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Abstract

Both business and consumer markets of food andé dr@ increasingly changing, concomitant with
changing consumer habits and lifestyles. Partibular industrialised countries, there has been a
tremendous growth in consumer interest for orgéwad in the last fifteen years, largely driven by
the need for healthy food. These market changes imaplications for the way firms in the food and
drink industry conduct their business. Neverthelesdike large firms, small suppliers tend to be
constrained in terms of innovations and capalsljiti®r instance to enable them keep pace with
market changes. Based on the literature review,ghper develops a framework that suggests that,
market-driven innovations may be developed and emghted through augmentation of small and
medium-sized suppliers’ (SMEs) own capabilities hwihose of their larger customers. This
consequently would enable SMEs to keep pace wittkehahanges and hence sustain their survival.
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Introduction

The role and importance of inter-organisationahtiehships and networks on a firm’s competitive
strength and performance have increasingly receatshtion over the recent years. It is more and
more common for firms to act in collaboration wither firms, whether suppliers, customers, or
competitors and with other non-commercial knowledgeaerating organisations (Coombs and
Metcalfe, 2000 pp.209). A firm’s ability to initet handle, use and terminate inter-organisational
relations is essential in the current and futurela@vthat is characterised by the networked economy.
The goals of business relationships and networksidie: increasing sales volume or profits, gaining
access to new markets, developing innovations gRdahd Gemunden, 2003) and co-creation of
value in general (Forsstrém, 2005). Business matiips are also important in accessing, designing,
and using resources across networks (Gadde anchbtika 2008). Business networks are dynamic
and constantly evolving as technology developspldsproblems are solved, as new problems
emerge and as organisations find new ways of dgalith them with new counterparts (Ford, 2006).
Networks are usually characterized by a wide soabeplexity and diversity of interdependent
actors that may include consumers, business cusspnaistributors, suppliers, sub-suppliers,
government, institutions, shareholders and ottedesiolders (Ford, 2006; Gonzalez-Torre, Adenso-
Diaz and Artiba, 2004; Xu et al., 2007). This coaxaly and diversity illustrates the importance of
scope in analysis of business networks. The relsghip and network approach delineate the core
task of business marketers as that of finding, ldgweg and managing of business relationships
within the complex network that surrounds them.

For sustenance and improvement of relationship®sacibusiness networks especially in an
environment characterised by dynamic markets, dpweént and implementation of innovations and
building of capabilities are imperative. Innovatioantributes to business performance and it's a
source of a firm’s competitive advantage (Hult, ldyrand Knight, 2004; Palmer, 2004; Traill and

Meulenberg, 2002) and it is fundamental for survarad growth of enterprises (Francis and Bessant,
2005). There are different innovations that mayablepted, some supply-driven or arising as a
response to production forces or rather initiatgdstpplier (internally-driven) and others demand-
driven or arising from market or customer needsefeally-driven) (Miller, 1999 pp.10-11).

Innovation may be achieved through exploitatioradfrm’s capabilities and network competence.
Capabilities are the ability to carry out specditions (Coombs and Metcalfe, 2000 pp.217). On the
other hand, network competence refers to a comppagHic ability to handle, use, and exploit inter-
organizational relationships (Ritter and Gemund@&32. In the current business world that is
characterised by market dynamism and firms thateavgaged in networks of cooperative and
competitive relations with other organisationsisiimportant that firms develop and sustain their
capabilities, network competence and innovativendssvever, unlike large firms, small firms tend
to be constrained in terms of development and implgation of innovations and capabilities for
instance to enable them keep pace with market @sangrge firms generally tend to exhibit more
innovative activity than their smaller counterpatt®ough at times this varies across industries (Ac
and Audretsch, 1988). In the organic food and dimdustry, markets are increasingly dynamic as
consumers increasingly become more health conseiodi€oncerned about the environment and the
welfare of animals. In such conditions, it is woekploring the role of larger customer- small and
medium-sized suppliers’ (SMEs) relationships andtwones alongside development and
implementation of innovations and building of caipibs that are essential in responding to market
changes.

Purpose and structure of the paper

The purpose of this paper is to assess the exdenhich the subject of market-driven innovations
and capabilities building in the organic food amhkl sector has been studied in the context of
business relationships and networks. In summarypnesent a literature review on relationship and
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network approach to innovation and capabilitiesdag whereby we develop a framework that

suggest that improved network competence may eehheccapabilities and innovativeness of SME
suppliers through gains from networks. The revie@gus on the core areas: customer-supplier
relationships, capabilities, innovations and madketnges in the food and drink sector.

We particularly attempt to address the questiortgatvis the relevance of relationship and network
approach? What is the role of business relatiossaiqa networks in building of firms’ capabilities?

What is the role of business relationships and atsvin the development and implementation of
innovations? What are the research gaps in regamarket-driven innovations and capabilities
building in food and drink sector taking into caxttéhe relationship and network approach?

The paper is structured as follows. First an intatitbn is presented above. Then the theoretical
approach or rather a discussion on the relevancelationship and network approach is presented
next. Methodology that is adopted by this studihen described. The theme of capabilities and the
role of business relationships and networks ondingl of capabilities are then discussed. This is
followed by a discussion on the theme of innovateord correspondingly the role of business
relationships and networks in development and implgtation of innovations. The study then

identifies market changes in food and drink industnd attempts to examine how a network and
relationship approach have been used in addrefisasg changes. A framework linking innovation

and capabilities with market changes in the contéxtusiness relationships and networks is then
developed and finally the paper presents the csmsis which include suggestions on opportunities
for further research.

The relevance of the relationship and network apprach

To understand the various market players, diffeegampiroaches have been used including: consumer
behaviour which focuses on values and behavioudlvations of individuals; strategic business
which focuses on differential responses of firmsddous factors or forces; and the relationshig an
network approach (Xu et al., 2007). Among them, rislationship and network approach has the
advantage of being able to link the other two.ds lthe strength in the ability to view consumers,
businesses and other stakeholders as interdepescterd within a network. It has been commended
for its ability in presenting the real world busssescenario than the traditional approaches to
business marketing including the sales approachkehapproach and single purchase approach
(Ford, 2006). The relationship and network apprdaate been widely used in the past (e.g. Ford
and Hakansson, 2002; Hakansson and Snehota, I88%eh and Ford, 2006; Johnsen, 2004).

