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ABSTRACT

This paper focuses on customer (retailer) - suppdiationships in the context of international
sourcing, when using intermediaries. Therefore athjective of this work is to analyse the role
of intermediaries, looking at the business efficierand thus contributing to a greater
competitiveness of the retailer. A triadic appto@éadopted (Havilaet al, 2004) to study the
relationships between the actors and the netwartkingis tool (Fordet al, 2002; Ramogt al
2005) is used to analyse how they behave and attenéhin this triad. Throughout our work,
we follow the perspective of the customer (a retailvho uses an intermediary (an agent) to
deal with various suppliers.

Our analysis shows that the actors have differaattvork pictures, which inevitably will
influence their behaviour. Our findings also suggbsit the power and importance of the
intermediary in international business may increaseat has the necessary in depth knowledge
of markets which the retailer needs to pursue nterhational sourcing strategy and thus

improve its competitiveness. The study’s resulé® goint in the direction of an atmosphere of

greater trust within the triad as time goes bygioated by a greater commitment of actors.



KEY WORDS: Networks, network pictures, triadic relationshipstermediaries, customer-
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INTRODUCTION

The strategic importance of the supply side in camigs has been increasing considerably since
the last two decades of the"26entury. According to Davis (1993), there was it $fom
purchasing to supply management. Consequently,ag been said that the competitive
advantage of companies will be achieved throughrtaeagement of relationships and linkages
established with external organisations, namelypbers (Lewis, 1995).

The purchasing activity of companies has been a@sgumore and more relevance as a strategic
function. All companies seek to reduce the costtheir purchases, since these account for a
significant part of a company’s total costs, usuaibre than half (Fordt al, 2001). The more
efficient the buying, the higher the turnover, tfere there is a growing awareness of the role
suppliers can play in a company's strategies, imge of quality and costs. Supplier
relationships are seen as one of the most valuatdets of a company, because a large
proportion of its activities is channelled throuthiem (Hakansson and Gadde, 1992). Making
good use of suppliers is not the same thing aspuykell, so their potential should be exploited
and it is argued they should have the same treataseather types of investments (Gadde and
Snehota, 2000).

The development of customer-supplier relationsigpseen as a process that evolves through
time, during which both parties make adaptatiorss iamestments on those relationships (Ford,
1980). On the other hand, there can be severalstyd customer-supplier relationships: a
customer can choose between having a few or mapplists, the relationship between them
can be close or distant, one party may be morendigpe on the other, whereas the other can be
more powerful.

Throughout this paper, we intend to explore custesaopplier relationships in the context of
international sourcing, as this is a common practil most companies nowadays. Moreover,

since in international business there is usuallyndgrmediary between the customer and the



supplier, who has the knowledge about the diffeodigtrs available around the world, our study
will focus on a triad composed by a customer, aarinediary and suppliers (Havikt al,
2004). However, we will follow the perspective dfetcustomer (a retailer) who uses an
intermediary (an agent) to deal with various sugpli rather than following the traditional
marketing approach, which takes the perspectithetupplier who seeks to place his products
on the market. In fact, only a few studies (e.g.glbtag-Anderssoret al, 2000), have
specifically assumed the buyer’s perspective wihedying customer-supplier relationships.

Our principal aim is to analyse how the actors stamers, suppliers and intermediaries -
behave and interact in a triad, in the contextntérnational sourcing. To do so, we will use a
case study of a triad composed by a British rataike the customer, a multinational trading

company as the intermediary and three Portugugs#ists.

This paper is divided into two main parts. Thetfipart basically consists of the literature
review about themes such as interactions and nk$witypes and features of customer-supplier
relationships, triads, intermediaries and inteoral sourcing. This gives us the conceptual
background that allows us to understand the ex@hdggamics, as well as the methodological
base from where the methods and instruments ustdsistudy were taken. The second part is
centred on the case study itself. We describe aatyse the case, using the network pictures
tool (Fordet al, 2002; Ramost al 2005), in order to try to understand the spetigis of
behaviour and interaction within this type of triadrinally, we present the conclusions and

limitations of the study, as well as indications fiarther research.

LITERATURE REVIEW
In order to analyse the actors’ behaviour withie thad, we will follow the International
Marketing and Purchasing Group’s (IMP) perspectivel the main themes related to this

investigation are interaction, relationships antwoeks. These were the base for all the work



and analysis of the practical case studied in phser. Since the companies described in our
case study operate internationally, this work netmisbe framed within the context of

international sourcing.

The network approach to industrial markets

Interaction, relationships and networks (IMP Groam fundamental subjects, as the object of
study is relationships among members of a network.

