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Projects are complex networks of several independent business actors. Project contractors are often 
dependent on the performance of their subcontractors, but have only limited control over them. 
For example, subcontractors may co-operate with several competing contractors or in some cases 
they may offer their services directly to the client and become a competitor of the contractor. In 
this paper we analyze what kind of project and business related risks arise from subcontractor’s 
interorganizational relationship with competitors and end clients in two global system supplier 
fi rms. In addition, we also identify different approaches that can be used for managing these risks. 
The results of the paper demonstrate that these relationships may have a direct impact on project 
performance on short term, but in addition, relationships are also a potential source for longer 
term business related risks. We suggest a new risk management approach, in which such relation-
ship risks are actively taken into account in subcontractor selection and management. Using this 
approach, the impacts of risks are considered on two levels: project performance and long-term 
business performance across several projects. 

Managing risk in subcontractors’ 
business relationships with 
client and competitors

Introduction
Projects are complex networks of several indepen-
dent business actors. From a project contractor 
viewpoint, subcontractors form one important 
actor group. Subcontractor selection and effec-
tive management of subcontractor relationships 
are critical for project success. These processes 
also have an impact on the long-term success of 
a project -based fi rm because good, long-term re-
lationships with subcontractors are important for 
the viability of a project-based fi rm (Walker and 
Rowlinson, 2007). However, each subcontractor 
has a number of relationships with other project 
network actors, which makes the management 
of subcontractor networks a challenging task for 
a contractor. 

The research question of this study is: 

What kinds of risks arise from subcontrac-
tors’ relationships with client and competi-
tors in project networks and project business 
networks?

We argue that the dynamism and complexity 
of risk effects is of more importance in today’s 
projects in which there are several heterogeneous 
organizations involved, decision-making and 
coordination is more and more decentralized due 
to interrelated tasks, and the roles of actors are 
changing from one project to another. Therefore, 
inter-organizational relationships between dif-
ferent actors are also constantly in fl ux, as they 
are transformed, altered and dissolved in each 
individual project. 

In this paper we are considering the risks that 
originated from inter-organizational business 
relationships that introduce indirect impacts and 

dynamism to both projects and project business. 
For such risks, we use the term relationship risk. 
This alternative to the existing risk management 
and subcontracting literature suggests new av-
enues and extensions to the existing project risk 
management discussion. The purpose of this paper 
is to introduce a need for new approaches for risk 
management in complex project actor networks. 

Subcontractors’ inter-organizational 
relationships as risks for the contractor
In recent years, the variety of levels of analysis 
concerning the study of projects has expanded 
considerably, one of the new focus areas being 
the relationships between firms. The ‘project 
business’ defi nition by Artto and Wikström (2005) 
emphasizes the business network aspect by refer-
ring to the business of ‘several fi rms’: “Project 
business is the part of the business that relates 
directly or indirectly to projects, with the purpose 
of achieving objectives of a fi rm or several fi rms.” 
Project contractor fi rms are engaged in a specifi c 
type of project business where customer delivery 
projects are in the fi rms’ production lines (Artto 
et al., 1998).

In project risk management literature, risk is de-
fi ned as the possibility that events, their resulting 
impacts and dynamic interactions, may turn out 
differently than anticipated (Ward and Chapman, 
2003). Accordingly, in this paper we consider the 
concept of risk to include the possibility of both 
favorable and unfavorable outcomes, but in situ-
ations where the favorable outcomes of risk are 
emphasized, the term opportunity may be used in 
lieu of risk. The extant literature on project risks 
and their management over recent decades rec-
ognizes the importance of external actors, such as 

Kirsi Eloranta, M.Sc (Tech.) 

Jaakko Kujala, Dr. (Tech.)

Karlos Artto, Prof. 



Project Perspectives 2007 53

subcontractors, in the project as important sources 
of risk (Pinto, 1997). 

In the purchasing and procurement literature, 
subcontractor risk assessment from the viewpoint 
of a contractor, is intertwined mostly with the ac-
tual subcontractor selection process and subcon-
tractor capability evaluation process. Mainly the 
discussion in terms of subcontractor risks within 
projects relates to procurement risks, which are 
typically categorized as technical, quality, sched-
ule, delivery and cost performance of subcontrac-
tor (e.g. Fleming, 2003; Hallikas et al., 2004). 

However, discussion on risks and risk man-
agement related to project subcontractors has 
mainly been concentrating on an individual 
subcontractor’s capabilities and on dyadic con-
tractor-subcontractor settings, almost completely 
ignoring the relationship aspects in a network 
of multiple actors and the impacts of the actual 
relationships. As such, current risk management 
approaches do not fully recognize other effects 
caused by subcontractors interorganizational re-
lationships, which in previous research have been 
termed secondary, indirect or networks function 
effects (Ritter, 2000). Therefore, we argue that the 
current risk management literature does not fully 
appreciate the complexity and dynamism of the 
whole network of project actors. Furthermore, a 
more long-term strategic viewpoint of risk beyond 
projects is lacking in the current risk management 
literature. 