The relationship and network approach is largelgliapble in the context of business-to-business
markets rather than consumer marketing. Hague, élagd Harrison (2008) highlight four factors

that make business-to-business markets specialddfatent to consumer markets: the decision

making unit is far more complex in business-to-bass markets than in consumer markets;
business-to-business products and their applicatame more complex than consumer products;
business-to-business marketers address a muchesmathber of customers who are much larger in
their consumption of products than is the casemsamer markets; and lastly, personal relationships
are of critical importance in business-to-businessrkets (Hague, Hague and Harrison, 2008).
Despite the differences, the common challenge foth bbusiness-to-business and consumer
marketers is to truly understand their customerdsesnd to be able to communicate that their
products or services really are special in beirlg aibsatisfy them (ibid).

Unlike the traditional consumer marketing modelat thiewed sellers as active actors seeking to
approach buying organisations to persuade themygboducts or services and therefore seeing the
buyer as passive while the seller was active (Kattel Armstrong, 1994), the modern models such
as the interaction model developed by the Induskliarketing and Purchasing (IMP) group sees
both buyer and seller as active (INGPoup, 1982). There is a marketing paradigm wheriiay
traditional approach of marketing to customers@aced by one of cooperation with customers and
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suppliers. The IMP network model postulates thee aglements of any network as comprising of
actors, activities and resources (Hakansson andhofme1995). Accordingly, a relationship is
developed as two organisations build up activitkdi resource ties and actor bonds and these links,
ties and bonds are the substance of businessoredhips (ibid). A relationship is a contract betwee
two firms that is acknowledged by both parties rwon and Mattsson, 1987). This ought to have a
mutual orientation, mutual dependence and bondg tyie actors (ibid). A dyadic relationship is just
part of a larger whole and it need be understogossof a network of interdependent relationships
(Fordet al, 2003).

The ability of a firm to manage its relationshipglats position in business networks is a critteak

on which its very existence stands or falls (Fetdal, 2003) and hence the significance of the
network competence. Network competence as mentioné¢lde introduction refers to a company-
specific ability to handle, use, and exploit inbeganizational relationships (Ritter and Gemunden,
2003). It may be viewed from two dimensions (Rjtt2002). The first is task executions which
generally refer to tasks to maintain a single retethip and this include initiation, exchange and
coordination. The second dimension is cross-ralatidasks which refer to tasks to maintain the
network of connected relations as a whole and ithetudes planning, organizing, staffing and
controlling. Just as market orientation and firmf@enance are strongly correlated (Wilkinson,
2000), so are the market orientation and networkpmience (Ritter, 2002). The antecedents that
positively impact on network competence includecess to resources comprising of financial,
physical, personnel and informational mainly ablouying and selling markets and about partners;
network orientation of human resource managememéerms of personnel selection, development
and assessment; integration of communication sireictand openness of corporate culture -
adhocracy and hierarchy (Ritter and Gemunden, 2003)

The contribution of formal and informal networkscisnsistently cited as a key driver of innovation
(Mahroumet al, 2007). Such networks include both peer-to-peelr larsiness-to-business support
agencies, and owners and managers of businessesnmection to value co-creation (Forsstrém,
2005), business relationships and networks are ntapoto firms in many ways including: sharing
and discussion of ideas; shared learning aroundeasithg problems and constraints to growth;
supply chain development; and addressing the negiatipact of isolation (Mahrout al, 2007).

Along the marketing channel, usually the businesistisiness marketing takes place earlier in the
upstream while business-to-consumer marketing tgase further downstream. The tendency
would therefore be for the customer firms to passhe consumer demands or the market changes to
supplier firms. Consumer demands are dynamic aisdctils for continuous innovation along the
customer-supplier dyad. This is an enormous chgélgrarticularly to the SME suppliers who may
experience myriad of constraints. We therefore gedcin the next section where we describe the
methodology that we adopted in investigating largel how these constraints may be overcome.

Methodology

The methodology adopted by this study is a litematreview. This entailed identifying and
evaluating secondary data from academic journalsorts, theses, policy documents and relevant
websites. Previous studies pertinent to issuesusinkess relationships and networks, capabilities,
innovations and market changes in organic fooddamk were sought. Key word searches included
innovations, building capabilities, innovativeness, business networks, business relationships and
organic food and drink. The data used is mainly from published artictesiternational journals, an
indication of the robustness and quality of theaddthey were assessed in terms of recency and
relevance to the objective of this literature rewief understanding how improved network
competence may enhance the development and implatieenof market driven innovations and
building of capabilities in SME suppliers throughirgs from networks.
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Capabilities

As mentioned before, capabilities are the abilitgarry out specific actions (Coombs and Metcalfe,
2000 pp.217). It encapsulates both explicit proegsand tacit elements such as know-how and
leadership that are embedded in processes. Tha® definite categorization of capabilities. They
have been classified under different categorieliticg dynamic capabilities, capabilities (generic)
and core capabilities. Intertwined in these caji#dsl are interaction capabilities and these may be
classified into four categories: human, technolalgimanagerial systems and cultural (Johnsen and
Ford, 2006). In understanding capabilities, itngportant not to confuse them with resources. While
resources are transferable input factors that angraled by a firm and that are converted into
outputs using a wide range of firm assets and lmgndiechanisms (Amit, Paul and Schoemaker,
1993), capabilities are invisible assets that ame-§pecific and developed over time through
complex interactions among the firm’'s resourcese¢Be Pisano and Shuen, 1997). Analogously,
while inputs or resources such as capital and laboei accessible by all firms at prevailing factor
prices, capabilities reflect the deployment of teses (Makadok, 2001). Capability differences
between firms are reflected in productivity diffeces between them, and within firms in
productivity improvement over time (Ethirej al, 2005).