Interaction between actors is a series of actscandteracts that creates interdependencies and
affects their behaviours (Hakansson and Snehofh)18n organisation engages in continuous
interactions that constitute a framework for exg®processes. Relationships make it possible
to access and exploit the resources of other paaiiel to link the parties’ activities together.
Moreover, the distinctive capabilities of an orgation are developed through its interactions,
that is, the relationships it maintains with othenganisations. Thus, the identity of the
organisation is created through relationships witters (Hakansson and Snehota, 1990).
Hakansson and Snehota (1995) have defined a rehijp as “a mutually oriented interaction
between two reciprocally committed parties” andas “a sequence of acts and counteracts”,
since it develops over time as a chain of inteoacgpisodes. One reason why these authors
chose the notion of relationship for the analydisnteraction between companies is that it
brings to mind the concepts of mutual orientatiod @ommitment over time. In fact, as a
relationship entails commitment over time, it cesainterdependence, which can be both
positive and negative for the parties involved. &t commitment and interdependence
constrain the actors’ behaviour, but also creat@odpnities, as relationships produce
something that the companies cannot produce iatisal and something that cannot easily be

duplicated.



A simple and abstract definition of network wasegisby Hakansson (1997, p. 2573 network

is a structure where a number of nodes are retatedch other by specific threads. A business
market can be seen as a network where the nodesoarpanies and the threads are the
relationships between companies. The business amitedes consist of physical, technical and
human resources bound together in many differegswiarough its relationships.”

Emerson (1981, in Andersaat al, 1994) defined a business network as a set oforwmore
connected business relationships, in which eachamge relation is between business firms
that are conceptualised as collective actors. Gadaeneans the extent to which “exchange in
one relation is contingent upon exchange (or namamnge) in the other relation” (Cook and
Emerson, 1978, p. 725, in Andersatral 1994).

According to the models proposed by Hakansson ahdnson (1992) and Hakansson and
Snehota (1995), business networks are viewed actstes formed by three basic elements and
connections between them: actors, activities amsdurees. Actor bonds, activity links and
resource ties bind the companies together, creattegdependence between them and stability
in the market. Networks are sets of connected iogisthips between actors. Resources and
activities form the production system. The netwofkexchange relationships is viewed as a
structure governing the production system.

Overall, the basic idea of the industrial networlkd®al is that companies are engaged in
networks of business relationships. The networkcstire, that is the ways in which the
companies are linked to each other, develops asnaequence of the companies having
business with each other. At the same time, thesarktstructure constitutes the framework
within which business is carried out (JohansonMattson, 1992).

The other parties with whom the company interagierate under similar circumstances,
therefore an organisation’s performance is conugibby the totality of the network, even by

interdependencies among third parties (HakanssdrSarhota, 1990). In fact, it can be argued



that a company’s behaviour may be primarily cotewblby its relationships with other
companies, rather than by internal factors or eslefactors, such as markets for supply and

demand (Campbell and Wilson, 1996).

Network position

The position of an actor in a network is definedoy relationships it engages with other actors
(Johanson and Mattson, 1992). The use of the cormdgposition is a way to move from the
dyadic to the network analysis and also helps wetstand how the actor is embedded in the

environment.

Johanson and Mattson (1992) propose a limited andxéended definition of network. The
limited definition refers solely to the network &hand it states that the position of an actor is a
matter of its exchange relationships and the itleatbf the counterparts (these are a matter of
their relationships to others) in those relatiopshiThe extended definition refers also to the
role the actors have in the production system.&8oprding to this extended definition, the
position of an actor also includes the productivecpsses (in a broad sense) in which it is
involved and its direct and indirect network intependencies.

In sum, we can say that the position of an actodeascribed by the characteristics of its
exchange relationships. And since networks are (fetonnected exchange relationships, the
position of the actors in a network are more os lederrelated. The position of an actor is
always changing, because new exchange relationargpdeveloped, old ones are finished, the
counterparts’ positions are changing and the positiof third parties, with whom the focal
actor has no direct relationships, are also changin

The concept of position is the means and end ategjic action. Strategic actions can be

defined as efforts by actors to influence theiatiehship with their environment, since the



individual actor’s opportunities and constraintpeled on the network and on the results of
earlier strategic action. In the network approaet,can say that strategic actions are efforts by
actors to influence — change or preserve — theitipas in networks. Within the framework of
the limited definition of network position, strategaction aims at influencing actors,
relationships and network structures. Within trerfework of the extended definition, strategic
action may also aim at restructuring the web of edejencies in the production system

(Johanson and Mattson, 1992).

Network pictures

In 2002, Fordet al proposed a model of managing in networks. Thislehaomprises three
main elements: network pictures, networking andvaosgt outcomes.

Network picturesare “the views of the network held by the parteity. All of the actors
involved in a particular issue of the network whlhve their own different “picture” of the
network, which is the basis for their perceptiohsvbat is happening around them and of their
actions and reactions in the network. There is imgle, objective network and different
individuals will each have a different picture tietextent, content and characteristics of the
network. This is so because each actor's netwantine will depend on its own experience,
relationships and position in the network and weél affected by its problems, uncertainties and
abilities, and also by the limits to their knowledand understanding (Foetial. 2002).
Networkingincludes all the interactions of a company or vidlial in the network. It is an
interactive process, since every actor affects andffected by the actions of others. All
companies are networking by suggesting, requestiaguiring, performing and adapting
activities simultaneously. Therefore, companiesehivadapt their goals continuously, which

means networking is based on restricted freedontwdiking also involves combined



cooperation and competition, since the “classicdés” of the actors (customers, suppliers,
competitors, etc.) may not be clear sometimes.

