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Abstract

For more than a decade, market orientation apprbasibeen most prevalent in marketing
literature. According to this approach firms reaely respond to market conditions and
customer trends. The market driving approach isacterised by an ability of the firm to
proactively shape the market structure and offemgletely new value propositions through
its unique business process, thus changing théreximarket conditions. The purpose of this
paper is to explore how a global supplier netwsréleveloped to support the market driving
strategy. IKEA is considered one of the leadingkegadriving firms. We have studied its
activities in establishing supplier networks in Rasand Poland. Findings confirm IKEA’s
market driving strategy and how it has been ablestructure the market and successfully
develop an efficient supplier network as a paitomarket driving strategy.
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Market driving supplier strategy: IKEA's global sou rcing

network in Europe

Introduction

The market driving approach is gaining an increasattention in recent marketing and
management literature (Harris and Cai, 2002; Jawoksohli and Sahay, 2000; Kumar,
Scheer and Kotler, 2000; Slater and Narver, 20Qniinen, Rajala and Mdéller, 2004). It is
developed as a reaction and response to the moszajeesearch on market orientation that
has dominated the marketing area for over a de@dshpandé, Farley and Webster 1993;
Greenley, 1995; Harris, 2000; Homburg and Pflesg600; Kohli and Jaworski 1990;
Matsuno and Mentzer 2000; Narver and Slater 19Di0¢. market orientation approach was
claimed to promote a defensive and reactive vieanughe firms as an actor that passively
responds to current market trends and existingpowest preferenceChristensen and Bower,
1996; Kumar, 1997; Slater and Narver, 1998). ls argued that market orientated firms
would only offer incremental adaptations and raealy innovative or radically new products,
while in order to develop a long term, strong aostainable competitive position, a market
driving approach is often required.
The market driving approach is based upon changmegexisting conditions.

Among other things, market driving firms are chéeazed by an ability to develop unique
internal business processes, to shape the marketwst, to lead customers and offer them
completely new value propositions (Carrillat, Jaiteorand Locander, 2004; Jaworski, et al,
2000; Kumar, et al, 2000). To a large extent, thevipus literature discusses firms with
strong brands, operating on consumer markets. Henvéw literature also implies that a firm
needs to be innovative with regards to the valugncithat supports the final and unique

market proposition. A market driving approach céterobe expected to require that the firm



restructures the activities within the value chamd the relationships to different types of
actors providing critical recourses. Such a preactipproach, aiming at strongly influencing
the structure of the supply chain and the relahgss to different business partners also
suggests a link to the network perspective (Gh&ladjikhani and Johanson, 2005).

The theoretical view in the network approach ig firans develop a network of
long-lasting relationships with other actors in tharket (such as suppliers, distributors etc.)
thereby using each other’s resources for a joimpetitive position (Johanson and Mattsson
1988; Ghauri and Prasad 1995 and Hadjikhani anduGR801), This approach, having its
origin in social network and behavioural theorynmwv extensively studied in the fields of
business to business marketing (Ford 1990; Gha@®B;1 Allajoutsijarvi et al 2001), in
internationalisation studies (Chetty and Blankegbeolm 2000; Buckley and Ghauri 1999;
Forsgren 1995; Ghauri and Holstius 1996) and in Mjékernment relationships (Ghauri and
Cuo 2006). This approach is particularly relevamt dur study as we combine the buyer-
supplier (business to business) relationships with internationalisation process (firms in
foreign markets) to explore how a market drivingnfican achieve a successful competitive
position.

This study thus analyses the development of a gkl@plier base, including long
term relationships with a number of trusted supplias a significant part of a market driving
approach to international marketing. We investightev such a supplier base can be
developed into a unique competitive factor thatasy difficult to copy for competitors and
that can offer firms’ uniqgue advantages in termsahpetitive prices and consistent product
characteristics offered to consumers world wide.Wilkespecially discuss how such supplier
relationships can be developed and maintained,dbagen different types of activities and
the exchange of a number of critical recourseg@efor the market driving firm to be able

to drive its suppliers in a particular direction.



The aim of this study is therefore to contributethe integration of the market
driving approach and the network perspective bystigating how a global supplier network
can be developed in order to support the markeindyistrategy. We especially investigate
the interaction between a market driving firm ahd suppliers and the mechanisms that will
stimulate the development of the suppliers. Thditapons for the suppliers in terms of new
competencies and a support for their efforts t@renew markets and become international
actors are investigated.

Our research covers IKEA’s corporate activitiesoer to develop a strong
supplier base, as well as relationships to fivesigesuppliers representing different types of
stages and types of relationships. The case eaesdt of critical resources and activities that
can support the development of market driving seppélationships. IKEA is very relevant
to study as a critical case. It is often referi@ehtthe literature as a good example of a market
driving company (Carrilat et al, 2004; Jaworskiakt2000; Kumar, 1997). Furthermore, the
firm’s unique business system is especially recaphi According to Kumar et al (2000, p
131), ‘To deliver a discontinuous leap in customer valk&A had to radically reconfigure

the industry business system’

Theoretical background

Since the late nineteen eighties market orientatias been one of the most studied areas
within marketing (Stoelhorst and van Raaij, 200#)vas introduced as an empirical approach
for investigating the practical relevance of therketing concept (Houston; 1986; Kohli and
Jaworski 1990; Narver and Slater 1990; Webster 198&ce then, numerous market
orientation studies have investigated various daspém important insight was that market
orientation appeared to have a positive influentg@erformance (e.g., Becker and Homburg

1999; Deshpandé, et al 1993; Jaworski and Kohli319®arver and Slater 1990; Ruekert