A few studies have identified particular industpesific capabilities. Ethiraj (2005) identified eht
specific capabilities and project management cditiabi in software industry. In the food and
agribusiness sector, Traill and Meulenberg (20@02niified the following competences which we
argue are capabilities; brand building and managémeapabilities, market ‘intelligence’
capabilities, new product development capabiliied process innovation capabilities. According to
Sher and Lee (2004) in their study aligned to imfation technology, the capabilities that are needed
in a volatile (dynamic) world include: adoptiontegration, and reconfiguration of endogenous and
exogenous organizational skills, resources, andtilmms to meet change. “Dynamic” in this context
refers to the concurrency of organizational renewisth environmental change. The study showed
that management of both endogenous and exogenoowlddye significantly influence the
enhancement of dynamic capabilities. The meagreraliire available on industry specific
capabilities suggests an opportunity for furtheeeech in this area.

The role of business relationships and networks odouilding of firms’ capabilities

Interdependence of capabilities between firms #natin a relationship is an important managerial
issue as it influences the design and handlingct¥iges as well as the control and utilisation of
resources (Johnsen, 2005 pp.79). There is a needndoeased understanding of interaction
capabilities so as to enable firms to relate witheo organisations more successfully and thereby
contribute to their own knowledge as well as td tifaheir relationships (Johnsen and Ford, 2006).

A few studies have attempted to demonstrate hownesss relationships and networks contribute to
building of firms’ capabilities. Ethiraj (2005) fod that software firms can build their client sgheci
capabilities by repeatedly interacting with a giveient across multiple projects over time. Long-
term relationships and repeated interactions wignts yielded client-specific learning that had a
positive effect on both revenues and costs. Onother hand, project specific capabilities were
shown to be acquired through deliberate and pergishvestment in infrastructure and training to
improving the firm’s software development processBEse project specific capabilities included
software design and building capabilities, effodtimation and management, and schedule
estimation and management capabilities. The studkyavledges that capabilities are context-
specific and need to be conceptualized and stuatiedrdingly. This implies that the capabilitiesttha
are relevant in the software industry could beedédht from those that are relevant in another
industry such as food and drink.
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In the food and agribusiness sector, Traill and glelerg (2002) identified four competences which
based on the way they are discussed we argue pabilikes. These are brand building and
management capabilities, market ‘intelligence’ dajitges, new product development capabilities
and process innovation capabilities. Analogousiyng try to gain a competitive advantage by
focusing on marketing, on new product developmenbro process innovation. Specifically, the
leading sources of competitive advantage in ordflelecreasing importance were found to comprise
of high quality product, efficiency in productionew product development, strong marketing and
sales organization, competitive pricing, establishelationships with retailers, high quality raw
materials, highly motivated workforce, strong branthge, knowledge of customers’ needs and
process innovation (ibid). From a relationship aetivork approach perspective, these sources may
be considered to be interrelated. For instancestabkshed relationship with retail customers could
enhance product quality as well as new productldpueent.

Johnsen and Ford (2006) in their study on dyadetiomship between larger customers and small
suppliers, acknowledge the need for research itoeagon of the interplay between relationships,
networks and capabilities. They highlight the némdfurther research that would examine both the
larger customer and smaller supplier perspectivescapability development. Having discussed
capabilities in the context of business relatiopstand networks, the next section moves to discuss
innovation and its typology and as well as the rofebusiness relationships and networks on
development and implementation of innovations.

Innovation

To keep pace with market changes, it is importaat firms continuously innovated in response to
the market changes. Innovation has been definddreiitly by different authors (e.g. DTI, 1994;
Holt, 1983; Knight, 1967; Saren, 1984; Schumpet®d7; Akrich, Callon and Latour, 2002and
expressed under different typologies (Table 1). &@uthors consider innovation as a process of
developing a new item (e.g. Holt, 1983), othersagwocess of adopting a new item (e.g. Knight,
1967; Rogers, 1983), and still others as the nem itself (e.g. Gobeli and Brown, 1987). Akrich,
Callon and Latour (2002a) define innovation asalteof interesting an increasing number of allies
who will make you stronger and stronger. Accorditog Akrich, Callon and Latour (2002b),
innovation is characterized by adaptations, seokdrial and error and countless negotiations
between numerous actors. The womovation originates from a Latin word “novare” which means
renewing and indicates the introduction of somegtimat did not exist before. The result of a new
product development process, introducing new featof a product, replacing one of the materials a
product is made of, introducing new machinery orsiBtems are all innovations (Schiele, 2006).
Nevertheless, innovation is different from inventioAn inventor produces ideas while an
entrepreneur "gets things done” and this may bet mot embody anything that is scientifically new
(Schumpeter, 1947). Innovation studies have beee @oa number of industries such as automotive
(e.g. Birou, 1994; Clark and Fujimoto, 1991), conaps (e.g. Hartley, 1994), kitchen and home
equipment and car-windscreens (e.g. Hatchuel, \&fill Masson, 2003); electronics and medical
equipments (e.g. Birou, 1994) and chemicals (elgj@and Katila, 2004).

