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Abstract


A critical determining factor for ensuring the continuing success of any organisation and its ability to function appropriately is centred around the effective implementation of procurement. Such a process enables a company to properly acquire the various raw materials and services which are needed so that a business process can be carried out competently. Furthermore, procurement can be seen as a valuable asset for a company to obtain a competitive advantage when it is adjusted to save time, money, and resources. In addition, by managing procurement effectively, it can enable a company to secure long term manufacturing and supplier contracts, be the driving force in new innovative processes, and play an essential role in taking a company’s operations from a domestic into a global marketplace. 
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1. Introduction


For organisations, procurement is considered a vital component within their supply chain and is classed as a valued benefactor towards the overall success of the organisation. In order to stay afloat in what is a ruthlessly competitive environment assuring that there is a steady supply of raw materials that have been sourced at a fair price and that are of a good standard is absolutely critical. Due to the heavy significance that such an approach plays, many companies have created internal procurement departments in order to cope with multiple suppliers. However, in more recent times, companies have begun to reduce the number of suppliers that they conduct business with as a means to reduce costs. 

To obtain a better overall understanding of procurement, this report will provide:

· A historical background of procurement
· Give a thorough and detailed explanation of procurement through a range of definitions
· A compelling account of the development of procurement at Ikea 
· The varying procurement strategies that Ikea implements

[bookmark: _Toc99437049]2. A historical account of procurement

Throughout history, the necessity to procure raw materials and services from a variety of sources has mainly been well documented. The origins of procurement can be traced back to some 3000 years ago, when substantive evidence suggests the active exchange of goods and materials took place between China and Greece (Johnson, 2022). Subsequently, it was not until after some 4000 years later, in the early 1800s, during the industrial revolution when further developments within the field of procurement were materialised through the introduction of 'material men' that were employed within the mining sector to select, buy, and monitor goods and services (Nolan, 2022). It was not until the late 1800s when the importance of procurement was finally realised through a vast array of newly emerging procurement concepts (Usifoh, 2018), that appeared throughout the United States as a procurement function known as the 'supply department. This newly instated function focused on procuring products and services from various developed regions within the country and providing those goods and services to less developed regions.

In the early part of the 1900s, there was a substantial shortage of materials and products in the aftermath of the second world war. As a result, this highlighted the critical role that procurement played. Yet, the perception of procurement, which was once viewed as appropriate and essential, was not as so widespread. Throughout the 1950s and 1960s, procurement was considered a function for reducing costs. However, in the 1970s, the perception of procurement was transformed primarily due to the impact of an oil crisis which halted many global businesses by making it hard to get fresh replenishment of raw materials, fulfil customer expectations and control soaring production cost (Johnson, 2022).
Moreover, because of such challenges, the role of procurement within organisations shifted dramatically from a non-strategic to a strategic position focused on ensuring good quality and the continuous flow of raw materials and products. Some thirty years later, in the 2000s, the crucial strategic role of procurement was further developed, as organisations began to acknowledge that to compete successfully against rival firms, they needed to have greater collaboration with suppliers to build stronger relationships (Usifoh, 2018). Within the modern era, procurement still follows those same principles and is considered a vital element of any business strategy.
[bookmark: _Toc99437050] 3. Procurement

Procurement within an organisation is related to sourcing raw materials and tangible assets required to manufacture and produce a final product or service. For this to be readily achieved, organisations have begun to think more strategically to reduce the issues that are caused by supply chain complexity being that most company supply chains are now more geographically dispersed than they once were. Consequently, this has made it difficult for firms to establish whether it is in their best interest to manufacture products and services themselves or whether to outsource to another organisation. 
[bookmark: _Toc99437051]3.1 Defining procurement

Mangan et al (2020) claim that procurement is about "specifying requirements, identifying sources, evaluating options, and acquiring resources that are fit for purpose, cost-effective and sustainable".

Procurement as described by CIPS (2022) “ Involves buying goods and services that enable an organisation to operate in a profitable and ethical manner”.
4. The scope of procurement

To establish the long-term success of an organisation and guarantee that an organisation’s objectives are achieved. It is imperative for a procurement department to work in conjunction with other departments throughout the organisation. In forming good working partnerships between other departments, it will play a vital role in improving all performance functionalities within the organisation. The main areas of focus for the procurement department as stipulated by (Rushton et al, 2017) are to:

· Establish relationships with major suppliers whilst using purchasing cards for everyday buys
· Pursue good value for money deals on raw materials and products as opposed to just buying what is seen as being the most inexpensive 
· Employ current e-procurement capabilities to minimise expenditure, cycle times and the time that is required to process orders in effort to make transactional processes much more efficient.
· Lessen the associated costs of carrying inventory by introducing a range of intelligent procurement processes such as vendor management inventory
· Comply with the 3 E’s: effectiveness - spending wisely; efficiencies - spending properly; and economies - spending less
· Increase the competitivity of the organisation
· Have an initial involvement within the different processes that are implemented for the development and designing of a new product  
[bookmark: _Toc99437052]5. Mitigating risk

A critical attribute of a procurement department within an organisation is concerned with reducing the amount of risk whilst simultaneously ensuring that they can meet organisational demand and those of their customers. Therefore, the implementation of measures to mitigate risk is crucial to guarantee that raw materials, furnished goods and services are where they are required to be within a timely manner but is done in such a way that does not bring about increased expenditure. Moreover, it is also of paramount importance for a procurement department to comprehend the potential fragilities they may encounter if products and services are scarce that their suppliers have provided for them if there is a subsequent change in conditions (Rushton et al, 2017).
[bookmark: _Toc99437053]6. The Kraljik Matrix
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Figure 1 - The Krajlik Matrix


                                                                          (Mena et al, 2014)

[bookmark: _Toc99437054]6.1. Bottleneck items

These products are of high and low value in nature that needs to be handled with caution as they are considered the most important commodity to a company's production. To minimise the potential risk of such items, a procurement department may seek a variety of bottleneck items from a variety of upstream suppliers as a precautionary measure to ensure that they have backup stock in place to mitigate the potential chance of disruption in supply (Mena et al, 2014).