Empirical study with two project fi rms
We conducted an empirical study with two project 
contractor fi rms serving in the position of a fi rst-
tier subcontractor: a telecom system contractor 
and an automation system contractor. The ap-
plied research strategy was a multiple case study 
strategy (Yin, 1994). The data was collected in 
eleven semi-structured interviews in the two fi rms. 
The method of the empirical study was based on 
identifying the different triadic settings of three 
actors, where each triad represents a sub-network 
of a larger project or business network. 

Results from the empirical study
As a result of the data collection, we identifi ed 
triadic situations from both case companies 
related to subcontractor relationships with com-
petitors and clients that were evaluated as risks 
or opportunities for the contractor. Furthermore, 
by identifying and analyzing triadic situations, 
we further divided identifi ed risk sources based 
on whether they had an impact on contractors’ 
short-term project performance or long-term 
business performance. 

Contractor-subcontractor-client triad
In this triadic situation, according to the empirical 
evidence, the relationship between a subcontrac-
tor and a client can pose risks and opportunities 
for the contractor. The ana-lyzed triad is presented 
in Figure 1. 

In general, project contractors try to avoid situ-
ations in which subcontractors are dealing directly 
with clients. It is a standard practice that com-
munication within individual projects mainly takes 
place via the contractor. Furthermore, between 
projects subcontractors’ dealings with clients are 
usually monitored. Table 1 summarizes different 
triadic situations related to subcontractors’ rela-
tionships with client that were found to possess 
either risks (-) or opportunities (+) for the contrac-
tor in the empirical analysis. Both the impact on 
the contractor’s project performance and business 
performance are presented in Table 1.

Subcontractor Contractor

Client

Figure 1. Contractor-subcontractor-client triad

Table 1. Subcontractor’s relationship with a client as a risk or opportunity for a project contractor

Client forces the contractor
to select or favor certain
subcontractors

Subcontractor
communicates directly with
client during the project
execution phase

Subcontractor's
relationship with client is
used to support marketing
and sales activities

- Contractor has to choose
subcontractor that has low performance.

- Contractors' ability to control and co-
ordinate project execution is decreased.

+ Subcontractor can work more
independently and efficiently to meet
client requirements.

+ Subcontractor's good relationship with
the client and reputation assures the
client that the contractor's project will
be well-resourced.

- Contractor's potential to use project
as a tool in creating competitive
subcontractor networks for future
projects is decreased.

- Subcontractor uses a project as an
enabler to build a direct business
connection to a client, with an
intention of by-passing the
contractor in the following projects
or service agreements.

- Contractor's potential to use other
subcontractors in the future is
decreased, increasing subcontractor's
bargaining power in future
negotiations.

Risk or opportunity for Impact on contractors' Impact on contractor's
project contractor project performance business performance
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The empirical data indicates that different kinds 
of approaches are used by the contractor to man-
age risks related to subcontractors’ relationship 
with clients. A common approach is the avoid-
ance strategy: the contractor does not tender in 
a situation in which a client forces the contractor 
to select or favor a certain subcontractor. Another 
approach is to employ persuasive strategies in 
which the contractor aims to assure the client 
that the competitiveness and performance advan-
tages of its selected subcontractors are favorable. 
However, in a situation in which a potentially 
low-performance subcontractor is insisted upon 
by the client, a contractor can aim to utilize the 
situation by, for example, trying to establish a 
working relationship with the subcontractor and 
then using this relationship to support project 
marketing and sales activities. 

In some cases subcontractors’ relationships to 
the client can also be utilized during projects in, 
for example, confl ict solving during project execu-
tion. However, it was emphasized that, in a situ-
ation in which the client and subcontractor have 
an established relationship, a contractor needs to 
make sure that the roles and responsibilities be-
tween actors are clearly defi ned and unambiguous 
communication structures and guidelines are in 
place. This way, if a subcontractor fails to perform 
at the required level, the contractor can ensure 

that the client does not blame the contractor for 
the situation due to the clarity of their roles and 
responsibilities. 

Organizing a project in a way in which subcon-
tractors and clients do not directly interact, but 
rather all communication takes place through the 
contractor, is a strategy that is often employed to 
ensure that a subcontractor is not able to dictate 
project by directly interacting with the client. It 
also decreases the risk that a subcontractor utilizes 
a project as an enabler for building a direct busi-
ness relationship with the client, which enables to 
by-pass the contractor in the next project. Fur-
thermore, building long-term relationships with 
subcontractors is seen as an important managerial 
approach in ensuring the loyalty of subcontractors 
in their relationship with the contractor from one 
project to another. Contractual, for example non-
competitive, clauses are also used as a means to 
ensure the commitment of the subcontractor to 
the contractor.