Table 1: Typology of innovations

Innovation type Author

Incremental, technical, application, radical Golaeld Brown (1987)

New: product/service, production procesknight (1967)

organizational structure , people

Developing new: products/services, methods | ¢humpeter (1934)

production, organizational forms and:
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identifying new: markets, sources of supply

Organizational, market, strategic tendency to peomeCapon et al (1992)

and technological sophistication

Administrative, technical Subramanian and Nilakgd@06)

Production, adaptive, marketing, modes of wpkkahroumet al (2007)

practices

Incremental, new-to-market Mosey (2005)

Product/service, process, position, business models| Francis and Bessant (2005)

Breakthrough, incremental Miller (1999)

Source: Authors’ compilation

Traditionally, innovation has been perceived agaveing down to technological or new product
innovations. More recently, it has been recognibeadl innovation is not just about new products; it
Is also about processes and thus about doing oidsthn a new way and its suggested that any
analysis of innovation especially in rural servioes only has to consider new services delivered in
new ways, but must also look at new approacheligeding traditional services (Mahrouet al,
2007). Of equal importance are how innovation eddb new ways of working across the public,
private and community sectors, and how modern sealice solutions can be created by the pooling
of resources and the sharing of expertise and letye. The idea that innovation is everywhere (and
not just in cities and science parks) is an inanggyg compelling proposition and hence innovation
policy needs to move beyond the narrow focus odfirietogy and research and development to a
broader understanding that embraces social (elditgiithe capacity of local communities and on
the sharing of knowledge) and local innovation djbiComparably, Francis and Bessant (2005),
points out a weakness with many innovation stuavbsreby they focus on product/service and
process innovations thereby excluding innovationgroduct positioning and business models.

Most definitions of innovation have been outside ttontext of the relationship and network
perspective. Taking into consideration the relaiop and network approach, innovation could take
a form of inclusion of new network actors or exabmsof existing ones. Further, considering that the
customer could be a consumer or another businesiseimarketing channel, the needs could be
different, for instance, while the end consumer naynterested in safe food and drink, the business
(larger customer) in addition may require a certatume from suppliers. The suppliers in order to
meet the volumes may decide to market collectiaalg this would be an innovation not hitherto
captured by traditional studies. Moreover, in rélgaragricultural products such as organic products
they have unique characteristics; for instance mostconsumed in the form they were harvested
without necessarily being processed, and they enislable and seasonal. The unique characteristics
of agricultural products in the context of businesationships and networks are likely to yield new
types of innovations and may require distinct cdp@s. This broadening of scope of possible
innovations indicates the importance of revisitihg typology of innovation.

The role of business relationships and networks ithe development and implementation of
innovations

The increasing market changes and global competitadls for more frequent innovation and higher
quality. The implication of this to firms is the et to adopt approaches that decrease product
development times and, at the same time, improaitguand reduce product cost (Mclvor and
Humphreys, 2004). Continuous innovation is impgeaif suppliers are to sustain their position as
preferred suppliers to larger customers (JohnsdrFand, 2006) and for the survival and growth of
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enterprises (Francis and Bessant, 2005). An inmmvamay enhance the customer-supplier
relationship because it strengthens the competeh&MEs to operate more effectively in meeting
the market demands, and it may improve the levetlationship development. Ritter and Gemunden
(2003) show that network competence has a signffigasitive impact on both the degree of a firm’s
technological interweavement (the totality of arfis technology oriented relationships aimed at
acquiring, jointly developing or diffusing of teablogical know-how and resources) and its
innovation success (both product and process iritsyaMoreover, the contribution of formal and
informal networks is consistently cited as a keyelr of innovation (Mahrounet al, 2007) and no
wonder that Akrich, Callon and Latour (2002a) de§ininnovation as the art of interesting an
increasing number of allies who will make you sgenand stronger.

Internal innovation models have been found notigdya sustained growth of an organisation.
Companies are increasingly striving to connect thenio internal approach to research and
development to an approach that involves exteradlgs, including users (Donaldson and O'Toole,
2007). As Schiele (2006) notes, “innovation is @agingly not happening in the isolated laboratory
of a firm anymore, but involves the supply chaidluding the firms’ suppliers”. In development and
implementation of technological innovations alorge tdyadic customer-supplier relationship, a
number of activities are involved. Johnsen (20@é)tifies these activities as comprising of uniting
mobilising, synchronising, communicating, problemlvég, exchanging human resources, and
timing. By applying these activities, the firms the relationship gain access to resources and
technologies that are available in the wider nekwor

Hansen, Sgnderga°rd and Meredith (2002) found émaironmentally innovative capability is
conceived as the result of interplay between thetegjic orientation, the network relations, and the
competencies of the company. In their study onrenmental innovation, they suggest the following
stages of innovation adoption; idea generationickeand selection, implementation and operation.
They also indicated that it is the network, in camaion with a firm’s competencies and overall
business strategy, which determines the level ityalp exploit available network resources in the
adoption of environmental innovations. Likewise tétael, Weil and Masson (2003) acknowledged
that innovative capabilities have to be supportgdhe network of suppliers especially where non-
routinized metabolism is involved or when theraibig concept-knowledge distance implying that
different people and teams will have to cooperaleng several, evolving and expanding
heterogeneous design spaces.

The importance of customer-supplier relationshiprioduct development was emphasised by Mosey
(2005). According to the study, it is important ttt®MEs identify and satisfy the unmet needs of
potential new customers by building new networkthvimnovative customers and suppliers if they
are to enhance the development of new-to-marketysts (products that offer new functionality to
the market and thereby allow customers to do wiey tould not do before). A firm that is able to
identify and exploit new opportunities by continyduilding partnerships with lead users would be
more likely to produce a stream of successful newarket products (ibid). SMEs that exploited
new technologies were found to be active in seekieqy technologies to incorporate within new
products and this was mainly through developmemantnerships with new customers, suppliers or
even competitors. In this way, the SMEs experinegntéh new technologies within new markets
and learnt concurrently about the market and tecthmieeds.

It is not only in development of technological aopess innovations that relationships and networks
are important; they are equally important in crggatralue or promoting consumer acceptance for an
innovation (Hargadon and Yellowlees, 2001). Thipasticularly so in the backdrop of recognizing
the interdependent relationship between the teahaitd social aspects that constitute an innovation
The social “material” and the technical “materiale both relatively malleable and the successful
innovation is the one which stabilises an acceptablangement between the human actors and the
non-human actors at the same time (Akrich, Callmh lzatour 2002b). Innovations that distinguish
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themselves too much from the existing instituti@me susceptible to blind spots in the public's
comprehension and acceptance, particularly thasevations viewed as radical or discontinuous.
We argue that by adopting a relationship and ndtvapproach in development and implementation
of innovations, there would be lot of interactiogtween customers and suppliers (both customer and
supplier are active participants and would havé iheut in the process) and therefore both parties
would be well aware of the innovations and thenitaites thereby boosting acceptance.