1992). Furthermore, the impact on performance eadirmed for different markets and
industries (Appiah-Adu 1998; Liu, Luo and Shi, 208&t, Caruana and Berthon 1996; Slater
and Narver, 1994; Tse et al, 2003). Exporting fiamsl international marketing aspects have
also been related to the market orientation approg@€adogan, Diamantopoulos and
deMortanges, 1999; Cadogan et al 2001; Hooley, @0&l0), although the direct link has also
been questioned (Langerak, 2003). Some authors $iaggested that different mediating
factors should be considered, such as innovatidten,( Kim, and Srivastava, 1998),
stakeholder influence (Greenley and Foxall 1998)e tof business strategy (Noble, Sinha and
Kumar, 2002; Matsuno and Mentzer 2000) and lear(Baker and Sinkula 1999). Though
not given much attention in previous literaturdatienships to critical actors in the supply
chain can be regarded as an additional mediatwre shey may to a large extent support the
firms’ market orientation activities (Avlonitis an@ounaris 1999; Elg, 2002; Ghauri et al.,
2005; Grunert et al., 2005).

Furthermore, the impact of the market orientatierspective on firms’ behaviour
has been discussed, including the view that it iesph market driven strategy that accepts
status quo, leads to passive adaptations and biocksation (Christensen and Bower, 1996;
Day, 1999; Slater and Narver, 1998). The distimcbetween a market driven and responsive
approach and a market driving, proactive stratdwgt teads the customers and actively
reshapes the firm’s environment has therefore Iseggested (Jaworski et al., 2000; Kumar
1997; Kumar et al., 2000; Slater and Narver, 20@4)market driving approach can be
characterized based upon the firm’s internal ad a®lexternal activities (Harris and Cai,
2002). According to Kumar et al (2000) successfarkat driving firms have developed a
unique internal business system that offers customéeap in the value proposition in terms
of, for example, new price points or a superioviserlevel. Jaworski et al. (2000) stress the

external activities of market driving firms. Thesgae that a market driving firm can reshape



the industry value chain through the eliminationpteyers (deconstruction), the addition of
players (construction) or by changing the playéusictions (re-construction). According to
Jaworski et al (2000), market driving firms mayocashape the behaviour of key actors such
as customers or competitors by influencing thelvawgour, incentives and preferences.

Even though these authors stress partly differanedsions in the market driving
approach, some of the key features that they iiyeate nevertheless similar (Carrillat et al.,
2004; Harris and Cai, 2002). For example, a madkietng firm can be expected to educate
and lead the consumer, and change the conditiorthéocompetitors within the industry. In
addition, the market driving firm’s ability to dde@ unique alliances and relationships to
partner firms in the value chain has been argudzskta key feature. Kumar et al (2000) argue
that market driving firms have introduced innovatigiistribution and channel management
practices in their industries, while Jaworski et (@000) argue that a firm can reshape the
value chain and the relationships to different keyors using the three generic approaches
discussed above.

In their study of De Beers in China, Harris and Q2002) further stress the
importance of strong vertical relationships in suppf the market driving strategy. They
found that strong, cooperative relationships wétaiters and suppliers were a key element in
De Beers’ success in China. Some authors havessttése importance of relating inter-firm
relationships to market orientation in general véing that inter-firm properties can influence
a firm's market orientation (Langerak, 2001; Siguatval, 1998), that inter-firm market
orientation should be considered a property of ndte/and value chains (Elg, 2002; Grunert,
2005) and that the nature of market orientationl W different in business to business
relationships (Helfert et al, 2002). Stressing tharket orientation studies previously looked
mostly upon single firms, Tuominen, et al (2004}Her investigate how a market driving vs.

a market driven business logic influences a fireustomer relationship. They found that a



market driving approach requires collaborativerieéag and close partnership with important
customers and other actors in the vertical chain.

However, as noted by these authors much more ithdeperstanding is required
of the nature of business to business relationghipslation to the market driving approach.
We argue that this should include the different namisms required in order to drive these
relationships and the implications and the requaets of market driving supplier-retailer
relationships for the involved parties. Furthermgmevious authors mention companies such
as Swatch, IKEA, Wal-Mart, De Beers, Amazon.cons, Body Shop, CNN, Benetton, Virgin
and Tetra Pak as examples of the market drivingpeares (Harris and Cai, 2002; Carrillat et
al, 2004; Jaworski et al., 2000; Kumar, et al, 2000 fact, companies regarded as market
driving appear to be almost exclusively global orleast international firms. Still, this
dimension is not discussed very explicitly in theerhture, and has received very little
attention. We aim to contribute further by discogsimarket driving supplier-retailer
relationships form an international perspectivepeeglly stressing the fact that these
relationships can be an important support as a firves markets in different parts of the
world. Additionally, we argue that the market dngiarea should be more systematically
integrated with the network approach in order taarstand the development and role of
supplier-retailer relationships.

- INSERT FIGURE 1 HERE -

As figure 1 shows, we have adopted central tenahthe network approach;
actors, activities and resources (Cova and Sal@®;26ldkansson and Johanson 1992 and
2002) and have conceptualised buyer-supplier oglships in multi-national markets. The

actors (buyer and seller) are placed on both slagng activities and resources.



Research method

The research is based on an in-depth case-stuth/E at a corporate level and its local
market activities in Russia and Poland, which & fibst reported market driving study of a
global organisation in two of the world’s fastestvdloping economies. IKEA with its global
supply base of 1,300 suppliers in more than 50 esrepresents a critical case of a market
driving company with a long history of value chammovations and pro-active supplier
relationships (Yin, 2003). The empirical study @udssed on two strategically important
supplier markets: Russia and Poland. Russia remsesaefairly new purchasing country (less
than 1% of the global output) with just 50 sup@iarostly in solid wood industry and a great
untapped potential to become one of the compang@mpurchasing country after China.
Poland is IKEA’s oldest purchasing country prodgcabout one third of all products from
the range (12% of the global output) and about<igipliers in various industries. These two
countries have been thus chosenlifferentcases as regards the history and level of supplier
relationships as well as tha&kistingandfuture strategic importance for the company’s global
supply base.