Contractor-subcontractor-competitor triad
In this triadic situation, according to the empirical 
evidence, the relationship between a subcontrac-
tor and a competitor can pose risks and oppor-
tunities for the contractor. The analyzed triad is 
presented in Figure 2. 

Subcontractor

Contractor Competitor

Figure 2. contractor-subcontractor-competitor triad

Table 2. Subcontractor’s relationships with a competitor as a risk or opportunity 
for a project contractor

Subcontractor co-
operates with competitor
during the project
marketing and sales phase

Subcontractor delivers its
services to competitor

- Subcontractor may use its relationship
with competitor to increase its
bargaining power and to claim a bigger
share of the project profit.

+ Subcontractor gives contractor better
price as compared to the competitor.

- Contractors' project performance is
decreased due to subcontractor's
insufficient resources in project
execution.

- Subcontractor's co-operation with
competitors weakens contractor's
network position.

- Subcontractor's business
relationship with a competitor causes
a risk that the contractor's know-how
is transferred to the competitor to
benefit the competitor's business.

+ An opportunity for the contractor
to acquire competitor know-how and
utilize subcontractor's know-how as a
reference in the marketing of the
project to the client.

- Subcontractor learns to work
efficiently with competitor and may
prefer competitor in future projects.

+ In case contractor is not able to
provide work for subcontractor, it can
stay in business by doing work for the
competitor.

Risk or opportunity for Impact on contractors' Impact on contractor's
project contractor project performance business performance
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It is typical of the nature of networked projects 
that subcontractors are dealing with different 
contractors in different projects. In general, project 
contractors try to avoid situations in which sub-
contractors are dealing with project contractors’ 
competitors in a single project. Here the challenge 
is identifi ed as ensuring that the subcontractor is 
committed to a certain contractor already in the 
tendering phase. However, in between projects, 
contractors often encourage their subcontractors 
to establish relationships with other contractors, 
since this ensures work load for subcontractors 
and this way keeps them viable. Hence, in general, 
subcontractors’ relationships to a contractor’s 
competitors are accepted as long as the “subcon-
tractor is more committed to us”.

Table 2 summarizes different triadic situations 
related to subcontractors’ relationships with 
competitors that were found posing either risks 
or opportunities for the contractor in the empiri-
cal analysis. 

The empirical data indicates that different kinds 
of approaches are used by the contractor to man-
age risks related to subcontractors’ relationship 
with competitors. Firstly, contractors are aiming 
to tie the subcontractors to the project in the 
early tendering phases of a project in order to 
make sure that subcontractors are committed to 
the contractor and not to its competitors. Further, 
building long-term embedded relationships with 

subcontractors is seen as an important means 
of ensuring the commitment of subcontractors. 
For example, active communication and interac-
tion with subcontractors between projects are 
essentially seen to contribute to the success of 
building the commitment on a project business 
level. Contractual means are also used to prevent 
inappropriate knowledge transfer between sub-
contractors and a project contractor’s competitors. 
However, in some cases, the contractor may also 
benefi t from a situation in which subcontractors 
have competitor know-how. 

Discussion
Managers need to identify, analyze and manage 
risks as well as potential opportunities, from a 
more diverse range of sources and contexts (Har-
land et al., 2003). The empirical analysis recognizes 
that effects of subcontractors’ inter-fi rm relation-
ships include both unfavorable risks and favorable 
opportunities. Further, a clear distinction between 
risks and opportunities of different nature can 
be made, as based on their short-term impacts 
on project performance and long-term impacts 
on business performance, which has to be taken 
account to effectively manage these risks. Table 
3 summarizes different approaches employed in 
managing the risks that arise from subcontrac-
tors’ relationships with client and contractor’s 
competitors. 

Table 3. Managing risks arising from subcontractors’ relationships with 
the client and competitors.

CLIENT POWER RISK
Client forces the
contractor to select or
favor certain
subcontractors

SUBCONTRACTOR POWER
RISK
Subcontractor
communicates directly
with client during the
project execution phase

SUBCONTRACTOR
REFERENCE OPPORTUNITY
Subcontractor's
relationship with client is
used to support marketing
and sales activities

COMPETITOR FAVOURING
RISK
Subcontractor co-
operates with competitor
during the project
marketing and sales phase

PRIORITIZATION RISK
Subcontractor delivers its
services to contractor's
competitors

Ensure that the roles and responsibilities
of different actors are clearly and visibly
defined in order to avoid situations in
which the client blames the contractor
for its subcontractors' performance
problems.

Establish clear interfaces between the
companies and organize the project in a
way in which only trusted
subcontractors can communicate
directly with the client.