Market changes and the role of relationship and ne&tork approach in organic food and drink
sector

Organic food refers to food grown and processechomit chemicals, additives, hormones or
pesticides (CNN, 2006). Organic farming is pradtiosithout the use of genetically modified
organisms and applies standards that protect titedad water supply (ibid). Globally, the demand
for organic food and drink has been escalating amgpacing supply. Exceptionally high market
growth rates pushed global organic food and dral&sstowards US $40 billion in 2006 up from $23
billion in 2002 (Organianonitor, 2006). In particular to industrialised otnes, there has been a
tremendous growth in consumer interest for orgdomd in the last fifteen years (Wier and
Calverley, 2002). Both consumption and productias been on the rise. In 2005, the overall organic
market in UK grew by 30% and specifically organitknsales rose by about 65% (Séissociation,
2006). The country’s organic food and drink saleached nearly £2 billion in 2006 (Soll
Association, 2007)Though the organic sector is growing dramaticathe available literature
reveals little about the innovations and capabditihat are relevant in responding to market cleange
in this sector.

In undertaking the literature review, sometimesas difficult to identify the market changes thet a
specific to the organic sector from those thatgaeeral to the food and drink industry. However, it
was evident that in the food and drink industryykets are increasingly changing concomitant with
changing consumer habits and lifestyles. In thebagmess industry, some of the recent market
changes include the biotechnology revolution, pnesss arising from globalisation for firms to
maintain better process control, the need to enseadth-hygiene-safety, nutritional quality and to
provide a new generation of functional foods, aodstimers’ demand for convenience, variety, and
quality (Font and Harris, 2004; Traill and Meulerdgpe 2002). There is increasing health
consciousness and concern for environment and reetfanimals by consumers (Scarpa, Thiene
and Marangon, 2007; Walker and Brammer, 2007; \Ater Calverley, 2002; Xu et al., 2007). There
is a trend from generic goods to processed prodi¢ier and Calverley, 2002). The demand for
food produced with environmentally-friendly techmés is growing in the EU largely due to
consumer awareness about human health and envinbalimssues and concern for food safety,
guality and security (Scarpa, Thiene and Marand@fiQ7). The factors influencing the market
changes especially the concern for environmentudel eco-literacy, perception of value,
availability, convenience and trust (&t al, 2007). Health benefits are the main motive foyibg
organic food and drink, others being concern fariremment, animal welfare and taste (Wier and
Calverley, 2002). In addition to health and envimamtal concerns, Battet al (2007) mention
consumers’ perception that the products are suppodf small scale agriculture and local rural
communities as another reason that make consurakrs erganic products.

The market change in regard to demand for conveaiévod is driven by changes in lifestyles, for

instance increased female labour participation,dimmise of family meal occasions, and increased
shacking and grazing (Wier and Calverley, 2002)n<tioners have no time to prepare meals from
many different raw ingredients — they want conveogor easily prepared food. Busy customers
prefer shopping in supermarkets and thereforeihportant that the organic commodities are stored
in such chains (ibid). The increasing health camsemess corresponds to their interest in and desire
to use organic products and this implies an ine@asnsumer focus on food safety and quality.
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They prefer food that does not have harmful adestj\preservatives and agricultural chemicals (ibid)
all of which are characteristics of organic foodl atrink. Ethical and environmental concerns also
favour production and consumption of organic prasiuc

In response to such market or consumer-led presstg®il customers are making it a requirement
for organic food and drink suppliers to increaseirtlagility and flexibility in response for a wider
variety of products and more sophisticated prosgspeoduction techniques and marketing of
products. Thus, to gain and sustain market shaganec food and drink suppliers must develop
capabilities to communicate innovative strategied lighly developed market-focused responses to
become long-term preferred suppliers with majoailetustomers, both in the UK and in markets
growing across the globe. As large food retailaxefmounting pressures from consumers to stock
more organic produce and extend their ranges,lestgplace increasing demands on the firms in
their supply chain to respond to market-driven nesjuents.

The drivers of production and consumption of orggmioducts vary from country to country. In
Denmark, the expansion of markets for organic fomds initially driven by government subsidies,
advisory services to organic farmers during theveosion period, and lowering of prices of organic
products by supermarkets, but at a later stageléengand oriented forces became more influential
(Wier and Calverley, 2002). The channels of distiitn of organic products also vary across
countries. For instance in German organic prodassold in speciality shops while in UK they are
sold to consumers mainly via supermarkets (ibitgelin Germany, in The Netherlands only a few
organic products are offered regularly in supermeekWier and Calverley (2002) attribute the lack
of organic products in supermarkets of the two ¢aoes to reluctance of distributors to cooperate
with the conventional food distributors. This isckear example of an existing opportunity for
applying relationship and network approach. Furtliee existence of many market players along
distribution channels increases costs and consdguie product prices. A direct link between
retailers and producers through adoption of refastigp and network approach would more likely
yield both cost reduction and revenue benefits.almutshell, a well functioning production,
processing and distribution system as well asbigiaertification and labelling system are impottan
for a successful organic industry. We argue thdt-feactioning systems may be attained through
networks of cooperation or rather through improwminpetence in management of customer-
supplier relationships and networks.

Linking innovations and capabilities to market charges in the context of business relationships
and networks

Based on the reviewed literature, the previous@esthave attempted to identify some of the market
changes, innovations and capabilities in the cdanvéxousiness relationships and networks. This
section brings together these issues into a parsgus framework (Figure 1).