Network outcomeare the results of networking. Every network iestantly producing network
outcomes for each actor, who is subject to multiptel simultaneous network outcomes.
Moreover, networking always affects more than comgany. However, each actor will only
observe, assess and respond to a subset of thadtmerk outcomes that affect it, based on its
particular network picture.

Network pictures, networking and network outcomes all interconnected. One of them
automatically precedes the others and each onetaféed is affected by the others. Network
pictures are affected by networking. But networttymies also affect the networking process, as
they are the basis for actors’ analysis and actidlh€ompanies have a unigue network picture,
so each company will network differently. Networictpres are also affected by network
outcomes, because the pictures will be reinforecedadified according to the perception of the
obtained outcomes. Conversely, network picturescathe network outcomes, since the former
are used by the company to “observe, assess apdnaedo only a subset of networking
outcomes that affect it, based on its particuldwoek picture” (Fordet al. 2002, p. 14).

Prior to Fordet al (2002), several authors had used other expressiorefer to a similar idea
to network pictures. For instance, Johanson andsilat(1992) referred to “network theories”,
Andersoret al. (1994, p. 4) mentioned “network horizon” and Basdt al. (2001) spoke about

“network maps”.

More recently, Hennebergt al (2006, p. 3) described network pictures as “tiféergnt
understanding that players have of the networkedbas their subjective idiosyncratic sense-
making with regard to the main constituting chagdstics of the network in which their

company is operating.” These perceived networkupgs form the backbone of managers’



understanding of relationships, interactions andrgependencies, and therefore constitute an
important component of their individual decisionkimg processes.”

There are multiple network pictures inside one camnyp since each individual has his own
network picture, and they can sometimes be comti@gi It is not possible to infer one network
picture for the whole company by simply combinihg distinct network pictures held by each
of its key individuals in relationship manageme8a, in order to understand a company’s
apparent network picture, it is necessary to arailydividual network pictures and their extent

of commonality (Ramost al 2005).

Customer-supplier relationships

Purchasing has a major strategic importance anglisup play an important role in the
companies’ strategies. At the same time, we sdeithanany industries, the balance of power
between manufacturers and retailers is shifting anhufacturers that had dominated their
retailers are now finding that mega retailers hbllupper hand (Kumar, 1996). Therefore, it is
essential to analyse the various features of tladiagreships between customers and suppliers,
even more so, because both customers and suppliges uncertainties and abilities, so they
both should look for and evaluate the right coyraeis, based on the abilities, problems and
uncertainties of both parties (Fagtlal, 2001, 2006).

It was also important to review the main types udtomer-supplier relationships, such as high
vs. low involvement (Gadde & Snehota, 2000; Gaddéldgansson, 1994), symmetrical vs.
asymmetrical (Johnsen & Ford, 2001, 2002) and ieddent vs. dependent vs. interdependent

(Campbell, 1985), as well the relationship stagescdbed by Ford (1980).
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Triadic relationships

There is a particular feature about internationglifiess relationships — the exporting supplier is
often represented in the foreign market by an méeliary, such as sales subsidiaries and
agents; or a certain customer, a retail companyri&tance, can make its sourcing operations
through an agent. Therefore, Havéa al. (2004) believe there is reason to consider the tri
partite interaction between the supplier, the metiary and the customer in international

business relationships.

These authors have pointed out that triads haveifgpeharacteristics that cannot be found in

dyads. Firstly, each actor functions as an intefamgdof the other two. Secondly, all three

parties do not need to interact with each othgéhatsame time. Actually, the total amount of

interaction is limited in a “true” triad, thus if & interacting with B it cannot interact with C at

the same time, unless they are in the same plaaesertri-partite phone/video conference.

Thirdly, the higher the interaction between A angtli®e lower between B and C. Fourthly, in

triadic relationships, commitment precedes truserdfore higher trust driven by increased

commitment.

Intermediaries in international sourcing

Over the past years we have seen that, in somatnnek) intermediaries have been reduced in
order to cut on costs. Nevertheless, authors ssdBaalde and Snehota (2001) and Ronstrém
(2004), believe that intermediaries still survivedgplay important roles, which complement
those of other market actors. This is the caséhefittermediary as a provider, according to
Gadde and Snehota’s (2001) classification, or titerinediary as a full-service provider,
according to Balabanis (2005). Intermediaries whgply add costs will undoubtedly disappear,

but those who add value that customers are withngay for will remain.
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Indeed, there are situations when the existencanointermediary may be a cost saver and
contribute to a higher efficiency of distributiom fact, Sternet al (1996) believe that
intermediaries arise in the process of exchangausecthey can improve the efficiency of the
process, since they reduce the complexity of tlstesy. Hagberg-Anderssat al (2000) also
studied buyer-supplier relationships in a supplywoek, and concluded that one of buyers’
main strategic goals is to try to reduce the nunabesuppliers they deal directly with. This can
be achieved by organising the suppliers into varitars, depending on their activities and
resources. Joining the concept of intermediary #uedconcept of tiers, we believe that an
intermediary can, in many situations, be considerécst tier supplier.

