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I ntroduction

The activities of companies operating in open markgo beyond the
administrative boundaries of Nation-States. Thesfdhe management of these
activities have rapidly evolved over the years da@ and quickly respond to the
characteristics of the competition and the needsthef market. In particular,
companies that operate internationally and espgc@bbal, tend to assume an

operational network configuration.

Considering the economic activity of production, wan identify three main
moments: procurement, processing and sales. limraé phases of the production
process, the company has to interact with diffeestbrs, both internal and external

to the enterprise.

The objective of this dissertation is an analysisglobal network relation, in
particular with regard to production outsourcingl ananagement of the relationship
with the partner.

However, as already mentioned, a business netwmlkides relationships at all
levels of the production process, from the sourémnthe distribution: this analysis is

particularly focused on the supply side of prodeetielationships.

The work is divided into three chapters: the fictapter analyses inventory
management and logistics in global networks, theorsg explores in depth global
sourcing, outsourcing and relationship managemaahtfze third, finally, provides an
example of the production network of IKEA and tharmagement of the relationship
with its suppliers.

The first step to justify a choice of make-or-bikelthe decision to outsource a
part of the production is an analysis of the ineeptmanagement, as it often reflects
the production strategy of a company. The stockagament is modified in relation
to the competitive conditions and provides différeanfigurations with regards to
the location and the movement of stocks. It dealk the concepts of logistics and
supply chain which, globally integrated, repregéetforerunner to the network. As

a conclusion of the first chapter, the descriptidrthe design and management of



networks, with particular reference to the suppiywork, that the company creates
in collaboration with suppliers and manufacturiragtpers.

The speech continues in the second chapter witlinatysis of global purchasing
policies, comparing alternative choices of intmwfisupply and outsourcing, and
with the presentation of different sourcing stragegThe question then comes to the
heart of the problem, on how the outsourcing haanghld in relation to present
competitive environment, starting from a due dgdmn of the traditional form.
After the listing of theoretical basis, advantaged disadvantages, widely supported
by the existing literature, an original model oftsawurcing is proposed. To support
the model presented, the most important phaseshef nhanagement of the
relationship with the partner are presented, sigrtwith the choice of the partner
itself. The following steps are collaboration, exalon and relationship management
policy.

The third chapter proposes, as an example, themason of the IKEA group,
starting from the observation of the corporate citme, continuing with the
organization of supply and production and endinghvthe management of the
relationship with its partners through differenstiuments, first of all the code of
conduct.



Chapter 1

|nventory Management and L ogistics
in Global Business Network

1.1 Inventory Management

1.1.1 Evolution of Inventory M anagement

o The need to accumulate, manage and track stockalhays existed
in the human history: from cave dwellers storingodas fuel for fire,
light and heat to modern people shopping at a suaeket, buying all
the goods they need for a whole week. These gaeddaxed in storage

and used according to their daily needs (Molinagriandez, 2000).

In all periods of history there have been changesnvironmental variables of all
kinds: economic, social, commercial, technologigallitical, etc. But in the recent
decades they have come forward with a rhythm afidvarate such as to make it
difficult and, however, approximate to predict foéure evolution of the conditions
of existence of businesses and the whole sociaty.this historical period,
characterised by heightened dynamism, the varighifi the conditions of existence
is the fundamental challenge which any organisatioantity, and therefore
businesses must confront incessantly. Any compenfact, have to operate in an
environment of increasing complexity in which thelifical, cultural, socio-
economic and technical, that define the environmevitlve seamlessly, resulting in
changes in society, in companies and in the relatlmetween companies and other
systems (Pinna, 2006).



Inventory management, as well as all the functionwslved in business activity,

must be arranged with the environment, both inteand external to the firm.

For this purpose, it is useful to set the starfiognt of the analysis back to the
beginning of the XX century with the publication of the monograph “TPenciples
of Scientific Management” (Taylor, 1911).

o Taylor started his book with a quote of Theododevelt, the
President of the United States at that moment: “€bmlservation of our
national resources is only preliminary to the largpiestion of national
efficiency.” The whole country at once recognizbéd tmportance of
conserving our material resources and a large mam@mhas been
started which will be effective in accomplishingstiobject. As yet,
however, we have but vaguely appreciated the irapog of "the larger

question of increasing our national efficiency.”

After the introduction, Taylor's monograph is dietl into two chapters: the
first one about the fundamentals of scientific ngemaent and the second one

about the principles of scientific management.
In the second chapter, Taylor present the fourcples of scientific management:

1) They develop a science for each element of a nvaork, which replaces the
old rule-of-thumb method.

2) They scientifically select and then train, teachd alevelop the workman,
whereas in the past he chose his own work andetldimself as best he could.

3) They heartily cooperate with the men so as to enalliof the work being done
in accordance with the principles of the science&tvhas been developed.

4) There is an almost equal division of the work amalresponsibility between the
management and the workmen. The management takealbweork for which
they are better fitted than the workmen, whilehia past almost all of the work

and the greater part of the responsibility werewhr upon the men.



The practical application of Taylor’'s scientific megement is observable with the
automobile entrepreneur Henry Ford in the mechamédnology of the assembly
line inside the large factory, which will become kay element of modern
manufacturing industry. The introduction of the weyor belt resulted in a further
fragmentation of the work and its consequent sificplion. Ford launched an
industrial system that the United States will lagpread around the world that will
produce a series of standardized products on & lamgale (mass production).
Compared to Taylorism, the main difference is thigh levels of productivity are
achievable thanks to material incentives and irsgaen wages of workers, and not
only with the direct control of the foreman. Anotldfference between Taylorism
and Fordism is that the latter, which leveragedéeicbnology to change operations in
the assembly, results as more practical and ajpdichan it appeared to be a mere

scientific method.

The Ford approach, which was based on the supreofaggoduction orientation
and the theory of the scientific organisation dbdar, was designed to achieve
economies of scale based on standardised masscporguhe rationalisation of the
manufacturing process and a reduction in dead tinyethe introduction of the

assembly line.

Production orientation is applied both in qualitatand quantitative terms, with no
need for differentiation: all the activities arecfised on production control and
optimisation of productive processes. The markeeen as a whole undifferentiated

segment, an unsatisfied and growing demand.

Market demand is expandable and the quantity affesedefined by the firm. To
create a mass product means to deal with the dew@mtdolling the quantity, and
then the price, keeping quantities far from theusdion level in order to maintain

the condition of scarcity of supply.

The second milestone in the evolutionary procesmddistrial organisation, and
therefore of inventory management, is represenye®Mmo (1988) and thus by the

Japanese School of Management.



Taiichi Ohno is universally recognised as the fatbe the Toyota Production
System and, by extension, of the manufacturing ogbphy known as ‘lean
manufacturing’ (based on the ‘integrated plantg tjust-in-time’ system and ‘total
quality’) which has generated the modern managepigiasophy known as market-

driven management.

The basis of the Toyota Production System is absalimination of waste. The
two pillars that this is based on are just-in-tiamed autonomation. In just-in-time
production, a later process goes to an earliergaoadn the operation flow and
withdraws only the number of parts needed, whey #re needed. Autonomation
refers to automating a process to include inspectituman attention is necessary
only when a defect is detected (the machine wdpsand not continue until the
problem is solved). Another primary principle t@ thoyota Production System is in
determining profit margins. Instead of selling prie actual. cost + profit, Toyota
understands that the consumer, not the manufactetsrprice. Therefore they use
the formula of selling price - cost = profit. The@a) now is cost reduction, not

increasing selling price.

o In order to begin reducing costs, production lenglwas instituted.
For example, if a part is needed at a rate of 1p@0 month, 40 parts a
day should be made for 25 days. To go furtheheafd are 480 minutes
per workday, one part should be made every 12 m#and to produce
more would create an overstock. Establishing préidacflow and a way
to maintain a constant supply of raw materials vias way Japanese
production should be operated (Ohno, 1988).

The Toyota Production System relies on eliminatidrwaste as essential. The
preliminary step toward application of the ToyotadRiction System is to identify
wastes completely:

- waste of overproduction
- waste of time on hand (waiting)

- waste of transportation



- waste of processing itself
- waste of stock on hand (inventory) waste of movemen

- waste of making defective products

Another Japanese contributor that supported aneblmorated Ohno’s theories is
Kenichi Ohmae, who analysed the strategic manageswne years later, in the
lights of the competitive conditions of globaligatithat were arising in that time.
The market has already gone through a big shotkerate ‘70s because of the oil
crisis and, as a result, was no longer stable asdshifted from a scarcity of supply
condition to a balance between demand and supply, so-called controlled
competition. This condition was characterised bg tmportance of controlling
demand by differentiating supply through non-precenpetition logics. With the oil
crisis, the market was primarily characterised lbyusated demand and by the
competitive role of time (time-based competitionhdaspace (market-space
competition). All these drivers, together with tilebalisation that was emphasising
the criticism of competition, brought some markiete a condition of over-supply,
with supply constantly exceeding demand level. Gcceed, companies must act on
the global stage, leveraging radically the drivadreconomic power and growth.

The third milestone is represented by the shiftnfrthe Japanese School to the
European School (Day, 2001; Lambin, 2000; LambiBr&ndoni, 2001), that marks
the evolution from marketing management to Market«&h Management. The main
sign of this evolution has been the advent of threcept of market orientation, that
substitutes the traditional marketing concept & tbur Ps (product, price, place,
promotion). This concept rethinks the role of tharketing function and extends the
definition of market not only to the customer, Wot all its main players and
stakeholders.

Although there are no rules or behaviour than aaarantee that all companies will
be successful market-driven companies, Day (208antifies three characteristics

which, when skilfully combined, i.e. a combinatitimat is superior to that of the



competition, may produce a successful market-dro@npany. These characteristics

may be summed up as (Gordini, 2010):

- a culture focused on the outside world, with dwanit convictions, values and
behaviour that highlight the importance of creataue for the customer and of the

continuous search for new sources of competitivaaihge;

- particular distinctive capabilities to perceivieetmarket, to relate to market
demand, and to define anticipatory strategies. Thisans that market-driven
companies understand their markets in greater dapdhare more skilful in forging
close links with more important customers. Theitfasf their strategic ideas helps
market-driven organisations to adopt winning linels conduct that anticipate

opportunities rather than reacting to threats ftbenmarket;

- an organisational configuration that enables wi®le company to constantly
anticipate customers’ changing needs and to respongharket conditions. This
configuration includes all the other capabilitiesgenerate value for the customer:
from product design to order filling, as well as astaptive organisational structure
and all the systems to support, control, assesslanelop human resources. All the
elements of the organisational configuration argnald with a superior value

proposition.

In summary, production orientation, marketing oraion and market-driven
management were influenced and motivated by thelugBon of competitive
conditions. These competitive conditions, descriagan historical progression, are
presented nowadays as alternatives, because #ieof are currently existing and

characterise specific markets and industries.

Competitive conditions can be outlined as: (Brondad05a):

- conditions of scarcity of supply (D>S), domircatey forms of market monopoly,

with business economics focused on price competér on local markets;

- conditions of demand and supply in dynamic badafig=S), or markets with

controlled competition, where management economecsbodies widespread



internationalisation and non-price competition g@ek (typically focused on
advertising and sales promaotion);

- conditions of over-supply (D<S), or markets wahdynamic oligopoly, where
management economics underlines the central rolantaingible assets (both
corporate and product intangible assets), the Gtatemn of the markets and the

crucial role of continuous innovation for intermaidi and final demand.

Competitive conditions are, on the other hand,tedldo the competitive rivalry,
defined as the ongoing set of competitive actionsl @ompetitive responses
occurring between competitors as they compete sga@ach other for an
advantageous market position. Especially in higbdynpetitive industries, firms
constantly jockey for advantage as they launchiegia actions and respond or react

to rivals’ moves (Nair & Filer, 2003).

Competitive rivalry influences an individual firm'ability to gain and sustain
competitive advantage (Porter, 1985; Jayachandrah, d999).

1.1.2 Inventory Management and Competitive Conditions
A stockis the amount of raw materials, work-in-process famidhed goods needed

for the manufacturing processes of a firm. The ephof stocks has traditionally
been linked with the inventory as a physical platere these objects were stored in

the wait to be used.

Nowadays, especially because of the globalisatfdirras and markets and of the
usual creation of business networks, inventory rgament may vary with respect
not only to the type of activity run but also t@ tbompetitive conditions under which
a firm operates. In her book about inventory marneage, Corniani (2009) identifies
inventory and classify management policies withardgto some competitive

conditions (shown in Figure 1), that result intcethbusiness orientation.



Figure 1 Inventory Management and Competitive Conditions

D>S D=S D<S
Inbound Outbound Logistics
Stock Location Production site Sales place Dynamic
Inventory Managemen Manufacturer Manufacturer Trade
Logic Stock control (push) Flow control (pull) Just-in-time
Objective Min. out-of-stock Min. stock No stock
risk
Focus Absorptive and Demand evolution Activities
supplying time synchronisation
Tools Operational Material New Technologies
research Requirement (RFID)
Planning

In the first condition, the scarcity of supply, tleeel of the demand is higher than
the supply’s one and firms are therefore orientedatds production. In the case of
controlled competition, characterised by a balagdietween demand and supply,
firms are more focused on marketing and salesllFjiv@hen the supply exceeds the
demand, it is the over-supply condition, the maierdgation of the firm goes towards

the market as a whole.

In production-oriented businesses, inventory mamege is based on an inbound
approach. Stocks are located by the productiorasitethe manufacturer is in charge
for the management of inventory. The choice of lecais motivated by the same
orientation of this kind of companies: the prodocti Having the inventory
physically next to the factory is advantageouseirmt of costs and time saving, and
helps having a rapid knowledge of the needs ofrthentory, such as raw materials
and work-in-process. For the same reason, invenionmpanaged directly by the
manufacturer in order to have a stronger and miic@est control on the productive
operations. The logic underneath inbound appraoach stock control, the process of
making sure that the correct level of stock is rreaned, to be able to meet demand
while keeping the costs of holding stock to a mimm Actually, the minimisation of
the stock is not the main concern of productiommted business: they are rather
willing to minimise the risk of out-of-stock, whickould endanger the continuity of
production. For this very reason, the focus of uimmbstocks management business is
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on absorptive and supplying time, focus that they to reach with tools like
operational research.

For what is concerns marketing-oriented business®gentory management
presents an outbound approach. Unlike productremted businesses, marketing-
oriented ones tend to place stocks near the s#e®,pout they still control the
management of inventory. In this situation, theidog of flow control, i.e. more
focused on the handling of stocks than on theirirggo On the contrary, the main
objective is to minimise the stock and, by doing,tlall the costs and management
practices related to it, thus losing on the othlemchsome control power. To achieve
this goal, the monitoring of demand evolution isaki The most used tool is the
material requirement planning, a sales forecastthaystem used to schedule raw
material deliveries and quantities, given assummgtiof machine and labour units
required to fulfil a sales forecast. In other worditsis a production planning,

scheduling, and inventory control system used toaga manufacturing processes.

Finally, market-driven businesses adopt a logistipproach for their inventory
management. The stocks location become dynamit¢henishventory management is
outsourced to the trade. The manufacturer is ngdopm charge for the handling of
stocks and act with a just-in-time logic. The ohlijgzin this competitive condition is
therefore to have no stock and externalise at igbebt degree the costs and
responsibility of inventory management. The focigh® manufacturer, and to a
certain extent of the trade too, is the activisgmchronisation. New technologies
like RFID (Radio-Frequency Identification) can bery helpful in meeting this
objective. RFID is a data collection technologgtthses electronic tags for storing
data. The tag, also known as an "electronic labsl,fhade up of an RFID chip
attached to an antenna. RFID is coming into indngasise in industry as an
alternative to the bar code. The advantage of REliDat it does not require direct

contact or line-of-sight scanning.

11



1.2 From L ogistics to Supply Chain Management

1.2.1 Logisticsand Global Market

The idea of logistics comes directly from the rmaiiit sector. From this point of
view, it can be defined as the science of planaimg carrying out the movement and
maintenance of forces [...] those aspects of militapgrations that deal with the
design and development, acquisition, storage, mewgndlistribution, maintenance,
evacuation and disposition of material; movemevagcaation, and hospitalization of
personnel; acquisition of construction, maintenarmeeration and disposition of

facilities; and acquisition of furnishing of sergg(Department of Defense, 2010).

From a managerial economics point of view, thedtgs system consists in the
management of infrastructure, equipment, peoplactiwes that allow the flow of
goods and information, from the acquisition of renaterials to production and to
distribution of finished products to the end custonmOtherwise, logistics can be
defined as a system of integrated activities ofchyonised flows with a given

purpose.