Overall, the single case study has been choseertergte insights into how a
global retail company developed the supplier reteghips to support its market driving
strategy in different markets (Ghauri and Grgnh&@f)5). An embedded case design has
allowed illuminating some critical issues of supplrelationships in the company’s market
driving approach (Yin, 2003). In-depth interviewern® used as the major data collection
technique supported by an extensive use of secprgtaurces and observations at both
IKEA's premises and supplier locations (Ghauri, £0@n the whole, four interviews were
conducted on the corporate level, four interviewsoaal organisation in Russia and three

interviews in Poland. In addition, three Russiad &mo Polish suppliers were interviewed.



Each interview lasted for approximately one andal hours and covered a wide range of
discussion topics in accordance with a generalnirde guide based on the preliminary
theoretical framework (Ghauri and Grgnhaug, 208bkh as; different issues of retailer-
supplier relationships, satisfaction with the relaship, plans for future as well as the issues
of change (in production, HR, etc) initiated by tieéationship with IKEA. Each interview
was transcribed and analysed using the concepteallstered matrix coding techniques
recommended by Miles and Huberman (1994, p. 20)Giralri (2004).

Given the nature of the research method and techsiqpplied, an analytical
generalization of findings from a single criticase to theory can be justified (Eisenhaurdt
1989; Yin, 2003; Ghauri and Grgnhaug, 2005). Howethee findings should be viewed as
exploratory in nature and implications only tentaly generalisible until additional research

is conducted.

IKEA's strategy for developing the supplier base

In 2006 IKEA had 46 trading offices in 32 countri@snong the company top five purchasing
countries are China (18%), Poland (12%), Sweden),(8%y (7%) and Germany (6%)The
company also has 28 distribution centres in 16 t@mthat supply to IKEA stores. In
addition to having a large base of supplies allrahe world, the company also buys its
products from Swedwood, an industrial group owngdkiEA.

The rationale of IKEA's relationships with supp8eties in the company
business idea of producing low price products soaially responsible and environmentally
friendly way. All IKEA products are manufactured aecordance with a specially designed
Code of Conduct “The IKEA Way on Purchasing Homenishing Products” (IWAY),

which also provides a basis of the company’s mhstiips with its global suppliers. Prior to

! The IKEA Group in brief 2005.



starting business relationships with IKEA, all stsppliers must fulfil the basic requirements
in terms of legal issues, working conditions, preian of child labour, external environment
and forestry management. Suppliers also have tpapeean action plan with the time
schedule for meeting other criteria of IWAY demar@spresentatives from IKEA'’s Trading
offices are in charge of looking for new supplienstheir respective markets as well as
developing personal relationships with the existsuyppliers. As stated in the corporate
materials“being close to our suppliers is the key to ratigiang-term cooperatiofi?

In Russia, first contacts with suppliers were mddeng Soviet times in middle
80’s by Ingvar Kamprad (the Chairman and ownerkdA), and since that time the search
for new potential partners has never stopped. $&#ch has proven to be a hard endeavour
since, according to managers, there is still a la€klocal managers with “the right
management style” and “right spirit”. Commenting thve difficulties of finding partners in
Russia, Supply Manager explained thie% have to go from city to city, from door to goo
looking at factories to find entrepreneurs to warikth”. The process of finding new partners
in Russia was compared by other respondent witfttfum cleaning Russian order to find
the entrepreneurs.

The relationships with suppliers were built on ayvgersonal level, with IKEA
representatives becoming actively involved in ddfe issues of factories’ production, supply
and sometimes even human resource management (HR).respondents stressed the
importance of building long-term and trustworthyatmnships and explained that a major
factor was keeping promiséggiven by IKEA to suppliers. These relationshipsres always
based on the principle of the Code of Conduct aftbeted an overall status of a local
supplier as regards his compliance with its re¢uéets. Since in Russia most suppliers only

satisfied steps 1 and 2 of the four-step IWAY psscehe respondents were talking about

2 IKEA Group Social and Environmental Report 2005
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“pushing” Russian suppliers to increase their general stdadend, as a result, increase the
efficiency of production.

It is interesting to note that the tone of manageosce when talking about
Russian suppliers was often quite directive andnative: “make sure that the product is
developed; “we want the manufacturer to understand the rulés& are not happy with the
development of the industry™they don’t challenge themselves™we demand that
manufacturers fulfil the standardsThis might have been due to the generally low |efel
suppliers’ compliance with the norms of the CodeCainduct. Another reason could have
been the strategic importance of Russia in IKEA&bgl supply chain. The speed of supplier
development was, therefore, considered criticald&A’s success in other markets.

Poland was IKEA's first purchasing market outsidee&en, where IKEA
started buying as early as in 1961. The IKEA Greuphn factories are also well represented
in Poland (14 Swedwood factories). According to rispondents, one of the reasons to have
own factories was to provide good examples for Bepgpin other markets. As commented,
the general level of industry development in Polarag very high. Since all IKEA’s Polish
suppliers were internationally competitive and ex@d to other IKEA markets, in
relationships with them the company followed thegple to“develop those who want to be
developed”while “letting go” those, which were either too small and/or wereinigrested
in the long-term cooperation. The goal for Polaraswo decrease the numbers of suppliers to
the largest and most price-competitive ones. Givirage responsibility to existing suppliers
was mentioned by the respondent as a major focuslationships between IKEA Trading
organisation and Polish suppliers. Besides, locahagers reported beirfiprced” to start
looking for new suppliersoutside Poland, for instance in Ukraine and Belorussia due ® th
intensifying competition in the industry, the rieéprices for raw materials and the market

saturation in Poland.
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The requirements from suppliers in Poland werentep to be higher than in
other developing markets such as Russia and Chieaaltheir high level of development.
One of the key issues with Polish suppliers wapihglthem to switch to a direct (to the
stores) delivery system. Supporting suppliers ias¢éh new challenges, IKEA managers
offered them different kinds of help including eféncy training and access to the company’s
electronic data bases. At the same time, managenged their involvement to
recommendations since the ultimate decision waayasWeft to a supplier. A strong focus was
also on training of IKEA’s own business developet® would, in their turn, develop local
suppliers. This was due to the high pace of ingustvelopment in Poland and the demands
that IKEA organisation placed on local suppliers.