As we have already seen, intermediaries are veryran in international business, namely in
international sourcing strategies. The fast devek of technology and e-communication, as
well as the growing need for competitive cost dtitess, have made international sourcing one
of the major trends in purchasing nowadays (Mategset al, 2003). Since the 1980s,
international sourcing has been widely talked alamat in the 1990s has been seen as critical to
the success of manufacturing companies (Liu and dii@k, 1996). Over the last twenty
years or so, there has also been a substantiabsein the number of retail companies engaged
in international sourcing. The major differencevimtn manufacturing and retail sourcing is
that “manufacturers source raw materials or inteliate products to produce a final product,
while retailers source finished products for congtiom” (Liu and McGoldrick, 1996). In fact,
most major retailers worldwide have been incredgiagtting up buying offices in developing
countries or using intermediaries abroad to deth vareign suppliers. This trend is related to
the declining competitiveness of many Western cariggaand the belief that international

sourcing could help reverse this decline (Trent lsioticzka, 2003).
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THE RESEARCH METHOD

The case study was the chosen method for this stidytriad, sinceve analyse how the
actors interact in the triad and we have little tooinover events. This is also a
contemporary phenomenon, so the three requisitgsoped by Yin (1994) for choosing the

case study are fulfilled. Moreover, this work isthme field of international business, so as

advised by Ghauri (2004) the case study shouldmdbe most appropriate method.

Firstly, we reviewed the relevant literature (agvusly explained). Secondly, we
elaborated a matrix composed by the following teges shown in Table 1): tlaetors’
motivations; the supplier selection criteria; thetoas’ abilities and weaknesses; the types of
relationships; the four dimensions of network pietu— scale of the network, structure of the
network, processes within the network and perspasitioning in the network; and the notion

of power. Thirdly, this matrix was filled in witthé information gathered.

Table 1.

Data was collected in 2007 and the first data ssunwere documentation (press articles,
websites, internal Li & Fung and Next data) andipigant observation, as the researcher is a
merchandiser at Li & Fung, thus beidiyectly involved with both the customer and the
suppliers. Then, another major data source wassémtwpen-ended interviews to managers
from Next, Li & Fung and the suppliers. Interviewsripts consisted of basically the same
questions to all interviewees, in order to capthwr network pictures (i.e. their own view of
the triad) and also allowing us to analyse the rothentioned literature topics. For example,
regarding the structure of the network (i.e. natifre@ctors and resources), we have assessed
actors’ abilities and weaknesses, based on theatlitee by Fordet al. (2001) andVernon-

Wortzelet al.(1988). Therefore, we have asked questions to know:
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a) Why Next had chosen Portuguese suppliers antllwayars were looking for.

b) What were the reasons why Li & Fung thought Neatked with Portuguese suppliers; what
was Li & Fung’s opinion about Portuguese suppliers.

¢) What suppliers thought were the reasons why Meakied for them.

Triangulation was made to compare and verify daa fthe various sources.

After completing the matrix, we were able to sthfining propositions.

THE CASE STUDY

Actors’ Presentation
The unit of analysis is thus the triad composed\byt (the customer), Li & Fung (the

intermediary) and the Portuguese ceramics manutast{suppliers).

Figure 1.

Next is a British retailer, founded in 1982, whinbw has over 400 stores in the UK and
Ireland. It sells a wide range of products frontltilag to home wares and fresh flowers. Next's
major suppliers are located in Asia and Europe,itbuhost cases Next uses intermediaries to
deal with suppliers. To deal with Portuguese s@ppliNext had an intermediary in Portugal

until 2003, when it changed to Li & Fung Portugal.

Li & Fung (Trading), Ltd. is the world’s biggestatting company, based in Hong Kong and
created in 1906. Over the years, the company halsexV/from being a simple buying agent to
being a supply chain manager across many prodacérsountries. It provides the convenience

of a one-stop shop for customers through a totalevadded package: from product design and
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development, through raw material and factory sogrgroduction planning and management,
quality assurance and export documentation to sigpgonsolidation. Its mission is to deliver
the right product, at the right price at the righte. Nowadays it has a total staff of over 10,000

distributed by 72 offices across 41 countries weitizs.

Each Li & Fung office works with suppliers in thejpecific geographical area. The Portuguese
office is responsible for dealing not only with Rmuese suppliers, but also factories in Europe.
The number of factories supplying Next has varle@dughout the years. By the end of 2003,
when Next started working with Li & Fung Portugéthere were four Portuguese ceramics
suppliers. Two years later, there were seven Poesgysuppliers (five ceramics and two glass),
plus two Polish glass factories. By December 2G06re were three Portuguese ceramics
factories supplying Next (the ones we have consitland interviewed on this case study), one

Portuguese textile factory and one Polish glagefac

All Next's suppliers have to pass a strict selactind approval process to ensure their
production is in compliance with the required cagyaand standards. They must also undertake
to work within Next's code of practice. Factory &adand regular visits by technologists are

used to continually evaluate both new and existingpliers, check transaction uncertainty.