Operationally, logistics is the design and managenoé a range of technical,
organisational and financial activities that mustdsganised, controlled and audited.
The integration of these activities expresses thigy wf the function for the whole
system of enterprise. It is a function that consmecicompany to its customers and
suppliers. The flows composing logistics are botlysical and information flows:
the physical flows are the effective displacementasv materials, work-in-process
and finished goods moved by the firm, while theoinfation flows are the tracking
of the referential data connected with the physitalvs. These flows must be
synchronised and integrated in order to ensurenapleie and effective logistics
activity. The search for efficiency of flows, inlagon to the resources necessary to
goals, plans and operations aimed at achievingtefésmess and efficiency, in order
to meet customer requirements at an acceptable Tostobjective of effectiveness

is meeting the needs of the customer, providingptioeluct in the right place at the

12



right time, while the objective of efficiency isquiding the product itself together
with the desired level of service at the lowestralleost.

Logistics activities can be divided into three mamtegories: buying activities,
production activities and distribution activitieseé Figure 2).

Figure 2 Logistics Activities

Supplying

[ Buy Make-or-buy

Stock Management

Materials Handling

Logistics < Manufacture Layout

Just-in-time

Warehouse Location

\ Distribution Distribution Network

Customer Delivery

The buying activities, also known as input logistiencompasses all those tasks
related to the purchase of raw material and semsHed products, from supplying to
stock management. It interfaces with suppliers aqquae materials and transport
them to the units of use. It also deals with thekerar-buy dilemma to analyse
whether it is a better choice to buy a product fittve outside of the firm rather than
to produce it within. The following group is the mdacture activities one, i.e. the
internal logistics, a series of actions that stath the handling of materials bought
in the previous phase. Also decision about the ugybe. the disposition of the
machineries and equipment in the production pl#is fato this group of activities.
Furthermore, it is very important in an integratédw, to manage just-in-time

procedures, in order to ensure that the correchtgyaand type of goods and

13



materials arrives at the right moment into the potidn chain. The last group
includes distribution activities, the so-called cuarcial logistics, that depends first
on the warehouse location. It is also importaninemnage correctly the relationship
with the distributor, especially if it is an extatrpartner and with its distribution
network, always following the logic of cost redwcti The last activity in terms of
distributive logistics is the customer deliveryattpresents different characteristics
depending on the nature of the customer itself. thihee groups of activities should

be considered all together with an integrated view.

Furthermore, the level of integration usually inke@hot only the direct logistics as
we describe it, but also the so-called reversestag. While the term direct logistics
refers to all the activities that regulate both phgsical flow of raw materials and
finished products and the intangible flow of inf@mon associated with goods in
transit, towards the end market, the reverse liagistpplies to the flow of products
and materials in the opposite direction, from theaket to the production sites or the

specialised centres, where they are sent to b@ppately treated.
The circumstances that give rise to a reverse #mwmnumerous, as are the types of

handled materials (Gandolfo & Sbrana, 2008):

- products returned by buyers because defectivecause malfunctioned within 7
days from the date of purchase, or because thernesthas changed his/her mind

or did not remain satisfied after having tried fineduct;

- products returned by intermediate buyers (rasildecause defective or not

corresponding to the order;

- products recalled by the manufacturer to theofgctafter a discovery of technical
problems or defects, in order to perform the neargssperations on the products to
restore their full functionality and security;

- excessive stock in warehouses that have exhatrsteal/ailable space and are not

able to receive additional products (overstock);

- return of special packaging or containers after product has been delivered or
installed;

- products sent to the factory to be subjected kanmed maintenance or

development

14



1.2.2 Logistics vs Supply Chain

Logistics management typically includes inbound andbound transportation
management, fleet management, warehousing, maté@aldling, order fulfillment,
logistics network design, and inventory managenaénhird party logistics services
providers. To varying degrees, the logistics fumttalso includes sourcing and
procurement, production planning and schedulingk@ging and assembly, and
customer service.

Supply chain management is an integrating funatrah primary responsibility for
linking major business functions and business m®eg within and across companies
into a cohesive and high performing business mdteicludes all of the Logistics
Management activities noted above, as well as naatwfing operations, and it
drives coordination of processes and activitieshvdahd across marketing, sales,

product design, finance, and information technol@i$gtabe & Helsen, 2010).

Parallel to this vision, there are many importamitabutions to the supply chain
literature that link the logistics function with géhconcept of supply chain
management, both as an evolution or as somethimgpletely different. One of the
most significant work in this context is the stuafyLarson et al. (2007). The study
reports results of a survey of senior-level CSCMPouncil of Supply Chain
Management Professionals) members and considersdmgeptual perspectives on
supply chain management vs. logistics: traditi@talre-labeling, unionist, and
intersectionist (as shown in Figure 3).

The traditionalist positions supply chain manageimeithin logistics, i.e. as a
function or subset of logistics. Re-labeling simplytails a name change; what was
logistics is now supply chain management. Uniopgsitions logistics as a function
of supply chain management. SCM subsumes manytitnaali business functional
areas, including purchasing, logistics, operatioasd marketing. A company
adopting the unionist perspective may start bytargaa new high-level position,
such as Director of SCM. The unionist perspects/éroad and deep, including all
elements (strategic and tactical) across multiplectional areas. According to
intersectionalists, SCM is not a subset of logsshat is a broad strategy which cuts
across business processes both within the firm tanough the channels. The

15



intersectionalist concept of SCM focuses on thategic, integrative elements across
purchasing, logistics, operations, marketing, aifeiofunctions.

Figure 3 Perspectives on Logistics vs Supply Chain Managéeme

Traditionalist Re-labeling

Logistics .

Wy Intersectionist
Unionist

- -

Source: (Larson et al., 2007)

g

Anyway, no matter from which perspective we lookret concept, supply chain
management deals with actions and relationshipsomly between firms (inside or

outside the supply chain) but also between diffebeisiness units within the firm.

An important function to analyse in order to haveclaarer picture of the
logistics/supply chain is without any doubt the guotion function, that deals with
the conduct of the business activities of acqujrie@mbining and transforming an
input for the purpose of obtaining an output destifor the final consumption or of

using it as input itself for further productions.

There are several goals for the production; on¢hefmost important being the
research of productivity to contain production spstot only direct costs such cost
costs related to raw materials and direct labort &lso indirect costs like
administration and energy. Together with the redeand development department,

it is also a goal of the production function thentouous proposition of innovative
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product as well as the regular improvement of pecbdguality. Objectives of
punctuality, i.e. the ability to meet the agreediveéey times, and flexibility, the
ability to make the production system adaptableéh® needs of the surrounding

environment, are also vital for the entire entesgri

According to Monks’ (2004) operation managementragbn, production system
are those activities of an organisation where nessuflowing within a defined
system are combined and transformed in a contrateshner to add value in
accordance to the policies communicated by the gemant.

Production systems can be classified in three mpaiaps, depending on:
1) mode of manifestation of the demand;
2) methods of preparation of the offer;

3) the intrinsic characteristics of the product.

The first group underline the relevance of the twhéhe order by the customer, in
which the company starts the production, and tingeeof activities carried out in
front of the individual client. It encompasses thoifferent methods: the production
of individual orders, the production of repeatediearss and the make-to-stock

production (or predictive production).

In the production for individual orders (e.g. shipdlas) the company receives
orders for different individual products, differated in a significant way (can also
be unique) and highly customised. In the productibrepeated orders instead (e.qg.
equipment and machinery) the company manufacturesnge of products with
defined characteristics for a fairly stable groupcastomers, requiring supplies
spread over time. In build to orders (both singhel aepeated) there must be a
demonstration of the demand, with a precise eséimgtbcks are limited to semi-
finished, and there is no inventory. The make-tmistproduction (or predictive
production) requires the enterprise to manufactbedfpre the emergence of the
orders, quite high volumes of products belongin@tmange not excessively wide,

that flow through a distribution network, to a langumber of anonymous clients.

For the second group, variability of production legcand volumes achieved in

time are relevant. Production system in this gratga unit production, intermittent
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production and continuous production. In unit preichn (e.g. toys, appliances) the
variability of production cycles is high, so thatoguctive activity is organized

according to the achievement of punctuality requirey individual orders.

Intermittent production (e.g. seasonal products)ifure, publishing) is characterised
by cycles that are less variable over time andr thee takes place with criteria of
alternation. Products made in batches of highatiento immediate needs, in order
to generate inventory to be used later, when tlegational centers will be engaged
in other productive activities. In continuous protion (e.g. petrol, cement) the
cycles remain constant, even for very extendedgsyiresulting in an uninterrupted

flow of products with homogeneous characteristivsr dime.

The third group of production systems depends enirtrinsic characteristics of
the product and present two main systems: the ptmoiu by process and the
production by parts. In production by process (pagper) the elements that constitute
the final good cannot be easily identified. The duc cannot be decomposed
backwards, as the original components are no logigénguishable or have changed
in nature. In production for parts instead (e.gst¢he asset obtained is constituted
by a number of discrete components (easily separai parts, generally of a
different nature. The production process includes steps of manufacturing the

assembly.

Traditionally, supply chains have been conceptedlias simple linear systems
represented by a series of firms interacting thihodgadic relationships. However,
this linear conception of sequential dyadic relagiups, while appealing, grossly
oversimplifies and distorts the realities of modsupply chains. A supply chain can
be modelled as a network by a set of “nodes” (sgeré 4 as an example) that
represent autonomous business units as firms whalale to exercise sovereign
choices, and a set of “connections” that link thiases together for the purposes of
creating products or services. Connections betwiens represent exchange
relationships and the underlying contract if prégeiearnshaw & Wilson, 2013).
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Figure 4 Levels of Relationship and Network Management

Actor Dyad Connected Relations Network

Source: (Ritter et al., 2004)

Indeed, supply chains structure has become morenaned complex, and assumed

the form of a network rather than of a line. Thisnplexity has been increased not

only by the nature of the firms involved, but alsp the evolution of competitive

elements. Braziotis et al. (2013) analysed thislgiam also with a chronological

point of view (as shown in Figure 5).

They report some of the most significant definitefrsupply chain management, in

a range from the mid-1980s to today:

Flow of materials (Jones & Riley, 1987);

- Integrative philosophy (Ellram & Cooper, 1993; Maka & Morgan, 1997);

- Strategic (long-term) consideration (Mentzer et2001)

- Assistance among members (Min, 2001)

- Mutuality and holistic approach (Christopher, 2005)

- Links together partners (Harrison & Van Hock, 2008)
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Figure 5 Chronological Evolution of the SCM competitive ralents

1 “Links together
partners”
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Van Hoek, 2008)
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“Strategic (long-term)
consideration”
(e.g. Mentzer ef al., 2001)
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(e.g. Ellram and Cooper, 1993;
Monczka and Morgan, 1997)

“Flow of materials”
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Evolution of the SCM competitive elements
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Time

Sour ce: (Braziotis et al., 2013).



1.2.3 Supply Chain M anagement

o Industrial organisations must supply a variety afogucts and
services, meet the needs of fragmented customectaxipns, and deal
with complex global markets. To achieve those gdalms do not act
alone; they rather activate links and constrainta aumerous and
mutually interdependent actors, creating businestsvarks, both on the
supply and on the demand side. Focusing on thelgigige, a supply
chain can be described as the processes from ttial imw materials to
the ultimate consumption of the finished produdtihig across supplier-
user companies; and the functions within and oetsadcompany that
enable the value chain to make products and progeleices to the

customer (Cox et al., 1995).

Supply chain management concept was first introdluicel 982 by Keith Oliver in
an interview with Arnold Kransdorff of the Finanktidimes (Oliver & Webber,
1982). Actually, even before Oliver’'s use of themesupply chain management has
already been an important issue, probably sincectbation of the assembly line.
Since then, various definitions of a supply chamédbeen offered in the years as the
concept has gained popularity (Lummus & Vokurka99,9Gibson et al., 2005). In
fact, the concept of supply chain management cafobed also years before in
Forrester (1958): “Management is on the verge omajor breakthrough in
understanding how industrial company success dependhe interaction between
the flows of information, materials, money, manpgwand capital equipment”
(Forrester, 1958), even though the creation oteh@ Supply Chain Management is

usually credited to Oliver and Webber.

Oliver defined supply chain management as follo¥&ipply chain management
(SCM) is the process of planning, implementing, andtrolling the operations of
the supply chain with the purpose to satisfy cugtorequirements as efficiently as
possible. Supply chain management spans all moveraed storage of raw
materials, work-in-process inventory, and finishgobds from point-of-origin to

point-of-consumption”
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He also identified the fundaments of supply chaignagement: first, the supply
chain must be seen as a single entity rather thlagating fragmented responsibility
for various segments in the supply chain to fumal@reas; second, it calls for — and
in the end, depends upon — strategic decision rgakimrd, it provides a different
perspective on inventories and fourth, it requiaedifferent approach to systems:
integration, not simply interface, is the key.

First steps of supply chain management can be ifeiehtin quick response
manufacturing (Suri, 1998), that comes directlynfrome-based competition (Stalk,
1988), and efficient consumer response (Kurt Salfssociated Inc., 1993).

The evolution of supply chain management studiesvshaccording to Movahedi
(2009), three major phases: creation, integratiwh globalisation (Movahedi et al.,
2009). As we said, the concept of a supply chairmemagement was of great
importance already in the early 20th century, egfigcwith the creation of the
assembly line. We may refer to this period as at@e era: the characteristics of this
era of supply chain management include the needldiae-scale changes, re-
engineering, downsizing driven by cost reductiorogoams, and widespread

attention to Japanese management practices.

The second era — integration — can be identifigt wie development of electronic
data interchange (EDI) systems in the 1960s, amdldeed through the 1990s by the
introduction of enterprise resource planning (ERyStems. This era has continued
to develop into the 21st century with the expansbinternet-based collaborative
systems. This era of supply chain evolution is abi@rized by both increasing value

added and cost reductions through integration.

The third movement of supply chain management dgveént, the globalization
era, is characterized by the attention given tbalsystems of supplier relationships
and the expansion of supply chains over nationalntaries and into other
continents. This era is indeed characterized bydllobalization of supply chain
management in organizations with the goal of imgren their competitive

advantage, adding value, and reducing costs thrgladgal sourcing.
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In order to better understand the factors thauerfte the dynamics of the market,
it is possible and useful to draw an evolutionaayhpof economic development. In
this sense, the first detectable form is the stedaleconomic self-sufficiency”,
characterized by the absence of exchange, as thekéth was made up by small
family units that provide individually for themsels. Subsequently several family
units joined to each other in the form of tribaloeomies, giving rise to small
organizations of primitive "communism”. With regatd the exchanges to the
outside of the group, these have been characteiizealfirst period, by the barter,
which consists in the exchange of own products wilters from other communities.
This fostered an early form of productive specatlan. The idea of the market
becomes more regular, periodic and organized thamkihe emergence of local
markets and fairs, specialized structures dedicttete exchange of products. The
important following step is monetary economics: hwihe introduction of the
currency as a unit of exchange corresponding tovéihge of the product, brokering
activities also develop. It represents the birthtlad first figures of professionals
traders and bankers. At that point the way forwaed clear: from a first stage of
paleo-capitalism, characterized by a shortage pplsuin which the demand was
greater than supply and business activity congistsnding consumers, identifying
markets and transferring goods, we passed, sloutlgirely, to mass production. At
this stage, due to the intensification of the exgeaactivities and the increase in
production volumes, we arrive at a situation whiére demand and supply are in
dynamic equilibrium, or in a position of substahi@ad balancing equality. Very
important is thus the contribution of marketing twitommercial function in
supporting sales. The evolution continues with thensition to the so-called
“affluent society”, in which economic, technical darsocial progress leads to an
overabundance of money compared to the primarysaddte quantities offered are,
consequently, more and more close to those reqaitad certain cases, even higher.
The marketing function is changed: the objectivieths stage, is to identify the
needs of consumers and the creation of productssandces able to meet these
needs. The final stage of the evolution of econateelopment is the over-supply,
characterized by a structural superiority of supplgr demand. Besides the increase

of the offered quantities in this phase the var@typroducts drastically increases,
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under the desire to create products that, oncenagaget the highest number of
possible needs. It is also the advent of digitahwmnication and market-driven

management, the competitive approach to the market.

o Several factors are driving an emphasis on supphairc
management. First, the cost and availability ofornfation resources
among entities in the supply chain allow easy lgdsathat eliminate time
delay in the network. Second, the level of competin both domestic
and international markets requires organizationsh® fast, agile and
flexible. Third, customer expectations and requeata are becoming
much more demanding. Fourth, the ability of an argation’s supply
chain to react rapidly by managing risk minimizasrdptions in both
supply and downstream product or services to mi¢ighe impact of lost
sales. As customer demands increase, organizatadstheir supplier
must be responsive or face the prospect of losiraykeh share.
Competition today is no longer between firms; ibetween the supply
chain of those firms. The companies that configheebest supply chain
will be the market winners and gain competitiveaadage (Monczka et
al., 2010).

