negotia-
tion position of Finnish transport companies is very unsatisfactory and may affect
their ability to make acceptable profits from the shipping market. Non-updated
contracts between buyers and sellers seem almost useless, but with adequately
updated contracts, logistics entrepreneurs may gain better profits even if their ne-
gotiation power is weak. Truckers should also try to maintain the good image of
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the industry, because image influences profitability in the Finnish transport indus-
try.

The military and security-related public sector offers a good example of how
to buy logistics services using the vertical outsourcing mode to achieve transac-
tional value. They forge long-term partnerships with LSPs and use those relation-
ships and the associated negotiating power to improve the service level they re-
ceive. In addition, a good level of service reduces indirect logistics costs. Hence,
buyers of logistics services should understand the importance of quality to total
logistics costs.

Companies employing the cheapest LSPs will not differentiate between poor
and good quality, because they are unlikely ever to have encountered very good
service quality. Negotiation power does not influence direct costs, but buyers with
strong bargaining power get good service since LSPs are eager to secure their
business relationships. Buyers of logistics could learn from the military how to
use negotiating power and strategy to obtain both better service and direct cost
reductions, as together those explain reduced indirect costs.

This research exposes the possibility that, in some situations, buyers of logis-
tics services may have a considerably better understanding of total logistics costs
than the managers who devised the strategies but who have become overly fo-
cused on direct costs. If buyers of logistics services are oblivious to a certain pro-
curement strategy, or choose to ignore it, they may apply their purchasing power
to get a better deal from a total logistics costs perspective than if they slavishly
follow a unwise strategy. When managers are unaware of the practical conse-
quences of different buying strategies, disobedient buyers can be good for a com-
pany.

If it were to adopt the findings above in combination, the FDF should have
sufficient tools to improve its organizational ambidexterity and so be better pre-
pared for changes in the security environment, and more efficient in its current ac-
tivities. Obviously, these results are also applicable to private sector organizations
developing or maintaining organizational ambidexterity.

4.4 Reliability and validity

The sound theoretical background of this dissertation and its constituent papers
means there is no reason to doubt the validity of the research. Results are in line
with previous research and common sense so there is no reason to doubt its relia-
bility either. However, the generalizability of the findings is restricted for alt-
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hough the supporting literature is international, the data set encompasses organi-
zations from only one nation.

Because all papers included in the dissertation have been carefully evaluated
with statistical fit indices and found to be reliable and valid, and because this dis-
sertation is heavily based on those papers, it follows that the validity and reliabil-
ity of this dissertation is also adequate. I am also confident that using two differ-
ent data sets and different kinds of research models reduces the probability of
some systematic error, however if there were an undiscovered systematic error, I
would have to admit that the same error may reoccur throughout the dissertation.

To conclude, all research has its limitations and potential for improvement,
but there is no reason to think that the current research is not sufficiently valid
and reliable to meet its stated purposes. In addition, while their wider generaliza-
bility is limited, the findings are generalizable to the field of logistics services, a
positive aspect that gives me the confidence to claim that the research of this dis-
sertation is of value.

4.5 Recommendations for further studies

As mentioned in the preceding section, the data originate from one country and
one line of business. An obvious arena for further study would be to test findings
in other lines of business or countries. Both data sets were collected during 2008
and 2009 when the global economy was entering recession, and new data might
reveal interesting aspects of buying behaviour in different economic circumstanc-
es. In the near future, it would obviously be quite interesting to study whether lo-
gistics operators or FDF have actually taken stock of the findings of this thesis, or
applied them in some way in their operations.

In addition, investigating other independent latent variables, like the agility
and leanness of the supply chain, could increase understanding of how service
performance in the supply chain could be improved. Another interesting approach
would be to add image factors like the corporate brand image or image of the in-
dustry to the research model.

Last but not least, it could be productive to transfer the findings of this re-
search across to the private sector and a different context, and then re-examine
them. A comparison between the security sector and the private sector would
probably be very beneficial from the perspective of theoretical development, and
would certainly be very interesting from the perspective of possible managerial
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implications. The organizational ambidexterity discussion certainly has the poten-
tial to unite security sector and private sector research in future.
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5 Summary

The purpose of this study was to enhance the organizational ambidexterity of the
FDF in relation to its supply chain by revealing potential issues and offering new
ideas for cooperation between the private transportation sector and the FDF. The
main research question addressed how the FDF might enhance supply security in
cooperation with the Finnish private transportation sector. To address this ques-
tion, the research was divided into four sub questions. In practice, the articles con-
tributing to the dissertation addressed the sub questions and when combined the
answers to those sub questions determined the answer to the main research ques-
tion.

The first sub question sought to clarify the role of the Finnish private trans-
portation sector from the military perspective. It is a particularly important topic
in Finland, where the military relies on reservists. There will be complex chal-
lenges in maintaining adequate domestic transportation resources in the near fu-
ture, mainly because profitability in the sector is low and there might be problems
with small companies and a lack of skilled truck drivers.

The second sub question was about identifying the FDF’s role from the pri-
vate transportation sector perspective. The answer is that the FDF is an important
actor in the domestic transportation market. It buys a large volume of transporta-
tion services from domestic companies and that reduces the influence of foreign
transportation companies in Finland. In addition, the FDF is an important trainer
of truck drivers and therefore important in providing a skilled workforce for the
industry.

The third sub question sought to increase understanding of the military’s cur-
rent logistics services acquisition strategy. Studying the buying behaviour of the
FDF reveals that it tries to concentrate on obtaining good service quality and forg-
ing deep partnerships. This seems to be a good strategy, because it is very effi-
cient from the perspective of total logistics costs.

The fourth sub question examined how the existence of logistics strategy in-
fluences the military’s negotiation power and logistics costs. It was interesting to
note, that the FDF’s logistics strategy did not affect its negotiation power, but did
influence its direct logistics costs. This is interesting because in the previous sub
questions I found that the FDF’s logistics purchasing strategy focuses on partner-
ship instead of concentrating on direct costs. Thus, it has to be that the existence
of the strategy is not in line with observed behaviour.
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From a game theory perspective, it is very important how the FDF enhance
supply security: the private transportation sector is extremely important to the
FDF and vice versa. Logistics strategy only influenced direct logistics costs, so
the FDF has a lesson to learn from itself, concentrating on quality instead of
short-term costs strongly affects total logistics costs, and in addition, improves
domestic transportation resources.

With multiple theoretical and practical implications, this dissertation fulfilled
its purpose and answered the research questions. By combining the answers, the
FDF should have the tools to improve its organizational ambidexterity. These re-
sults are also applicable to the private sector in developing or maintaining organi-
zational ambidexterity.

Validity, reliability, and generalizability were at an acceptable level, and limi-
tations were evaluated. Further research was suggested. I hope this dissertation
has combined clear packages of information and that researchers in the future can
continue from the point where this research ends.
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