For this case, we have interviewed three of théugoese ceramics factories supplying Next at
the beginning of 2007:
» Faiancas D. Dinis(to be designated as “Dinis” for simplicity) wasuhded 30 years
ago and is the Portuguese factory that has beguysugp Next for the longest time,

since 1999. It used to have around 40 employedsaftar a significant sales reduction
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in 2005, downsizing to 10 was inevitable. Dinis sio®t have a design team anymore
and does not exhibit in fairs. Its main marketriarfee.

e Ceramirupe is a 20-year-old company, which started to sugbdxt in 2000 and in
2005 was Next's main Portuguese supplier for ceranit has a strong design team of
two persons. Its main customers are British andr@ar

» Arfai started supplying Next in 2005 and in 2006 wastNexrain decorative ceramics
supplier. It has about 50 employees nowadays, ditodu one designer. Its main

customers are British and American.

The relationship between Next and Li & Fung stautée@n Next Home was created in 1995 and
preferred to work with intermediaries, rather tiialing with suppliers directly. The first Li &
Fung office to work with Next Home was Taiwan, tHetlowed by others such as Hong Kong,
Shanghai, Thailand, Vietnam, Indonesia, Philippiredia and Portugal. Li & Fung earns a
percentage of each order shipped.

In broad terms, Li & Fung’s role is to intermediadhe relationships between Next Home and
the various suppliers and its main functions angroducing new suppliers and products;
monitoring and supervising new products and/or $aswequested by the customer; negotiating
prices and delivery dates; ensuring deliveriesrdérs are on time; monitoring production and
quality control, as well as labels and packagingzoading to instructions and standards
previously defined with Next's technologists; makipayments to suppliers. Next only deals

with Suppliers directly when buyers visit the faate or trade fairs.

Definition of Propositions

Regarding motivations and expectations, we havéegthe following:
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Next: Want to continue to be one of Britain's major riees. Aim to have suitable products for
its customers (regardless where they come fromgoatpetitive prices, which allow desired
profit margin.

Li & Fung: Want to reach US$ 100 million business with Nextl &m continue searching for
new and better suppliers

Suppliers Want to sell as much as possible to Next and éxpect Li & Fung to help them to
do business with Next and other customers.

In face of this information, we can infer that:

P1: Actors have different motivations and expectatins.

As for capabilities, we know that:

Next: Its strongest capability is design, as waell raarketing the products. However, the
company has insufficient knowledge about supplrsddwide.

Li & Fung: Its global dimension and the fact thiaisi the largest buying agent in the world. It
also has an extensive knowledge of markets, suppdied customers, given its proximity to
them. The wide portfolio of services provided ahd tedicated teams (to customers) are also
strong capabilities.

Suppliers: They are experts in ceramics manufactanel they claim to have quality and
flexibility. Applying the five stages of exportindefined by Wortzel and Wortzel (1981), Dinis
is at Stage Il (weaker at selling products, maprgducing to contracts); Arfai and Ceramirupe
are at Stage IV (already producing and marketimgy tbwn products). However, all suppliers
admitted weaknesses in their sales/commercial trepats.

From all that has been said above regarding capehilwe can assume that:

P2: Actors have different capabilities.
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Analysing the actors’ attitudes to relationships, see that:

Next: Admits that products and prices are the niogbrtant things. Long-term relationships
and high involvement not particularly important arde company separates personal
relationships from business. Next sees itself aspmmoachable company, although it pursues a
command buying strategy (Campbell, 1985). But thkationship seems to be more
collaborative with Li & Fung.

Li & Fung: Defines itself as a strong partner fathb Next and the suppliers (interdependent
relationships), having a long-term and high invaheat relationship with Next, and also high
involvement and close relationship with many suggli

Suppliers: All believe long term, high involvemeetationships are very important and would
like to develop a stronger personal relationshign\wext. They value the loyalty from customer
and agent very much. Dinis and Ceramirupe havean@ term relationship with Next, whereas
Arfai’s relationship with Next is still at the ddepment stage.

After all these considerations, we can say that:

P3: Actors’ attitudes to relationships vary.

Now looking at each actor’'s perceptions of its posiwithin the triad, we have verified the
following:

Next: Sees itself as the most powerful companyhia triad, but also as an approachable
company.

Li & Fung: Is conscious it is the world’s leadingnsumer goods sourcing company, but being
organised in a regional base, it is also quite kmiaden each office’s autonomy.

Suppliers: All recognise Next as the most powectuipany in the triad and the agent as the
second most powerful. They see themselves as thkestlink, so this looks like a customer-

dominated asymmetrical relationship.
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Therefore, we can say that:

P4: Actors’ perceptions of their position within the triad are different.

Finally, we would like to explore the actors’ pgstiens of the triad and overall network. The
data analysis results were the following:

Next: Aware of its dominant position, which impliere bargaining power and the chance to
pursue a command purchasing strategy. Relies emiediaries to look for new products and
new suppliers. Next admits not to easily changeriediary, but is not worried about being
loyal to current suppliers.