Already since the beginning of the millennium, ook the most significant
paradigm shifts of modern business managementds that individual businesses
no longer compete as solely autonomous entities, rather as supply chains
(Lambert & Cooper, 2000; Riboldazzi, 2005).

Globalisation draws competition boundaries that ifiyottaditional competitive

time and space relationships (Brondoni, 2005b).

Managing time and space become vital for a compgeayating in global markets,
beyond physical and administrative boundaries, apdcifically underline the
importance of certain distinctive drivers that adwerised globalisation (Figure 6),
from market to cost, from government to technolegy, above all, to competitive

environment.
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Figure 6 Globalisation Drivers

Market Drivers Cost Drivers

Global Customers Economies of Scale
Global Sales Channel Economies of Scope

Global Marketing Global Sourcing

Competitive Drivers

Global Competition
Global Distribution
Global Networks

Government Drivers Technological Drivers
Free Trade Production Technologies
Global Standards Telecommunication
Laws and Rules Internet

Among the five categories of driver, the most imaot to describe for the purpose
of this dissertation is the competitive driver; particular the elements of global
competition and global network.

Competition in global markets shapes a multi-dineme space so that a given
geographical context can imply the simultaneoussgmee of very different
competitors. Moreover, competition practices aréher revolutionized, as they must
take into account: saturated markets, a situatiofiine-based competition’, and
finally, communication processes affecting salesl amanufacturing (Brondoni,
2002a, 2005b).

The development of network structures is a respaiwsdhe challenges of
globalisation: due to the gradual decrease in thportance of geographical,
administrative, political, currency, tax, legisledj linguistic and other barriers
networks have allowed companies to access broamemare open markets, with a
large number of end customers but also with largmbrers of companies operating

at all levels of the supply chain (Corniani, 2013).
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Likewise, global markets advent brought the contipetito a different level, the
relevance of supply chain management grew and, ofosil, SCM design became
more and more important in term of efficiency aakhtions management. One of the
most interesting concept has been that of globalcsng, defined as the integration
of purchasing requirements across worldwide loaatiMonczka & Trent, 1991).
Summarizing the extant literature, the rationalerigage in global sourcing is based
on two sources of competitive advantage: firstatmn-specific advantages, such as
access to local supply and labour markets or netntdogies and second, company
specific competencies. The latter are developedutiir the exploitation of global
synergies, such as pooling of common requiremesrssa sites (Trautmann et al.,
2009). Purchasing synergies can be described avéle that is added when two or
more business units (or purchasing departments) tjoeir forces (e.g. combined
buying) and/or share resources, information, andioowledge in the area of
purchasing” (Rozemeijer, 2000).

In the light of these considerations, it appeaesity how complex a supply chain
can be and how relevant it is to monitoring its ptewity, mainly for two reasons.
First, the information obtained results in good \iexlge of the global system, and
so a clear definition of the causes and effectproblems. Second, it supports the
research into the best solutions for a network \e&fgctively by comparing the
various possible alternatives to provide objectiwel quantitative analysis (Allesina
et al., 2010). The complexity of supply chain mstseen also with regards to recent
trends that have been converging to create an asicrgly complex business
environment, particularly the move towards greetiatives, the ever growing use of

outsourcing practices, and globalization (Mollenkefpal., 2010).

Not less importantly, supply chains must be anaysgh respect to the growing
attention form of networks. Although supply chainamagement is now an
established field, the distinction between supphaics and supply networks is
relatively immature (see Figure 7): the focus ofpgy chain management
approaches regarding the unit of analysis, nantedychain or the network, has not

been consistently addressed. It was suggested ctimapetition took place less
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between companies, but instead between entire wblins, requiring companies

to manage supply chains as integrated systems aadlicate their activities.

Overall, supply network points to a broader, maymplex terrain as opposed to the

more focused area associated with SC. (Brazioat ,€2013).

Figure 7 Differences between Supply Chains and Supply Netsvor

Dimension

Supply Chain

Supply Network

Focal concept

Products (and services)

Relationships

Design and configuration

Linear and ongoing,
relatively stable structures

Non-linear and dynamic
structures

Complexity Low High
Operations Predictable and stable Unpredictable/un-
solidified

Coordination

Management focuses on t
coordination of flow

(information, products and
finance) and on integratior

nd&anagement focused on
the coordination of

the web of inter-firm
relationships

Integration Structured Ad hoc/unplanned
Means to enhance Cooperation, collaboration, Cooperation,
competitiveness and coordination among SCollaboration, and

members involving
competition between these
members in some occasio

coordination among
» members of a web of SC
nAt the same time, it
involves conflict and

competition too

UJ

Sour ce: (Braziotis et al., 2013)
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1.3 Global Networ k

1.3.1 Network Design

o Management attention has moved from competitiowdst firms to
competition between supply chains. The capabiitgstablish close and
long-term relationships with suppliers and otherastgic partners has
become a crucial factor in creating competitive ashage (Andersen &
Skjoett-Larsen, 2009).

A network is a group of legally independent comparor subsidiary business units
that use various methods of coordinating and cdimgotheir interaction in order to
appear like a larger entity. In a business contédxige main types of network
organization are typically seen: (1) internal whadarge company has separate units
acting as profit centres, (2) stable where a ckntnmpany outsources some work to
others, and (3) dynamic where a network integratsisources heavily to other

companies.

It can be seen one possible type of company steiciMe can define five types of

company structure, from the least complex to thetrogganised:
- Simple;
- Functional,
- Divisional;
- Matrix;

- Network;

The simple structure is not formalised; it is tygiof family or small businesses
and there are no precisely assigned roles. It haslementary organisation and a
strong centralisation of governance. It is alsoratirised by reduced formalisation
in terms of organizational structure, operationalcedures and information system.

Typical of handicraft businesses or small businrestected by a single person or a
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family, mono-product or with a small range of proth) operating on a single market
or a niche. The main advantage of this structuteadlexibility of the job, while the

worst disadvantage is the lack of specific compzten

The functional structure is based on the princgflepecialisation and division of
labour. Similar business activities flow into fulectal groupings under the control of
managers who respond directly to the directory dolaiis usually adopted by small-
medium enterprises with not much diversified pradamge, operating in a single
market. The functional structure management stgleoften characterized by
hierarchy and top-down processes on the one hamd bgn strong specialist
connotations on the other hand, with consequergftisnn terms of efficiency in the

execution of tasks and economies of scale.

The divisional structure is split into product dimns and geographic area. It is
typical of complex enterprises, operating in sev@eographic areas, with many
production plants or with different product lindisis organised in two levels: at the
first level, the company is split into divisionsrgpuct lines or areas), while at the

second level the company is organised for busifugggions.

Support structures (administrative or sales) asggasd at each division to design,
build and market its product line in autonomy. Decalisation of production and
specialization are the main strength of this apghpaut duplication of offices and

the consequent raise in costs must be taken ictwiat as well as the loss of unity.

The matrix structure is based on maintaining fuorl specialisations and creating
integration bodies affecting the functions to nketfinal result. It is usually chosen

by firms carrying out major projects or very focdsn products.

The network structure is based on relationshipsamthe outsourcing of business
functions outside the firm’s boundaries. It corssistthe establishment of close links
among several parts of the enterprise and it ispated by information and
communication technology. It builds strong tieshwitoth customers and suppliers.
Organizational models beneath network structure tntake into account the
activities of other companies linked by more orsletable agreements (such as
licensing or joint venture). The network structiseadvantageous for its flexibility,

speed and efficiency in the operational management.
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Network structure and network design derive frone ttoncept of network
topology, which can be defined as the schematicrig®n of the arrangement of a
network finalised to represent the relationshipplbysical and logical connection

among the elements of the network.
The principal network topologies are:

- Point-to-point: the simplest topology with a pament link between two
endpoints.

- Ring: each node is connected to exactly two otteeles, forming a ring. Can be

visualised as a circular configuration.

- Tree: one "root" node connects to other nodeschwh turn connect to other
nodes, forming a tree structure. Information frdm toot node may have to pass

through other nodes to reach the end nodes.

- Star: one central note is connected to each efdthher nodes on a network.

Similar to a hub connected to the spokes in a wheel

- Mash: employs either of two schemes, called riudish and partial mesh. In the
full mesh topology, each workstation is connectedatly to each of the others. In
the partial mesh topology, some workstations areeoted to all the others, and
some are connected only to those other nodes witbhvthey exchange the most

data.

- Bus: each node is connected to a central busrtingt along the entire network.
All information transmitted across the bus can éeeived by any system in the

network.

Topologies can be adapted from communication nétw@rcompany network to
describe the complex system that overcome the diimes of space and time and
creates global value chains built on a set of cditiye relationships on the whole
planet. In the past, company relationships werenofif exclusive type, because a
firm used to buy exclusively and permanently frosekected set of suppliers present
in a well-circumscribed local space. In a globahteat, instead, the increased
competition has caused the loss of exclusive olaliips and the need for all
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businesses, present at all levels of the produatimain, for competitive strategic
alliances. A networking strategy is a cooperativategy in which several firms are
linked by numerous collaborative relationships rdes to achieve a common goal.
At the same time, through the creation of everdayganizations, they are able to

better govern the competitive dynamics.

The forms of networking can be distinguished iqoity and non-equity strategic
alliances. The main difference between the twogmates is the sharing of control
capital: in the equity strategic alliances thereskaring of control capital (for
example in alliances such as joint ventures), wifieenon-equity strategic alliances
are based on contractual agreements that don’igeaontrol capital sharing (e. g.

co-marketing, outsourcing, supply-chain partnershgmd so on).

Networking allows companies to decentralize sommetions and relative powers
but to preserve a centralized strategic decisiokimga At the same time, requiring
the coordination of several business activitiegled in various territories in global
competitive space, strategic alliances involve waaglity of organizational costs and
risk factors to be monitored. The networking sgae shift the competitive
comparison of an action plan in which the compmtitshift from firm-to-firm to a
network-to-network. (Arrigo, 2009, 2010).

In this sense, one of the most important changesdustrial organisation is the
transition from multinational corporations (MNCs)dlobal networks. Multinational
corporations were characterised by the focus ondshone overseas investment
plans. Global networks, on the other side, are atttarised by the focus on
coordinating and integrating their geographicaligpersed supply, knowledge and

customer bases into global network business aesviBrondoni, 2014).

Similarly, gone are the days when innovations wéee result of the efforts put
forth within a single firm; instead, firms need fiacreasingly rely on the
competencies of multiplicity of firms within thegupply chain network in order to
innovate (Arlbjgrn & Paulraj, 2013). With higher giees of supply network
competencies, companies will have stronger beliefstheir supply partners will act
and perform in a consistent manner. Companieshbeillvilling to contribute time,

money, or other resources to the network becawseate confident that their supply
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partners will also collaborate. The supply netwadmpetency reinforces the
feelings of ownership of supplier resources andth&r enhances trust and

commitment (Barnes & Liao, 2012).

o Supply chain network design (SCND) determines tituetare of a
chain and affects its costs and performance. SCHE#&lsdwith a variety
of decisions such as determining number, size aodtibn of facilities
in a supply chain (SC) and may include tactical isieas (such as
distribution, transportation and inventory managempolicies) as well
as operational decisions (such as fulfilling custosn demand). SCs
compete together to capture more market shareq Exbere is not any
competitor at the moment, SCs should be preparegdssible future

competitive situation at the SCND stage (Faraharile 2013).

The business activity is based on the relationsi@pveen the different market
players: wanting to identify only two for simpligjt these can be identified as
"demand” and "supply”. In the relations betweerséhwo parts, a range of other
actors, generically falling under the name of stekéers (i.e. those who have some
interest so that business activities is carried,aud which include suppliers and
distributors, investors and co-makers, operatefaaiiitate the interactions and the
relationships. According to a broader definitiolsoathe customers of the company
can be classified this way, whether intermediatdirmal customers, however also
falling within the definition of "demand". A partitar category of stakeholders is
represented by shareholders or holders of capuabse interest is due to the fact
that they have more or less significant shares iohsf in the market. The
shareholders own shares, but not the company.it§b# market, in turn, can be
defined as the complex of the exchanges which oocumay occur in relation to a
given product and in a certain geographical aremofe precise definition describes
it as a dynamic complex of negotiations which conca class of products, and

which occur continuously over time.
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It appear therefore very important the conceptsnoé and space and, specifically,
time-based and market-space competition.

The expression “time-based competition” appearsHerfirst time in the late '80s,
defined as “a strategy of customer response and maoduction of new products,
combined with quality and competitive costs [.uslmesses expand and the variety
and increase innovation, supported by a flexibl@ufecturing and a rapid response
system” (Stalk, 1988).

These words still represent a viable definitiortted concept. In other words, time
Is a competitive factor that change in the cyclieaabion and reaction of businesses.
From a management perspective, the time-based ¢imypes not only meant to
reduce the time of operations (time compressiond,atso to enhance the different
activities (time value), which are carried out sitameously with a circular type
organisation, even though under the constraintime tduration, which is the
minimum time required to complete a task. The gufathis tool is therefore, in
essence, the rationalization and improvement of tismmarket, i.e. the time required
for a product to reach the market. This dimensiatudes a number of stages, from
conception to purchase. The intermediate stepsrepeesented by designing,
engineering, creating and distributing the prodadhe consumer.

On the side of time management, some consideradiosss: social and economic
relations are linked to a set of functions (knowjedinformation, cultural harmony,
adaptability to diversity, times of action/reactionobility) that go beyond the scope
of belonging to a physical space (geographic aresion, ethnic settlement,
administrative, etc.), organized on the protectibspecific and exclusive rights and
duties. In global markets, companies compete therefccording to the logic of
“market-space competition”, characterised by bouedaof competition where the
space is no longer a given, which is a known aatllstelement of the decision-
making process, but rather a competitive factorseharofile configures and changes

as a result of the actions/reactions of compamesgavernments (Brondoni, 2002b).

The issues related to time and space competitiveagenent are both essential to
fully understand the concept of competitive intgnsiwhich identifies the

significance of the relationships that a companyetig with the other players of the
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market: suppliers, customers, competitors, econ@mdt political environment. The
importance of the competitive intensity can be si@ethe number, complexity and
structure of the two-way relationship developed itontext of no-space competition.
When the work of a company depends to a large egtethe system of relationships
with the indicated stakeholders, the level of comtipe intensity is high. When, on
the other hand, the firm has a lower dependendbesystem above the competitive

intensity is low.

With regard to competition, the focus has shiftexhf the concept of competitive
environment to that of competitive landscape, whesemain characteristics are, on
the one hand the absence of boundaries (intrifgicacteristic of environment) and,
on the other hand, the dynamic dimension thatrdjsishes the landscape, always
changing, from the environment which is ratheristand stable. Open markets,
because of the interconnections that link them twero markets, are constantly
changing, both at the hands of those who tradilipn&ork in and for the
interactions that connect them to other market$ wlifferent characteristics and
different degrees of dynamism. The competitive ysialmust then carried out by
examining the competitive intensity focusing on thebal business system
(network) and not on the industry (Brondoni et28110).

The aim of a network is to share resources: (1f) thepartners hold and intend to

implement; (2) that one or more partners do noehand want to develop.

A network provide a competitive advantage compaoeddividual firms and put a

focus on information needs, coordination and comoation.

Network communication is a set of information flowkich develop within the
network with organizational objectives aimed atwimg the functioning of the
network and the circulation of knowledge betweerirgas on the one hand, as well

as induce the development of a specific networtuceilon the other hand.

Two fundamental pressures have begun to act omésssito govern as effectively
and efficiently as possible the flow of goods ie Bupply chain and at the same time

to control the flow of information originating frortine interaction between supply
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and demand. The overall view of the supply netwan#ides with the boundaries of
the enterprise and with the opportunity for papi@ting companies to maintain
control over their information. Global markets Hight important competitive
network experiences in which we observe the presearicat least one dominant
company, which is capable of governing the reticglgstem as a whole and make
sure that no opportunistic behaviors are develdyyeits actors (Corniani, 2009).

A market-driven company is aware of the fact tiat dopportunities embodied by
globalisation are not limited to a mere advantagegerms of reduced costs, but
generate conditions for a competitive approaciheéamarket (Gnecchi, 2009).

The criticality of corporate culture is particularevident with regard to the
manufacturing location decisions. Market-space mameent tends to generate big
corporations consisting of complex business networkth a very strong top

management power.

Those global networks operate valuing and levetpagorporate intangible assets,
represented by corporate identity, corporate celtand corporate information

system.

Business can no longer rely only on their own reses; knowledge and skills:
global competition has radically changed the rdlestoategic alliances, imposing a

logic of collaborative network between groups eaticompanies.