Utilize subcontractor's good relationship
with the client as a reference
opportunity in the project marketing
and tendering stage.

Involve subcontractors early to the
project in order to ensure the
commitment to the project and/or use
non-competition clauses.

Establish contractual arrangements and
performance measures to ensure that
the subcontractor is committed to the
relationship during the single project.

Establish well-working relationships
with a subcontractor perceived to be
favored by the client in the early
tendering phases of a project.

Ensure that critical resources and
competence is not outsourced to
subcontractors in order to maintain
good negotiation position with the
client and to reduce by-pass risk.

Create an image of a winning team
with a subcontractor to gain better
position in the market.

Establish relationships and guidelines
which ensure that subcontractors do
not tender with better prices to
competitors.

Utilize subcontractor's competitor
know-how as a learning and
reference opportunity in the project
marketing and tendering stage.

Establish guidelines and long-term
subcontractor relationships in order
to ensure that subcontractors are
committed to favor contractors in a
case of resource shortage.

Risk or opportunity for How to manage to improve How to manage to improve
project contractor project performance business performance
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Naturally, the magnitude of risks and their po-
tential and appropriate management approaches 
in presented triadic situations are contingent on 
diverse exchange and network related factors. 
These factors include frequency of exchange, 
criticality of exchange, history of the relation-
ship, state of the project contractor’s relationship 
with the client, state of inter-personal relation-
ships, network positions and the power of project 
contractor, role stability of network actors from 
one project to another and relationship-specifi c 
enablers and barriers. For example, in a situation 
in which project exchange between the contrac-
tor and subcontractor is rather frequent, the 
contractor has a greater possibility of developing 
an embedded long-term relationship with the 
subcontractor. Also, in a case in which the project 
contractor’s relationship to the client is embedded 
the risks in terms of subcontractors, for example, 
by-passing the contractor are not as signifi cant. 
Further studies should have a more in-depth 
examination of the impacts that these different 
situation-specifi c factors have on appropriate risk 
management practices in triadic settings.

Conclusions
In existing research, the focus of subcontractor 
risk considerations has remained mostly at the 
level of evaluating an individual subcontractor’s 
capabilities ignoring the risks and opportunities 
arising from subcontractors’ current and poten-
tial inter-organizational relationships. The paper 
thus extends the traditional focus on dyadic re-
lationship risks by identifying effects that project 
subcontractors’ inter-fi rm relationships have on 
a contractor. 

Journal of Project Management, Vol. 23., No. 
5, July 2005, 343-353

Chapman C. B. and Ward S., 2003
Project Risk Management: Processes, Tech-
niques & Insights, 2nd Edition, Wiley, New 
York.

Fleming, Q.W., 2003
Project Procurement Management – Con-
tracting, Subcontracting, Teaming, FMC Press. 
276 p.

Hallikas, J., Karvonen, I., Pulkkinen, U., Viro-
lainen and V-P., Tuominen, M., 2004, Risk 
management processes in subcontractor 
networks, International Journal of Production 
Economics 90, pp. 47-58.

Harland, C., Brenchley, R. and Walker, H., 2003
Risk in supply networks, Journal of Purchas-
ing and Supply Management 9, pp. 51-62.

Pinto J. K., 1997
Twelve Ways to Get the Least from Yourself 
and Your Project, PM Network, Vol. 11, No. 5, 
pp. 29-31.

Ritter, T., 2000
A framework for analyzing interconnected-
ness of relationships, Industrial Marketing 
Management 29, pp. 317-326.

Walker, D. H. T., Rowlinson, S., Eds. 2007
Procurement Systems – A Cross Industry 
Project Management Perspective, Taylor & 
Francis, London (available at: http://dhtw.tce.
rmit.edu.au/NewProcBookWebPage.htm)

Ward S. and Chapman C. B., 2003
Transforming project risk management into 
project uncertainty management, Interna-
tional Journal of Project Management, 21 
(2003), pp. 97-103.

Yin, R.,1994
Case Study Research: Design and Methods, 
2nd Edition, SAGE Publications.

Single projects are not isolated entities, but 
their risks are introduced and infl uenced by 
the long-term business networks and their 

inherent relationships

An important foundational observation of the 
paper is that single projects are not isolated enti-
ties, but their risks are introduced and infl uenced by 
the long-term business networks and their inher-
ent relationships. Risks with project performance 
impacts relate to the functionality of temporary 
project networks that enable successful project 
sales and delivery process. Risks with business 
performance impacts relate to the structure and 
functionality of the long-term business network, 
which increases the contractor’s ability to create 
further business through projects in a profi table 
manner. In order to get a holistic view on the risk 
related to subcontractors’ inter-organizational 
relationships, the relationships had to be analyzed 
in the context of both network layers. 
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