Li & Fung: Believes suppliers’ core business shdutdproduction only, leaving marketing to
the agent. Thinks that competition among internmeggias healthy and beneficial for Next. The
company’s growth is due to acquisitions and thdfplio of services offered (buy and build
strategy). Li & Fung pursues a strategy of adambatd the customers’ needs, namely in terms
of its internal structure and services provided.

Suppliers: Dinis and Ceramirupe think Next and LiF&ng are not loyal, but would like to
increase business with them. They seem more odéeatéhe triad (greater dependency). Arfai
does not want Next to represent more than 30%sotustomer share, appearing to have a
broader view of the network (not so dependent).

The last proposition can be seen as a summaryeqgfrévious propositions and is based on the
model of managing in networks developed by Ford220

P5: Actors’ perceptions of the triad (and overall retwork) are different and that will

influence their actions and strategic management.

At this point, we are able to show that the propmss defined are in accordance with the

literature topics previously defined in the matas, shown in Table 2.
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Table 2.

Having defined these propositions, we shall nowws them.

DISCUSSION
Drawing on the five propositions inferred in theyious section, we will now proceed with our
analysis of the case, by discussing separatelydlagionship between the customer and the
intermediary, the relationship between the interisngdand the suppliers, and the relationship
between the customer and the suppliers.
This discussion will focus on four main questions:

- What image does each actor have of the triad?

- How does that image affect his behaviour?

- How do relationships between actors develop?

- How does business develop?

Next — Li & Fung

First, we will focus on Next and Li & Fung. We haseen that Next perceives itself as the most
powerful company in the triad, assuming its powegrahe agent and, consequently, over the
suppliers (Hennebergt al,2006; Hakansson and Gadde, 1992). Neverthelesg, bidlieves it
has a good relationship with its agent and supplsebLi & Fung sees itself as the world’s
biggest purchasing agent, but also sees itself #exdle and cooperating partner for the
customer, who is willing to do what is necessarys#tisfy the customer's needs, namely
adapting its internal structure.

This image Next has of itself allows the companyawe full control of their agent and supply

base, i.e., it has the final word when decidingrfwhom it wants to supply from. Regardless of
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being approachable and friendly, in reality, theisiens are ultimately made by Next, even
though Li & Fung have some power of persuasion afteh give advice to Next about the
various day-to-day matters of the business (e.gtieg and/or possible new suppliers, new
products, etc.).

For Next, Li & Fung is a provider (Gadde and Snahd&001) or a full service provider
Balabanis, 2005). But Li & Fung can also be seea &sge supplier who, in turn, subcontracts
several smaller suppliers worldwide, i.e. Li & Fungn be considered a first tier supplier
(Hagberg-Anderssoret al, 2000). The immediate consequence of this slyatieg the
simplification of its supply network (Fordt al, 2006, p.115). This, in turn, leads to cost
savings (e.g. human resources structure, commignesatetc.), since it is outsourcing many
activities, instead of performing them internallyltimately, we can say that, in this case, the
intermediary contributes to the overall improvemefipurchasing and distribution efficiency.
The relationship between Next and Li & Fung hashbgaing on for more than ten years now,
and we have seen that the volume of business amtberuof Li & Fung offices working with
Next have been increasing as well, which leadsdceater influence of Li & Fung over Next.
Actually, the global dimension of business is orfetlie most important features of this
relationship. Li & Fung's worldwide sourcing abjlits of utmost importance for Next (or any
other customer), not only for the wider opportwestof finding better products and prices, but
also because of the proximity to the suppliersfalet, when Next started working with Li &
Fung Portugal, its network horizon (Andersral, 1994) was enlarged, as Li & Fung Portugal
also opened the way to sourcing in Eastern Europe.

On the one hand, even though the relationship eetWwext and Li & Fung can be seen as more
collaborative, the truth is that, ultimately, tmedationship is asymmetrical, since Next has the
power inherent to being a large customer (Johnedr-ard, 2001). But on the other hand, Li &

Fung is a very powerful actor as well, because ihé world’s largest export sourcing company.
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Considering that supplier selection is one of tlestimportant decisions a company pursuing
an international sourcing strategy has to make @d McGoldrick, 1996), Next's choice
certainly has been based on Li & Fung’s dimensiaoh @bility to solve its problems. Actually,
we can say that Next sees Li & Fung as an extenefoits buying and merchandising
department, because it has the market intelligeara the capacity to develop and adapt
products.

For all that has been said above, we can conchatettie relationship between Next and Li &

Fung is the strongest and closest within the tii@&ihhg based on loyalty and continuity.