1.3.2 Supply Networ k
A supply chain design problem comprises the degssregarding the number and

location of production facilities, the amount ofpeaity at each facility, the
assignment of each market region to one or moitmts, and supplier selection for
sub-assemblies, components and materials (Chopviei&dl, 2007). Global supply
chain design extends this definition to includeesgbn of facilities at international

locations, and the special globalization factors itivolves.

Following the classification proposed by Chopra &iNtl, we can organise these

issues in four groups and analyse each one of them:
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- Facility role;
- Facility location;
- Capacity allocation;

- Market and supply allocation.

The first problem is about the facility role, i\what processes are performed at
each facility. Decisions concerning the role ofteé&acility are significant because
they determine the amount of flexibility the supplyain has in changing the way it

meets demand.

o For example, Toyota has plants located worldwideeah market
that it serves. Before 1997, each plant was capablserving only its
local market. This hurt Toyota when the Asian ecoynavent into a
recession in the late 1990s. The local plants iraAsd idle capacity
that could not be used to serve other markets wete experiencing
excess demand. Toyota has added flexibility to gdehit to be able to
serve markets other than the local one. This aolddti flexibility helps
Toyota deal more effectively with changing globairket conditions
(Chopra & Meindl, 2007)

Facility location decisions have a long-term impamt a supply chain's
performance because it is very expensive to shuinda facility or move it to a
different location. A good location decision carlpha supply chain be responsive

while keeping its costs low.

0 Toyota, for example, built its first U.S. asseniint in Lexington,
Kentucky, in 1988 and has used the plant since fhle@ Lexington plant
proved very profitable for Toyota when the yenrgjteened and cars
produced in Japan were too expensive to be cospetiive with cars

produced in the United States. The Lexington pddiotved Toyota to be
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responsive to the U.S. market while keeping costigChopra & Meindl,
2007)

Facility location decisions are also influenced thg competitive conditions a
business operates in: from the relationship betwdemand and supply to the
importance of time and to environment instabili§s shown by Garbelli (2002),
localisation can be either static or dynamic. Sthicalisation is the manufacturing
localisation strategy adopted mainly by busines&gswhich the demand and
competition context does not appear to be likelgltange in the short term. Priority
is standardisation to minimise costs and it isregtterm localisation choice. Product
volumes are constrained by plant manufacturing @gp#or the processes involved
and the skill level of the workforce employed. Catifive advantage based on
manufacturing ability emphasizes the efficiencyaafls and machinery, the principle
of economies in the purchasing and use of raw natégéeand other resources, and the
explicit pursuit of the law of experience for theglementation of processes. On the
other hand, businesses adopting a dynamic lodalsatrategy face a competitive
environment that is fundamentally different frome tanvironment that allows for
static localisation. In this context, priority isth on standardisation and variety and
it is a short-term localisation choice. Manufaatgri capacity increases with
decreasing costs due to innovations aimed at psamesmisation. Manufacturing is
closely tied to the requirement for flexibility jpised by the market. It evolves
incessantly to generate products that meet demaeadsnin ever better ways at the

most beneficial time, in the best way and at thst best.

The third point is about capacity allocation demis, that also have a significant
impact on supply chain performance. Whereas capatibcation can be altered
more easily than location, capacity decisions dul t® stay in place for several
years. Allocating too much capacity to a locatieaults in poor utilization, and as a
result, higher costs. Allocating too little capgciesults in poor responsiveness if

demand is not satisfied, or high cost if demarfdles] from a distant facility.

Finally, it is importance to consider the allocatiof supply source and market to

facilities. This decision has a significant impact performance because it affects
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total production, inventory, and transportationtsaacurred by the supply chain to

satisfy customer demand.

Network design decision are influenced by seveaaltdrs, both strategic and
environmental. Global supply chain networks, intigatar, can best support their
strategic objectives with facilities in differenbuntries playing different roles. For
this purpose, Ferdows (1997) identified six typésplants, organised through a

strategic matrix (see Figure 8):

Figure 8 Ferdows’ Strategic Matrix of Foreign Factories

Sita Compatanca

Access ko lowcost Accaess to skills and Proadmity to
Fm:\&ucﬁon imwl.-dgi market

Strategic Reason for the Site

Source: (Ferdows, 1997).

This matrix is based on site competence on onessideegic reason for the site and
on the other. Site competence is measured fromttowigh, while the strategic
reason for the site presents three levels: acaesswt-cost production, access to
skills and knowledge and proximity to the marketeTcombination of these

variables results in six types of plants, labeled:
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Offshore facility: low-cost facility for export pduction;

Source facility: low-cost facility for global prodtion;

Server facility: regional production facility;

Contributor facility: regional production facilityith development skills;

Outpost facility: regional production facility buio gain local skills;

2 T o

Lead facility: facility that leads in developmemidaprocess technologies;

In the easiest case, a factory is in a low positoan offshore, an outpost, or a
server — and remains there. Almost every foreighofy starts in the lower part of
the matrix. And some companies, for sound readaep many of their factories in
those positions. Moving a plant horizontally acrélse matrix usually requires a
substantial overhaul of its organization, contrgdtems, and equipment. Moving a
plant up the matrix means giving it a broader, adgd strategic role in the
company’s network of factories. Superior manufaatsirhave a larger portion of
their global factories in the higher source, cdnitor, and lead positions than
average manufacturers do. The challenges involvedupgrading a plant are
substantial. But the rewards are substantial, lndeed, it often takes years and a
tremendous investment of resources for factorieasttend to these positions; but
these plants ultimately provide their companiehwiformidable strategic advantage
(Ferdows, 1997).

Factors influencing facility decisions are not ostyategic, but also environmental,
both internal and external to the firm. First df sdchnological factors must be taken
into account: characteristics of available productiechnologies have a significant
impact on network design decisions. If productienhihology displays significant
economies of scale, a few high-capacity locatiaesnaost effective. In contrast, if
facilities have lower fixed costs, many local famk are preferred because this helps

lower transportation costs.

As for factors outside the firm, macroeconomic dastinclude taxes, tariffs,
exchange rates, and other economic factors thatar@ternal to an individual firm.

In the same category, we can count also politeetiors and infrastructure factors.
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The goal when designing a supply chain networlo immaximize the firm's profits
while satisfying customer needs in terms of demamd responsiveness. To design
an effective network a manager must consider alfalctors described below as well

as customer response time and, very importanstiogiand facility costs.

Global network design decisions are made in foasphk as shown in Figure 9.

Figure 9 Framework for Network Design Decision

COMPETITIVE STRATEGY >
PHASE I
Supply Chain [« GLOBAL COMPETITION
INTERNAL CONSTRAINTS Strategy
Capital, growth strategy, >
existing network
PRODUCTION Y TAII‘IIJFCFESNATT‘]?ETSAX >
TECHNOLOGIES /
Cost, scale/scope impact, T~
support required, flexibility PHASE II REGIONAL DEMAND
Regional Facility | Size]’ gr‘iwm’ *.‘;’mo.g"“ei‘y’
COMPETITIVE 7 Configuration oca’ specifications
ENVIRONMENT
/ " POLITICAL,
AGGREGATE FACTOR AND EXCHANGE RATE,
LOGISTICS COSTS AND DEMAND RISK
\ 4
PRODUCTION METHODS > PHASE III = AVAILABLE
Skill needs, response time Desirable Sites | INFRASTRUCTURE
v
FACTOR COSTS - < “ransport, imventory,
Labor, materials, site specific PHASE IV P finati ¥
Location Choices caordination

Sour ce (Chopra & Meindl, 2007).

- Phase I: Define A Supply Chain Strategy. The objeodf the first phase of
network design is to define a firm's broad suppigio design. This includes

determining the stages in the supply chain, andtivenesach supply chain
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function will be performed in-house or outsourcetase | starts with a clear
definition of the firm's competitive strategy antiem specifies what
capabilities the supply chain network must haveupport the competitive
strategy. Next, managers must forecast the likelplution of global
competition and whether competitors in each mavkitbe local or global
players. Managers must also identify constraintsagailable capital and
whether growth will be accomplished by acquiringisérg facilities,

building new facilities, or partnering.

Phase II: Define The Regional Facility Configuratid'he objective of the
second phase of network design is to identify negjiwvhere facilities will be
located, their potential roles, and their approstenzapacity. An analysis of
Phase Il starts with a forecast of the demand lbwyirg. Such a forecast must
include a measure of the size of the demand asasetl determination of
whether the customer requirements are homogenousaable across
different countries. The next step is to identifiyather economies of scale or
scope can play a significant role in reducing gagtgen available production
technologies. Next, managers must identify deméasik] exchange-rate risk,
and political risk associated with different regamarkets. They must also
identify regional tariffs, any requirements for #&bc production, tax
incentives, and any export or import restrictioos dach market. Moreover,
managers must identify competitors in each regiod make a case for
whether a facility needs to be located close tdaorfrom a competitor's
facility. The desired response time for each masgket logistics costs at an
aggregate level in each region must also be idedtiBased on all this
information, managers identify the regional fagilitonfiguration for the
supply chain network using network design modekcuised in the next
section. The regional configuration defines the rapjmate number of
facilities in the network, regions where facilitiedl be set up, and whether a
facility will produce all products for a given matkor a few products for all

markets in the network.

Phase llI: Select A Set of Desirable PotentialSiiehe objective of Phase IlI

is to select a set of desirable potential sitekiwieach region where facilities
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are to be located. Sites should be selected basedno analysis of
infrastructure availability to support the desingeduction methodologies.
Hard infrastructure requirements include the awdity of suppliers,
transportation services, communication, utilitiegnd warehousing
infrastructure. Soft infrastructure requirementslude the availability of
skilled workforce, workforce turnover, and the coomty receptivity to
business and industry.

- Phase IV: Location Choices. The objective of PH¥sks to select a precise
location and capacity allocation for each facilitytention is restricted to the
desirable potential sites selected in Phase Ik fhtwork is designed to
maximize total profits taking into account the estgel margin and demand
in each market, various logistics and facility spsind the taxes and tariffs at
each location.
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Chapter 2

Global Sourcing, Outsourcing
and Relationship Management

2.1 Global Sourcing

2.1.1 Intra-firm supply vs Outsourcing

o As Western companies come under increasing pressurcut
expenses and improve their return on assets, tleencha of whether to
keep key functions in-house or outsource them d&leent center stage.
Manufacturing units are identified most often witmake or buy”
decisions because third-party suppliers in Easteurope, China, and
other low-cost regions hold out the promise of gigant advantages
that many brownfield plants in developed nationstcarier. But other
critical activities — such as human resources, rimation technology,
maintenance, and customer relations — can gaingse) just as much
from outsourcing and shouldn’'t be neglected whea tiptions are
considered (Schwarting & Weissbarth, 2011).

Sourcing decision-making is multifaceted and estdioth contractual and
locational implications. From a contractual poiritwew, the sourcing of major
components and products by multinational compatakss place in two ways: (1)
from the parents or their foreign subsidiaries ar‘iatra-firm” basis and (2) from
independent suppliers on a “contractual” basibeTirst type of sourcing is known
as intra-firm sourcing. The second type of sourcsmgcommonly referred to as
outsourcing. Similarly, from a locational pointwéw, multinational companies can
procure components and products either (1) donadisti¢.e., domestic sourcing) or
(2) from abroad (i.e., offshore sourcing). Figufeshows the four possible types of

sourcing strategy identified.
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Figure 10 Types of Sourcing Strategy
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Sour ce: (Kotabe & Helsen, 2010)
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Type of Sourcing

mmmesh Domestic In-House Sourcing

A company procures majormc;o}hpb.hént.é
in house by producing them domesticall

i

Offshore Subsidiary Sourcing

A company procures major components
from its tareign subsidiary

Domestic Purchasing Arrangement
A company buys majar ccm).mpo;ﬁéhté o
from independent suppliers at home

Offshore Outsourcing
{Offshore Sourcing)

A combamy bs.'iys'major components -
from independent suppliers overseas

A firm that chooses to keep the production of arerimediate input within its

boundaries can produce it at home or in a fore@muy. When it keeps it at home,

it engages in standard vertical integration. Anetwit makes it abroad, it engages in

foreign direct investment (FDI) and intra-firm teadAlternatively, a firm may

choose to outsource an input in the home countmyp @ foreign country. When it

buys the input at home, it engages in domesticoonting. And when it buys it

abroad, it engages in foreign outsourcing or offshoutsourcing (Antras &

Helpman, 2003). This decision, i.e. the one whetmanot to outsource, falls into a

make-vs-buy dilemma, as shown by Figure 11 andrgiga.
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Figure 11 The Strategic Make-vs-Buy Decision

Cutsource

o stracey
(buy)
PI’Lhtlhi
-' i, Strabeg i
COmpond nt or -
s decision
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'1_\‘. In-source
strategy
(make)

Source: (Benton, 2009).

On the other hand, sourcing decisions in a glolealvark scenario generate and
configure strategic alliances that can eventualsult into some transformation of
the firm’s structure. Strategic alliances indeech dze divided in three main
categories on the basis of capital sharing: joientures, equity and non-equity
alliances. In joint ventures, two or more compardeside to form a new company.
The main reason for joint ventures creation caexygoitation of symmetrical skills,
development of asymmetrical skills or even creabmew skills An example of
equity alliances, characterised by capital sharisgequity participation. Equity
participation is when a company owns some sharegher companies in order to
exercise control activities or actions of influen@&e opposite case, where there is
no capital sharing, is typical of non-equity allias, such as co-makership, supply

chain partnership and outsourcing, but also licenand franchising.
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Figure 12 Weighing the Make-or-Buy Decision

Make Buy
Business In-house process differentiates the | «  Process/business is unattractive (e.g|,
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(real-time/short lead time) for quick | *  LOW switching costs and easily
response or quality accessible alternative sources of supp
Sensitive intellectual property involved® ~ Uncoupling the supply chain has little
in process/product impact
* No sensitive intellectual property
involved
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Major new investments are required
Suppliers have lower ROI targets
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Source: (Schwarting & Weissbarth, 2011).

46

y



2.1.2 Sourcing Strategy

o Growing competition and choice in the offshore outsing field has
gradually altered the way organisations select apgroach outsourcing
contracts. In declining economic conditions orgatiisns are even more
concerned than before about the value propositind ask involved in
signing over their information systems and techgylactivities to third

party organisations (Weerakkody & Irani, 2010).

The problem many firms have to face in the managénoé the outsourcing
relation is that, as we already pointed out, outsag itself has become a norm
rather than a truly competitive advantage. On tiinerohand, already since the first
phase of globalisation, and even more with theudiéin of the phenomenon, the
competition has moved to a global level and scstigply chain. In the first phase of
the globalisation, firms adapted their competifpadicies to operate in open markets,
with diminishing physical, administrative and p# boundaries, in a global
system, linked by spreading digital information &nemunication technologies
(Brondoni, 2014). As the focus of this dissertati® on the supply side of the chain,
it is useful to analyse the concept of global smg,cwhich has received growing
attention by the literature in the recent decades.

A company’s need for a supply strategy dependsaanfactors: (1) the strategic
importance of purchasing and (2) the complexitythef supply market (see Figure
13, Kraljic, 1983).
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Figure 13 Stages of Purchasing Sophistication

Importance of :!, A
Ciikeria: managomant managemant
cant of
oty m Procurament focus  Time herizon Procurement Time horizon
added pﬁm;‘ul&, ihems 2&;&' focus Ll'm Jan years; gov
ﬁ I L nm [~ rhl'ﬂl -
I, ared s E.Es'ng mil_. EDP e ol T;bgb:nzol eyele- w'.mm ik
) Mm S ¥ confrock mi:
- E:‘m; m‘"”mh. mwlols, highvabse : . o
ance compo tams purchase
nmm cmpanent] Scarce Pundfor high-
price and materi- Key porformance  vole materiols
als moanagement Supply critaria
Abundant Long-ferm availobility Suuﬂplr
Matural scarcity

W&u@n Dedslon T i
i 'I‘H"::f dm ished glebal Dacision authority
supplisn Centralized

Eﬁ’;; ahesl r;.llrl&l, eoal, :I: mhr:‘:l:
K formanca o Pl":'u, some
spacified maleriols

Source: (Kraljic, 1983).
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The strategic importance of purchasing can be astithin terms of the value
added by product line, the percentage of raw nadtem total costs and their impact
on profitability, and so on; on the other hand, ¢benplexity of the supply market is
gauged by supply scarcity, pace of technology anadvaterials substitution, entry

barriers, logistics cost or complexity, and conipegiconditions.

Monczka and Trent (1991) offer one of the mostdcdefinitions of the term which
states that global sourcing is “... the integrationd a&oordination of procurement
requirements across worldwide business units, t@pkt common items, processes,

technologies and suppliers”.

Nevertheless global purchasing literature suffessnfa lack of consistency due to
the diversity in the terminology and definitionstbé phenomenon. Quintens (2006)
analyses many definitions and conclude that wededime global purchasing as the
“activity of searching and obtaining goods, sersiead other resources on a possible
worldwide scale, to comply with the needs of thenpany and with a view to

continuing and enhancing the current competitiv@tmm of the company”.

