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Whether we call it Purchasing, Procurement, Supply Management, Sourcing or Buying – it is

evident that activities, tactics and strategies associated with such terms are of great

importance to organizations. Looking at job advertisements, skilled and highly educated

Purchasers and Supply Managers are in demand. Hence, academia and practice work

together to further grow the function as there remain many challenges and possibilities for

improvements. In line with the developments in the field, we asked 21 international MSc

students to plan, write and deliver an academic book on Strategic Service Purchasing.

We proudly present the resulting E-book of this year’s project “Strategic Service Purchasing –

A Jumpstart to Success”. Based on literature reviews as well as case studies and examples

the students have worked on different themes with the joint ambition to describe and

discuss the state of the art of Strategic Service Purchasing today. While the book focuses on

the developments in Strategic Service Purchasing and Supply Management it might also

provide a presentation of a coming generation of purchasing professionals.

The course and the book could not have been realized without the support of the companies

and people who kindly contributed their time for guest lectures and further information:

Sander Koopmans (Adjust), Hans Bax (UMCG), Ad Weterings (Gasunie) and

Bauke Wierda (Koopmans).

Finally, we would like to thank all students involved. Your enthusiasm, curiosity, eagerness,

cooperation and perseverance made it possible to carry out this book project (and in only 7

weeks)!

Groningen, April 2015,

Dr. Kirstin Scholten and Drs. Ing. Henk Faber

Department of Operations, Faculty of Economics and Business

Preface
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1.1. Introducing Strategic Service Purchasing

The marrying of strategic purchasing with the purchasing of services is a topic that has had little

coverage to date. Servitization, is increasingly prevalent in purchasing in all economies and envelops

the purchasing of items, with supporting services, enabling the customer to purchase ‘bundles’ of

goods and services that better satisfy their needs than either of these in isolation (Vandermerwe &

Rada, 1988). This ebook on ‘Strategic Service Purchasing: A jumpstart to success’ aims to be a

‘beginner’s toolbox’ for purchasing professionals.

Much research has expounded the importance of purchasing strategy on the procurement of goods

(Castaldi, ten Kate & den Braber, 2011; Knoppen & Saenz, 2015; Sanchez-Rodriguez, 2009), but

rather a lack of focus on the strategic procurement of services. This is not due to lack of awareness of

the importance of the topic. Incorporating strategy into the buying process elevates the level of

procurement in the organisation from a passive administrative role to an active role that actively

contributes to the value-creating potential of the organisation. This point is just as valid for the

procurement of goods as it is for the procurement of services, however there are differences

between goods and services which call for distinctions in the purchasing processes.

The acquisition of services takes on an important role in most companies as increasingly, services

tend to be purchased, as witnessed for instance in outsourcing (Baily, et al., 2008). Companies are

increasingly outsourcing business services (Massini & Miozzo, 2012), in order to focus on core

competencies. Services are defined as “Intangible, simultaneously consumed and produced,

heterogeneous entities that cannot be stored and are produced through an interaction of the

customer and service provider” (Grönroos, 2000.pp. 45-50).

This book addresses the discrepancy between goods and service purchasing and presents a first step

in dealing with strategic service purchasing. The purpose of this book is to consider and investigate

aspects of purchasing that are specifically important to managers when purchasing services.

1.1.1 Strategic Purchasing

If observing purchasing from a broad perspective, it can be a function, a process, a link in the supply

chain, a relationship, a discipline and a profession, depending on the point of view of the observer

(Lysons & Farrington, 2012); purchasing is thus very diverse, which complicates its study, even within

a specific setting such as service purchasing. When looked at as a function, purchasing can be

described as a unit or department in which a special task (or function – double-barrelled term) is

fulfilled. Purchasing as a process includes different stages in a chain that all work towards a common

output (Ward, 2008). Further, purchasing constitutes a link in the supply chain by performing

supportive activities that contribute to value creation and thereby build the competitive advantage

of the company. Moreover, the creation and maintenance of relationships can be crucial for

purchasing when it comes to the quality of performance (Ward, 2008). As a discipline, purchasing is

an area of study that deals with knowledge based on academic content. Finally, purchasing can also

be a profession. It can be practiced on a high level requiring skills and knowledge. Integrating all of

the different things purchasing represents into strategic purchasing is therefore complex, however

throughout the book, the interplay of these different aspects of purchasing will become evident and

their interaction will be shown as relevant in the purchasing of services.

Chapter 1
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Strategic Purchasing is defined as the use of the full range of potential activities, from tactical buying

to supply chain management, to support the development of, and to maintain, a sustainable

competitive advantage (Chandler, 1962; Kraljic, 1983; Van Weele, 2010). The transition of the role of

purchasing towards a strategic one is explained in chapter 2.

1.1.2 Service Purchasing Process

The process of purchasing is made up of different activities and described by many authors in models

that aim to give structure to the purchasing activities, among them van Weele (2005). He describes

the interrelated (subsequent) stages within his process model that includes: determining

specifications of goods and services; selecting suppliers and developing selection procedures;

preparing and conducting negotiation as well as establish agreements and contracts; placing order

and developing efficient purchase order and handling routines; monitoring and control of order to

secure supply; follow-up and evaluation. However, this model does only focus on the purchasing of

goods. For the purchasing of services an adapted purchasing processes will be necessary, which is

described by Van der Valk & Rozemeijer (2009) by adding the steps of ‘Request for information’ and

‘Detailed specification’ as shown in figure 1.1.

Figure 1.1: Service purchasing process based on van Weele (2005) & van der Valk & Rozemeijer (2009)

1.2 Chapter linkage
The chapters in this book were chosen to fully cover the aspects involved in the purchasing process.

More specifically, the first chapter places an emphasis on the internal aspects and the alignment

between departments in a company. The alignment of the purchasing department towards other

departments is often not suitable for a high level of strategic purchasing. Miscommunication and

prioritising own interest leads to this misalignment. This is supported by the authors (Van der Valk &

Rozemeijer, 2009; van Weele, 2010) who further stress that the alignment of the process within the

company is crucial as well. Moreover, the chapter about internal aspects cover the integration of

purchasing with an organization’s strategy.

Furthermore, the internal process of purchasing is expanded to the sourcing of potential suppliers.

This entails the process of assessing new potential suppliers and acquiring the right supplier for the

appropriate service. The assessment and acquirement of new supplier is necessary to reduce

uncertainty in its supply chain (Narasimhan & Das, 1999). This is the first part of the purchasing

process according to van Weele (2005) reaching from ‘Specify’ to ‘Contract’ deal with ‘Sourcing’,

whereas ‘Order’ to ‘Evaluate’ focus on the ‘Supply’ side of purchasing (Van der Valk & Rozemeijer,

2009).

When we follow this process towards the acquired supplier we end up at the relationship

management between the purchasing company and the supplier. This leads to the next chapter

relationship management. This chapter can be alignment with the last three phases in van Weele’s

Introduction
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service purchasing process (2015). As Bowersox, Closs & Stank (2000) mention, the value created in

the value chain of purchasing is highly depend on the relationships established between the two

companies. These relationships can even develop to a competitive advantage for both companies

(Saghiri & Hill, 2014). Therefore, managing these relationships becomes highly important.

The service purchasing process is now fully covered by the first three chapters of this book. But

several aspects of purchasing affect this process greatly. One of these aspect is risk management in

the purchasing process. The importance of identifying, assessment, selection of risks management

and implementation of the risk management is stressed by Chopra & Sodhi (2004). They explain that

a proactive perspective, where risks are identified in an earlier phase, is of the essence to create

value in strategic purchasing.

Also sustainability should receive special considerations in the purchasing process as suppliers need

to be aligned with the organizations CSR measures (van Weele, 2010). In addition to that,

sustainability is an increasingly important strategic goal for companies. Giunipero, Hooker & Denslow

(2012). Here purchasing is the aspect in the supply chain that is responsible for the upstream side of

its chain (Johnsen, Howard & Miemczyk, 2014). It therefore fulfils an essential and important role in

establishing and maintain a sustainable supply chain. But the question remains how does

sustainability integrate with purchasing and what are the focal points to address in pursuing a

sustainable procurement (Pagell & Wu, 2009)?

Also within the public sector purchasing concerns a lot of money as it is spent for buying a wide

variety of goods, services and projects by a wide variety of institutions; the EU free cross-border

trade is an example of government purchasing that shows that purchasing in the public sector

differentiates from purchasing in the private sector in that it primarily serves political objectives and

plans (van Weele, 2010). For a long time, purchasing was not recognized as a significant strategic

function in the public sector, but attitudes are changing (van Weele, 2010). If dealing with public

purchasing, private sector practices can be adopted were appropriate, but adjustments in the

purchasing process (in comparison to the private sector) are necessary (Zheng, et al., 2007).

Therefore, also ‘Public Sector Purchasing” is a topic of this book.
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1.3 Book outline
This book is comprised of seven chapters. This introduction constitutes the first chapter, followed by

chapters dealing with different aspects of strategic service purchasing. Each chapter concludes itself

in a way that the editors feel is sufficient for the reader to grasp the key concepts of the chapter. As

mentioned earlier and if applicable make a link to technology. As explained before, chapters two

through five follow a logical order based on the purchasing process, whereas the chapters covering

sustainability and public sector purchasing are not a sequential step of this process, but rather apply

to the whole process. The chapter map, illustrated in figure 1.2, shows this connection.

Figure 1.2: Illustration of chapter map

Based upon the direction postulated in the first section of this chapter, chapter 2 will deal with the

internal aspects of purchasing, that is introducing the role of (strategic) purchasing and how it is

internally integrated. Thereafter, ‘Sourcing Strategies’ are discussed in chapter 3 with a focus on the

sourcing location, the complexity of the pool of managed suppliers, category management strategies

and best value procurement. Chapter 4 provides background information about ‘Relationship

Management’ by explaining ‘Different sorts of Buyer – Supplier Relations’, ‘The Relationship Cycle’,

‘Relationship Performance Measurement’ and ending with the topic of ‘Contracts’. Chapter 5 deals

with Risk Management and first discusses ‘Risk Identification” and its ‘Assessment and Evaluation’,

followed by ‘Risk Strategies’. The latter are then implemented within procurement and the concept

of ‘Resilience” is explained. The aspect of ‘Sustainability’ is dealt with in chapter 6 and contrasts

sustainable purchasing inside with outside the organisation. Last, it is discussed how sustainability

influences existing purchasing models. Chapter 7 deals with ‘Purchasing in the Public Sector’ and first

contrasts public with private purchasing, explains existing procurement policies and shows the

possibility of public-private interaction, before ending with sustainable public sector purchasing.