Figure 1: A framework linking innovations and capahlities to market changes in the context of
business relationships and networks
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The premise in developing the framework is that\ihkie and performance of customer-supplier
dyadic relationship depends on the ability to resbto market changes through innovation. As
identified from the reviewed literature, innovatioauld be manifested in form of for instance new
products, new features of products, product mdteri@placement, process innovation, product
positioning or even business models (Francis arsk@#, 2005; Harland, Brenchley and Walker,
2003; Johnsen, 2004; Schiele, 2006)

It is also understood that if an innovation sucseédis because it satisfies a demand or as Akrich
Callon and Latour (2002a) puts it, follow the mar&e rather follow the users and you will win. In
the food and drink sector, the market changeshhae been identified from the literature include,
increased consciousness in health-hygiene-safelg no ensure nutritional quality, demand for
convenience and variety, demand for better procesdrol (traceability), increased concern for
environment and increased concern for animal wel{&ont and Harris, 2004; Scarpa, Thiene and
Marangon, 2007; Traill and Meulenberg, 2002; Walkad Brammer, 2007; Wier and Calverley,
2002; Xu et al., 2007)

Innovation may be achieved through exploitation affirm’s capabilities and its network

competence. Capabilities as classified by variouthaas could be; client specific and project
management capabilities (Ethiraj, 2005); interactapabilities (human, technological, managerial
systems, cultural) (Johnsen and Ford, 2006); capaldlities (skills and knowledge, values and
norms, managerial systems, technical systems) flaed+Barton, 1992); adoption, integration and
configuration of endogenous and exogenous orgaoradtskills, resources and functions to meet
change (Sher and Lee, 2004); brand building andagement, market ‘intelligence’, new product
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development, process innovation (Trail and Meulegb2002); and dynamic capabilities (adaptive,
absorptive, innovative) (Wang and Ahmed, 2007).

In development and implementation of market-driv@movations, a firm may augment its limited
resources and capabilities by gaining from netwoNestwork influences could be manifested in
form of actors, resources and activities (Hakansanod Snehota, 1995). The success of an
innovation may be explained by its intrinsic quastas well as its capacity to create adhesion
between numerous allies such as users, intermesliand so on (Akrich, Callon and Latour, 2002a).
Nevertheless, similarly to the development and enm@ntation of innovations, the process of
capabilities building in addition to being drivey bndogenous factors is driven by factors external
to a firm (Coombs and Metcalfe, 2000 pp.221) andcbethe business relationship and network
influences. Moreover, increasingly firms are retyion knowledge acquired from other firms to
facilitate the development of their own capabitititane and Lubatkin, 1998)earning alliances to
capability development has the advantage of plaeangemium on a firm’s ability to identify,
assimilate, and utilize a partner’'s knowledge (ibid

Conclusions

This paper reviews literature on three core am@siely: business relationships and networks (with a
focus on customer-supplier dyad), innovations amagabilities. The paper has discussed the
relevance of business relationships and networls thwe role of relationships and networks on the
development and implementation of innovations aag@abilities building. It has developed a
framework that blend the relationship and netwoppraach with capabilities and innovation
concepts. The developed framework suggests thampsoving capabilities and innovativeness in
relationship with their larger customers, SME sigrgl can enhance their ability to keep pace with
market changes and consequently gain from co-aeatie. Since this piece of work is part of an
ongoing research, the works that ensue will adseasthis framework is applicable in organic food
and drink sub-sector. In addition to developing shbema, this paper has identified some research
gaps related to market-driven innovations and déipeb building especially in food and drink
sector.

This literature review has several limitations.sEiit is based on review of literature and themefo
the issues identified and discussed have not babjed to empirical investigations. Such an
investigation would enable a deeper understandmthe reviewed issues. Second, in attempting to
link market changes to innovations and capabilittee challenge of a different unit of analysis
arises. Some studies were done with their motiuabieing capabilities with little or no mention of
innovation neither market changes, others werevat&d by innovation hence lacking linkup with
the other two themes and outside the context oinbas relationships and networks, while others
focus on issues in a particular sector and notomd fand drink. This mix of analysis presents the
problem of whether one is comparing like with likesystematic exploration of these issues would
be more appropriate.

Although a number of issues on capabilities andwativeness have been researched across a range
of industries, there is little evidence of suchdss in the organic food and drink sector, yet the
sector is growing rapidly and gaining popularitplgglly largely due to health, ethical and ecololgica
concerns. Further, most of the empirical researcmoovation has tended to examine the innovative
activity contributed by relatively large firms; thenovative output of the SMEs has received only
little attention and quantification (Acs and Audi@t, 1988), an indication of the need for further
research in this scanty area. Also, much of theare seems to be using quantitative, survey-based
methods, hence the need for qualitative research.

Unlike mechanical products or non-perishables, cafjtral products have their unique
characteristics. For instance most are consumdakeiform they were harvested without necessarily
being processed, and they are perishable and s#aSuth unique characteristics of agricultural
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products would more likely be associated with ueigqunovations and capabilities. Further, previous
research especially on innovation tended to congides in isolation or rather adopted a narrow
scope. Taking the perspective of firms as interddpat in networks and also taking into account the
perishable products, as is the case for most axdand and drink, is likely to give new insightgan
the typology of innovations. The study thereforeggasts the need to revisit the typology of
innovation. Moreover, it has been recognised théiije the management of innovation literature
fills entire libraries, the case studies which avthe trap of retrospective explanation still remai
scant (Akrich, Callon and Latour, 2002a).

Although the literature review indicates severalrket changes in food and drink industry, it
suggests scarcity of information that links marfeanges to corresponding innovations. The review
also divulges paucity of information on the innagas that are specific to organic food and drink
sub-sector. Research is therefore necessary tofidéme types of innovations that are developed
and applied by organic food and drink SME supplard how they impact on the customer-supplier
relationship. There is also a dearth of informatizncapabilities that are relevant to responding to
market changes. Further, although it has been shbainsurvival for SME suppliers in dynamic
markets calls for exploitation of distinct capats, the nature of these capabilities has not been
identified, neither have enough investigations bdene on how they are developed. All these
knowledge gaps put forward opportunities for furttesearch. Our planned work on ‘market-driven
innovations and capabilities building in organiodoand drink SMEs in the context of business
relationships and networks’ will contribute toifidy these lacunae.