There are three main ideas underneath this defmitiirst, global sourcing is
perceived as something more than mere “physicalfcsing. It includes not only the
operative task of buying but also more strategispoasibilities such as the
development of suppliers and the generation of hage synergies worldwide.
Global purchasing may be the result of a reactha @portunistic decision to lower
purchasing costs but can also be a strategic aodlicated effort to improve the
competitive position of the company. It includektlaé stages of the buying process,
from before the establishment of the list of speatfons, to the selection of

suppliers and the purchase until the follow-up assessment stages.

Secondly, not all global research activities shounlketessarily lead to make
purchases abroad. If a company claims that a ptasibetter to be purchased locally
after having evaluated also potential foreign sigpp] also this decision fits within
the strategy of global sourcing. The sourcing abgl not only on the final result, but
also on the process. As a result, the degree dfatiration of the purchases of a
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business cannot be grasped by measuring merehatibeof foreign purchases / total
purchases.

As a third element, the definition refers to thentations" of a firm. It is believed
that the global purchasing emerge because of tkeilje competitive advantages
that it can generate for the company. Compared whik, not only strategy
formulation but also organizational alignment angbiementation processes are part

of the global sourcing research (Baldassarre, 2013)

Global sourcing can bring many benefits to orgdiosa, but it can also expose
them to a number of risks. Global sourcing trendsraaking supply chains longer
and more fragmented and this is exposing firms teatgr costs and risks
(Christopher et al., 2011).

Hultman identified three streams of research pality interesting within the field
of global sourcing: the process, the driver anddéggn and management of global
sourcing. The first stream of research has lookeal the process leading to global
sourcing, often separating this into several idettie stages. The contributions of
Monczka and Trent have been particularly infludnéiad resulted in a five-level
global sourcing process (see Figure 14).

Figure 14 Stages of Sourcing

International Purchasing Global Sourcing
Level 1 Level 2 Level 3 >> Level 4>> Level 5
Domestic International International Global Sourcing Global Sourcing
Purchasing Only Purchasing Only Purchasing as Parf Strategies Strategies Integrated
as Needed of Sourcing Integrated Across Across Worldwide
Strategy World Wide Locations and
Locations Functional Groups

Source: (Hultman et al., 2009).
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The second stream is focused on the drivers ofjaiivations for, global sourcing:
the main motivations for global sourcing resultedé the comparative advantage on
the one hand, usually coming from lower prices, #r@dcompetitive advantage, such
as quality or technology, on the other hand. Thed tand final stream of research
pays particular attention to the organizationaliglesand management of global
sourcing, especially global sourcing strategy dawelent. This literature focuses on
defining and conceptualizing global sourcing, antcayvering the relationships
between purchasing organization and purchasing opednce; issues of
standardization, centralization and adaptationufeatAn important contribution in
this stream is paid by Quintens et al. (2006) twatceptualized four dimensions of
global purchasing strategy: 1) purchasing procesfiguration; 2) standardization of
global purchasing process; 3) standardization ofipet-related characteristics and
4) standardization of personnel-related charadtesisThus, they identified a close
link between global marketing strategy and glohaikcpasing, and stated that many
of the decisions are the same i.e. issues of ait@aptacentralization and

configuration.

A key distinction made by the authors (R. M. Morez& Trent, 1991) is the
difference between ‘international purchasing’ amgbbal sourcing’. International
purchasing involves simply buying from supplierstside the firm’s country of
manufacture, and is primarily a reaction to inceghsvorldwide competition.
However, there is a lack of coordination of requiemts between worldwide
business units. Global sourcing, on the other hamrduires the integration of
requirements, in order to identify common purchagescesses, technologies and
suppliers that can be coordinated. This strategpires the implementation of
centralized global commodity management teams andfarmation system that can

track requirements and performance worldwide.

Furthermore, firms that engage in global sourcing larger and more likely to
have multi-regional or global competitors, they elep their strategies mainly at the
executive management level and they perceive pedoce improvement

opportunities more available compared with firmattlengage in international
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purchasing. At the same time, they face more rapahges to product and process

and rely on a wider array of communication tools.

Firms [...] should be aware to compete in a globacspcharacterised by multiple
opportunities of selling, sourcing and collaborgtinwhere proactiveness and
innovativeness refer to the capacity to createevalefore and better than competitors,
through effective combinations involving the globalue chain (Majocchi & Zucchella,
2008).
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2.2 Outsourcing

2.2.1 Theoretical Basis

Outsourcing is “a conscious business decision teemioternal work to an external
supplier” (Elliott and Torkko, 1996). The traditianrationales for this practice have
been cost reduction and efficiency gain on the lwared, together with the focus on
core-business processes on the other hand. Theetivab basis for outsourcing can
be found in the economic transaction costs theGoaée, 1937; Williamson, 1981;
Aubert et al., 1996) and in the analysis of thatrehship between transaction costs
and make-or-buy decisions (Walker & Weber, 1984dekd outsourcing falls within
a class of ‘make-versus-buy’ decisions in an or@ion (Loh & Venkatraman,
1992), as long as it is intended to reduce costgcB& Useem, 1998; Vining, 1999;
Van Laarhoven et al., 2000). On the other handsaauting is a way to let the firm
focus on its core competences (Prahalad & HameO;1@&iinn & Hilmer, 1995;
Fischli, 1996). By the turn of the millennium, thepularity of outsourcing had led
to the situation where outsourcing as such no maea competitive differentiator —
it had become a norm rather than an exception (Arr&D00; Lawton & Micheals,
2001; Kremic et al., 2006) so that the manageménh® relationships with key
suppliers has become increasingly important (Kaskab& Kadabase, 2005;
Brondoni, 2010).

The provision of production service to companiést tcan be considered as an
early form of outsourcing, dates back to the '6@&¢Eonic Data System, 1962), but
the term ‘outsourcing’ itself has been first usadlyan 1982 (Van Mieghem, 1999).
The first items to be contracted out was indeed/ices, especially regarding
information and communication technology (Loh & Watraman, 1992). But
outsourcing is not only — or no longer — about ®&y, but also about business
process, and more and more often also about priodu&turthermore, it covers both
non-core and core business processes. In thisdggamappears very important the
management of the relationships with outsourcirayiplers, in order to avoid, or at
least reduce, typical risks, especially when wik #ddout offshore outsourcing, from

operational to strategic risks, from economic tgamisational ones.
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The theories of transaction-cost economics, theureg-based view and the core
competencies approach have been extensively usgdtity the rationale behind
strategic decisions on outsourcing. Some of the peomes have clearly
underestimated the necessary control mechanismmdolaging outsourcing, even
though they have followed implicitly or explicitlihe three theories for strategic
decision making (Bustinza et al., 2010; Dekker4,190

A transaction cost is a cost incurred in makingeaonomic exchange or, as is has

been defined by Coase, “the cost of using the prieehanism” (Coase, 1937; 1988).

Transaction costs arise because of three problbmsded rationality: it is not
possible to foresee all possible cases that mag amd their outcome; information
asymmetry: the contractors do not have the sanwnnation; moral hazard: the
contractors are inclined to pursue their own irdeyeabove all else (even to the

detriment of the other party).

It encompasses all the costs other than the moneg, @mnd can be divided into:
search and information costs, bargaining costsmotiding and enforcement costs
(Dahlman, 1979). The first category, search andrimétion costs, include costs
whose existence is a consequence of informatiomestry (Akerlof, 1970) and
imperfection about the quality of the product orve®e and about the existence or
location of trading opportunities and alternatiledween the part involved in the

exchange.

A central thesis of economics of information reskais that buyers search for
information until the marginal cost of search extsethe marginal benefit (Smith et
al., 1999).

In his work Smith divide search costs into extemuad internal. Summarising in a
few words his studies, we can notice that extecnats are determined or influenced
by factors that are beyond consumers' direct chnstech as monetary costs to
acquire information or the opportunity cost of tisgent the search, while internal
costs reflect the cognitive effort buyers must g@gan to direct search inquiries.

Furthermore he put three research hypothesesabedrding to him, influence the
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decision whether to collect information and to wlkatent, related to the overall

search level, the search source and the sear@rrpatt

A more specific dissertation of the problem is tie@ main objective of this part
but we can use his results to validate the follgwstatement: the search and
information costs vary depending on the type ofdhtrs, especially of the buyer,
and of course on the type of good or service. Agrmeral rule, the more complex
and expensive the product is, the higher the seandhinformation costs will be. At
the same time, type of product and type of goodiseract similarly: an industrial
buyer involved in a business-to-business excharithgut a great effort and rigour
in the due diligence of a product, not only on tharacteristics of the product itself
but also on the existence of alternatives substitdth with another product or
another producer. On the other hand, if we thinkualka less ‘structured’ buyer
and/or about a more common product, e.g. supermatstomers buying a fast-
moving-consumer-good, we can easily figure out thateffort they make in looking
for information — which results in the search amidimation costs — will be less with
respect to the previous case. We could concludgéiragghat search and information
costs are linked with the nature of the transactiod, of course, must not exceed the

value of the product/service in terms of moneygetimd energy.

The second category of transaction costs is tlgabang costs one. Once the
search for information is over, bargain to comeuoacceptable agreement between
the actors starts. Once again, also this categocpsis depend on the nature of the
transaction, first of all because bargaining is abtvays a part of the exchange

process.

On the other hand, “if one assumes rationalitytraasaction costs, and no legal
impediment to bargaining, all misallocations ofaexes would be fully cured in the
market by bargains” (Calabresi, 1968). The scopbavfjaining negotiations is not
only the price of the product/service but also dieer conditions of the exchange,

such as contract, terms and requirements.

The last category, policing and enforcement castdudes the costs that happen
after the exchange process to ensure that alldhditions of the exchange itself are
respected by the parts and nevertheless the cbséking action in response to a

misconduct.
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Transaction costs economics is directly linked v@ttase’s theory of the firm. The
reasoning starts from two main consideration: fitragsform input in output and are
made of employers and employees. However, alswidwhls are able to do the
transformation job and market transaction can ben sas employers-employees
relation as well. So the question is why do firmseand what do they add to the

individuals and market functioning.

The second main theory behind outsourcing is theafled resource based view.
The question Wernerfelt (1984) asked was: ‘Underatwbircumstances will a
resource lead to high returns over longer periddsm®?’. He first exemplified what
resources are; e. g. brand name, technology, dkilegsonnel and so on and then
used Porter's five competitive forces model (Port85b) to analyse them. An
analysis of bargaining power of supplier and buyersvell as the threat of substitute

is provided.

Finally, the last of the theories object of anaysiore competence approach. A
core competence may be defined as the main stieiogthtrategic advantages of a
business; a company's unique characteristic or bi#gathat provides it a
competitive advantage in the marketplace, allovis deliver value to its customers,
and contributes to its continued growth (Prahaladanel, 1990).

Both resource based view and core competence appréiad a complete
explanation and make sense together with the conéemmpetitive advantage, first
introduced by Porter (1985), who started by theiagdion that the competition is

critical to the success of failure of a business.

The choice of a competitive strategy, i.e. the aede of a favourable competitive
position in the market, is driven by two main elernse the attractiveness of a market
on the one hand and the characteristics of theiwvelaompetitive position on the
other. None of these two elements is sufficientterown: they both have to work
together to provide a valid strategy for the firm.

According to Porter, there are two main alternats@urces of competitive
advantage: cost leadership and differentiationt &aslership is when a company is
able to produce the same product or service atrloags and thus offer it at a lower

price with respect to competitors’. On the othendadifferentiation is offering a
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differentiated product or service at a higher pritae fundamental condition to
apply this strategy is the recognition by the costoof the greater value added.

Outsourcing is traditionally associated with thestcleadership strategy: the cost
reduction can be achieved in fact by innovationtlué production process, by
eliminating useless costs or by outsourcing. Défeiation, on the other hand,

requires investments in marketing and communication

There is actually also a third strategy, the séedalocus, which can be both cost
focus or differentiation focus, that is differemomn the first two above because is

based on the choice of a defined competition axrsagment of the market.

Once chosen the strategy, it is important to ptdtee competitive advantage from

competitors’ innovation and imitation policies.

2.2.2 Benefitsand Costs

As every aspect of business management, outsouha@sgts own benefits and

costs, that can be translated into advantagesisikglin managerial economics.

In a context of global supply chain competitiony aingle point of failures will
cause problems in the entire network. Hence, tihésimportant for any organisation
involved in the network to adopt effective risk essment methods to manage and
mitigate all possible risks. Outsourcing is a papuption for the firms as it keeps
cost down and leans the supply chain. High respensis together with cooperation
efforts with partners can help to formulate a goisl assessment strategy (Lee et
al., 2012).

Advantages of outsourcing are numerous. We cam@ithem into three groups:
strategic and organisational, economic and findnara operational, as shown in the

figure below (Figure 15).
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Figure 15 Outsourcing Advantages

Strategic and Economic and Operational
Organisational Financial

Core business Costs Product/Service
Flexibility Fixed - variable Efficiency
Stakeholders Economies of scale Human Resources

The first and most cited strategic and organisatiadvantage of outsourcing is the
possibility for the company to focus on the “congsimess”. Outsourcing, indeed,
decreases by definition the number of activitiesealy managed by the firm, and, at

the same time, avoid the need to invest in secgrativities.

Another advantage that falls into the strategicamtlyges category is flexibility, i.e.
a greater capacity to cope with sudden change®lume in sales, as the partner,
thanks to its specific organization, is able to pemsate the peaks of a customer with
others to contrary seasonality.

Several authors over the years have identifieddigty as an advantage, not only
thanks to the partner specificity, but also to dbdity to redefine the organisation of
the firm itself (Downey, 1995; Akomode et al., 1998

Nevertheless, a company may have image advantageecially on how the
operation looks to the stakeholders (Embleton &g 1998; Lonsdale & Cox,
2000).

On the side of economic and financial advantadpesntost important and common
one is without any doubt the cost reduction. Onthefmain reason for outsourcing,
coming directly from the make-or-buy dilemma, iattho buy (outsource) a product
or service as a lower cost with respect of the@éiieve of making it in-house. This is
possible because the company relies on speciajigethers that have as their

primary business the activity that the company @mutses.
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Another aspect linked with costs is that outsoamake possible to transform
some fixed costs into variable costs, since, fangxle, the costs of personnel and

equipment (amortisation) involved are externalimegkther with the activity.

On the other hand, the larger economies of scalhefexternal supplier which
brings together the activities of different commganin the same sector can lead to

cost savings and therefore price reductions.

Finally, some operational advantages are involviest of all, with outsourcing it
is possible to improve the level of a product avee through the use of specialized
partners. More generally, many authors have shovgreater efficiency and an
improvement of operational performance, includingsts, speed , quality and
flexibility (McFarlan & Nolan, 1995; Embleton & Wght, 1998; Akomode et al.,
1998; Lonsdale & Cox, 2000).

Some benefits are reported also for human resau@asourcing allows to
enhance the personnel, as they are no longer eth@ageutine work, and they can

focus more on the aspects of firm’s focal actigtienproving professionalism.

Outsourcing is not only about advantages and hsnediso some risks and
disadvantages are involved. The main disadvantagesummarised in the Figure
below, presented in three categories: strateglafioeal and operational. (Figure
16).

Figure 16 Outsourcing Disadvantages

Strategic Operational Relational
Flexibility Human ResourcesDependence
Variety Customer Control
Know-How Costs Assessment
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Flexibility can be one of the benefit of outsougriput, at the same time, also a
disadvantage falling into the category of the sgat disadvantages: outsourcing
means in fact losing over time the skills necess$aryhe outsourced tasks, and the
subsequent dependency on the vendors reduce Xilglitg of the company. For the
same reason, there is a risk of losing the oppiiyttim re-engineer, since, once any
activity is outsourced, the priority in-house tetdgocus on retained activities. The
reduction of the variety is itself a bad thing: éstample it reduces the economies of
scope. More generally, a risk may be seen in the t the specific know-how, in
the event that a member of staff to be absorbetidgervice provider or in any case
be transferred to another area of the company.

From the operative point of view, internal to theamf a problem can be the
demotivation of the staff, following the gradualnaebilization of the internal
structure; problems can emerge at the level ofwbekforce and there could be a
potential negative impact on human resources, whewngésourcing creates

redundancies or limits careers.

On the other hand, some issues may occur becaube difficulty in controlling
the level of service offered to end customers, tdube need for an adequate system
of performance measurement of the supplier andnatenterface of the company

and, more generally, because of the loss of do@atact with the end customer.

Not less important, even though outsourcing isiti@ethlly meant to reduce costs,
a cost escalation is not unlikely to happen, dumémagement overhead and vendor

profit margin.