1.4 Book set up
Each chapter starts with a literature review to provide the readers with a theoretical foundation for

the different aspects of strategic service purchasing. The aspect of services is either addressed

throughout the chapter or as a separate section at the end. In addition, case examples are used to

connect the selected theories to provide practical insight through organizations having dealt with
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those specific aspects. The authors of the book attended four guest lectures given by purchasing

professionals from different companies in diverse industries. These lectures contributed through the

sharing of different views and thoughts on purchasing. The case examples aim to make the chapters

clearer to readers. At the end of every chapter a toolbox is provided to given managerial implications

about the topics and aspects mentioned in every chapter. These toolboxes are aimed at practitioners

to assist them in developing the jumpstart to successful service purchasing.

In particular, different ideas about strategic service purchasing will be discussed against a theoretical

background of previously researched theories and methods which can be applied in practice.

Throughout the book, examples are included to help clarify the concepts explained and chapters are

concluded with a ‘tool’ to guide the manager towards more successful service purchasing.

1.4.1 Technology

Special considerations in the purchasing process should also be paid to the aspect of technology.

With the change in technology, e.g. external system linkage, networks between purchasing sites and

suppliers could be established. (Baily, et al., 2008). The benefits of technology cover,among others,

the reduction of purchasing cycle time, the enhancement of budgetary control, the elimination of

administrative errors, the increase of the buyer’s productivity, the reduction of prices through

product standardisation and consolidation of purchasing power and better information management

(Baily, et al., 2008). Also Zheng, et al. (2007) identify purchasing and supply system developments

(e.g. e-procurement, e-auction, e-sourcing or e-catalogues) as important aspects. For that reason this

book elaborates technology impacts of strategic purchasing in some chapter, where applicable, in

more detail.
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2.1 Introduction

According to the paper of Rozemeijer, Weele, & Weggeman (2003: 7) a purchasing manager once

said: “… more than 80 percent of the efforts of formulating and implementing a corporate purchasing

strategy are related to internal issues; only 20 percent of the efforts are external and related to

suppliers”. Internal aspects of purchasing are of high importance and are becoming more and more

strategic. Therefore, these internal aspects of strategic purchasing should be understood well; the

main objective of this chapter is to address these internal aspects of strategic purchasing.

A lot of research addressed the evolution of purchasing from being operational in nature, a clerical

function, towards being a function of major strategic importance. The purchasing function evolved

from an administrative function towards a strategic function within the last 45 years. The purchasing

function used to be passive and reactive, focusing on price and availability. Nowadays, the

purchasing function has become integrative, focusing on value. Value is an increasingly relevant

concept from the perspective of purchasing. Integrative means that the purchasing strategy is fully

integrated into the corporate strategy, the purchasing performance is measured in terms of

contribution to the organization’s success; it has become of strategic importance. The ‘new’ role of

purchasing will be addressed in this chapter (Carr & Smeltzer, 1997; Cousins, Lawson, & Squire, 2006;

Ellram & Carr, 1994; Humphreys, McIvor, & McAleer, 2000; Kähkönen & Lintukangas, 2012; Lysons &

Farrington, 2012; Mehra & Inman, 2004; van Weele & van Raaij, 2014).

The word ‘integration’, mentioned in the paragraph above, is of high importance when addressing

internal aspects of strategic purchasing. Pagell (2004) highlighted this by the statement that a lack of

internal integration demonstrate processes working at cross-purposes which lead to lower levels of

organizational performance. Because of the scope of this book, the focus will be on purchasing

integration. Purchasing needs to be strategic aligned as well as horizontally integrated, internal

aspects that will be addressed in this chapter.

The purchasing strategy should be integrated with the corporate strategy. Purchasing strategy and

related purchasing practices in turn should be designed to optimally support the requirements of

corporate strategy in order to positively affect organizational performance (Day & Lichtenstein, 2006;

Nollet, Ponce, & Campbell, 2005). Key elements to address the internal aspects of purchasing are

vertical integration and make-or-buy decisions, structure, and cultural aspects (and alignment) of

purchasing. Another internal issue elaborated on are the required purchasing skills and competences.

Since the changing role of purchasing; different kinds of skills and competences are required.

As stated before, the purchasing performance is measured in terms of contribution to the

organization’s success. Because of that, this chapter elaborates briefly on performance management

approaches which benefits the strategic purchasing function and its value adding activities.

To conclude, since the title of this book is ‘strategic service purchasing’, the internal aspects will be

discussed in terms of service purchasing as well as goods purchasing taking the similarities and

differences into account.

The structure of this chapter is as follows: first, the role of purchasing will be discussed followed by

internal integration, which consists of strategic alignment and purchasing efficacy and related topics.

Internal Aspects of Purchasing
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After that, performance management will be discussed and lastly, conclusions, implications and

limitations of the chapter are set out.

2.2 The role of Purchasing

As mentioned in the introduction, purchasing evolved from a clerical, administrative function

focusing only on price, towards a strategic function focusing on value. Purchasing practices based on

costs like at the earlier stages are replaced by a value-adding focus in today’s purchasing (Mehra &

Inman, 2004). Purchasing can have a meaningful significance in value creation by for example finding

the most valuable and suitable suppliers – as well as for supplying raw materials and components

efficiently. Purchasing can achieve benefits and cost savings, thereby creating even more value.

Because of that, value is an increasingly relevant concept from the perspective of purchasing

(Kähkönen & Lintukangas, 2012). But what is value? And how can value creation be described? And

more important, since the book is about purchasing, how can purchasing add value?

2.2.1 Value creation in Purchasing

Value can be defined as “a trade-off between benefits and sacrifices” (Kähkönen & Lintukangas,

2012: 69; Walter, Ritter, & Gemünden, 2001: 366). Dumond (1996: 6) defined value “as a definition

of quality” and “the added competitive advantage you bring to your customers”. Value is achieved by

the effective usage and combination of integral and specific resources and capabilities, and so the

internal tangible and intangible assets of an organization empowers value creation and may be

sources of value. Value creation is achieved from three different points of view: by competing and

responding to environmental challenges, by exploiting relational capabilities and by understanding

and responding to the customer (Kähkönen & Lintukangas, 2012). As stated by Borys & Jemison

(1989: 241) “value creation is the process by which the capabilities of the activities are combined so

that the competitive advantage is improved”. Since purchasing is of significant importance between

external suppliers and internal customers, the competitiveness and the ability for an organization in

the creation of unique value can be accounted to purchasing (Kähkönen & Lintukangas, 2012).

Purchasing’s primary role is to add value by purchasing and bringing materials together at an

organization before the process of transformation, inputs into outputs, starts. Purchasing needs to

realize the right material at the right time in the right quantity for delivery to the right place from the

right supplier with the right service at the right price (Fawcett & Fawcett, 1995). The strategic

purchasing function can help the organization to remain its competitive advantage, adding value to

the organization, by the effective management of cost of inputs, by providing valuable information

regarding supply trends to make better decisions and achieve its objectives, and by the

establishment of relationships (where appropriate) with suppliers to improve the efficient quality

and delivery of inputs (Carr & Pearson, 2002).

2.2.1.1 Value Chains

Porter’s value chain recognizes the importance of purchasing to remain competitive (Krause, Pagell,

& Curkovic, 2001). The important role of purchasing can be highlighted by looking at the value chain

of Porter (1985) (Skjott-Larsen, Schary, Mikkola, & Kotzab, 2011). The value chain consists of five

primary activities; inbound logistics, operations, outbound logistics, marketing and sales and service.

These five primary activities add value to the output of the firm (Skjott-Larsen et al., 2011). The five

primary activities are supported by purchasing, technology, human resources and organization. From

this point of view, purchasing supports the primary activities by purchasing raw materials, suppliers
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etc. as well as machinery, other equipment and buildings (van Weele, 2001). Purchasing supports all

primary activities which add value to the output. However, Hine develops another ‘value chain’

based on the problems provided by the value chain of Porter (1985). The main critics on the model of

Porter are 1) the customer satisfaction should be the primary objective, not company profit 2) the

value chain of Porter shows a divided network, however, integration is important and 3) Porter’s

primary and support activities are highlighted ‘wrong’ (Lysons & Farrington, 2012). Hine has a

different look at the role of purchasing; purchasing or what he calls ‘material management’ becomes

one of the primary activities in delivering and adding value for the (end) customer (Lysons &

Farrington, 2012). This different angle on the role of purchasing arose since Porter’s model is based

on American cases where Japanese are more innovative nowadays. Porter’s value chain may

therefore be inappropriate to remain competitive and prevent organizations from continuous

development (Lysons & Farrington, 2012).

2.2.1.2 Adding Value to Service Purchasing

Since the topic of this book is service purchasing, the role of purchasing by adding value through the

purchase of services is discussed below.

According to Bals, Hartmann, & Ritter (2009) an organization’s purchasing department can add value

in three distinctive ways: 1) investments are made aligned with the corporate and business strategy,

2) the quality of the service purchased should be improved and 3) time and money should be saved.

As said before, purchasing needs to serve the internal customer in terms of specified quality when

they are needed at competitive prices (Stanley & Wisner, 2002). However, the quality aspect is

harder to define when purchasing services instead of goods. The assessment of service quality is

more complex and includes five dimensions; reliability, responsiveness, assurance, empathy and

tangibles (Fitzsimmons, Fitzsimmons, & Bordoloi, 2014). Smeltzer & Ogden (2002) come up with four

assumptions about the differences between purchasing goods and services; intangibility,

inseparability, perishability and heterogeneity. Altogether, the difficulty in assessing service quality

and the differences between purchasing goods and services make the purchasing of services and

thus the role of purchasing more complex. This is proven by the study of Smeltzer & Ogden (2002:

60); “it appears that purchasing managers perceive the overall process of purchasing services as

being more complex than the overall process of purchasing materials”.