Similar to Russia, IKEA was carrying out the projealled ‘Push Polant-
“trying to purchase local articles of a good pride help our Retail organisation to be
competitive in the market. That was considered important due to the intensk till
increasing competition in the furniture industryvasll as the growing indirect competition

for “customer wallets

Presentation of the studied suppliers

Supplier 1 (Russia)

Konakovo factory, founded in 1880 and situated R®o the south of Moscow, is one of the
biggest and oldest factories in Russia. The facamguired a strong market position both at
its home market and in Europe. Its products won eroms Russian and international
competitions while itsfamous color range”made it into a well-known brand both in Russia
and abroad The factory had a diverse assortment of produeated by in-house designers
many of whom represented families working at thetdiey for several generations. The

relationship with IKEA started in 1999 and develoseiccessfully but slowly since that time.
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At the time of the interviews, Konakovo plant wasqucing four different items for IKEA's
Moscow stores. The factory also started exportingther IKEA markets, becoming IKEA’s
principal supplier of ceramics in RussiaE{ery fifth plate produced in Russia is from
Konakovo!”). IKEA was one of the factory’s biggest clientstle time of our interviews,
however, the amount of production for IKEA condgeudl only 2% of the factory's total
turnover. It was expected to grow up to 10% indbmiing years. The relationship with IKEA
was marked by a very good contact on a personal latween IKEA representatives and the
Director who, however, showed a rather cautiousaaah to increasing the share of IKEA
production in the factory’s output. One of the masfor that was the fear of dependency on
IKEA and the risk for the factory to lose its histal profile, which could lead to a social

catastrophe in the small town with the whole popolaemployed at the factory.

Supplier 2 (Russia)

The relationship with the Priozersk factory startedhe 70s, in the Soviet time, and it was
always marked by IKEA active involvement in the qwotion process. The first chair

produced by the factory was manufactured in accmelavith IKEA’s sketches. In 2004, five

different chair models were produced for IKEA — thetory’s biggest client — and some new
products were under discussion. According to thredor, his factory almost reproduced the
IKEA’s business idea of flat package production detivery. Meeting the demands of four
newly opened IKEA’s stores, the factory signifidgnincreased its production volumes,

reaching in 2004 its maximum capacity. The lon@tiehship with IKEA had its ups and

downs. At the time of the interview, this relatibis was undergoing a certain crisis due to
the serious problems in communications betweenotineer and IKEA representatives, the
supplier's overall dissatisfaction in IKEA'’s prignand HR policy as well as the perceived

lack of mutual understanding between the partiées& problems affected further plans to
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increase production and forced the Director to N the business and actively look for
other clients. Besides supplying IKEA, the factatively developed new products such as

country cottages for its local clients in the Newtest region of Russia.

Supplier 3 (Russia)

Lenrauma is a large and modern production planktinPetersburg that was planned for
working with IKEA. According to Director, Lenraumaas an enterprise with 100 per cent
Russian capital, but nevertheles westernized enterprise’The relationship dated back to
1994 and it had gone through different phases aaahtemporary termination of relationship
followed later by the decision to resume it in 2083 explained by the Director, the reason
behind the decision to terminate the relationshifh WKEA was the incompatibility of the
factory’s price formation policy with IKEA’s low pre policy. Since the factory decided to
apply IKEA'’s principle and tied its price to thelume, the negotiations with IKEA re-started
and ended up in about 40% of all factory produ@sdp produced for IKEA. During this
time, the factory was totally restructurethe goal in 2004 was to increase the volume to
60%, making IKEA the factory’s biggest client. Thelationship between the factory and
IKEA was marked by a very good personal understaneind the desire on the factory’s side
to copy almost all elements of IKEA’s business @pic Thus, IKEA was perceived as a
“role model” of a modern Western company with a strong cono&pthe same time, the
factory’s Director was taking an active position “pushing IKEA” to become an equal

partner through a pursuit of mutual interests.

Supplier 4 (Poland)

PROFIm is the Polish factory established in eariyeties. In 2006, PROFIm had two

production plants and the total output of over @Ousand chairs a month. About 50% of
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factory’s products were exported to different Ewap markets including Russia. The factory
did not have its own stores; it worked with wholesa and the furnishing companies. In
2004, PROFIm became the main manufacturer of offfers in Poland. At their web site
the company described itself as tHgest producer of chairs in the Polish marketA
dynamic growth of the company made it to the braviiich was well known in the industry
and recognized as a guarantee of high producttgu@he factory was the first Polish office
chair manufacturer that received a quality cedieccompatible with ISO 9001 standards in
2000". Since 1992, the factory has been participating: inumber of prestigious fairs in
Poland and abroad and received a number of awalh#scooperation with IKEA started in
1997 and was referred to by the Directof@®mising”. In 2004, the factory produced three
different types of office chairs for IKEA, which @munted for 20-30% of the total output,
making IKEA the factory’s major customer. The relaship with IKEA was marked by a
good understanding between the factory’s managearehiKEA'’s |local representatives but
some problems with the corporate IKEA. This lattactor caused a somewhat cautious
approach taken by the factory’s management, wittierwise, perceived the relationship as
“promising and demonstrated a pro-active position, striviaga shared responsibility for
production process, a pursuit of mutual interest$ immproved competitiveness for both the

factory and the retailer.