Relational risks involve the management of theti@iahip with the outsourcing
partner. Some disadvantages may occur if the depeedof the company to its

partner is too strong: this may leads to opportimizhavior by the partner itself.

Furthermore, one of the most frequently mentionisddVantage concerns the loss
control (in terms of quality, production technologsnarket, etc.). implicit in

decentralization outside a certain activity; anohrected to the previous issue, the
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possible passage of important internal skills tongetitors through the external
supplier and also the disclosure of confidentidbrimation about the company.
Finally, it is clear that to obtain adequate resfidom decentralization is not always

simple: frequently complex relations systems arsgssment are needed.

Risks involved in outsourcing are not only fromeali's point of view but also
from vendor’'s one. These risks are further idesdifiat organization, sector, and

national level (Agrawal, 2010).

Increased intensity in the management of globaplyupetworks has resulted in
the adoption of outsourcing strategies by a growmgnber of organisations.
However, as an organisation’s dependency on ouwtsdumaterials increases, it
becomes more susceptible to the risk profiles @swat with their suppliers.
Supplier risk profiles are comprised of risk evewtisich are associated with the
supply network, internal operations, or externaitdes (Lockamy & McCormack,
2010). Supply chains have proven instrumental ipraving efficiency within many
industries, But supply chain organizations involveny risks. A key process
involved in supply chains is a priori evaluation mftential partners, not only in
terms of expected cost (which includes exchangerrsi), but also in terms of other
risks. These risks can include product failure,dping company failure (such as
bankruptcy), and even political risk. Internal smg of supply chain uncertainty
include capacity availability, information delaygnd regulatory compliance.
External sources include competitor actions, pmaltienvironment, market price
fluctuations, uncertain costs, and supplier qual@utsourcing increases some
external uncertainties for core supply chain eggi(for instance reliability of supply,
compliance with quality) and reduces others (outsag will be expected to yield
lower costs, which reduces the probabilities ofrigscustomers in all likelihood)
(Olson & Wu, 2011).

Several motivations (e.g. cost reduction, flexipjlaccess to new technologies and
skills, access to new markets, focus on core @&€t®)i encourage companies to
source processes outside of their organisationahdaries (outsourcing) or abroad
(offshoring). This choice determines relevant rjsikeluding data and knowledge

expropriation. As far as the relocated processescancerned, it is possible to
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distinguish between information technology sourci(i§S), business process
sourcing (BPS) and knowledge process sourcing (KR&simbeni et al., 2012).

Failure to effectively manage outsourcing risksldaesult in losses that outweigh
expected benefits. While mainstream outsourcingrdture has documented an
extensive range of outsourcing strategies, few lexaenined in what circumstances
a particular outsourcing strategy would be mostable, let alone those with a

distinct focus on strategies dealing with outsawgaisks (Kam, et al., 2011).

2.2.3 Competitive Outsourcing

Transaction costs economics, resource-based vidwa@e competencies approach
have been the theoretical basis for the classiceamnalisation of outsourcing
relations. In the analysis of outsourcing evolutian interesting classification has
been proposed by Ricciardi (2000), who classifteldased on the proximity of the
activity to the core business and the manageriahptexity of the activity
outsourced. Combining these two dimensions, we idantify four outsourcing

typologies: traditional, tactical, strategic antusion (Figure 17).

Figure 17 Outsourcing Classification

High
Tactical Outsourcing Strategic Outsourcing
Managerial
Complexity
Traditional Outsourcing Solution Outsourcing
Low
Far from cor Near to core
Proximity

Source: Ricciardi based oAccabi & Lopez, 1995
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In traditional outsourcing, support activities agternalised. Because of them
being not too close to core business nor too camfemanage, the relationship
between the firm and its supplier is not strategactical outsourcing regards more
complex activities, but still far from the core mess of the company (e.g. personnel
training or IT system). Solution outsourcing comcew-complexity processes that
are on the other hand close to the core businksssituation calls for a common
vision of the firms involved in order to achieveastd results. Strategic outsourcing,
finally, can be seen not only as a buyer-suppl@ations, but also as a true
partnership where the outsourced activity is batinglex and close to the core
business at the same time.

However, together with transaction costs and ressbased/core competencies,
another theoretical basis can fully explain théoratles for outsourcing specifically

in a global context: the market-driven management.

Market-driven management is a policy of long-terarporate development that
constitutes a market-oriented business managerdentinated by customer value,

proposing a direct and continuous confrontatiomwampetitors.

Already in the beginning in the millennium (Lam&nBrondoni, 2001), in a market
characterised by the dominance of over-supply, dinategies of ‘hyper-competition’
were based on the assumption that a business h$ypgofitable only for firms that
shape innovation and create ‘demand bubbles’, kapidming to meet them and
abandoning them at the right time, leaving to caitgs-imitators the residual portion
of the bubble.

Day (1994) classifies the distinctive capabilitefsthe management of market-driven

organisations, distinguishing between:

- Outside-in capabilities, concentrated primarily sodé the company. Market-
sensing capabilities have the goal of linking tlilecpsses so as to enable the
business to anticipate events within the market #mel reactions of the
competition; other capabilities are relational acter and regard links with the

customers and channel bonding.

- Inside-out capabilities, which include transformati processes, financial

management, logistics, technological development dmuman resources
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management, make it possible to respond to exteopglortunities. These
capabilities express what a firm is capable ofdniy acquire value when they are
seen in relation to an external opportunity antfiozat.

- And finally, spanning capabilities, which must allche integration between
inside-out and outside-in capabilities, and regdwel development of strategies
and of new products and services, pricing, ordenagament and deliveries
(Sciarelli, 2008).

In the lights of these considerations, we can psepclassification of outsourcing
based on five indicators: motivation, perspectieetivity outsourced, level of
relationship, and duration (see Figure 18). Alodgsiraditional and strategic

outsourcing, we can define a typology of compegitutsourcing.

Figure 18 Traditional — Strategic — Competitive Outsourcing

Traditional Strategic Competitive
Motivation Cost-driven Strategy-driven Relation-driven
Perspective Economic Organisational Sharing
Activity Non-core Core Core/Non-core
Level of relationshig Dyadic Chain Network
Duration Short Long Long

Source: (Cesarani, 2014).

Before entering into the details of the three tggods showed, it is useful to better
define the five describing indicators. The firstlicator is the motivation, the main
rationale, that justify the choice to outsourcerdpresents the major benefit or
advantage wanted by the company. Of course itsisthe leading objective and not
the only one. The second indicator, the perspectsvéhe reason behind the action
and the point of view that clarify the meaning loé¢ thoice. The third indicator is the

activity outsourced and more specifically the ralese of the activity in term of its
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distance from the core business of the company.f@imh indicator is the level of
relationship that stand for the structure of tHatrenship itself in terms of partners
involved. The fifth and last indicator is the dumat of the relationship, not only in

terms of time, but also with respect to frequenty easiness to change partner.

Once defined the indicators, we can easily prodeedescribe the typologies.
Traditional and strategic outsourcing are well knawthe scientific literature, while

competitive one represents an emerging issues magesment.

Traditional outsourcing is cost-driven: the megason to externalise an activity is
to reduce costs, as a consequence of a make-vdilemyma suggesting that is the
cheapest alternative to buy a product or servioe fan external supplier rather than
to make it in-house. The perspective behind th@aghis therefore economic and the
activity object of outsourcing are most of the tin@n-core. The level of relationship
is usually dyadic, involving only two parts, andetkuration is short, limited to

unique activities.

Strategic outsourcing is instead strategy-drived bBased on an organisational
perspective. Since it normally involves core busiactivities, the main objective is
not merely to reduce costs: outsourcing may besafulistrategy to gain quality for
products or services and to better organise theitscdf the firm. The level of the
relationship can still be dyadic, but it is moteely to be of a chain form, involving a

more complex set of actors and organisations.

The list of differences between traditional out®mg and strategic outsourcing
must not be seen as exhaustive and the evoluttom dne form to the other does not
mean that traditional form is antiquate and no éngsed. Contemporary examples
of traditional outsourcing may be found in standaubply contract, original
equipment manufacturing, some form of IT outsougcand so on. On the other
hand, strategic outsourcing looks more like a neattnership of collaboration,

although is not compulsorily set on a network base.
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One of the main aspects that calls for the definiof a contemporary outsourcing
typology is indeed today's network predominance &hd current phase of

globalisation of the market.

Competitive outsourcing, unlike traditional andastgic, has a relation-driven
motivation. Competitive outsourcing, in other wqrds the expression of market-
driven orientation focused on outside-in managemarniculated in (Brondoni,
2007):

- ldentification of offers with higher value with sct to competitors’ to force a

meeting with the demand,;

- Creating the maximum valy®o temporeby designing and delivering goods to

specific demand bubbles;

- "Time-based” acquisition of market knowledge.

Leaving untouched the cost and the strategy dimessia need for relationship
joins as a consequence of the network structurenavfadays companies. The
perspective underneath is of sharing and collabmya®ctivities involved can be
core or non-core, this is not a characterisinguieadf this typology. The level of the
relation is the network level, where firms exchangéh supplier as well as with
competitors. The duration of the relationship ihea long, despite the instability of
the global markets that leads to considerable ctitiyeeintensity. For the same
reason, there is a relatively elevated easinesshémge partner, considering the

concurrent reduction of the supplier base.
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2.3 Outsour cing Relationship Management

2.3.1 Supplier Selection

o Many companies face the challenge of outsourcmgotv-cost
countries. Still, many managers seem to be unceriout (1) which
inputs should be selected for this exercise; (2)ciwlcountries are
preferred; and (3) whether to deal directly withppliers or through a
local distributor or agent. In all cases, companiescame aware of the
difference between low prices and low cost in teohgotal cost of
operations, total life cycle costs or total costosinership. (Kamann &
Van Nieulande, 2010).

Supplier selection is the process by which firmeniify, evaluate, and contract
with suppliers. Several factors make new suppiiesortant. First, there may exist
new suppliers that are superior in some way tara’di existing suppliers. Second,
existing suppliers may go out of business, or tbests may be increasing. Third, the
buyer may need additional suppliers simply to drogmpetition, reduce supply
disruption risks, or meet other business objectstesh as supplier diversity (Beil et
al., 2010).

Supplier selection research has traditionally fedusn the firm-level impacts of
supplier characteristics, evaluation frameworks artrics, selection criteria, and
means of cost reduction. Evidence from the contearggopular press suggests that
firms are increasingly taking interest in the sbigiaesponsible activities of their
suppliers. Socially Responsible Supplier Selectsoa firm’s capabilities for and/or
orientation toward selection of suppliers that esmb sustainability and CSR

principles when conducting normal operations (Thamret al., 2013).

Supplier selection factors can be classified iti@e subgroups: (i) the empirical

evaluation of vendor selection criteria; (ii) th&asegic importance of supplier
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selection as well as the trade-offs between casdlity and delivery; and (iii) the
importance of single criteria. For the latter sasli (Lienland et al., 2013)
additionally distinguish between (a) general fagtand (b) reputation in detail and
differentiate between the reputation’s effect oa Hupplier's direct buyer and its
implication on the final customer. Both the buyaddhe final customer are relevant

stakeholders.

Depending on the type of purchase, the selectiatgss can be more or less
articulated and can be analysed according to theedeof novelty of the product or
service to buy (Hutt & Speh, 2012):

- New Task: the purchasing department must providethfe supply of a new
product or, for which they have no historical dataany sort of benchmarks. In
this situation, the company has no available slgtatuppliers and the
uncertainty regarding their characteristics and tireduct or service is
relatively high;

- Modified rebuy: in this case the buying processolmgs a new product or
service from known suppliers or buying known prdduérom unknown
suppliers. In this case the terms of the benchmarkimited to similar
products/services or suppliers, but this reducesrtherent uncertainty over the

previous situation;

- Straight rebuy: recurring purchase of a producs@wice already purchased
before from already known and qualified suppliémsthis case, the purchasing
office has at its disposal any form of benchmarid aistorical information and

the level of uncertainty is thus minimised.

Such a decision can be defined as a part of busineging process, the process
where business buyers determine which productsaruices are needed to purchase

and then find, evaluate, and choose among altemhbtands (Kotler et al., 2013).

Business markets differ from consumer markets imseof market structure and
demand, nature of the buying unit and types of gi@ci and decision-making

process. Business markets, fist of all, are charsetd by fewer and larger buyer,
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usually geographically concentered in certain pafthe world. When dealing with
suppliers, a firm must consider not only the buyside, but also the selling one, i.e.
its customers. In this sense, elasticity of theveerdemand is very important in the

process of supplier selection, especially with rdgdo costs and prices.

Costs of acquisition and quality of the input drestthe most important feature to
consider, together with other conditions such appshg and various transaction
costs. On the other hand, together with these bdangispects, is becoming nowadays
more and more import to consider some other festlinked with the corporate

social responsibility.

o There is an increasing realisation by managerg thair company’s
social and environmental accountabilities do ndt tolely under the
control of any individual organization; multiple #ies across supply
chains must be involved to efficiently and effetgifulfil these societal
responsibilities. As a result, managers are lookingidentify ways to
successfully meet these responsibilities, devedtgvant tools that they
can use to assist their efforts, and establish meisms for pursuing
their sustainability goals in coordination with @hmembers of their
supply chain in an economically viable manner (\&fink. Knemeyer,
2013).

o A company is no more sustainable than the suppfiera which it
sources — that is, a company is no more sustaintii@a the suppliers
that are selected and retained by the company.ygeeet al., 2009). This
puts purchasing and supply management in a cemtogition on the
road to achieving sustainability. However, fully demstanding a
company’s sustainability profile requires a view ohot only the
company’s direct suppliers but also its extendgupguchain or even the
wider network in which it operates (Miemczyk et 2012).
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2.3.2 Collaboration and Assessment

o In today’s highly competitive, global operating gomment, it is
impossible to produce low cost, high quality pradusuccessfully

without satisfactory suppliers (Vokurka et al., €29

The selection of supplier is completed by the assest and evaluation of the
partners, not only for outsourcing processes, sd for every relation established
by a company. Assessment is the systematic caleciinalysis and interpretation of
information related to a particular outcome and isng-term process. On the other
hand, evaluation occurs at one moment in time amdlves both quantitative and

qualitative analysis of information.

The global context of competition has especiallyuight about profound changes
to the role of strategic alliances and made necgs$isa introduction of collaborative
networks between groups of companies of similag aizd profile (Brondoni, 2003).
The design of a business network include relatigsshot only with same level
companies but also with partners and suppliersrder to gain and keep competitive
advantages. The first step of design a networkuidding alliances. A strategic
alliance indeed can adopt many configurations:icadralliance (when the partners
are on different phases of supply chain), horiZordbiance (among direct
competitors) and cross-industry partnership (ampagners operating in different
industries) (Arrigo, 2012).

Strategic sourcing decisions are generally relatighl evaluating and selecting the
potential strategic suppliers that can effectivelget the long-term expectations of
companies, developing and implementing the stratqgartnership with these
suppliers. In today’s global and open innovatiooreesny where concurrent product
and supplier development are often the rule, gmatesupplier selection and
evaluation decisions must not be solely basedauttional selection criteria, such as

cost, quality and delivery. In strategic sourcimgany other criteria should be
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considered with the aim of developing a long-terapgdier relationship such as
guality management practices, long-term managemeadtices, financial strength,
technology and innovativeness level, suppliers’pevative attitude, supplier’s co-

design capabilities, and cost reduction capalslitiraz & Ozkarahan, 2007).

As we already pointed out, supplier selection psecés completed by the
assessment procedures. For this purpose, Huang skake&2007) identify some
metrics that can be useful for the assessment aaldation of supplier (see Figure
19).

Figure 19 Hierarchy of Supplier Selection Metrics
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Sour ce: (Huang & Keskar, 2007)

- Reliability regards the performance of a supplierdelivering the ordered
components to the right place, at the agreed ujpwoe, tin the required

condition and packaging, and in the required qtyanti
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- Responsiveness is related to the velocity at whishipplier provides products

to the customer.

- Flexibility regards the agility of a supplier insponding to OEM demand

changes.

- Cost and Financial regards cost and financial daspet procuring from

supplier.

- Assets and Infrastructure regards the effectiverdéssupplier in managing

assets to support OEM demand.
- Safety regards occupational safety at the suppliacility.

- Environment regards a supplier's effort in pursuengironmentally conscious

production.