References

Acs, Z. J. and Audretsch, D. B. (1988) "InnovationLarge and Small Firms: An Empirical
Analysis", The American Economic Review)ol 78 No 4, pp. 678-690.

Ahuja, G. and Katila, R. (2004) "Where do resourcesne from? The role of idiosyncratic
situations" Strategic Management Journal,Vol 25 No 8-9, pp. 887-907.

Akrich, M., Callon, M. and Latour, B. (2002a) "TKey to Success in Innovation Part I: The Art of
Interessementinternational Journal of Innovation Management, Vol 6 No 2, pp. 187-

206.

Akrich, M., Callon, M., Latour, B. and Monaghan, @002b) "The Key to Success in Innovation
Part Il: The Art of Choosing Good Spokespersohgérnational Journal of Innovation
Management,Vol 6 No 2, pp. 207-225.

Amit, R., Paul, J. H. and Schoemaker, P. (1993yat8gic Assets and Organizational Rent",
Strategic Management Journal,Vol 14 No 1, pp. 33-46.

Batte, M. T., Hooker, N. H., Haab, T. C. and Beawer J. (2007) "Putting their money where their
mouths are: Consumer willingness to pay for muigredient, processed organic food
products”,Food Policy,Vol 32 No 2, pp. 145-159.

Birou, L. (1994). The role of the buyer-supplienkage in an integrated product development
environment, PhD Thesis, Michigan State University.

Capon, N., Farley, J., Hulbert, J. and Lehmann(1992) "Profiles of product innovators among
large US manufacturersVjanagement ScienceYol 38 No 2, pp 157-169.

Clark, K. and Fujimoto, T. ( 1991Product Development Performance: Strategy, Organizion,
and Management in the World Auto Industry, Havard Business School Press, Cambridge.

CNN (2006), “Organic food, green products go maeeh”, available at
http://www.cnn.com/2006/US/10/03/buying.green/indhéml

Coombs, R. and Metcalfe, J.S. (2000), “Organizorgrinovation: co-ordinating distributed
innovation capabilities”, in Foss, N. and Mahnke (&ls.)Competence, Governance and
Entrepreneurship, Oxford University Press, Oxford, pp 209-231

Donaldson, B. and O'Toole, T. (2007%trategic Market Relationships: from strategy to
implementation, John Wiley, Chichester.

DTI (1994).Innovation- Your Move. Department of Trade and Industry, London.

13



Abstract preview

Ethiraj, S. K., Kale, P., Krishnan, M. S. and SinghV. (2005) "Where do capabilities come from
and how do they matter? A study in the softwareises industry"Strategic Management
Journal, Vol 26 No 1, pp. 25-45.

Font, X. and Harris, C. (2004) "Rethinking standairdm green to sustainabl@nnals of Tourism
Research,Vol 31 No 4, pp. 986-1007.

Ford, D. (2006)The Business Marketing Course: Managing in CompleXNetworks, John Wiley,
Chichester.

Ford, D., Gadde, L., Hakansson, H. and Snehoté003). Managing Business Relationships
Wiley, Chichester, England.

Ford, D. and Hakansson, H. (2002) "How should camgs interact in business networks?",
Journal of Business Researchyol 55, pp. 133-139.

Forsstrom, B. (2005). Value Co-Creation in Indadt8Beller Partnerships — Creating and Exploiting
Interdependencies, PhD Thesis, ABO AKADEMIS FORLAG ABO AKADEMI
UNIVERSITY PRESS, ABO AKADEMIS FORLAG — ABO AKADEMIUNIVERSITY
PRESS.

Francis, D. and Bessant, J. (2005) "Targeting iatiom and implications for capability
development"Technovation, Vol 25 No 3, pp. 171-183.

Gadde, L.-E. and Hakansson, H. (2008) "Businessitidaships and Resource Combininglie
IMP Journal, Vol 2 No 1, pp. 31-45.

Gobeli, D. and Brown, D., Eds. (198Analyzing Product Innovations. July-August. Research
Management.

Gonzalez-Torre, P. L., Adenso-Diaz, B. and Artibla,(2004) "Environmental and reverse logistics
policies in European bottling and packaging firmsiternational Journal of Production
Economics,Vol 88 No 1, pp. 95-104.

Hague, P., Hague, N. and Harrison, M. (2008), “F&actors that Make Business-to-Business
Marketing Special”, available at
http://www.b2binternational.com/library/whitepapevkitepapers04.php

Hakansson, H. and Snehota, I. (199Beveloping Relationships in Business Networks,
International Thomson Press, Boston.

Hansen, O. E., Sgnderga‘rd, B. and Meredith, SOARCENvironmental Innovations in Small and
Medium Sized EnterprisesTechnology Analysis & Strategic Managementyol 14 No 1,
pp. 37 - 56.

Hargadon, A. B. and Yellowlees, D. (2001) "Whendwations Meet Institutions: Edison and the
Design of the Electric Light’/Administrative science quarterly, Vol 46 No 3, pp. 476.

Harland, C., Brenchley, R. and Walker, H. (2003)iskRin supply networks",Journal of
Purchasing and Supply Managementyol 9 No 2, pp. 51-62.

Hartley, J. (1994). Understanding supplier involesiin their customer’s product development.
Department of Quantitative Analysis and Operatilanagement, University of Cincinnati.

Hatchuel, A., Weil, B. and Masson, P. L. (2003)uifding innovation capabilities. The development
of design-oriented organizations”, in J. T. Hag€&, (Ed),Innovation, Learning and Macro
Institutional Change: Patterns of Knowledge Changegforthcoming).

Holt, K. (1983).Product Innovation Management Butterworths, London.

Hult, G. T. M., Hurley, R. F. and Knight, G. A. (@4), "Innovativeness: Its antecedents and impact
on business performancéfidustrial Marketing Management, Vol 33 No 5, pp. 429-438.