The critical actors, activities and resources andheir roles in developing the
relationships

The empirical findings have been analysed and oategl with the help of the conceptual

model (Figure 1). The specific actors, activitiesl Zritical resources that have been actively

3 www.profim.pl
* The 1SO 9001 standards correspond to the foudraghest stage in IKEA’'s Code of Conduct.
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used in retailer-supplier relationships have bekmtified. The activities and resources used
by corporate managers have been compared with tsese by suppliers to identify those
most critical for the successful relationships.

The managerial accounts have provided examplesrdus company’sctors
involved in the interactions with the suppliersn& relationships with suppliers were a
primary responsibility of IKEA Trading organisatiolocal Trading and Supply managers
were among those most actively involved in the taglay interactions. Often a Trading
manager supervised several local suppliers witlspeific area. IKEA technicians were also
involved in the technical support and control wegular visits to the factories. Technicians
were often referred by factories’ representativesnest trustworthy people with a lot of
technical expertise. In new markets like Russieenetthe search for supplier was an on-going
process, the higher level managers such as Coumaémyager and even Mr Kamprad,
company’s founder were sometimes involved at earlimges of relationships. Thus,
Kamprad’'s contacts with Soviet and Russian offcialere invaluable for building up
contacts in this market. In Poland, managers sdet®e role of Business Developers — people
combining the knowledge in product developmentarfice and logistics — who helped
suppliers to develop necessary competences. Imghvird parties, for example consulting
companies, were also a frequent practice in botesiRuand Poland, however, in Russia it
concerned mainly HR issues while in Poland it comeé the production related issues.

Among reportedactivities on the company’s side in both markets, the
respondents stressed the importance of buildingoengonal relationships with factories’
managers and technical personnel. They also reptnte extensive exchange of the norms
and standards in accordance with the Code of Candnmn-going education process in the
Code of Conduct (adjusted to a factory level), andtrol of the progress was exercised.

Among major resources the respondents mentioned technology, new (emwviemtally
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friendly) materials, expertise in flat-pack prodantand delivery, quality testing and control,
training, global network of suppliers and finan@apport.

Some country-specific activities were also ideatfi for example, in Russia
IKEA managers mentioned cooperation with otherrivagonal retailers to increase the local
production standards. That was considered an impbrtrigger for local industry
development as well as the necessary support incthmtry where certain standards
(environmental or technological) were still much lower than theeinational ones. In
Poland, where standards were high, managers prdaticoperation with other professional
companies to help suppliers increase efficiencyhiwitthe overall strategy of low price
creation.

The focusof corporate activities was also different in twauntries: in Russia
the focus was onpushing suppliers to increase their technical standardpyove efficiency
and increase the price competitiveness of thedymts. In Poland, where the level of supplier
development was already high, the focus was mored@reloping the most promising
suppliers and decreasing the amount to the biggadt most price competitive ones.
“Pushing the low price via locally produced articles was@mmon strategy in both markets
where the image of IKEA brand was still far fromrge“the low cost”.

As far as local suppliers were concerned, theicglghips with IKEA were a
joint responsibility of the factorieddirectors/managersandtechnicians All suppliers have
mentioned the involvement dhctory workersin the relationship with IKEA. Although
workers were not directly involved in interactiongh IKEA managers, they were aware of
the importance of IKEA as the factory’'s customemadl as of the requirements (production,

working conditions, environmental) set up by IKBfor example, supplier 3 stressed that at

® One example included the usage of materials tnage high formaldehyde emissions. These materizis w
replaced at Ikea by more environmentally friendhe® produced in Europe.
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his factory ‘every worker knew what is required of him. Becatseworker works better, if
he knows it. If he comes to work with a purpose.”

Another reason for a low level of satisfaction géred by some suppliers (e.g.
Supplier 2) was the perceived lack of expertisékdpA’s side resulting from the company’s
practice of appointingpeople from the streeto deal with suppliers. It is not a coincidence
that among most trusted and respected by all sagphere IKEA'’s technicians — people with
most technical knowledge and expertise in prodacfithe common IKEA'’s practice of staff
rotation was also mentioned by Supplier 2 as dffgcthe continuity and quality of
relationships and referred to an“unknown laiwthe company was living with.

The technical sideof relationships was mentioned by all supplierdisT
interaction involved activities on the company’desto introduce the main business idea and
upgrade of factories’ production with modern tedbgees, effective solutions as well as
change the factories’ packaging and delivery systémfit IKEA’'s norms. All suppliers
reported certain technological changes that toakelat their factories. Thus, all suppliers
have adopted the IKEA'’s packaging and deliveryeyst and some of them started the direct
delivery to stores. This was considered importarggite of thé¢headache” it brought about
for the workers at production sites. At the sameetia certain adjustment of IKEA products
to local factory conditions was also reported. lasincases, IKEA’s products were slightly
modified in size and shape, while in other casesestocally produced items were used by
IKEA to support its local assortment. Most suppliexpressed the desire to participate more
in the product developmertbgetherwith IKEA, however, only two suppliers (3 and 4)
reported the positive results.