2.2.2 Competitive advantage and functional silos

An organization’s competitive advantage can be linked to the differences among value chains (Skjott-

Larsen et al., 2011). The building blocks of competitive advantage are the discrete activities,

highlighted by the value chain of Porter (1985). However, value chains are not a collection of

independent activities. The value chain is a system of interdependent activities, activities are related

by linkages within the value chain (Barnes, 2001). Managing these linkages between the activities is

more difficult than managing the value activities themselves (Parker & Byrne, 2000). If an

organization is able to manage the linkages as well as the value adding activities themselves, it

remains competitive. The more the activities of the value chain act independent, act like ‘silos’, the

more the competitive advantage is lost (Parker & Byrne, 2000). This highlights the importance of

integration, as will be elaborated on in the next paragraph.

“The more the activities acts like silos…” (Parker & Byrne, 2000), the phrase silos refer to a lack of

integration of activities across functions such as logistics, marketing, R&D, production and purchasing

whereby those functions strive for their own goals rather than on contributing to the overall



19

objectives of an organization (Parker & Byrne, 2000). Functions focusing on their own performance

rather than on the performance of the whole organization are called ‘silos’; a fragmentation of the

organization into groups of specialization, depicted in figure 2.1 (Parker & Byrne, 2000).

This functional silo syndrome is a handicap in the attainment of improving overall organizational

performance (Parker & Byrne, 2000). The purpose of integrating internal functions, suppliers etc. and

thus removing barriers like functional silos is to improve organizational performance (Bakker,

Boehme, Pieter Van Donk, Bakker, & Böhme, 2012). A lack of internal integration demonstrate

processes working at cross-purposes which lead to lower levels of organizational performance

(Pagell, 2004). One of the dimensions of supply chain integration is purchasing integration. Because

of the scope of this book, strategic purchasing, this chapter will now further elaborate on the

integration of purchasing. This type of integration refers to the integration and alignment of

strategic purchasing with overall organizational objectives (Narasimhan & Das, 2001). It is an

internally focused initiative, proposed to align the strategic purchasing practices with the

organization’s competitive preferences (Narasimhan & Das, 2001). Integration of purchasing is of

strategic importance and should be achieved by the presence of purchasing in internal cross-

functional teams and in organization’s strategy development, the latter one is the primary

requirement for achieving purchasing integration (Narasimhan & Das, 2001).

2.3 Internal Integration

Carr & Pearson (2002) and Spekman, Kamauff, & Salmond (1994) state that purchasing and supply

management (PSM) can improve profitability and enhance competitive advantages (Baier, Hartmann,

& Moser, 2008). However, that this potential critically depends on the alignment of the PSM

decisions with the corporate strategic objectives (Baier et al., 2008). To better understand the

aspects of internal integration, this section is split up into two levels of ‘fit’: the strategic alignment

and internal purchasing efficacy. A distinction that is in line with the article of Baier et al. (2008),

strategic alignment in this context is the ‘fit’ between corporate strategy and purchasing strategy,

and purchasing efficacy the correspondent between purchasing strategy and purchasing practices.

The division highlights all relevant aspects to the internal alignment of the purchasing function.

Besides the conceptual and strategic models, it is important to recognize organization’s

characteristics, management style and cultural aspects (Nollet et al., 2005).

Nollet et al. (2005) identify the following points as the right approach for strategy making regarding

purchasing, (1) discover the corporate strategy, master it and you will be capable to align the

purchasing ‘strategy’ and show how purchasing can acknowledge the corporate goals and objectives.

Figure 2.1: Fragmentation of the value chain (Parker & Byrne, 2000)
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(2) Communicate the corporate demands on purchasing to advance knowledge exchange what will

create responsiveness of the purchasing function to corporate strategy changes and (3) evaluate the

effects of the purchasing strategy to corporate strategy.

With this implications as a conclusion of their research, on decades of literature about strategy, it is

underlined that the first step to improvement (service) purchasing is the alignment of strategies

(strategic alignment). Secondly, implement it through communication, goals and objectives

(purchasing efficacy) and finally evaluate the effective performance to underline the strategy

alignment principles (performance management).

Regarding service purchasing it is essential to consider the characteristics of a service, i.e. defined as

an intangible supply entity, consumed and produced at the same time, heterogenic, cannot be stored

and are produced with an interaction between the customer and service supplier (Grönroos, 2000),

and integrate these into the internal alignment aspects.

2.3.1 Strategic Alignment

This paragraph asserts the alignment between the corporate strategic goals and purchasing strategic

objectives or competitive priorities. “The extent to which the purchasing competitive priorities

considered important by the Chief Purchasing Officer (CPO) are actually those that ‘fit’ the corporate

strategy” (Baier et al., 2008: 37,38). If there is no CPO in the organization, the term is considered as

the purchasing department as a whole. Before addressing alignment of the purchasing department

and its strategy the word ‘strategic’ should be defined. The word ‘strategy’ and ‘strategic’ have a

widespread of definitions and interpretations. For instance, Mintzberg's (1987) definition of a

strategy is “a very specific plan of action directed at a specific result within a specific period of time”.

Porter (1998) state “strategy guides the way a firm performs individual activities and organizes its

entire value chain”. McCarthy (2003) state “strategy is personality-driven and the vision, instinct and

imagination of entrepreneurs, rather than purely rational variables, drive strategy”.

A combination of Porter’s and

McCarthy’s definition has the best

overlap with strategic alignment

goals. The strategy-making process

and alignment process can be seen

as well-based visions of the involved

actors. A ‘strategic and ‘alignment’

process have already been a success

when it created a team shared

vision, insight in each other goals

and objectives and triggered the

imagination of the actors, with on

the operational side, the guidance of

the individual activities and the organization of the value chain.

In line with the conceptual model of Baier et al. (2008) figure 2.2 illustrates the essence of strategic

alignment regarding the purchasing function. On the left side the corporate strategy, on the right

side the purchasing strategy and in the middle the ‘joint’ vision and resources of an organization.

Porter (1980) suggests ‘three generic corporate strategies’: low cost, differentiation and focus,

whereon companies incorporate mainly three value disciplines as corporate strategies: ‘’operational

Figure 2.2: Strategic Alignment (van Werven, Zanzotera and Grevers,
2015)
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excellence, product leadership and customer intimacy’’ (Treacy & Wiersema, 2000). The purchasing

strategy is expressed as competitive priorities because purchasing practices provide a conceptual

formulation of the purchasing function’s (Baier et al., 2008). In figure 2.2 the competitive priorities

cost, quality and innovation are mentioned, these priorities reflect important assets to be achieved

from exceptional PSM (Trent & Monczka, 1998; Baier et al., 2008). Other less general competitive

priorities for the purchasing function are, for instance, availability, risk and sustainability.

Regarding the concept of strategic alignment between the corporate strategy and the purchasing

strategy it is important that management coordinate the implementation of the corporate strategy

to lower-level purchasing managers, and by doing this, functional priorities must be closely

coordinated and aligned with corporate strategy (Nollet et al., 2005). If purchasing competitive

priorities are suited and aligned with the corporate strategy, purchasing can effectively improve the

organizational positions and add value as competitive advantage (Baier et al., 2008). Strategic

alignment is about the arrow depicted in figure 2.2 and refers to the integration of visions, strategies,

goals and objectives. Baier et al. (2008: 39,40) conclude “ideal profiles of purchasing competitive

priorities differ across strategic business units following different business strategies”. For instance, if

the corporate strategy is ‘product excellence’, quality should be the leading priority for the strategic

purchasing function. In case of ‘customer intimacy’ as corporate strategy, quality, risk and

sustainability are compelling competitive priorities for the purchasing function.

Aspects where strategic alignment of the corporate and purchasing strategy make a difference are in

the vertical integration, make-or-buy decisions and horizontal integration (with internal customers).

2.3.1.1 Vertical integration and make-or-buy decisions

In the paper of Gulbrandsen, Sandvik, & Haugland (2009) vertical integration is defined as the degree

to which an organization intend to buy from suppliers or intend to perform the activities in-house

(Whyte, 1994); it is about determining the boundaries of an organization (Parmigiani, 2007). Vertical

integration involves different decisions whether to make or to buy (Harrigan, 1986), and is an

important aspect to increase an organization’s value-adding activities in a particular supply chain

from raw materials to end users (Harrigan, 1985). These decisions relate to the effectiveness of

purchasing since strategic purchasing is concerned about these make decisions (insourcing) and buy

decisions (outsourcing) (Gulbrandsen et al., 2009; Sundquist, Hulthén, & Gadde, n.d.).

There are a lot of reasons for vertical integration (Guan & Rehme, 2011), a frequently mentioned

reason is the relative high costs of market exchange. These costs are attributable to supplier

selection costs, quality specification, and gathering information about prices, contracting and

monitoring of performance (Guan & Rehme, 2011). In case these costs are high, it is suitable for an

organization to take supplier activities in-house (Guan & Rehme, 2011). As “the level of vertical

integration increase suppliers become more and more important as sources of resources” (Gadde &

Håkansson, 1994: 28). Loertscher & Reisinger (2014) expect that if an organization vertically

integrates with a first tier supplier and form a ‘new’ organization with more capacity units, that this

‘new’ organization will purchase more capacity from second tier suppliers; this can lead to more

customer surplus and is procompetitive for the organization (Loertscher & Reisinger, 2014). This

means that vertical integration causes entry barriers for competitors, higher entrance costs for

potential competitors, and thereby a stronger position in the market for the focal organization (Guan

& Rehme, 2011). Decisions highly depends on market circumstances, strategic alignment of the



22

corporate strategy and the purchasing strategy; vertical integration can increase the competitive

advantage of a company.

‘Outsourcing’ is a strategic issue or decision since it enables an organization to improve its core

competencies, reduce cost, and improve the quality (Xiao, Xia, & Zhang, 2014). However, there are

also disadvantages of outsourcing, for example the loss of control over the supplier(s) and the loss of

in-house capabilities (Xiao et al., 2014). Because of this, the decisions of make (insourcing) or buy

(outsourcing) should be considered well and should be aligned with the corporate strategy (Quélin &

Duhamel, 2003). The make-or-buy decisions are highly related to the cost and capabilities

(competences) of an organization (Gadde & Håkansson, 1994; Parmigiani, 2007) which need to be

considered by purchasing (Tayles & Drury, 2001). After making the decision about insourcing or

outsourcing, a sourcing strategy should be designed (Tayles & Drury, 2001). Chapter 3 of this book

will elaborate on that, Sourcing Strategy.