As companies are increasingly outsourcing moreraok activities to suppliers in
order to focus their core competences, the sugpéieg pushed to co-operate (Choy
et al., 2005). Many businesses, however, fail tmuete necessary due diligence
work before the outsourcing relationship begins aeglect to take sufficient care of
the relationship, adopting an "out of sight, outnahd" approach once outsourcing
begins. Successful outsourcing is no different fieomy other business relationship —
it requires nurturing and management so that tleelsief all parties are met. It is
critical that both the purchaser and the supplfesutsourced processes understand
each other's expectations and dependencies, assvielcus on maintaining a strong
communication channel. Regular monitoring and riepgy for example, provide
valuable information on the health of the relatlips Moreover, the organization
needs to consider carefully any risks involved he butsourcing engagement and
perform necessary up-front planning in advanceeoider selection. Internal auditors
play an important role in making sure risks haverbaddressed and verifying that
the necessary steps have been taken to ensureutkeuwing relationship is

successful (Mosher & Mainquist, 2011).
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A case of interest nowadays is the collaboraticth @sessment of supplier from a
corporate social responsibility point of view (Figl20).

o To make their supply chains more socially respdasifivo different
governance mechanisms or approaches to greeninglistp and
improving sustainable performance have been idedtif supplier
assessment and collaboration with suppliers. Assessmay be the first
step to identify what actions are needed; howefiens need to engage
in collaborative practices with the firms in thesupply networks to
improve sustainability (Gimenez & Tachizawa, 201¢arashi et al.,
2013)

Figure 20 Extending Sustainably to Suppliers

GOVERNANCE
ENABLERS MECHANISMS SUSTAINABILITY

Environm.

Internal
enablers

Supplier
assessment

performance

External
enablers

Collaboration
with suppliers

Social
performance

Source: (Gimenez & Tachizawa, 2012).
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2.3.3 Relationship M anagement

Buyer-supplier relationships refer to commercialangactions between
organizations for the purchase and supply of gomdservices. Although inter-
organizational transactions have always been impbrh purchasing and marketing
practice, it is only comparatively recently thateirest in buyer-supplier relationships
has spread across a range of management disciplieiscting global changes in
production methods and work organization in the ®th century that have made
the management of external relationships centralirtderstanding contemporary

organizational practices and performance (Bres?2@d3).

The supply chain management process is based oitleheof efficient resource
coordination and teamwork. Buyer and supplier retships have become
increasingly important for a number of reasonsstrFaf all, there is a trend toward
specialisation away from manufacturing an entiredpct and to more contract
manufacturing and purchasing. In some market setgnénis estimated that 80
percent or more of total product revenue often gmslirectly to supplier as payment
for labour, materials and equipment. This significeansfer of value downstream
emphasises the importance and significance of gupgtain relationship
management. For any buying organisation to staypetitive in today’s aggressive
market sectors, it is essential that they mainsaiang relationships with their best
contract manufacturers and suppliers. Buying firexperiencing a great deal of
pressure from customers and competitors to keapatlge and stay in business by
reducing costs, improving products, improving seggi and enacting continuous
improvement. With the decreasing number of suppliesed by buying firms, it is
more important than ever to maintain strong buygptier relationships (Benton,
2009).

0 An interesting parallelism can be made between Iseppvolvement
and collaboration with stakeholders. As shown bynBuati (2010) in the
analysis of the collaboration with stakeholders foeputation
development purposes, putting stakeholder engageshéme centre of a

model of corporate reputation development offerso twnportant
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opportunities. First, stakeholder engagement acsslever that can
propel and translate corporate identity into cortereorganizational
behaviour. Second, it allows the organization to dmnsistent and
maintain a temporal alignment between stakeholdexrgectations and

organizational behaviour (Romenti, 2010).

Hsiao et al. (2002) explored five prominent dimensi of the buyer-supplier

relationship:
- Trust
- Communication
- Interpersonal relationship
- Cooperation

- Power-dependence

Trust is a crucial factor in sustaining the complbysiness network and
contributing to the success of a firm. Buildingsirin business relationship brings
some benefits, not only in terms of decreasingtiituesaction costs in the exchange
relation reducing the risk of opportunistic behavibut also facilitating cooperative

transaction and thus increasing long-term orieoati

Effective communication in channel relationships @nhance levels of channel

member coordination, satisfaction, commitment Igyvahd performance.

In the same way, personal relationships play aifsignt role and thus building

and maintaining personal networks is key to achigWwng-term success.

Cooperation can be defined as “similar or compldargncoordinated actions
taken by firms in an interdependent relationshipatthieve mutual or singular
outcomes with expected reciprocation over time” dérson & Narus, 1990).
Cooperation between the exchange parties refldatsekpectations of working

together to achieve mutual and individual goalstjgi

The issue of power is closely associated with dieine of dependency in business

relationships.
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The combination of supplier and buyer competenead to joint capabilities based
on a unique strategic combination. The buyer's cetitipe positions rely on the
suppliers’ resources and capabilities as well asdfosen inter-firm relationship.
Basing competitive advantage on the suppliers’ aenes requires the buyer to
build and maintain appropriate routines and prezesnd to work with suppliers

possessing complementary competences (Dyer & Sirgifi8).

A more recent analysis by Brandes et al. (2013ntifles four types of supplier

relationship (Figure 21):

Selected Supplier Strategy

Partnership Strategy

- Cooperation and Outsourcing Strategy

Global Sourcing Strategy

Collaborative relationships require partners totgbate some of their managerial
and technical expertise to the relationship. Thangfer of knowledge can be a
valuable source of ideas for improvement becaudé parties are required to
prepare and organize operations in which they m@yhskilled to match the type of

relationship.

Figure 21 Types of Supplier Relationship

Strategy Key Driver Relationship Characteristics

Selected Supplier Covering shortages in own Long-term

R&D capacity - Different contracts for R&D
and delivery of products

- Limited integration (not
shared responsibility)
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Partnership Shorten time-to-market - Relationship established for
Integration of R&D, the product lifetime
production and delivery af- Intensive integration and
subsystems shared meetings between

OEM and supplier

Cooperation andAcquiring and utilizing - OEM focused more o
Outsourcing supplier knowledge getting high technical
solution than on a unique
subsystem
- Supplier increases its
knowledge through projects
with several OEMs and

shared solutions

Global Sourcing | Cost and volume of- R&D handled in a
components of higher valye contractual way with IPR.

than technical novelty Separate contracts for R&D,

production and delivery

Source: (Brandes et al., 2013).

The classification proposed by Brandes et al. (RQtBlerestimate the importance

of inside-out and outside-in management.

Firms adopting an outside-in management go far e\ simple observation of
rivals and understanding of consumers’ desiresy teenodel the supply chain by
eliminating and inserting partners depending on dbeditions of the markets, or
they give new tasks to actual partners in relatoithe firm’s requirements On the
contrary, with an inside-out management, the cateostrategy begins internally and
looks outside the firm. Firms need to build anckgnaite their skills from a vantage
point in order to be on the alert to the opporiesitand threats present on the
environment (Arrigo, 2012).
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The inside-out and outside-in orientations pladéedng levels of emphasis on
internal versus external resources and capabiliies sources of competitive
advantage. While the inside-out orientation pritgarconsiders organizational
resources, followed by competitors and customensplicitly), the outside-in
orientation appears to reverse the order by fkatrening customers and competitors
and then the degree to which the firm respondsh&mt implicitly addressing

organizational resources (Saeed et al., 2015).

Refereeing specifically to outsourcing supplieat@inships, it is possible to better
define the typologies presented in the previousagraph with respect to

management orientation (see Figure 22).

Figure 22 Outsourcing Strategy and Orientation

Typology Orientation Focus

Traditional Outsourcing| Inside-out (non-cotdhpternal core competences

Strategic Outsourcing Inside-out (core) Interna arternal competences

U7

Competitive Outsourcing Outside-in Competences sharing

Vincent (2008) have observed much unnecessary smomfuaround the terms
competence and capability. Since the 1991 Harvairigéss Review article on “core
competencies,” and with the more recent phrase fmwid Teece and others of
“dynamic capabilities,” it may be useful to distingh briefly and precisely between
these two notions. Competence is the quality desiabeing functionally adequate
or having sufficient knowledge, strength and skilh the other hand, capability is a
feature, faculty or process that can be developedmproved. Capability is a
collaborative process that can be deployed and ugfirowhich individual
competences can be applied and exploited. With atside-in approach, this
exploitation is not limited to a company’s own cagtgnces but it rather involves

partners’ competences too, at a network level.
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Such collaboration process do not entirely fallemthe outsourcing type, but are
more generally identified as strategic alliancesat8gic alliances for competitive
collaboration highlight the common feature of tb@mpetitive network’ with which
companies engaged in global markets. Beside Irtierrad Joint Ventures and equity
participation, whereby a company owns a capitaiksin other companies in order to
be in a position to either control or influencei@as and activities, strategic alliances
which are not based on share-holding (non-equitsraes, see Figure 23) set out

different forms of contractual arrangements (Brand2003).

Figure 23 Non-Equity Alliances

Alliance Description

Co-Production Several businesses work together to
manufacture a certain product. If edach

participating company specializes |in
producing specific parts of an asset| or
in developing processes geared towards
minimising costs or differentiating |a
product, the joint development of
production process aims to achieve a

final product with superior features

R&D Partnership Companies allocate defined resaurce
and distinct skills in order to share the

costs of a specific and particularly

expensive research project, or comtTcne
human resources and technological
capabilities to introduce or develop

precise innovations
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Outsourcing

Initially aimed at simple reducipng
production costs, they are also
becoming a competition-related factor,
involving suppliers’ R&D capacities
and expanding the operational

framework to a network level

Supply Chain Partnership

Long-term relations with selected
number of suppliers who undertake|to
punctually deliver parts and
components of a predetermined qualjty.
motivated by benefits gained from just-

in-time

Cooperative Marketing

Joint marketing programs eagried
out when companies from different
countries sign reciprocal marketing
agreements relating to the introduction
and/or business development of given

products for a defined period of time

Licencing Provides a means of entering a new
market without substantial investment
and testing a foreign market with a n
product launch

Franchising The franchisor grants a franchisee, via

contractual agreement, the opportunity

to use a trademark, a sales system |and

other proprietary rights, in exchange tor

an amount calculated on sales volumre

Source: Adapted from Brondoni, 2003.
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The capability to establish close and long-ternatrehships with suppliers and
other strategic partners has become a crucial rfactocreating competitive
advantage. At the same time, various stakeholdersrowing an increasing interest
in environmental and social issues related to mational business (Andersen &
Skjoett-Larsen, 2009). Even if sustainability coldd implemented step by step,
there is no doubt that we need to have perspeabivessde the mother factory for a
truly sustainable manufacturing strategy. This rsetfuat other structural decisions
of the manufacturing strategy become important:tvehauld be our position in the
value chain?; where should facilities and partriseslocated? (Rolstadas et al.,
2012). Indeed outsourcing is an important strateggcision in manufacturing,
whereby a competitive advantage may be gained vghmeducts or services are

produced more effectively and efficiently by outsglppliers.

Traditional outsourcing and offshoring decisionsintya emphasise outsourcee
(supplier) selection problems, with their focus mgonomic factors. Furthermore,
additional and integrated facility location factonged to be included into the
offshoring decision process (Dou & Sarkis, 2010ymB embarking on offshore
outsourcing create value by effectively managingirthinternal and external
resources in accordance with a changing global remwient. Anyways, it is
noteworthy that most prominent offshoring destioasi (e.g., India, China,
Philippines, and Russia) are emerging economieth, mglatively weak institutional
frameworks, inefficient legal systems, poor intefilel property right protections,
and weak contract enforcement. The externalizatioth creation of value in such
environments thus requires the effective managermemesources by client firms
(Mukherjee et al.,, 2013). Due to increasing contjpetiand changing business
environment, corporations are pursuing differeqpdy chain management strategies
to fulfil a variety of customer requirements andphnove profits. Generally,
enterprises pursue performance improvement throbgtier use of supplier
capabilities and technology to create a seamlessrainated supply chain. For
example, adaptability, capability and flexibility suppliers are crucial indices for
outsourcing in supplier management (Wee, Peng, &\2610).
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o A particular case is when a company outsource kedge and
innovation activities: in fact, this type of outsog offer cost savings
and superior performance, but can also put a firmisque resources
and capabilities at risk. Characterizations of auiscing as a make-or-
buy decision do not fit well with decisions on klemge process
outsourcing (KPO). KPO is a make-or-ally decisi@s firms seek a
governance structure that will both protect andeleage their strategic
knowledge assets, with the final decision oftenicgrdown to a choice

between different alliance forms (Mudambi & Tallmaa10).

Outsourcing is a key supply chain practice thators the agenda of many
organisations. In many instances outsourcing waisillg implemented in non-core
activities and then diffused into almost every timt, even the core of a business.
An extensive amount of outsourcing research hasn beenducted on the
management of outsourcing initiatives (Kroes & Gho010). Especially,
researchers have focused their attention on outiswurelated governance practices
and mechanisms such as contracts, relationshipsamctions (Goo et al., 2009).
These practices are supposed to increase thehtkeliof a successful outsourcing
initiative. The governance of the outsourcing atitie can be viewed as a key to its

success factor (Wiengarten et al., 2013).

Outsourcing performance is significantly influencdry extensive strategic
evaluation and proactive relationship managemeactiges. A more complete
contract positively impacts outsourcing performameetwo ways; first, through
reducing risk and uncertainty by way of more dethispecifications of obligations
and procedures and, second, through enhancing-finterresource efficiency
through coordination provisions. Furthermore, thecess of outsourcing contracts
might be complemented through legally binding manily and enforcement
practices or trust building relationships (Hand§eienton Jr., 2009).
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Chapter 3

Outsourcing and Global Network:
the IKEA Case

3.1 Corporate Structure

Ikea is a Sweden-based global company that designsalls ready-to-assemble

furniture and home accessories.

The IKEA name combines the initials of IKEA founddngvar Kamprad, (IK)
with the first letters from the names of the farmdavillage where he grew up

Elmtaryd and Agunnaryd (EA).
Ingvar Kamprad founded IKEA in 1943, when he wasy#&drs old. It originally

sells pens, wallets, picture frames, table runnemstches, jewellery and nylon
stockings - meeting needs with products at redycees. Only some years later, in
1948, furniture was added into the IKEA range, picetl by local manufacturers in
the forests close to Ingvar Kamprad's home. In 1®®8lfirst IKEA catalogue was

published and, a couple of years later, the fitgnifure showroom opened in
Almhult, Sweden, the same place where, five yeaisr,l in 1958, the first IKEA

store was opened. By the end of the ‘50s, 100 adxeve were employed by the
company. The expansion of IKEA outside Swedeneart 1963, when a store was
established in Norway. The first store outside Sozvia was established in

Switzerland ten years later, in 1973.

According to the latest figures available (IKEA,12), IKEA operates through 315
stores (owned or operated under franchise agresmetft Inter IKEA Systems plus
46 stores operated by franchisees outside the IKEAup) in 42 countries,
employing around 147,000 co-workers (more than 81M,in the retail area). The
range of products offered include about 9,500 ezfees that are all principally the
same in the IKEA stores around the world and pre@ddotal sales volume of 28.7
billion of Euros. On the supply side, IKEA has 120@bme furnishing suppliers in 51
countries, including IKEA Industry production whietcounts for 12% of the total
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purchase value. Figure 24 shows the distributiosetiing and purchasing activities,
organised by regions and countries.

Figure 24 Top Selling and Purchasing Regions and Countries

Top Selling Top Purchasing

Regions Countries Regions Countries

Europe 69% | Germany 149 Europe 59% China 25%

North 15% | USA 12% | Asia & 35% | Poland 18%

America Australia

Asia & 9% France 8% North 3% Italy 7%

Australia America

Russia 4% Russia 6% Russia 39 Sweden 50
UK 6% South 1% Lithuania | 4%

America

Souce: IKEA, 2014.

IKEA vision is “to create a better everyday life the many people”.

The business idea is “to offer a wide range of wleBigned, functional home
furnishing products at prices so low that as maagpte as possible will be able to
afford them”. This idea can be explained thoughdbrecept of “Democratic design”,
that brings good design to the many people by comdia just-right mix of form,
function, quality and sustainability at an affortiaprice. Furthermore, IKEA visit
thousands of homes every year to see how peope ‘IMeeting people in their
homes is the best way for us to learn more abaeit tieeds, dreams and living
situations”. Nevertheless, it is remarkable thatrenthan half or the world’s
population lives in cities: as people continue tove into urban centres, living

spaces get smaller and the need for smarter |smhgions grows.

84



The IKEA Group of companies (INGKA Holding B.V. arid controlled entities)

has an ownership structure that ensures indepeedertca long-term approach.

Stichting INGKA Foundation based in the Netherlamsishe owner of INGKA
Holding B.V. (and The IKEA group) and its funds canly be used in two ways,
either reinvested in the IKEA Group or, donateddbaritable purposes through the
Stichting IKEA Foundation. The IKEA Group operatesoughout the whole value
chain from range strategy and product developmemroduction, distribution and
retail. This includes manufacturing units, tradioffices, customer distribution
centers and stores. The IKEA Group franchises kliAl retail system and methods
from Inter IKEA Systems B.V. in the NetherlandsteinlKEA Systems B.V. is the
owner of the IKEA Concept and the worldwide IKEAmchisor (see Figure 25).