While the Code of Conduct constituted the basis relationships at all
suppliers, the achieved level of technical standard the level of motivation to go further

with it were very different. Thus, Supplier 1 wasthe earliest stage of working with the
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Code of Conduct, Supplier 2 was between levelsantktwo, Supplier 3 was at level two
while the Supplier 4 achieved the fourth and highegel of ISO 9001. The importance of
technical (product, material) knowledge and envimental expertise received by the factory
from IKEA was mentioned by all respondents. Thugpgier 1 mentioned the improved
working conditions and safety standards; Supplieapgpreciated new technologies and
environmentally “pure” materials while Supplier @ked about théborrowed” from IKEA
quality testing laboratory. This laboratory and #change of expertise in quality testing
allowed this supplier to reach the status of a lggality office chair producer in Poland and
abroad. This supplier also mentioned the impactadperation with IKEA on the new
technical solutions and, especially new materiads his factory started to use due to IKEA. It
is interesting that Supplier 2 had also introduceshy IKEA’s quality and environmental
standards, however, talked about them with a gieat of scepticism, which shows how
personal relationships affect other aspects of eadn.

The motivation on the suppliers’ side to furthesremse their standards differed
from a proactive desire to go forward at Supplietod4a strong motivation to increase
standards at Supplier 1 and 3 and a deep scepticigime relevance of IKEA’s rules at
Supplier 2. In the cases of a strong motivatiorihenpart of a supplier, the supplier exhibited
both a good general understanding of IKEA’s normd standards and a strong confidence in
the relevance of these rules for their respectaetory’s development.

The local contactsthat all suppliers were willing to share with IKEAere
mainly used by IKEA managers as sources of locatketadata about customers and
competitors. Suppliers’ suggestions to use locdnpas as sub-suppliers for IKEA products
were often rejected by IKEA managers who had tlosun ideas of partners from the
company’s global supply base. As commented by $empg| by rejecting the local partners

who “were cheaper and fastethan the ones suggested by IKEA, the retailer aragating a
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difficult situation for his people who lost time imegotiations and could not deliver the
expected results in terms of quality and efficien€iis particular supplier was aiming at
increasing efficiency of its production for IKEA, hich required more flexibility with
choosing the sub-suppliers.

Among other issues, tHaancial supportreceived by factories from IKEA was
discussed by all respondents. Some of them (Sughli@ and 4) have already received a lot
of support in loans while others (Supplier 1) werdy aiming at getting this support. For
some of them (Supplier 2) the received hdiplped the factory to survive all criSeduring
the turbulent perestroika times in Russia in thes98upplier 4 stressed the importance of a
joint investment into new projectsgetherwith IKEA. This factory was preparing a business
plan and calculation for a new assembling unit thatild serve mutual interests and allow
increasing efficiency not only for this particulsupplier but also for other IKEA'’s furniture
producers in Poland and other neighbouring marketgoactiveand positive attitude of this
supplier was clear in spite of the anticipated f@ols in negotiations with IKEA. On the
contrary, the problems in relationships perceivgd Supplier 2 hindered this factory to
receive the planned loans from IKEA. As explaingdtbe Director of this factory,the
unfortunate situation with IKEA personhdbrced his factory to find another investor, an
Italian company.

As far astraining at IKEA facilities was concerned, all supplierpoged
participating in some courses at IKEA of Swedene®wood or at their own premises.
Supplier 2 mentioned receiving an extensive HRningi and coaching while Supplier 4
mentioned the technical training at the qualitytites laboratory in Sweden. Although
appreciating the possibility to get training for mgement and workers, some suppliers

expressed the wish that IKEA should adjust it ntorthe factories’ real needs and conditions:
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“Training and learning should be down here, on thetsin the specific situation!{Supplier

2).

Discussion

As stated by the literature, the market drivingrapph is characterised by restructuring of the
value chains of market actors involved in the ftetanetwork and a specific type of
relationships (Jaworski et al, 2000; Hills and 6arR002). Using these theoretical
assumptions, we can analyse the empirical datanéygtioned earlier, a certain restructuring
of a value chain has taken place with all suppli€he most strongly affected were Suppliers
2 (adapted technology, packaging and deliverygdagted volume, low cost production) and
4 (adapted quality testing, technology, packagimg aelivery). These changes can be
characterised as functional modification of theserg local production. As far as the nature
of relationships between the retailer and its seppls concerned, they were characterised by
a strongpersonal bondingand an ongoing collaboration involvimxchangef vision and
business ideas, technology, and, in some casescls. The strongest bonding was on the
level of technicians (corporate and factories) taudory directors — IKEA's local (Trading)
managers, which is explained by the similar expertf the former and the regular contacts
between the latter. The collaboration between ¢tailer and its suppliers was always guided
by the norms and principles of the Code of Condwttich have proven to be effective in
leading suppliers towards a higher level of develept.

It is clear that personal bonding and the supplgatsfaction of it has played a
crucial role in the speed of development process the technical level achieved by the
suppliers. The exchange of technology was among amaeciated by suppliers corporate

activities while the local knowledge and expersbared by suppliers was not always used to
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its full potential by the retailer. Among activievhich were carried out by the retailer but not
used sufficiently by suppliers were training anthhcial supports.

As far as the exchange of resources were conceamedng most shared and
effective corporate resources were; product tecuies, materials, knowledge on production
process, quality issues, loans and lease of equipribose resources have helped suppliers
to develop new competencies (e.g. speed of pramhydtigh and consistent product quality,
efficiency in production and delivery) and becomerencompetitive. Among least effective
were training and global network of partners — éhessources were under-used by the
suppliers due to the perceived difficulties to atljinem to their local conditions. As far as
local suppliers’ resources were concerned, among si@red with IKEA were knowledge of
local customers and market situation, local tecbgiels, contacts, and capital. However, they
were not always fully used by IKEA. For examplegdbcontacts and local industry norms
and standards were frequently under-used by tlelereieading to a certain lack of local
cultural sensitivity. It might be summarised thatedailer was “driving” its suppliers via
personal bonding, share of ideas, principles andn@ogy, using the Code of Conduct as
guidelines.