In the past, make-or-buy decisions were mainly cost-based. Management did not recognize the

importance of it and therefore it was purchasing that decided upon it. Because of the price-focus of

purchasing in the past, these decisions were based on price and were short-term decisions.

Nowadays, it is considered to be strategic and therefore also takes other factors into consideration in

addition to cost, as depicted in figure 2.3 (Cánez et al., 2000).

Make-or-buy decisions have to be set off, and searching and evaluation should lead to a final decision

(Moschuris, 2008). Probert (1997) propose a four-stage methodology that may be implemented by

purchasing managers to resolve the make-or-buy decision (Moschuris, 2008), see table 2.1 (overleaf).

Figure 2.3: Make-or-Buy Framework (Cánez et al., 2000)
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In industries that ask for innovative supply chain integration to form a competitive advantage it is

more common that strategic alignment is in place and that vertical integration principles are

implemented to enhance business performance. A great example is the Honda America

Manufacturing case.

Case 2.1: The Honda case

Car companies have often led the way in developing innovative purchasing techniques and Honda America

Manufacturing is no exception. The effectiveness of Honda’s purchasing is evident from its success in the

highly competitive US market (Mercer, 1995). ‘’The biggest step toward having total flexibility is not to need

it’’ (Chris Poland, engineering project leader for the 2001 Civic, (Kobe, 2000)). Mercer (1995) points out that

Honda made particular strides in five key areas:

Table 2.2: 5 key strides Honda strategic purchasing (Mercer, 1995)

The make/buy policy By investing resources to make both its own and its suppliers’; Safety-related components,

those that the ultimate customer sees, hears, or feels and systems where Honda holds a

long-term proprietary advantage (such as engines) are tightly controlled by the company via

in-house production or closely related supplier firms (often set up as joint ventures).

Supplier Selection Suppliers are selected not on the basis of existing product superiority, but for their ability to

work effectively with Honda in developing future high-quality parts.

Supplier Feedback Honda provides suppliers with helpful feedback on the quality of their products and do not

use this as a weapon against suppliers, what generates mutual mistrust.

Supplier Development Since 1989, ‘’BP’’ (best practice) teams of two or three Honda employees representing

several key functions have been going into the field to work hand in hand with struggling

suppliers to improve their products and processes

Stable production schedule Most importantly, Honda supports its suppliers by strenuously pursuing a stable production

schedule. Honda pays generous penalties if actual volumes deviate from forecast by more

than 10 percent either way

.
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In the Honda case it really comes forward what vertical integration and strategic alignment of the

corporate and purchasing strategy can do for a supply chain and the competitive advantage of a

company.

Regarding service purchasing, all the 5 aspects, in the case, can be used to improve strategic service

purchasing. In-house ‘production’ of a service can improve the quality (and cost) and extensive

supplier feedback is of great value to improve a service purchase.

2.3.1.2 Horizontal Integration

The strategic purchasing function should be internally integrated with other departments; the

internal customers. During every business process in an organization, many characters take part of it

and they can be involved directly or indirectly at different levels of the organization. “The individuals

who are indirectly related to the process are those individuals who receive products or services from

others in the organization” (Nagel & Cilliers, 1990). Internal customers are functions/departments

like marketing, IT, legal, accounting, insurance, personnel, quality department etc. (Moschuris, 2008).

Regarding the strategic purchasing function, the purchasing department is directly involved and may

support the process with a secondary interest besides the operational activities, as in, focusing more

on the strategic aspect from the business point of view.

By reason of being involved into strategic aspect of the process, even indirectly, internal customers

play thus an influential part to the final outcome of the operation: “The important point to keep in

mind is that all departments that contribute to the decision, or affected by it, should have some voice

in making it’’ (Tayles & Drury, 2001; Moschuris, 2008: 145). From a conceptual point of view this is

referring to horizontal integration of the inter-functional departments. Tayles & Drury (2001) state

that horizontal integration can be operationalized as a committee with representatives from various

departments and this multi-disciplinary committee is able to determine which aspects of the

organization and/or products are a competitive advantage, what the possibilities are in-house and

what the integration of supplier could yield (Moschuris, 2008).

Horizontal integration can be focused on ‘neighboring’ functions but research suggests the

importance of integrating boundary functions such as purchasing and marketing that are not closely

related in practice (Smirnova, Henneberg, Ashnai, Naudé, & Mouzas, 2011). The integration of the

marketing and purchasing function is a particular case of inter-functional collaboration and is

considered a critical component of horizontal integration of an organization, because a collaboration

between these functions enables a market oriented and demand chain integrated corporate strategy

(Smirnova et al., 2011).

When looking at the value creation of an organization, depicted in the section of the role of

purchasing, both purchasing and marketing are at ‘the ends’ of a value creation process. The

purchase of raw materials, parts and components at the beginning, and the sales and marketing of

valuable goods at the end. The integration between these functions is important since “both

together form the brackets which define the value creation process” (Ivens, Pardo, & Tunisini, 2009:

853). The interface between purchasing – marketing is important, since both functions aim to

facilitate and expedite the exchange process (Ivens et al., 2009). However, the integration between

the functions is mainly poor and the functional silo syndrome, as discussed in paragraph 2.2.2, exists

due to physical and emotional distance “and is embedded in the organization’s structures and

cultures” (Ivens et al., 2009: 854). Both functions created different perspectives on business

relationships, since they differ in motivation and interests (Smirnova et al., 2011). Purchasing primary

focus is mainly on suppliers to utilize organizational capacity while marketing primary focuses on the



25

fulfilment of customers’ needs; relations are different which cause different strategies and priorities

applied by both (Sheth, Sharma, & Iyer, 2009).

However, both functions’ strategy should be aligned with the corporate strategy as well as with the

other functional strategy to gain a competitive advantage, by value creation. Horizontal integration

therefore is especially important for the purchasing – marketing interrelationship (Ivens et al., 2009;

Sheth et al., 2009; Smirnova et al., 2011).

A common implementation of horizontal integration is cross-functional integration, the

characteristics of internal collaboration are close to the concept of integration of functions.

Collaborative cross-functional integration rely on informal processes based on aspects as trust,

mutual respect, information sharing, communication, mutual responsibility in decision making and

shared responsibility for result (Ellinger, 2000).

2.3.1.3 Maverick Buying

The involvement of purchasing within other functions, its internal customers, is a critical aspect of

the purchasing profile which determines the level of cross-functional integration between the

purchasing department and its internal customers; this is positively related to the performance of

purchasing (Poucke, Van Weele, & Matthyssens, 2014). As mentioned earlier in this chapter,

purchasing can add value, improve its performance, by the effective management of cost (Carr &

Pearson, 2002). Maverick buying negatively affect these purchasing costs (Karjalainen, Kemppainen,

& Van Raaij, 2009; Poucke et al., 2014) And therefore it should be minimized. Maverick buying, also

referred to as non-conforming purchase behavior or non-compliant purchasing, can be defined in

many ways as can be seen in the paper of Karjalainen et al. (2009). In this book, the definition

proposed in the paper of Karjalainen et al. (2009) will be used; non-compliant behavior is “the off-

contract buying of goods and services for which an established procurement process is in place based

on pre-negotiated contracts with selected suppliers” (Karjalainen et al., 2009: 162). It is related to

purchases with a high number of transactions of relatively low value (Karjalainen & van Raaij, 2011).

One of the reasons for maverick buying can be internal conflicts between purchasing and its internal

customers, other functional departments; an internal principal-agent problem (Karjalainen et al.,

2009). There is a misalignment in interests and therefore it can be seen as a barrier to integration.

Case 2.2: Horizontal integration at Albert Heijn

An example of category management as a horizontal integration aspect is a famous

supermarket chain in the Netherlands (Albert Hein) adopted a strategy consisting in relocating

experienced buyers in category management and consequently giving them the responsibility

of any single business unit for each category of food purchased. To avoid isolation and

promote integration instead, the employment has been repositioned along the different

functions; overall there is a team of people from different departments working together to

cover all the strategic aspects of the final project. Category Management increased

performance, insights, collaboration and involvement either with internal functions or with

suppliers.
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Applying Total Cost of Ownership, also discussed in this chapter, could help purchasing to minimize

maverick buying (Karjalainen et al., 2009).

2.3.2 Purchasing Efficacy

Purchasing efficacy describes the link between purchasing strategy and purchasing activities, i.e. the

capability to achieve the purchasing functions goals with the resources available, structure and the

practical implementation (Baier et al., 2008). Literature shows that if the purchasing strategy and

practices are aligned with the objectives of the corporate strategy, it positively affect performance.

(Baier et al., 2008)

The purchasing function can be argued to perform three roles within each organization, (1) a

rationalization role which include activities to lower total purchasing costs and so contribute to the

corporate competitive advantage, (2) a development role regarding the advisement and

management of the corporate development and/or innovation processes with the supplier base, and

(3) a structural role what includes the implementation of strategic goals regarding the dependence

on suppliers (Dubois & Wynstra, 2005).

Purchasing practices can be divided in cultural, structural and strategic aspects (Baier et al., 2008). In

the next sections, the following internal purchasing aspects will be assessed; organization of the

purchasing department, centralization versus decentralization and hybrid structures, cultural aspects,

and purchasing skills and competences.

2.3.2.1 Organizational Design of Purchasing

The organization of the purchasing function is an extensive concept of ‘’assessing and selecting the

structure and formal system of communication, division of labor, coordination, control, authority and

responsibility required to achieve an organization’s goals’’ (Trent & Monczka, 2005: 29). To

implement strategic purchasing objectives it is important that it ‘fits’ with the organizational design.

So what is important to know, which variables are there and are there conceptual models to design a

purchasing department?

Case 2.3: Horizontal integration at the UMCG Groningen

Another case example of horizontal integration regarding purchasing is how the UMCG

hospital in the city of Groningen (NLD) implement their purchasing function: doctors, which

are the internal customers and most likely also part of sourcing teams, talk directly to the

suppliers to buy items and specify the features. This way, it is possible to combine the

functional requirements of the equipment and the needs from the purchasers. It stimulates

therefore an inter-functional collaboration between purchasing department and specialized

employees in doing procurement: the purchasing department is responsible of conducting the

activities regarding the overall function whereas the professionals are directly engaged with

the supplier.
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Trent (2004) has developed expected organizational design features for the purchasing and supply

department that can be used to characterize the purchasing department activities, as depicted in

figure 2.4. With these design features as a reflection of the purchasing characteristics of an

organization, a company can design a structural model for the purchasing department.