IMP Group (1982)International Marketing and Purchasing of Industrial Goods: An
Interaction Approach, JOHN WILEY & SONS, Chichester.

Johanson, J. and Mattsson, L. (1987) "Inter-orgdimsal relations in industrial systems: a network
approach compared with a transaction cost approadhternational Studies of
Management and Organisation,Vol 18 No 1, pp. 34-48.

Johnsen, R. (2005). Smaller supplier-larger custorakationships: an exploration of asymmetry
PhD Thesis, University of Bath.

14



Abstract preview

Johnsen, R. E. and Ford, D. (2006) "Interactionabdjy development of smaller suppliers in
relationships with larger customer#fidustrial Marketing Management, Vol 35 No 8, pp.
1002-1015.

Johnsen, T. (2004). On the management of collalwerahnovation in networks, PhD Thesis,
University of Bath.

Knight, K. E. (1967) "A Descriptive Model of thetta-Firm Innovation ProcessThe Journal of
Business,Vol 40 No 4, pp. 478-496.

Kotler, P. and Armstrong, G., Eds. (1998jinciples of marketing, Prentice Hall

Lane, P. J. and Lubatkin, M. (1998) "Relative aptge capacity and interorganizational learning",
Strategic Management Journal,Vol 19 No 5, pp. 461-477.

Leonard-Barton, D. (1992) "Core capabilities anceatgidities: a paradox in managing new product
development"Strategic Management Journal,Vol 13, pp. 111-125.

Mahroum, S., Atterton, J., Ward, N., Williams, A.,MNaylor, R., Hindle, R. and Rowe, F. (2007).
Rural Innovation. National Endowment for Science, Technology and Anis (NESTA),
London.

Makadok, R. (2001) "Toward a synthesis of the res®tased and dynamic-capability views on rent
creation”,Strategic Management Journal,Vol 22 No 5, pp. 387-401.

Mclvor, R. and Humphreys, P. (2004) "Early supplm@rolvement in the design process: lessons
from the electronics industryQmega, Vol 32 No 3, pp. 179-199.

Miller, P. (1999) Marketing the Unknown: Developing Market Strategiesfor Technical
Innovations, John Wiley, Chichester.

Mosey, S. (2005) "Understanding new-to-market pobdievelopment in SMEs'International
Journal of Operations & Production Management,Vol 25 No 2, pp. 114-130.

Organicmonitor (2006). The Global Market for Organic Fo&drink: Business Opportunities &
Future Outlook. Research publications, Organic-tooniLondon.

Palmer, A. (2004)Introduction to Marketing: Theory and Practice, Oxford University Press,
Oxford.

Ritter, T. and Gemunden, H. G. (2003) "Network cetepce: its impact on innovation success and
its antecedentsJournal of Business Researchyol 56, No 9, pp. 745-755.

Ritter, T. W., L.T., Wesley J. J. (2002) "Measurimgtwork competence: some international
evidence"The Journal of Business & Industrial Marketing, Vol 17 No 2, pp. 119.

Rogers, E. M. (1983piffusion of Innovations, Free Press, New York.

Saren, M. (1984) "A classification and review ofdets of the intra-firm innovation proces®&D
management,Vol 14 No 1, pp. 11-24.

Scarpa, R., Thiene, M. and Marangon, F. (2007) "Maue of Collective Reputation for
Environmentally-Friendly Production Methods: Thes€aof Val di Gresta"Journal of
Agricultural & Food Industrial Organization, Vol 5 No 1, Article 7.

Schiele, H. (2006) "How to distinguish innovatiwgpliers? Identifying innovative suppliers as new
task for purchasingindustrial Marketing Management, Vol 35 No 8, pp 925-935.

Schumpeter, J. (1934)The Theory of Economic Development Harvard University Press,
Cambridge.

Schumpeter, J. A. (1947) "The Creative Respongeonomic History" The Journal of Economic
History, Vol 7 No 2, pp. 149-159.

Sher, P. J. and Lee, V. C. (2004) "Information textbgy as a facilitator for enhancing dynamic
capabilities through knowledge managemehtformation & Management, Vol 41 No 8,
pp. 933-945.

Soil Association (2006), “Soil Association annual revieavailable at

http://www.soilassociation.org/web/sa/saweblibfary?OpenForm&Cat=_Annual_reports

Soil Association (2007), “The Biggest Changes are Alwdgsle at the Roots2”, Annual review,

Soil Association Organic standard, available at
http://www.soilassociation.org/web/sa/saweblabfary?OpenForm&Cat=_Annual_reports Soill

15



Abstract preview

Subramanian, A. and Nilakanta, S. (1996) "Orgaropal innovativeness: Exploring the relationship
between organizational determinants of innovattgpes of innovations, and measures of
organizational performanceQmega,Vol 24 No 6, pp. 631-647.

Teece, D. J., Pisano, G. and Shuen, A. (1997) "Bymaapabilities and strategic management”,
Strategic Management Journal,Vol 18 No 7, pp. 509-533.

Traill, W. B. and Meulenberg, M. (2002) "Innovatiam the Food Industry"Agribusiness, Vol 18
No 1, pp. 1-21.

Walker, H. and Brammer, S. (2007), "A worldwidewfe Supply Management,Vol 12 No 13, pp.
58-59.

Wang, C. L. and Ahmed, P. K. (2007) "Dynamic capiés: A review and research agenda”,
International Journal of Management Reviews Vol 9 No 1, pp. 31-51.

Wier, M. and Calverley, C. (2002) "Market potentfal organic foods in EuropeBritish Food
Journal, Vol 104 No 1, pp. 45-62.

Wilkinson, I. F. (2000). A history of channels andtwork thinking in marketing in the twentieth
century. Working paper. School of marketing, Intgional business and Asian studies,
university of Western Sydney, Sydney.

Xu, S. X., Walker, H., Nairn, A. and Johnsen, TO@2), “A network approach to understanding
“green buying”: a literature review”, available at
http://impgroup.org/uploads/papers/5967.pdf

16