From a market driving perspective, it is interegtia discuss what activities and
resources armost criticalfor a successful relationship. The related qoass which type of
supplier can be a goal for a market-driving compemypursue, which is a border-line case
and which should be avoided. According to the madkering literature (Kumar et al, 2000;
Jaworski et al, 2000), thkap in customer and stakeholder value is one of thenmai
characteristics of this approach. The perceivedtiogiship value by a supplier is closely
related to the supplier's decision to introducenges in behaviours and structure of the
business, which, according to Jaworski et al (2G@0ye as a measure of the market impact

by a market-driving company. Thus, it might be @djuhat those suppliers with a highest
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satisfaction from the relationship and/or mosthteichanges in their business processes are
most strongly “driven” by a retailer. According tiois logic, the suppliers were categorised
as: Defensive — Supplier 1; Opportunist — SupgieFollower — Supplier 3 and Proactive —
Supplier 4.

In Figure 2, the major outcomes of activities takiplace in the network
between the retailer and its suppliers are markiga ‘%" or “-“, depending on whether the
supplier perceived them as beneficial and satisfgcor not. In the cases of the mixed
attitude, the “+/-* or “-/+” symbol are used. Thgnsbol “p” is used to stress the proactive

nature of activities, an attempt to “drive” theatgbnship by the supplier.

- INSERT FIGURE 2 HERE -

It is interesting to compare all “positive” relatghips — they all are characterised
by a strongpersonal bondingwhich might be argued to influence the suppliargntions to
share knowledge and expertise, participate initrgiand the possibilities to get the financial
support. Similarly, the lack of personal bondingiagsly affected the outcomes of other
activities as shown by the case of Opportunist BeppAmong other critical activities were
sharing of vision and technolognd the ability to reach a consensus. The effecéss of
sharing depended on tlmegularity and stability of contacts between the parties. An issue
common for all “positive” relationships was the desof both partners to pursuautual
interestsin the relationship. This lead to a feelingtafst with a supplier, which motivated
him to invest more internal resources into the evapon with a retailer.

Compared in terms of theutcomesof the retailer's market impact on suppliers,
the Follower was most “driven”, while the Proactwmas both “driven” and “driving” the

retailer. The Follower might represent the mosirddscase for a retailer while the Proactive
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is a much more promising cooperation from a longitg@erspective since it allows the

retailer to learn more actively from its globalwetk. By listening to a Proactive supplier, a
retailer can change certain corporate norms anwlatds in accordance with the changing
market situation, and, thus, bear more fruits frdm “real” market development. The

Opportunist supplier represents the worst-caseasenince the knowledge, technology and
human resources invested into this supplier bytailee might be completely wasted. The
border-line case of a Defender represents a gotehpa for a successful relationship that
can be developed into either a Follower or a Preactupplier - both are the cases of a

favourable cooperation.

Conclusions and implications

This study enhances our understanding about the&emnairiving firms’ strategies and
confirms our proposition that development of a Wesfing and trustworthy network
(relationships) with suppliers is one of the impattfactors enabling the firm to achieve a
global competitive position.

In all cases, the relationships between suppliats IKEA were built up over
several (3-5) years and developed on a vmysonal (actors) levelThe closeness and
informal character of relationship as well as tloeintinuity and regularity were mentioned by
several respondents as the important success gaoforelationships. Thus, Supplier 1
explained that his IKEA’s contact became for hine thKEA’s facé, contributing to his
feeling of trust towards the whole organisationp@ier 3 commented on the easiness of
reaching understanding with IKEA'’s contact persdas to their good knowledge of factory
conditions. Supplier 4 reported regular (severaks a day) telephone contacts with his local

IKEA's representative and stressed that all proklerare possible to solve via these contacts.
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On the other hand, when the relationship was malkethe occasional contacts, changing
contact persons, formality and the lack of trusap(@ier 2), other issues of the factory
relationships with IKEA were also directly affectdebr example, perceived lack of dialogue
with the corporate IKEA by both Supplier 2 and duiged in the supplier’s cautious approach
to increase production for IKEA.

All suppliers demonstrated a certain level of ustierding of IKEA’s vision
and mission. It is interesting to note that the nsoscessful relationships (Suppliers 4 and 3)
were marked by the very good understanding and exkption of IKEA’s vision and
mission by factories. Thus, Supplier 3 explainedt this factory had undergone a radical
change from no mission to IKEA’s mission of saturatiortled market with high quality and
inexpensive gooisnd that closeness of goals was decisive forcaessful relationship. On
the other hand, the less successful relationshifxedaby an opportunistic behaviour of the
supplier (Supplier 2) was characterised by a strecgpticism towards IKEA'’s vision and
(environmental) strategy referred to asdrketing tricks.

As far as the IKEA’s auditing and control work witthe Code of Conduct was
concerned, most suppliers expressed understantithg celevance of this practice. However,
not all of them were satisfied in the way the anditand control was done. In most cases, a
feeling of dissatisfaction was caused by a perceinefficiency of auditors’ visits They
visit the factory and speak with technicians, spepk speaking, speaking!”and the
unwillingness on IKEA'’s part to take into accouhgtexisting industry norms and standards
adopted by the supplief..a guy comes from Sweden and say it should be dothis way, or
in some other way. But excuse me, there is thetfopgle, forest legislation. And you can tell
the supplier a lot about how to stock timber, bllitlee same he will follow the existing code

and coordinate his actions with forestry.”(Suppl@x

25



INSERT TABLE 1 HERE

Table 1 shows a summary of the network dimensamtors, activities and
resources for all the four suppliers. We can segéithall cases top management, from both
sides, were involved in developing relationshipEA has been very successful in conveying
and convincing its suppliers to follow its valuesdavisions and business ideas. IKEA also
provided financial supports; loans etc, and trajnmeeded to comply with IKEA’s code of
conduct and standards. This convinced the suppieosit its long-term commitment in the
relationship as it invested a lot of resourceshiese relationships. However, the suppliers’
perspective that lack of personal understandingvéet the parties and the perceived
irrelevance of some corporate activities for sugagli specific situations in the industry and
market are important factors. This suggests thaerfacus should be placed by managers on
the specific supplier situations and the actualketaconditions in order to find a better fit
between the corporate and local market norms agudatds. By increasing a managerial
understanding of suppliers’ conditions via morerttugh market learning, a retailer can make
a better use of its own resources invested in tippler relationships as well as activate and

utilize the suppliers’ resources for the mutualdferof the parties.