Figure 2.4 shows the relevance of purchasing features within small, medium and larger firms. The

averages are a reflection of the frequency wherein the design feature is operational in their market

research Trent (2004). Included in the table are the expected organizational design features, in gray.

There is a lot information is the table, but this is an extensive overview of the features relevant to

characterize the purchasing function and thus for the organizational design of the purchasing

function.

Implication for present purchasing practices are that the relevance of the design features are

dependent on the firm size, a trend towards centralization and central-led purchasing should

continue, more extensive use of teams will be a common design feature, improvements in

integration of supply chains the organizational design of the purchasing function will be part of the

solution, a focus from vertical to a horizontal perspective is expected and the purchasing function will

to a greater extent be involved in new product development teams (Trent, 2004).

A lot of the vertical and horizontal integration concepts reflect to the organization of the right

discussion groups and teams. Organizing the purchasing department is about forming the right

discussion groups with internal and external actors, in single-plant and multi-plant companies and as

Figure 2.4: Expected Organizational Design Features (Trent, 2004)
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indicated before, the organizational design structure depends highly on the firm size (Moschuris,

2008).

Dubois & Wynstra (n.d.) state that if the characterization of the purchasing activities are clear, such

characterization can be referred to as a stage or phase. The concept of maturity depends on the idea

that there is a certain logical or even chronological sequence in the different forms of the purchasing

function. A purchasing function that develops from an accounting function to a more strategic

function can be considered evolving in stages or maturity levels (Foerstl, Hartmann, Wynstra, &

Moser, 2012). Wherein (Axelsson, Rozemeijer, & Wynstra, 2005) distinguish ‘’two key strategic

dimensions of the purchasing function maturity, cross-functional integration and inter-functional

coordination’’ (Foerstl et al., 2012: 691). In order to align the purchasing function with the purchasing

activities, Dubois & Wynstra (n.d.) develop a framework in terms of different degrees of maturity of

the purchasing function, see figure 2.5

The result is a straightforward view of how characterized purchasing activities, see figure 2.4, can be

organized and aligned based on the purchasing maturity level of an organization.

A strategic purchasing function that involves the three functions of purchasing mentioned in a

previous section, and is aligned with the corporate strategy, can be considered on the right side of

the figure, center- led and with a cross functional focus. Service purchasing is in essence done in all

six levels of purchasing maturity.

‘’While the structure of purchasing is frequently interpreted as a response of the organization to its

context, the design of purchasing can also be seen as a contextual variable that influences other

parts of the organization’’ (Glock & Hochrein, 2011: 152) Many organizational design of the

purchasing function in the branches depicted in figure 2.6 will be a response on external and internal

aspects as market, product, maturity etc. However, when a company would like to use it as a

competitive advantage, it can also be used as a contextual variable. Glock & Hochrein (2011) develop

a conceptual model to organize the purchasing function and create alignment with other factors,

Figure 2.5: Purchasing Maturity (Dubois & Wynstra, 2005)
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depicted in figure 2.6. In the center of the framework you can see the structural characteristics of the

purchasing organization that depicts relevant variables (Glock & Hochrein, 2011). On both sides of

the structural characteristics, contextual factors are depicted, ‘’internal’’ (left) and ‘’external’’ (right)

factors. With this conceptual model, the organizational design process of the purchasing function can

be formalized. With on the bottom of the figure, the split in ‘private’ and ‘public’ organizations. A

distinction that is critical in forming sourcing teams and category teams, a topic that will be

elaborated on in chapter 7, Public Purchasing.

The contextual factors of product characteristics and purchase situation are important regarding

service purchasing, herein is the purchase of a service different as that from a good and this

conceptual model can help to operationalize these differences in the purchasing structure.

Structural characteristics as standardization, involvement, specialization, configuration and

formalization are relatively easy to conceptualize and structure. However, the structural

characteristic of centralization, decentralization and/or hybrid forms are more complex to model.

These structural aspects will be discussed in the following paragraphs and are in essence only

relevant for multi-unit companies.

Figure 2.6: Conceptual framework for the design of the purchasing organization (Glock & Hochrein, 2011)
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2.3.2.2 Centralization, Decentralization and Hybrid Structures

Centralized purchasing means that all strategies, policies and decisions are taking at one central

point, most of the time at headquarter of an organization. The purchasing strategy, systems, policy,

norms and values are controlled and agreed upon and all the activities are performed centrally.

Centralized purchasing tends to have a great strategic focus since it is allocated at major

organizational decision makers (Lysons & Farrington, 2012; van Weele, 2001). “Results indicate that

centralized purchasing departments exert a higher influence on major corporate activities than

decentralized departments and consequently enjoy a higher strategic role” (Fraser Johnson,

Leenders, & Fearon, 1998; Glock & Hochrein, 2011: 163; Johnson, Klassen, Leenders, & Fearon, 2002)

Also, because of the centralization, rigid policies can be adopted and the phenomenon maverick

buying, also discussed in this chapter, is eliminated (Lysons & Farrington, 2012). Another major

advantage of a centralized purchasing structure is the potential economies of scale (Lysons &

Farrington, 2012; van Weele, 2001).

A decentralized purchasing department is less bureaucratic and supports the purchasing department

to closely match their delivery to the needs of the user. Every purchasing manager is responsible for

his own (financial) results (Lysons & Farrington, 2012). The advantages and disadvantages of a

decentralized purchasing department can be found in table 2.3.

van Weele (2001) list the following factors or criteria that are commonly used deciding whether to

centralization or decentralization purchasing; “commonality of purchase requirements, geographic

location, supply market structure, savings potential, required expertise, price fluctuations and

customer demand”. For an organization to determine whether to centralize or decentralize their

purchasing department, the structural adaption theory can be used. The structural adaption theory

“specifies three specific aspects of team structure that constitute tight versus loose coupling; task

allocation structure (functional versus divisional), reward structure (group-based versus individual-

based) and decision-making structure (centralized versus decentralized) (Hollenbeck, Ellis,

Humphrey, Garza, & Ilgen, 2011).
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In practice, many organizations are in the middle of these two extremes. The discussion of

purchasing organization (structure) used to be largely focused on advantages and disadvantages of

centralized or decentralized purchasing models in multi-plant companies (van Weele, 2001).

However, literature shows a clear trend towards a hybrid approach (Johnson et al., 2002; Lysons &

Farrington, 2012). A hybrid structure combines both activities of a centralized and decentralized

structure in order to be effective and efficient in a specific situation. It may be clear that the ‘type’ of

structure adopted by the purchasing department influences the value adding activities of (strategic)

purchasing since cost management and alignment with the corporate strategy are influenced by the

determined structure.

2.3.2.3 Cultural Alignment

As mentioned in the previous sections regarding the strategic alignment between corporate strategy

and purchasing strategy, and consequently with the internal customers, it is important to highlight

the concept of cultural alignment, as one of the aspects forming the purchasing practices (Baier et

al., 2008).

While purchasing efficacy concerns the operational capabilities of the individuals combined with the

technological know-how within the organization (Baier et al., 2008), on the other hand, culture plays

an important strategic role into the community. Driedonks, Gevers, & van Weele (2010), after

reviewing the past literature of Van Weele & Rozemeijer (1996), state that the relevance of strategy

in purchasing demands integration with the other departments and this integration leads to a

combination of different cultures, coming from the different members of the sourcing team.

Different cultural ideals drive the motivation of the individuals (Hechavarria & Reynolds, 2009).

The Accell NL case study describe the issues occurring when different kinds of cultures are mixed

together in a team, due to a reallocation and centralization of the purchasing department and

highlight the majors of cultural alignment:

2.3.2.4 Purchasing Skills and Competence

Purchasing is provided with

the opportunity to become a

main contributor to business

goals. Purchasing has become

strategic, has a role in the

development of sustainable

competitive advantage and

emerged as a core

competence of the

organization. The basis of

competition may rotate

around the development of competence by organizations. Purchasing competence is one of the

distinctive competencies an organization needs to develop.

Figure 2.7: Link of purchasing skills with competitive advantage by Hart
(1995) (Carr & Pearson, 2002)
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Purchasing competence is

“the capability to structure,

develop, and manage the

supply base in alignment with

the corporate priorities of an

organization” (Das &

Narasimhan, 2000). Because

of this, organizations

have shifted their view of the

purchasing function from a supportive, tactical function towards being a strategic capability (Cousins

et al., 2006; Ellram & Carr, 1994). To better deal with these changes and to maintain competitive,

changes are made to the purchasing role, which include the expansion of core processes as supplier

coordination, supplier development and market research, cost analysis, strategy formulation and

planning, risk management and international outsourcing as well as other purchasing related value

adding activities (Tassabehji & Moorhouse, 2008). By applying an resource based view of an

organization, it is found that purchasing skills positively affect the overall organization performance,

as depicted in figure 2.7 (Carr & Smeltzer, 2000).

Figure 2.8: The link between purchasing practices and performance (Baier
et al., 2008)

Case 2.4: Accell NL and cultural alignment

Until 2013 there were four different kinds of brands allocated to the Accell group NL; Junker,

Sparta, Batavus and Koga. Due to the decrease in demand, market and margins declined in

The Netherlands. Accell group NL was forced to merger the production activities of the four

Dutch brands to one organization (Accell NL) to reach an acceptable capacity utilization. Due

to the reallocation, production moved from facility location Apeldoorn to facility location

Heerenveen, thereby service facilities in Heerenveen and Veenendaal closed and moved to

Apeldoorn. Due to reallocation four brands, which were all individually responsible for their

own results, acting as competitors, were physically brought together to act as one

organization and strive for one result, the result of Accell NL. This resulted in the dismissal of

80 employees, a major change in management positions, one planning and purchasing

department and bringing four competitors under the umbrella of one organization. The

reallocation resulted in one, centralized purchasing department for the four different brands

of Accell NL. In doing it that way, top management was hoping for synergy. However, this

centralized purchasing department faced the following main problem: there were four

different kinds of cultures due to the physical restructuring which were forced to work as

one, synergized team. The centralization did not work out well since every ‘brand’ took their

own habits, interests, norms and values, work instructions and mindsets with them and they

were still striving for their own brand objectives. There is no cooperation, integration and/or

synergy at all while that was the aim of top management by centralizing the purchasing

department. At the time of writing there still is not synergy; to get the benefits of

centralization (in this case) and in general of the integration between departments or even

within departments, different cultures should be aligned.
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Das & Narasimhan (2000) come up with four purchasing practices that support the evolutionary

development of purchasing competence in an organization: supply base optimization, buyer-supplier

relationship development, supplier capability auditing and purchasing integration. By looking at

figure 2.8, it becomes clear what is mentioned earlier in paragraph 2.3.2: the ‘fit’ between

purchasing practices and purchasing strategy, purchasing efficacy, is a value added contribution to

competitive advantage and organizational performance. In their paper, Das & Narasimhan (2000)

demonstrate that an investment in developing purchasing competence positively affects

organizational performance.