Li & Fung - Supliers

Now we shall look at Li & Fung and the suppliershés already been mentioned that Li &
Fung sees itself as a partner, not only for thdéotoer, but also for the suppliers. Li & Fung
believes the factories can only benefit from thepsation with Li & Fung, who is able to
enhance the communication between them and themast since they do not have enough
commercial skills. The suppliers see themselvethasveakest actors in the triad and admit
they have to abide to the wishes and requests Newt, who is represented by Li & Fung.
However, they also claim they can be useful for ¢hstomer, mainly in terms of quality of
products and service. So, on the one hand, we ha& Fung willing to cooperate with
suppliers (because they know that changing supphias costs, and its aim is rather to increase
profit and quality), but, in the end, it is actiog behalf of Next. On the other hand, we have the
suppliers, conscious they have not enough powengose their will, regarding which suppliers
Next/Li&Fung choose to work with. Neverthelessséems they keep working as best as they
can, i.e., developing new products, which they hape interesting for Next, as well as
providing good delivery lead times, so that they dave the chance of maintaining the

business.
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It is interesting to note the different image theet suppliers have of Li & Fung. Dinis and
Ceramirupe see Next as a fundamental customerhfon,t who is more important than the
agent, and are willing to do whatever is necessamnaintain and increase the business. So
these two suppliers would like Li & Fung to helgmh regain a larger share of Next's business,
by limiting the entrance of new suppliers. Thistatte is totally opposed to that of Next, who
counts on Li & Fung to constantly look for potehhiew suppliers. Since Li & Fung has indeed
looked for new suppliers (namely Arfai), Dinis ar@eramirupe view this as a lack of
commitment and loyalty. However, Arfai, who seembé more market oriented, has a broader
network horizon and sees Li & Fung as a means toogether customers, i.e., as a “distributor
customer”.

Regarding the relationship between Li & Fung aregbppliers, this is a very close one, given
that contacts between them are made on a dailg,basi only by phone or e-mail, but also
face-to face, as Li & Fung people visit factoriestg often. Throughout the years, Li & Fung
has gained deep knowledge about all the factariesrks with and, inevitably, relationships of
a more personal nature have also developed betpemrie from Li & Fung and people from
the factories.

One of Li & Fung’'s main functions is to look forwesuppliers, who can be able to provide
better products, service and prices for its custemifter analysing a supplier's production
skills, capacity, prices and so on, Li & Fung desidf that supplier will be able to adequately
serve the customer it represents. From here, tagomreship and the business will develop or

not, depending on Next's acceptance of Li & Fursgiggestion.

Next - Suppliers

Even though Next and the suppliers only rarely hdixect contact, it is important to analyse the

relationship between them.
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We have already seen that there is undoubtedlysamraetrical relationship here, where the
customer dominates and suppliers are dependemgdotand Ford, 2001). Indeed, Next, being
a large retailer, has considerable power and thwsups a command purchasing strategy
(Campbell, 1985), so the suppliers (much smallesize@) are demanded to make many more
adaptations and investments than Next. And theads the problem of balancing the need to
demonstrate commitment to the customer and theedavfgbecoming over dependent on that
customer. In peak times, namely when a certainymog selling very well, Next will want that
supplier to increase its production capacity. Somag be able and/or willing to do it, but others
may not. Suppliers must ponder between allocatilegger percentage of their total production
capacity to a single customer, thus facing grekisses in case the customer significantly
reduces its purchases; and not allowing any custtoneave a sales share larger than, say 20%
or 30%. To illustrate this situation, we have Binvho has seen its sales volume reduce
drastically, from 50% in 2000/2004 to 10% in 206&wever, Arfai’s owner, who seems to
have a broader network horizon, said he would ramtviNext to weigh more than 30% on his
customers’ portfolio, in order not to become topelalent on Next.

But the truth is that, in a traditional industrigdithe ceramics, suppliers really do not have much
choice. The retailers have all the power and thepl#rs are locked in the relationships,
because, either they want to produce and sell dicgpto the customers’ requirements, or they
lose the customers, which would eventually leacldsing the factories.

Finally, it is important to note that Next is redug its supplier base by using intermediaries,
instead of dealing with all suppliers directly. Bbesides this, we have seen that Next is also
reducing the actual number of suppliers it sourftem, which may suggest a tendency to
pursue more high involvement and more collaboratationships, in order to reduce need and

transaction uncertainty, reduce procurement casispairsue joint product development. This
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may also favour a higher commitment (actual and¢geed) and more adaptations from both

parties.

CONCLUSION

The use of network pictures as a research toopt@s&n quite useful for this investigation, as it
has facilitated description and interpretation ed triad. Network pictures have allowed us to
analyse in a systematic way how the actors behavbe triad and, ultimately, describe the
process behind a placement of a certain produsatenat a retail shop.

We have verified that in a business relationshigd{rthe higher the interaction between the
customer and the agent, the lower between the roestand the suppliers, as Havia al
(2004) have stated. In fact, when Next changed tfwprevious intermediary in Portugal to Li
& Fung (who offered more and better services and ttould perform more activities on behalf
of the customer), its relationship with the agesst btrengthened, whereas its direct relationship
with the suppliers has weakened. If the customes tise agent to deal with its suppliers instead
of dealing with them directly, it is obvious thagtinteraction between customer and agent will
be much higher than the interaction between cust@nd suppliers. We have observed that
these relationships are asymmetrical and partigutatevant between the customer and the
suppliers, who would obviously like the relationshbetween them to become more
collaborative. In the attempt to reduce this asytnynesuppliers are led to improve their
creativity, make changes on their production predasorder to reduce lead times and allow
customers to buy smaller quantities of more difiéeged products.