[bookmark: _Toc99437055]6.2. Strategic items

Strategic items are considered as being high risk, and high value and are vital for ensuring a company's competitive advantage. These items are usually heavily reliant on one sole supplier. This is the case because only one supplier is deemed as being capable of producing a product to the desired standard, so establishing a good relationship with a single supplier is critical for an organisation. Moreover, the associated exit costs for these types of items are incredibly high; this is primarily because it is often tricky and exceptionally time-consuming for a company to find a dependable, premium quality source. Therefore, for that reason, strategic items are usually costly to acquire. Furthermore, strategic items are vital for all core activities in an organisation (Mangan et al, 2020).

[bookmark: _Toc99437056]6.3. Routine items

These items are categorised as low cost and low-risk commodities since the effect of such items on a company is regarded as minimal in contrast to the various other types of items within the Kraljic matrix. Such items are usually procured from an array of different suppliers, and it is easy for a company to shift between suppliers as the risk is considered extremely low (Mena et al, 2014). 

[bookmark: _Toc99437057]6.4. Leverage items

Leverage items are standardised high value and low-risk goods that can be easily acquired from a multitude of different suppliers. Therefore, due to the comparatively low supply risk of these products, it is easy for organisations to switch between suppliers to fulfil demand. In certain instances, an organisation's ability to switch between suppliers can be considered extremely profitable if the new supplier is providing the same product and service at a much cheaper cost (Mangan et al, 2020).

[bookmark: _Toc99437058]7. Sustainable procurement

A key consideration for organisations is ensuring that the procuring, sourcing, and contractual agreements that they have in place are carried out sustainably and ethically. Although the associated issues regarding environmental sustainability have been appreciated in recent times, the procuring and sourcing of products and services in a sustainable way can often take a backseat due to the competitive environment and the need to comply with strict lead times. Nevertheless, organisations have become more conscious of their corporate social responsibilities as well as the reputational damage that may ensue if they are not seen to be taking appropriate action (Mena et al, 2014).

Fig 2 represents the procurement cycle that poses a series of questions that can be implemented to guide an organisation on how to procure goods and service more sustainably.
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Figure 2 - Key sustainability questions in the strategic procurement cycle



(Mena et al, 2021)

[bookmark: _Toc99437059]8. Development of procurement at IKEA	

Since its inauguration in the 1940s, IKEA has managed to establish itself as the world's biggest furniture retailer that specialises in providing its customers with a range of both fashionable and affordable Scandinavian inspired products. However, the company has not always been seen in such a positive light. Over the years, it has found itself the subject of fierce scrutiny with regards to its unethical practices such as the harvesting of wood from protected forestries and the use of harmful chemicals such as formaldehyde used in the production of their products. As a knock effect, in the early 1980s the company witnessed a depreciation of sales by as much as 20% within certain countries. Consequently, as a counteractive measure, Ikea then sort to establish tighter standards and formalise better procurement strategies to reduce such negative publicity. Therefore, in the early 2000s, the organisation introduced IWAY, a code of conduct and set of standards for enhancing the company's operations and procedures in a bid to reduce the damaging effect they were having on society and the environment when they were sourcing and procuring goods and materials (Howard, 2013).
[bookmark: _Toc99437060]8.1. IKEA's procurement strategies
[bookmark: _Toc99437061]8.1.1. Supplier selection 

An effective procurement strategy that Ikea focuses on is selecting appropriate suppliers. In addition, the company focuses on building partnerships with those suppliers that adopt the same values in making sure that they conduct themselves within an ethically and socially responsible manner. By procuring from suppliers that share these same visions, it enables mutual adoration, trust and openness with all parties involved. Ultimately, building a close relationship based on these factors often results in better products and services being manufactured at a significantly lower cost whilst also minimising the time in getting the products to market (Howard, 2013).

[bookmark: _Toc99437062]8.1.2. Total cost approach

Another procurement strategy employed by IKEA is centred around low volume purchasing. Such an approach enables the company to obtain a competitive advantage through considerable cost savings and enables them to acquire a better bargaining position in order to negotiate a better price for raw materials, products, and services. Furthermore, this then provides IKEA with the opportunity to invest in more proficient manufacturing processes thus allowing them to propel the industrial development of other markets which enables IKEA to obtain products that are of a superior quality and are of a significantly lower cost (Taha et al., 2020).

[bookmark: _Toc99437063]8.1.3. Establishing a lean and efficient value chain

To guarantee the procured and purchased materials and products are of the best possible price and quality, IKEA strives to continually reduce the distance between their suppliers and customers whilst having a minimal amount of people involved throughout the entire process. Consequently, this has enabled IKEA to become more agile and empowered which has largely been achieved through its effective leadership of its various suppliers to making them accountable of their decisions if they adversely affect the company’s own buying decisions and their overall business objectives (IKEA, 2022).
[bookmark: _Toc99437064]Conclusion

In summary, this report has highlighted that the effective implementation of a thorough and well executed procurement strategy can be considered as a fundamental component for ensuring the continuing success of any organisation. For the case of IKEA, such an accomplishment has been achieved mainly through its ability to form new and build upon pre-existing supplier relationships, to procure large quantities of stock at a considerably lower price, which eminently enables it to have a much greater market presence than those of its competitors. 
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