Figure 25 The IKEA Group

Stichting INGKA Foundation
Owner of the IKEA Group

The IKEA Group
(INGKA Holding B.V. and its controlled entities)
Chairman of t i of Jarnheimer®
|'. =

Production Retail & Group Functions

Supply Expansion Business Navigation & Finance

Corporate Communications
44 9,500 315 HR
Production Units Products IKEA Group Stares T

20,100 27 110,800 Legal
Co-workers Trading Service Co-workers Risk Management & Compliance
Offices Strategy & Process

13 Sustainability
Custamer Distribution

Centres

34
Distribution Centres

16,100
Co-workers

Source: IKEA Website, 2015
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Inter IKEA Group is through Inter IKEA Systems B.\the holder of the

intellectual property assets under which the IKE#failers operate.

The business is organised into three divisionsh wie Franchise Division as the

core (see Figure 26).

The Franchise Division with Inter IKEA Systems B.¥he owner of the IKEA
Concept, franchises systems, methods and solutmrisanchisees worldwide for
marketing and sale of IKEA products under the IKE&demarks. The division has
the overall responsibility to safeguard the corgohguccess of the IKEA Concept, in
order to benefit the many people over generatimier IKEA Systems B.V. ensures
that IKEA Concept know-how is continuously develdpéransferred, and made
available to all IKEA franchisees. The Property iBion strives to create long term
value through property investments. The cornerstooné the operations are
management of portfolio properties and developmoérmbmmercial real estate. The
Finance Division includes investment activitiesaasl as treasury management. The
asset management in the Property and Finance algisaim to ensure financial
stability and create long term value. The Propartgt Finance divisions are however

not directly associated to any IKEA retail operatio

Figure 26 IKEA Group Structure

Interoge Foundation

CENSLEmn )

——INTER IKEA GROUP

Board
Inter TKES Holding SA Mathias Kamprad {Chairman),
{Luxembaurg) Hans Gydell (Vice Chairman],

Staffan Bohman, Lennart Sten,

Group Services Birger Lund
Inter IKEA Holding Services SA CEO
(Belgium) Séren Hansen
Franchise Division Property Division Finance Division
Inter IKEA Systems BY Vastint Holding BV Various companies incl
(The Netherlands) \ The Netheriands) Inter IKEA Investment AB
(Sweden)

Source: Inter IKEA Group Website, 2015.
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3.2 Supply and Production

IKEA's supply chain is organised in three partdoiction, supply, and retail.
Strategic, long term decisions concerning the sngrmeetwork and the supply chain,
as well as concerning the marketing of the produants taken at IKEA head office
(Deligonul et al.,, 2013). IKEA's networking capalyil involves building
relationships with a number of key actors in thertdes where the firm operates
(Elg et al., 2008), but its global sourcing netwarlan especially important source of
strategic advantage. Supplier relationships semeefirm to cut costs but also to
develop new products, find new materials and nesdyetion solutions. This also
means that most supplier relationships have a tenm orientation and that the
majority of the purchases are made within deep asthblished relationships
(Baraldi, 2008).

Industrial networks and business relationships day roles for the strategy of
IKEA and of most firms. Therefore, firms need atmerk strategy”, that is, they
need to consider and use the external networkdardo accomplish their own goals
(Baraldi, 2008). In order for a firm to implemennatwork strategy and achieve its
own goals, the focal firm’s resources must be comdbiwith those of external actors
through some interaction processes facilitatednd goals and resources of the
various parties match each other. Therefore, etiafyahe goal and resource
matching with specific counterparts can help inagwog from the beginning partners
with more attuned resources and goals and in stipgdhe negotiations necessary
to increase the goal congruence with specific pastn Therefore, business
relationships with key partners need to be cangfukindled to establish strong
outposts in the network. On the other hand, theraat network cannot compensate
for the gaping weaknesses of unprepared firms.att, fforming the network by
attracting counterparts and continuously intergctuith them requires that a firm is

capable and prepared to “meet the network” in thmaan ways:
- by possessing extensive and specialised competences

- by creating appropriate inter-organizational irdae€s;
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- by promoting a network-oriented culture that favarbng-term approach and
the creation of mutual trust instead of the abdgsower over partners.

Nevertheless, being flexible enough to change malecompetences and inter-
organizational interfaces to better interact witltheanging network is also a key

factor.

The relevance of IKEA’s network is primarily duettee contribution of the same

to the objective of getting and keeping the costh@lowest possible level.
According to Arrigo (2005), IKEA’s low cost polidg based on:
- economies of scale (large volumes reduce the ositaf production);

- economies of transport (large orders of productsnjteto IKEA to transfer

transport costs to suppliers);

- low running costs inside the stores (for exampie, droup uses buildings that
are easy to build and inexpensive to manage, aatsdt has a ‘dress-down
policy’, with all employees wearing the same umfsy which are very simple
and practical);

- purchases of unassembled products from supplighsanconsequent reduction
of costs (taxes are lower for components thanifusied products).

IKEA states that 59% of the production takes plateEurope (IKEA, 2014);
however, it is not specified if this percentageatculated with respect to value or to
volume. For this reason, it is interesting to asalyhe contribution of China, that
represents the first country for purchasing, infih@’s supply chain and activities.
In the top 5 of purchasing countries, after Chinat tcounts for 25% of the total
level, we can find Poland (18%), Italy (7%), Swed&%) and Lithuania (4%).

IKEA started its retail operations in China in 1998 meet local laws, it formed a
joint venture that served as a good platform ta tee market, understand local
needs, and adapt its strategies accordingly. lterstdod early on that Chinese
apartments were small and customers required fumadti modular solutions. The
company made slight modifications to its furnittmemeet local needs, as shown in

Figure 27.
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Figure 27 How IKEA's Strategies Differ in Europe and China

Europe

China

Value Pr

oposition

Good quality, stylish furniture at lo
and affordable prices

vGood quality, western-styled aspirati

brand for the middle-class population

Valued Networ k

Product

Stylish, functional products and hon

furnishings

n&light modifications to products to st
the local market and reflect Chine

apartment sizes

t

Se

1]

blic

Store Location
The suburbs, next to highways so thdhe outskirts of cities, next to rg
access by car is easy networks as most customers use pu
transport
Price

Low price

Affordable prices

Promotion

IKEA catalogue is the main marketing

tool

micro-blogging website Weibo has bee

popular

Advertising on Chinese social media and

2N

Logi

stics

Products are sourced and made in
developing nations like China and

Malaysia and then shipped to Europe

Raw material and products are source
locally. IKEA also built two factories in

Shanghai to avoid high import taxes

Source: (Chu et al., 2013)

One of the main problems for IKEA was that its pacconsidered low in Europe

and North America, were higher than the averagéhima. Prices of furniture made

by local stores were lower as they had accessdapsdr labour and raw materials.

IKEA built a number of factories in China and inased local sourcing of materials.
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About 65 per cent of the volume sales in the cquodme from local sourcing (Chu
et al.,, 2013). These local factories resolved theblpm of high import taxes in
China. The company also started performing locallityu inspections closer to
manufacturing to save on repair costs. High prieese one of the biggest barriers in
China for people to purchase IKEA products. The gany realised this and started
targeting the young middle-class population. Thetegory of customers has
relatively higher incomes, is better educated andhore aware of western styles.
IKEA also had to tweak its marketing strategy. losthnmarkets, the company uses
its product catalogue as a major marketing toolChina, however, the catalogue
provided opportunities for competitors to imitatee tcompany's products. Indeed,
local competitors copied IKEA's designs and thefierefl similar products at lower
prices. IKEA decided not to react, as it realisédin€se laws were not strong enough
to deter such activities. Instead, the companysisigu Chinese social media and
micro-blogging website Weibo to target the urbantfio IKEA also adjusted its store
location strategy. In Europe and the US, where mastomers use personal vehicles,
IKEA stores are usually located in the suburbsChina, however, most customers
use public transportation. So the company setsuputlets on the outskirts of cities
which are connected by rail and metro networks.
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3.3 Partner Selection and I nvolvement: the IWAY Code of Conduct

o The supplier relationships are not just long tetmyer—seller
relationships, based upon trading products, buatstgic commitments
where IKEA places a major effort into making th@miers understand
and support the firm's business model and brandesa(Ghauri et al.,
2008).

IWAY is the IKEA code of conduct, first introduced 2000. It specifies the
requirements for suppliers of products and servacebkdetails what they can expect

in return from IKEA.

A code of conduct can be considered a tool of aatpogovernance because it
identifies corporate responsibilities towards skaitéders and obliges top managers to
comply with certain guidelines when exercising thauthority, both inside and
outside the company. We must distinguish betweerctide of conduct and the code
of ethics: the former, which is ‘rules based’, aitm®ffer a solution to every possible
situation and helps to outline corporate stratediesthe behaviours to adopt when
specific problems emerge; the latter, which isieabased’, provides a set of ethical
principles and corporate values4. The code of conidutherefore closely linked to
the code of ethics because the behaviour to adogpecific situations depends on
the strategic mission principles, and may evenrpm@te a code of ethics (Arrigo,
2006).

IWAY standards set the minimum requirements for immment and

social/working conditions when purchasing productaterials and services.

The document, based both on international andnatereferences, is organised
into 14 sections, each of them dealing with a g$jetopic of sustainability and
corporate responsibility. By taking on these somajponsibilities, IKEA undertakes

social and environmental activities that are closiés corporate values.
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Respect of the code is guaranteed by systematidtonioy undertaken in part

directly by the organisation, through specialigp@ctors, and in part, indirectly by

impartial independent auditing companies. The fasttion includes the so-called

IWAY Must, the start-up requirements that mustcbenplied with before signing a

business contract. It is focused on 6 main positeywn in Figure 28.

Figure 28 IWAY Must

Title

Description

Prevention of child labour

IKEA does not acceptladhabour. All
measures to prevent child labour shall
implemented taking into account the b

interests of the child

be
est

Forced and bonded labour

The IKEA supplier shailmake use o

forced, prison, bonded or involuntary

labour

f

Severe environmental pollution

The IKEA supplieakiprevent sever

environmental pollution

D

Severe safety hazard

The IKEA supplier shall pre

ven

workers from exposure to severe safety

hazards

Records on working hours and wages

The IKEA suppsiball maintain g

transparent and reliable system

records on working hour and wages

for

Workers’ accidents insurances

The
accident

IKEA supplier llsharovide
insurance covering medi
treatment for work related accidents

all workers

cal

Sour ce: (IKEA, 2008).
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Chapter two deals with the general conditions, fmompliance commitment and
responsibility to communication to sub-suppliersl amorkers, and from internal

audits to the update of laws and regulations.

The rest of the document analyses the aspectsegomit in the first section. More

particularly, it talks about:

- Environment: this section begins with the environtaé classification of laws
and regulations regarding environmental protectmgether with the reporting
rules and the inspection system of the authoritiesharge. It then goes into the
details of outdoor air and noise pollution on thee dvand and of ground and
water pollution on the other. A section is dedidatethe reduction of energy and

environmental impact from production and operations

- Chemicals: chemicals include substances and preducth as oil, glue, paints,
solvents etc. In this section there is a list ajuieements applicable for all
chemicals used in production, operations and ma@amee, encompassing every
aspect from procedure to competence and trainimgm f storage and
transportation to labelling.

- Waste: as for the previous section, a list of nequent is available for both
hazardous and non-hazardous waste.

- Fire prevention: this chapter specify same of #ifety procedures useful in case
of fire, such as fire-fighting equipment, escapetes, emergency exits and

evacuation drills.

- Worker health & safety: this part deals not onlyhnaccidents and safety training
and devices but also with first aid equipment adkplace conditions.

- Housing facilities: this point states that the IKEApplier shall ensure reasonable
living space, cleanliness, privacy, quietness,tgafeersonal hygiene and access
to drinking water.

- Wages, benefits and working hours: specificatiobsué contracts, working
hours and days off, wages and benefits are provided

- Prevention of child labour: the policy about chigdbour is presented in a very

concise but precise way, stating that IKEA does awutept child labour at any
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level, including sub-contractors. On the other halkEA supports the legal

employment of young workers.

- Forced and bonded labour: as for the child labalsq forced and bonded labour
are forbidden. Several instructions are given, fittwn prohibition to use prison
workers and military personnel to that of delaypayments of workers’ salary
for more than one month or withhold wages, documentother personal
belongings.

- Discrimination: The IKEA supplier shall not disciimate with regards to
workers based on race, religion, beliefs, gendewjtai or maternal status, age,
political affiliation, national origin, disabilitysexual orientation or any other

basis.

- Freedom of association: freedom of association @witbctive bargaining are

permitted and guaranteed.

- Harassment, abuse and disciplinary actions: ansn fof forms of mental or

physical coercion is prohibited, as well as harasgror abuse in the workplace.

International References

The Universal Declaration of Human Rights (UN 1948)
- Convention on the Rights of the Child (UN 1989)

- Minimum Age Convention and Worst Forms of Child bab Conventions (ILO
Conventions 138 and 182)

- Fundamental Principles and Rights at Work (ILO 1998

- Forced Labour Convention and Abolition of Forcedbdar Conventions (ILO
Conventions 29 and 105)

- Equal Remuneration Convention and Discriminationmgpiboyment and

Occupation) Convention (ILO Conventions 100 and)111

- Freedom of Association and Protection of the RightOrganise, Right to

Organise and Collective Bargain Convention (ILO @ations 87 and 98)
- Occupational Safety and Health Convention (ILO Gariion 155)
- The Ten Principles of the UN Global Compact FranrawogN 2000)
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The Rio Declaration on Environment and DevelopnieiN 1992)
The Johannesburg UN World Summit on SustainableeDement (UN 2002)

IKEA References
The IKEA Way on Purchasing Home Furnishing Products
The IKEA Way on Distributing Home Furnishing Protkic
The IKEA Way on Purchasing Materials and Services
The IKEA Way on Purchasing Food
The IKEA Way on Preventing Child Labour

Rules on Prevention of Corruption
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Conclusions

The objective of this dissertation was an analgdiglobal network relation, in
particular with regard to production outsourcingl ananagement of the relationship

with the partner.

The highly dynamic environment in which businessegrate, especially on a
global scale, has made it necessary to rethinklyigged management tools, such as

networking and outsourcing.

These two practices put together calls for a beftederstanding of business
relationships management, especially with respedpen market economy, which
exceeds the classification for market forms to a@opew one based on competitive
conditions. The emerging configurations appear é&srnatives, and not as

subsequent to each other.

An original outsourcing model is thus proposed: tmmpetitive outsourcing.
Based on the classic advantages of reducing codt§oaus on the core business, as
every form of outsourcing, the competitive outstugcadd a dimension of sharing.
The instability of competitive conditions regardst only rivalry with competitors
but also and most importantly the interactions waththe actors of the market,
including the same competitors, buyers and sugple-makers and customers. One
of the most effective way to beat this instabilgyto rely on the stability of business
relations. In this context, competitive outsourcregults in a strategy more similar to
an alliance than a simple externalisation, althoregpecting the basic rules of cost

effectiveness of the decision.

With all these necessary premises, the model of peditive outsourcing is
approached together with two models already wedlivkm in the literature: the

traditional and the strategic outsourcing.

While traditional outsourcing is based primarilyif-not exclusively — on cost
reduction and thus presents a short-term oriematiompetitive outsourcing, as well
as strategic one, rather adopt a long-term oriemaeven though with different
perspectives. The perspective of strategic outsoyiis organisational and aimed at

setting the most convenient allocation of resoungsisle and outside the firm. In the
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case of competitive outsourcing, instead, the@nismportant sharing of costs, risk,
advantages and benefits with the partners. So thm moint of interest of the
competitive outsourcing is the level of relatiomshwhich moved from the dyadic of
the traditional outsourcing to the chain one ingtrategic and finally to the network.
The network form, both in terms of design and caxpy of interactions, represents
the prerequisite for an effective implementatiorcompetitive outsourcing relations.
By the way, the network structure itself is notfsignt to justify the shift from the
strategic outsourcing model to the competitive oflee other main fundamental
pillar of this model is to be found in the prin@pl of sharing economy, such as
collaboration, mutuality and peer-to-peer.

To sum up, in the light of instability and hypemgoetition on open global
markets, the model of competitive outsourcing regneé the synthesis of business
network and collaborative economy and providesragiral meaning of relationship
management and value co-creation, overcoming thesicl concepts of power and

dependence in an industrial relationship.
Of course, the model has just been conceptualiséddeen with a single example,
so it need more testing, both through qualitative quantitative researches.

In conclusion, it can be interesting for furthesearch to investigate whether this
competitive model can be valuable not only in 8pecific relation with outsourcing
partners but also with other suppliers or even attors on the demand side, such as

distributors or customers.
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