Finally, we believe this case study may indicatthange of the power relations in the market.
Indeed, when demand was higher than supply andodiSon was not organised, suppliers were
the strongest actors. Then, there was a shift afepdo retailers, with the boost of the large

distribution chains, hypermarkets, etc. Nowadays,ai global economy (where there is
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interdependence of markets), the need for comperigéiss improvement requires a strategy of
international sourcing, which depends on a deepvlgdge of markets, in order to see where
the most efficient suppliers are (i.e. the ones Wwhee better and cheaper products). It is the
agents who have this knowledge, so we can foraséeceease of their power and importance
in the future. Next is dependent on Li & Fung, sinbe latter has the knowledge about
suppliers, who, in turn, are also dependent on LFuég, as we have sedvioreover, Li &
Fung, being a partner for Next, increasingly prongdmore services, rather than being a mere
buying agent, contributes to the optimisation Nexgalue chain.

It is important to stress that this study doesintend to provide generalisations, but rather a
description of how the actors interact within thagticular triad, as well as a perspective of each

actor’s evolution and inter-relationships.

Limitations of the Study and Indications for Future Research
This study has a limitation, which is the fact thatias not possible to interview Next's former
intermediary in Portugal, as that company has thcgone out of business. It would have been
interesting to know that company’s picture of tiiteation. Nevertheless, our findings may be
useful to provide researchers, company managersremnkieters in general with insights into
network analysis, as well as tips for behaviour stnategic action.
Naturally, some questions can be raised, which banthe starting point for further
investigation. With regard to the triad, and giwext's tendency towards the reduction of the
number of suppliers, it would be interesting toifyethe relation between commitment and
trust, as proposed by Havid al. (2004), namely if:

- the remaining suppliers are in fact the ones whe liigmonstrated more commitment;

- as aconsequence, trust within the triad will iasee
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Regarding the actors, we could try to find out vahat the following factors could explain why
each supplier has different network pictures:
- the company’s development stage (Wortzel & Wortz881);
- the company’s organisational culture and strategicagement orientation, i.e. whether
the company is, for instance, production orientetharket oriented;
- the duration of the relationship (Dinis and Ceraipé already supplied Next before Li
& Fung was the agent, whereas Arfai, who wisheiiaforce its involvement with Li
& Fung and is not so oriented towards Next, begawdrk with this customer only
after Li & Fung became the agent).
Finally, in order to try to confirm if there is irdd a tendency towards a higher involvement of
customers with intermediaries (which increasingigvide more services), to the detriment of a
lower direct involvement with suppliers, we belieftevould be interesting to analyse other

triads.
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FIGURES ANDTABLES

Multinational buying agent, with
70+ offices worldwide
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British retailer of clothing and Portuguese ceramics
home products manufacturers
Figure 1.
The Triad
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Table 1.

Topics of matrix for interpreting collected data

Supplier abilities . Structure of Network Processes within Personal Positioning in
. , R ) : Self perception of Type of Network
Topics Actors' motivations  [Supplier selection : . Scale of Network (nature of actors and Network Power
o Weaknesses relationship (nature of .
criteria resources) - ) (self-perception)
relationships)
Ford et al. (2001) gzzqtf:ell-:eglizr?gs)‘.on Henneberg, Mouzas,
_ ) ’ Ramos, Ford, Naudé |Ramos, Ford, Naudé |Ramos, Ford, Naudé Ramos, Ford, Naudé Naudé (2006)

Authors Ford et al. 2001 Vernon-Wortzel, Ford et al. (2001) (1992) (2005) (2005) (2005) (2005) Hakansson. Gadde

Wortzel, Deng (1988) Gadde, Snehota (2000) (1992) '

Ford, Johnsen (2001)

Table 2.

Propositions matching literature review

Agent/Supplier abilities

Structure of Network

Processes within

Personal Positioning in

Wortzel, Deng (1988)

Gadde, Snehota (2000)
Ford, Johnsen (2001)

al .,1994; Holmen
and Pedersen, 2001,
2003)

(2005)

(2005)

(2005)

Topics Actors' motivations |Supplier selection Perception of Type_ of . Scale of Netyvork (nature of actors and Network Network Power
o Weaknesses relationship (network horizon) (nature of .
criteria resources) ; . (self-perception)
relationships)
Campbell (1985) Ramos, Ford, Naudé
Ford et al. (2001) Gadde, Hakansson (2005) Henneberg, Mouzas,
Authors Ford et al . 2001 Vernon-wWortzel, Ford et al . (2001) (1992) (Anderson et Ramos, Ford, Naudé |Ramos, Ford, Naudé Ramos, Ford, Naudé Naudé (2006)

Hakansson, Gadde
(1992)

Propositions

33