Managerial Implications

The study provides certain implications for bothnagers of a retailing company and their
local partners. First of all, managers need a battderstanding of the local conditions, under
which the suppliers operate, which can be achiebgd establishing good personal

relationships built on regular contacts, trust argertise. Second, they need to decide early
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in the relationship what model of relationship wéhparticular supplier is optimal for both
parties, for example, a pro-active retailer — #éof@ér supplier or a pro-active retailer — a pro-
active supplier. In the first case the power istloa retailer’'s side and it has more control
while in the second the power is more equally shaed the retailer has less control.
However, in the second case, the retailer has mppertunities to learn from its suppliers
and can design a more culturally sensitive stratégym a strict market-driving perspective,
the first case can be most desirable since it leatl®e most adjusted to the retailer norms and
standards (market driven) supplier network.

This study reveals that in global markets, adamtasind market orientations are
not the only success factors. Companies can beaindriving, thus making the markets adapt
to their products and strategies. However, for $fiategy to work fully, the companies need
to be consistent in its networking, backward andvéyd. And, even more importantly

convince the market that it is providing an extedue, in comparison to competing offers.
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Figure 1: A conceptual Model of Market Driving Firm and its Relationship with its Suppliers

IKEA
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managers on
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Local
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ACTIVITIES

- Exchange norms, values - Education (management,
technology, logistics, etc) - Evaluation (monitgyrof
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Linking with other actors in network (new supplier
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Figure 2: Market driving outcomes for differenpgs of suppliers.

Activities Defensive Opportunist Follower Proactive
Supplier 1 Supplier 2 Supplier 3 Supplier 4
Exchange of values +/- - + +
& vision
Exchange of +/- -1+ + +-p
business idea &
technology
Education with the +/- -+ + +
Code of Conduct
Personal + - + +/-
Bonding
Training + - ¥ T
Linking with other + - + T
local actors
Financial + -1+ + +/-p
Local Resources many few many very many

Shared

+ = beneficial, - = not beneficial, +/-

= mixedzproactive
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Table 1: Actors, activities and resources in thati@ship building in a market driving firm

Network IKEA corporate and local Supplier 1 Supplier 2 Supplier 3 Supplier 4

dimensions organisations

Actors The company’s founder; Director, technician, workers| Director, technician, workers| Director, technician, workers| Manager, Director and
Country manager; Trading &| involved in production involved in production involved in production technicians, workers at the
Supply managers, technicians, factory (involved and non-
business developers involved)

Activities:

Exchange of values Explaining vision “for many | Understanding IKEA's vision| Understanding IKEA's vision| Adaptation to IKEA’s mission

and vision people” and core values of | as “pushing” customers with | and strategy as “marketing | of large volume at low price;

Exchange of

business idea and

technology

Personal bonding

Training

cost-efficiency, simplicity,
etc.

Introducing changes to fit
IKEA's business idea; new
technological solutions

Developing personal
relationships with factory
representatives

Assistance with HR issues;
training possibilities

different products

Reluctance to decrease
assortment and increase
volumes at the expense of
quality

Introduction of own products
that fit IKEA's style

An informal, trustworthy
relationship with one contact
person at IKEA. Formal
contacts with other IKEA
representatives

Informing workers about
IKEA concept and range, vis
to IKEA stores

tricks”

Opposition to IKEA's pricing
policy and to not taking into
consideration the local marke
situation

Good understanding and
cooperation in the past; lack
of under-standing in the
present due to the changing
contact persons

Skepticism towards training

A pro-active assortment
reduction to increase
volumes;

bt
Modification of IKEA’s
product designs to lower the
prices

Introduction of own products
that fit IKEA's style

A desire to reach mutual
understanding on all issues;
trust-worthy relationship

Information about IKEA
principles to factory workers;
visit to IKEA stores

Actions towards more joint
responsibility in production

Active involvement in a new
product develop-ment
together with IKEA

Suggestions to build a new
assembling unit for several
factories working with IKEA

Regular contacts and
ameetings with IKEA'’s local
contact persons; problems in
communication with the
corporate IKEA

Training of staff at Swedwoo
and IKEA of Sweden
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Resources

Financial help

Product technologies;
Environmental materials;
Production process;

Flat pack packaging, delivery
and logistics;

Quality testing and control;
Training at Swedwood and
IKEA of Sweden; Global
network of sub-suppliers;
Loans and lease of equipmel

Different kinds of loans, leass
of equipment

n}

Knowledge of local customer
needs and local contacts;
Technology, know-how, long
traditions in ceramics;

Considered as an issue to
discuss

Knowledge of local market
situation

Local norms and standards ir
the industry

Received financial help

Missed an opportunity to get
loans due to the problems in

100% own capital,
Production technologies and
n know-how;

Received financial help

relationship

100% own capital; innovative
product ideas, new technical
solutions; own price
calculations;

local market information;
information on local

customers; a net-work of sub

suppliers

Prepared business plans and
proposals for IKEA to invest
in a new assembly unit.

Fig. 2.Actors, activities and resources in thetrefeship building in market driving firm
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