To conclude, the skills and competences of purchasing professionals needed in the past are not the

same as today and there is an general agreement that purchasing skills and competences impact

organizational performance and add value (Tassabehji & Moorhouse, 2008).

Tassabehji & Moorhouse (2008) have developed a classification of modern requirements for

purchasing professionals. These groups are defined as technical skills, interpersonal skills, internal

enterprise skills, external enterprise skills and strategic business skills. Because of the evolution of

the purchasing role there is an increased emphasis on more generic and management oriented skills

compared to the ‘old’ negotiation skills. In the figure below, figure 2.9, a procurement skills

effectiveness matrix is depicted. For purchasing to become strategic, the purchasing professional first

needs to develop and possess the underlying technical, interpersonal, internal enterprise, external

enterprise and strategic business skills coupled with a high degree of internal support and integration

(Tassabehji & Moorhouse, 2008).

Another model that depicts the requirements for purchasing professionals nowadays is the model

provided by (Giunipero, Handfield, & Eltantawy, 2006), as can be seen in figure 2.10. As depicted in

figure 2.10, five types of purchasing skills needs to be developed to support the strategic role of

purchasing nowadays. These five classified skills are communication skills, technical skills, strategic

planning skills, team building/decision making skills and broad financial skills and together they are

value adding and provide a competitive advantage.

Figure 2.9: The procurement skills effectiveness matrix (Tassabehji & Moorhouse,
2008)
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Both papers Giunipero et al. (2006)

and Tassabehji & Moorhouse (2008)

mention technical skills; technical

knowledge such as computing skills,

mathematical skills, forecasting and

e-procurement applications. Basic

administrative skills as Total Quality

Management (TQM), legislation,

cost analysis and product knowledge

and negotiation. Advanced

procurement process skills such as

category management, global

sourcing development and cost

driver analysis and strategic sourcing

(Tassabehji & Moorhouse, 2008).

According to Giunipero et al. (2006)

web-enabled research and sourcing

analysis are included in the technical

skills. Purchasing is at the center of

data integration efforts since its position as a boundary spanner and internal facilitator for user

requirements. All internal departments need to have access to the same database to enable

consistent and effective decision making. Enterprise resource planning (ERP) systems are important

and working with it requires technical skills.

Interpersonal skills include oral communication, listening, understanding, persuading and influencing

skills as well as skills to recognize their own strengths like time management and creative thinking.

Also leadership skills as conflict management and cross-cultural awareness are included (Tassabehji

& Moorhouse, 2008). Giunipero et al. (2006) mention it as communication skills. The communication

skills include presentation, public speaking, writing and listening. The social competence is just as

important as the technical competence.

Internal enterprise skills are organization wide financial skills as well as change management skills,

the management of internal customers and relationship influencing skills (Tassabehji & Moorhouse,

2008). External enterprise skills are the ability to work in cross-functional teams, supplier relationship

management skills, supply chain management and supplier evaluation (Tassabehji & Moorhouse,

2008).

Together, it is possible to compare it with the broader financial skills and team building/decision

making skills of the paper of Giunipero et al. (2006). Broader financial skills include purchasers with a

broad knowledge of financial income statements, balance sheets, and the mechanics of financial

accounting to establish the business case for sourcing strategy (Giunipero et al., 2006). Purchasers

need to bring together a concise argument with believable numbers, a valued skill set.

Strategic purchasing relies on teamwork, and that’s why team building/decision making skills are

required. These skills include leadership, decision making, influencing and compromising skills. The

role of the purchaser is to improve the integration across internal functions (Giunipero et al., 2006).

Figure 2.10: “Aligning supply management skills with trends
impacting the function” (Giunipero et al., 2006)
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Strategic business skills are the ability to demonstrate that purchasing add value throughout the

organization, managing the strategic alliances/partnerships and risk management (Tassabehji &

Moorhouse, 2008). According to Giunipero et al. (2006) strategic planning skills are like project

management; it is about goal setting, scoping and execution. Since strategic purchasing needs to

work with multiple stakeholders as cross-functional integration and cross-organizational teams, this

will require a project planning approach.
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2.4 Performance Management

Performance is defined in terms of value that is created to gain a competitive advantage.

Performance management is a “process that helps to formulate, implement, and change strategy in

order to satisfy stakeholders’ needs”. As mentioned in the section about the role of purchasing

before, purchasing can add value in different ways; the strategic purchasing function can help the

organization to remain its competitive advantage, adding value to the firm, by the effective

management of cost of inputs (Carr & Pearson, 2002) and/or by making proper investments to align

with the corporate and business strategy (Bals et al., 2009). In order to manage the performance, the

added value, by the purchasing department, Total Cost of Ownership (TCO) can be helpful to manage

the cost of inputs and The Balanced Scorecard (BSC) to manage the alignment with corporate

strategy.

2.4.1 Total Cost of Ownership

A theory or approach

designed to shift

purchasing away from

a price focus to a total

cost focus is TCO

(Skjott-Larsen et al.,

2011). In the past,

purchasing was only

focusing on price.

However, price is only

a fraction of the cost

associated with the

acquisition of inputs

(Skjott-Larsen et al.,

2011).

The TCO approach takes other (‘hidden’) costs associated with the purchase of materials and services

also into consideration, as depicted in figure 2.11. The lowest price is not the same as lowest cost;

cost includes the price but also considers the lifetime costs. The TCO approach “looks at the

acquisition, operation and disposal of a product or service” (Snelgrove, 2012: 76). The lowest TCO

can be compared with the best value for the internal customer (Snelgrove, 2012); the link between

TCO and how purchasing adds value.

Using the TCO approach is strategic since the concept of TCO suggests that the purchasing decisions

makers adapt a long-term perspective instead of short-term (Ferrin & Plank, 2002). TCO helps

organizations gain a long-term understanding of the total cost of doing business (Zsidisin, Ellram, &

Ogden, 2003). TCO is an approach that is argued to be one of the important (analyze) instruments in

supporting towards a more strategic focus on purchasing; the TCO model could be the origin of

redesigning and making an cost efficient supply chain (Hurkens, van der Valk, & Wynstra, 2006).

Major benefits cited by firms which do apply TCO in order to develop an understanding of true cost

of a purchase can be divided into five categories: performance measurement, decision making,

communication, insights/understanding and support continuous improvement. For example, it

Figure 2.11: TCO analysis (Power, D. lecture slides Strategic Supply Chain
Management, 2014)
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provides a long-term orientation by focusing on the total picture. It positively influence the

integration of purchasing with other functional departments and it forces the internal organization to

evaluate their own requirements which could increase costs and by doing that it can help to identify

cost savings opportunities (Ellram, 1993).

The TCO approach takes all costs associated with the purchasing process throughout the entire value

chain into consideration. The cost of the acquisition and subsequent use of an item or service that is

to be purchased is determined. All costs over the items’ entire life such as those related to service,

quality, delivery, administration and communication are considered (Degraeve, Eva Labro, &

Roodhooft, 2000). Since the purchase of a service is more complex due to the difficulty in assessing

service quality and the differences between purchasing goods and services make the purchasing of

services, it is also hard to apply the TCO approach to assess the performance of service purchasing.

That could be an argument in the paper of van der Valk & Rozemeijer (2009) for their statement that

TCO is not applicable to services by using the TCO information in the service purchasing. Also, the

paper of Karjalainen (2011) state that TCO models are not focused on calculating the internal process

costs like supplier selection and contracting. However, the case presented below counteracts these

two statements. TCO (information) is applicable for service purchasing.

As stated in the introduction of this section about performance management, The Balanced

Scorecard (BSC) can be a helpful tool to manage the alignment with the corporate strategy; another

value adding activity by purchasing that needs to be managed well.

2.4.2 The Balanced Scorecard

A performance management tool that can secure a successful implementation of purchasing

strategies is the BSC. The importance of the purchasing function and its strategies will further

increase; knowledge and control about it is necessary (Wagner & Kaufmann, 2004). The BSC concept

is really flexible in use; it can be used for the implementation of the corporate strategy as well as in

functional areas such as purchasing (Wagner & Kaufmann, 2004). The BSC concept is very useful (for

employees as well as top management) since it visually represents the objectives that needs to be

met. Benefits of using the BSC are: it delivers information which is the backbone of strategy, it

balances the internal and external perspectives of an organization, it highlight performance by

Case 2.5: TCO (information) used in service purchasing (decisions) (Degraeve, E Labro, &

Roodhooft, 2000)

Alcatel-Lucent, in the past Alcatel Bell, focuses IT and mobile services and operates in more

than 130 countries all over the world. In this particular case, they were searching for a method

to select service suppliers by using total cost of ownership (TCO) information. They tested the

method in a real life case for airline selection for business travel. TCO information was not used

before in this service-purchasing context. However, in this case they did use TCO information in

a mathematical programming model to select airlines for business travel. By doing that, they

obtained a saving of about 19,5% on using TCO compared to purchasing policies they used in

the past.
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adopting a broad perspective, it is

dynamic and advocates continuous

improvement since performance is

evaluated which result in a

redefined strategy and measures

(Letza, 1996). However, one of the

most important benefits of using

the BSC concept (and the fit into

this chapter) is the integration role

of the BSC: it acts as an integrating

tool, both across functions

(horizontal integration) and

through levels of management, by

the communication and translation

of the business and corporate

strategies and the organization’s preferences (strategic alignment) (Letza, 1996). The BSC concept

evolved from a performance measurement tool to a strategic management system since

measurement creates focus for the future and needs to be controlled and management well (Kaplan

& Norton, 2001). The BSC concept has four perspectives, see figure 2.12: financial, customer, internal

business processes and learning and growth which represent a balanced view of current

performance as well as drivers for future performance. It combines financial measures with non-

financial measures (Kaplan & Norton, 1996) and in the current ‘environment’ of adding value instead

of looking only at price, this concept can be of relevance for the performance management of the

purchasing function (Mooraj, Oyon, & Hostettler, 1999). And as stated by Stanley & Wisner (2002),

the performance of purchasing will determine an external’s customer satisfaction or dissatisfaction

with the organization’s end products or services so this needs be managed well.

Figure 2.12: Balanced Scorecard (Bigliardi, Bottani, Chia, & Goh, 2009)



39

2.5 Conclusion

This chapter aims to describe the most important internal aspects of strategic (service) purchasing.

Nowadays, purchasing becomes more and more of strategic importance. It used to be price focused,

nowadays the focus is on value. Purchasing has to serve its internal customers; production, R&D,

marketing etc. Purchasing can add value by cost management, strategic alignment with corporate

strategy by making proper investments and by establishing relationships with external suppliers as

well as internal customers. The strategic purchasing function is a direct and indirect actor in the value

chain and can help to overcome organizational handicaps as the functional silo syndrome. To achieve

this, integration of the purchasing department is needed; integration and alignment of strategic

purchasing with overall organizational goals. When the purchasing strategy is aligned with the

corporate strategy, purchasing is able to improve the organizational position and add value which

results in competitive advantage. Internal integration of purchasing can be split up in the strategic

alignment and purchasing efficacy, wherein conceptual and strategic models are developed. Besides

that, it is also important to recognize organization’s characteristics, management style and cultural

aspects. Aspects where strategic alignment of the corporate and purchasing strategy make a

difference are in the vertical integration, make-or-buy decisions and horizontal integration with

internal customers. Horizontal integration has been recognized as an effective antidote for maverick

buying and overcome misalignment between inter-functional organizations. Maverick buying can

also be reduced by the centralization of purchasing, a structure-decision. The organizational design of

purchasing is relevant to mention and to think about properly since it is about forming the right

teams, internal and external. It relies on teamwork, and the ‘new’ role of purchasing relies on other

purchasing skills. It is becoming a managerial role instead of a negotiation-function and the objective

of the ‘new’ purchasing role is to improve the integration across the internal functions. The

performance of purchasing, the extent to which they add value, can be managed by using the Total

Cost of Ownership concept and/or the Balanced Scorecard. The first shows how purchasing is adding

value by the effective management of cost, the latter one manage the (internal) alignment of the

corporate strategy and the purchasing strategy.

2.5.1 Implications

Implication for present purchasing practices are that the relevance of the design features are

dependent on the firm size, a trend towards centralization and central-led purchasing should

continue, more extensive use of teams will be a common design feature, improvements in

integration of supply chains the organizational design of the purchasing function will be part of the

solution, a focus from vertical to a horizontal perspective is expected and the purchasing function will

to a greater extent be involved in new product development teams (Trent, 2004).

Das & Narasimhan (2000) come up with four purchasing practices that support the evolutionary

development of purchasing competence in an organization: supply base optimization, buyer-supplier

relationship development, supplier capability auditing and purchasing integration. By looking at

figure 2.8, it becomes clear what is mentioned earlier in paragraph 2.3.2: the ‘fit’ between

purchasing practices and purchasing strategy, purchasing efficacy, is a value added contribution to

competitive advantage and organizational performance.

2.5.2 Limitations

It is hard to mention all internal aspects of purchasing. There are a lot of internal aspects, and since

the authors do not have any purchasing experience, it is possible that the authors overlooked
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important internal aspects. However, by extensive literature research, the authors put the most

highlighted internal aspects of purchasing into this chapter.

The topic of the overall book is strategic service purchasing, however in this chapter, service is not

addressed that well. First, the topics and thus internal aspects were determined, and after that the

authors tried to ‘find’ differences between the purchase of services and goods related to these

topics. If it was clear, it is written down. However, due to a lack in addressing service purchasing in

literature in combination with the lack of experience of the authors concerning purchasing, it is hard

to address ‘service’ in every topic.

Another limitation is the lack of empirical data since all the information is this chapter is gathered

from existing literature. The ‘novelty’ factor is missing and because of that it is more a literature

review than gathering more insights about (service) purchasing.
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3.1 Introduction

Sourcing “is a set of organizational practices that facilitate discovering new supply opportunities,

evaluating suppliers, developing supplier relationships, coordinating across suppliers, and changing

levels of supplier commitment” (Levina & Su, 2008). Since the focus of this book is strategic service

purchasing, this chapter will concentrate on the strategic sourcing of services.

Strategic sourcing is the process of acquiring products and managing the relations with suppliers, to

achieve the long-term goals of a company. This process is necessary within a company to reduce

uncertainty. At the same time, this process is important to improve flexibility, when facing these

demand, supply or competitive uncertainties (Narasimhan & Das, 1999). Strategic sourcing ensures

that the development and implementation of agreements serve the long-term goals of the company

(Smeltzer, Manship, & Rossetti, 2013). It is therefore a strategy, which can help purchasers in their

decision-making process, to stay focused on the long-term goals. According to Sislian & Satir (2000),

strategic sourcing decisions are mostly build on the competitive advantages of a firm and its demand

flexibility. Competitive advantages should be the key measure to decide if a service should be

insourced or outsourced. In their opinion, services, which are important to create a competitive

advantage, should not be outsourced. Demand flexibility is reflected by how purchasers react to

competitive pressures. Process capability (the ability to perform a process), process maturity (the

effort needed to perform a process) and strategic risks are then determining purchasers’ actions

towards these decisions. Concluding, the actions of the purchasers are dependent of the level of the

three influencers.

The basic sourcing decisions are also

reflected in the Sourcing Decision Cycle

Framework by Pearlson & Saunders

(2013) in Figure 3.1. After deciding to

purchase instead of making, firms need

to choose how and where to source. The

cycle always ends with a review of the

status quo to examine whether the

current set up is still suitable for the

company’s requirements or needs to be

modified. The decisions made within the

sourcing strategy have to be made with

respect to the overall strategy of the

company and are supposed to enable

achievement of long-term goals in an

efficient way (Smeltzer et al., 2013).

Strategic sourcing is not only important

for products, but also for services. Nordin,

(2008), argues that service sourcing decisions, which consist of make-or-buy decisions and the

sourcing location (sub-chapter 3.1), the nature of the relationship between purchaser and supplier

(chapter 4) and the supply base & network structure (sub-chapter 3.3) can have a positive effect on

the competitive advantage. This competitive advantage consists of differentiation, low costs and

customer bonds. Since competitive advantage and competitive pressures are the most important

factors when considering strategic sourcing decisions (Sislian & Satir, 2000), it seems that sourcing is

more important for services, compared to products. This is due to the complexity of services and

Sourcing

Figure 3.1: The sourcing process
(Pearlson & Saunders, 2013)
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their higher degree of differentiation (Choi & Krause, 2006). Furthermore, services can have higher

demand flexibility, since services are less dependent on production processes (chapter 1).

Strategic sourcing is important for service purchasing, since strategic sourcing positively influences

the relationships between purchasers and suppliers (Narasimhan & Das, 2001). Therefore, strategic

sourcing is important when considering relationship management (see chapter 4). Furthermore,

since strategic sourcing is a prerequisite for purchasing integration (Narasimhan & Das, 2001), this

chapter is of importance considering the internal alignment within a company (see chapter 2).

Additionally, strategic sourcing creates financial benefits to the firm (Kim, Suresh, & Kocabasoglu-

Hillmer, 2013).

This chapter highlights the different aspects of the sourcing process, where decision to purchase

involves decisions about outsourcing, insourcing, offshoring and nearshoring. Section 3.2 addresses

the sourcing location and the advantages and disadvantages of sourcing services. Increasing the

number of suppliers increases the complexity of a supply chain (Choi & Krause, 2006). Therefore,

sourcing decisions have an effect on the supply base complexity which will be discussed in section

3.3. The complexity of the supply base can be reduced by focusing on category management, since

the number of suppliers can be reduced when working together with category captains. Section 3.4

will provide this different viewpoint, related to category management. Finally, section 3.5 will give a

best value procurement outline, which will be related to sourcing strategies, supply base complexity

and category management. This will be input for a guidance how best value can be created within

sourcing strategies.



50

3.2 Sourcing location

This subchapter will give an overview of some of the most common sourcing practices. Moreover,

the advantages, disadvantages and drivers for choosing a specific strategy will be discussed. Thereby,

the focus will be on the choice of the sourcing location since the two other components of the basic

sourcing decision will be addressed in other parts of this book - the make-or-buy decision in chapter

2 and the number of suppliers in the following subchapter within the concept of supply base

complexity. After different sourcing strategies will be related to each other and classified within the

continuous fields of ‘Level of ownership’ and ‘Sourcing location’ (Pearlson & Saunders, 2013), this

chapter focuses on the geographical dimension. Reasons, consequences and strategic considerations

of choosing between the two strategies of nearshoring and global sourcing will be identified and

discussed, separating between external and internal aspects.

3.2.1 Strategic sourcing practices

Many of the approaches found in literature for clustering sourcing strategies consider similar criteria

for their classification. Figure 3.2 is based on a framework suggested by Jahns et al. (2006) and

classifies sourcing strategies regarding the dimensions of contractual/legal arrangement and

geographic location. Similar clusters can be found, for instance, in McIvor (2010) who refers to ‘level

of ownership’ and ‘sourcing location’. Sourcing strategies range along the whole scope of the

legal/contracting dimension. It refers to what extent the focal company is engaging in fixed

agreements with an external party when purchasing a good or service (Jahns, Hartmann, & Bals,

2006).

Figure 3.2 Sourcing dimensions, based on (Jahns et al., 2006)

The vertical scope of the coordinate system can be interpreted as the range along the make or buy

decision, with outsourcing practices at the top and insourcing at the bottom. The tradeoff within the

decision whether to insource or not is between remaining control over business processes versus
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focusing on core processes, and letting external parties perform rather unimportant ones (Pearlson &

Saunders, 2013) (see also chapter 2). Joint ventures can be seen as hybrid forms within these two. A

company can share ownership of a facility and collaborate with another party, which allows to

balance risk while keeping control (Jahns et al., 2006).

The horizontal dimension of the framework reflects the location from where something is sourced.

This can either take place at the site of the focal company (onsite), offsite but in the same country, in

neighbor countries (nearshoring) or overseas at the outer edge of the framework (offshoring).

“Offshoring refers to the process of sourcing and coordinating tasks and business functions across

national borders” (Lewin et al. 2009: 902). ‘Offshoring’ will be used interchangeably with the term

‘global sourcing’ throughout this chapter. Offshoring can be applied as global outsourcing (when a

third party is performing a business task for the focal company in an offshore location), but also as

captive centers, which are ranged at the bottom right side of the figure. Captive centers are overseas

subsidiaries that are deployed to provide the focal company with products, services or assistance

(Pearlson & Saunders, 2013).Services remain under internal control but are located offshore

(Robinson, Marcia; Kalakota 2004 in Jahns et al. 2006). Compared to a joint venture this is connected

with higher risks and inflexibility of ownership, but on the other hand it allows higher control, for

example in terms of keeping internal knowledge and competitive advantage (Pearlson & Saunders,

2013a). For instance, Goldman Sachs set up a captive center in Bangalore in which they employed

software designers to provide research and data support for its international operations (McIvor

2010).

Pearlson and Saunders (2013) also addressed cloud computing, which is an arising trend and sourcing

possibility. “Cloud computing is the dynamic provisioning of third-party-provided IT services over the

Internet” (Pearlson & Saunders 2013: 272). Providers of these services offer customized data centers

to their clients according to their requirements for data storage (Pearlson & Saunders, 2013a). This

concept implies advantages in terms of costs and permanent availability and is of high importance for

IT services or e-commerce businesses. There are several sourcing practices which are closely related

to usage of IT such as Electronic Data Intercharge (EDI), E-sourcing, auctions, bidding or catalogues

which could also be elaborated in the context of this book but they are considered as rather

operational, and thus not addressed.

Hybrid strategies

Regarding the contractual/legal scope of offshoring, referring to the framework of Jahns et al. (2006)

described before, different forms of offshoring can be defined reaching from contracting with an

external supplier in an offshore location to obtaining a production or service facility in maintenance

of the focal company abroad. Even though these two forms are regarded as separate concepts in

literature, the common practice ranges along a continuum between these forms. They are applied

simultaneously for different kinds of products or services or even for identical ones (Cho, Chun, &

Hur, 2014). Therefore, they should not be viewed as mutually exclusive concepts. It is important to

find a proper tradeoff along this continuum and to balance “global integration and local

responsiveness by means of a hybrid purchasing structure” (Trautmann et al. 2009: 195). Regarding

both dimensions of the framework, the common practice is to apply hybrid structures and setting up

a pool of different strategies. In this context category management plays an important role to decide



52

what strategy to apply for what kind of product or service and will be elaborated in detail in

subchapter 3.4.

3.2.2 Global vs. Local Sourcing

3.2.2.1 Strategic consideration

The question of where to source has already been mentioned in the description of the basic sourcing

decisions in the introduction of this chapter and is an important and strategic decision in today’s

globalized markets, which are characterized by high uncertainty, and can constitute a spanning

function across the supply chain (Chiang, Kocabasoglu-Hillmer, & Suresh, 2012). Several strategic

aspects need to be considered when choosing a sourcing location. External factors as well as internal

company and product or service specific characteristics affect the benefit potential of sourcing

locations for enterprises. The literature used to assess these aspects mainly focuses on services.

External aspects will be discussed before internal conditions, which finally will be linked.

External

External circumstances of a sourcing location constitute a central location selection criteria. They

include many of the PESTEL factors from the macro economical analysis such as legislation, tax

regulations, labor conditions and costs, infrastructure, geo- and sociopolitical situation, education,

technological and overall development and security of a country (Pearlson & Saunders 2013; McIvor

2010). All these factors determine the attractiveness of a sourcing destination and the risks and

possibilities with setting up business relations there. Characteristics of all these factors significantly

differ between a home country and potential offshore destinations but even among several offshore

countries there might be differences, which make one destination more likely than another.

Distance to the home destination is also an important aspect. The questions whether how important

distance is in a specific buyer supplier relation and what the advantages and disadvantages of large

distances are for certain products have to be answered (McIvor, 2010). First of all, distance in

business relationships must not just be regarded in terms of geographical dimensions. This will be

also addressed in context with differentiation and supply base complexity in the next subchapter.

Cultural differences (of countries but also companies), language, or time zones can also determine

the perception of how far companies are from each other (McIvor 2010; Pearlson & Saunders 2013).

For instance, India has become an offshoring location for English or American firms to outsource

telephone customer support because of the high education level in English language over there

(McIvor, 2010).

A commonly used approach to determine benefit potential of global sourcing is the transaction cost

theory, which addresses uncertainty of a purchase, specificity and customization of the obtained

product or service, and frequency of the transaction (Williamson 1981 in Nordin 2008). Finally, the

tradeoff between transaction cost and production cost, which are mostly lower in offshore locations

(McIvor, 2010), influences the decision about where to source. The influence of transaction costs will

also be discussed in connection with supply base complexity in the next subchapter. The before

mentioned aspects such as cultural fit and distance are frequently not sufficiently evaluated, and

underestimated when choosing offshore strategies (Stringfellow, Teagarden, & Nie, 2008) and would

sometimes make it more reasonable to apply a nearshoring strategy.
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Internal

There are also internal aspects that should be considered when choosing a sourcing location such as

whether certain products or services are suitable to be sourced offshore. Moreover, it needs to be

elaborated whether a company’s capabilities fit with the ones of potential suppliers in an offshore

location. The resource-based view is often used to determine the sources of competitive advantages

of a company (Contractor, Kumar, Kundu, & Pedersen, 2010). This is achieved with ownership or

control over firm specific valuable resources that are hard to imitate (Nordin, 2008). According to the

type of resource it might be reasonable to keep an activity performed within a company to avoid

knowledge sharing (Contractor et al., 2010). To assess the suitability of an offshoring strategy, the

nature and characteristics of products and services need to be defined and elaborated. Ørberg

Jensen & Petersen (2012) suggest that certain characteristics of the activities, which are sourced, are

a key prerequisite for suitability of a global sourcing strategy and determine its architecture to gain

sustainable benefit from it.

Portfolio approaches, which try to evaluate the suitability of global sourcing for certain units, also in

respect to service purchasing have been suggested. Trautman et al. (2009) state that it is rather

unimportant to distinguish between goods and services in portfolio approaches for global sourcing,

but that it is important to focus on the nature of the purchase object by identifying categories in this

context. They develop a global sourcing portfolio model in which goods and services are matched,

regarding the two dimensions strategic importance and synergy potential, which refers to economies

of scale, economies of information and learning and economies of process (Trautmann et al., 2009).

This addresses the fit between product or service characteristics and the before mentioned external

factors. Portfolio models for service purchasing in general will also be discussed in subchapter 3.4.

3.2.2.2 Trend towards nearshoring

Still, there are certain characteristics in the nature of many services, which might make nearshoring

strategies more beneficial. Even though the global market of outsourcing is still growing in many

different industries (Pearlson & Saunders, 2013) and the trend towards global sourcing of services

will continue (Stringfellow et al., 2008), there are several risks to consider when choosing an

outsourcing strategy. Many failures have been reported resulting from problems such as

deteriorating quality of services, loss of competitive advantage, costly contract disputes etc.

(Pearlson & Saunders, 2013). For these reasons Oshri et al. (2009) state that nearshoring and

onshoring will become actual topics and more important tactics. Aspects making a nearshoring or

onshoring strategy more favorable include a lot of the factors addressed above, for instance, legal,

economic or ecological constraints of foreign institutions, possible problems due to cultural

differences or increased uncertainty and transaction costs (Murray, Kotabe, & Westjohn, 2009).

Issues regarding service sourcing are difficulties in quality monitoring and service inseparability

(Murray et al. 2009; McIvor 2010). Customers are not just looking for the cheapest price anymore.

Instead, product and service differentiation is becoming more and more important to gain

competitive advantage (Nordin, 2008). Differentiation might be easier to reach by sourcing from a

nearby location because it requires more control and flexibility. Moreover, “firms tend to choose 

domestic outsourcing for processes that are high in modularity and offshore outsourcing for

processes that are low in modularity” (Tanriverdi et al. 2007:280), meaning they are harder to

separate from the local production process and interrelated with others (Pearlson & Saunders, 2013).

Especially in respect to service purchasing there can be some arguments revealed which make a

nearshoring strategy more favorable. Stingfellow et al. (2008) elaborate some aspects regarding

services, which are only marginally considered when choosing an offshoring strategy, but can cause

significant costs. In contrast to goods, services are intangible what makes it hard to specify and

assess them (Pearlson & Saunders, 2013) and even harder to do that with a remote party.
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Furthermore, services often require more (active) customer involvement, which is hard to realize

over distance. For services, production and consumption often happens simultaneously (McIvor,

2010) and also service quality might be assessed differently when accommodated by offshore

providers because of cultural differences (Stringfellow et al., 2008). The extent to which these

arguments apply depends on the characteristics of the purchased service but still relevant reasons to

keep supply nearshore have been revealed.

3.2.2.3 Actual developments in global sourcing

Offshoring became an actual topic due to global development in information technology and

telecommunication but also decreasing regulations and trade liberalization, and the occurrence of

high quality skills and capabilities in global locations (Ethiraj, Kale, Krishnan, & Singh, 2005).

Currently, it is possible to gain access to new sourcing opportunities and extended supplier markets

beyond traditional sourcing strategies (Tanriverdi et al., 2007). Since the service sector in general is

gaining more attention recently, also outsourcing is becoming a topic relevant for services (McIvor,

2010). Whereas the first outsourcing strategies concerned mainly IT functions, nowadays, the

business world is increasingly facing outsourcing of whole business processes with the intention to

focus on primary activities and core competencies as describes within the make-or-buy decision in

chapter 2. It is expected that this field will experience higher growth rates than outsourcing of IT

operations and there is a shift recognized in the kinds of activities, tasks and services that are

outsourced compared to the last decades (Willcocks, Oshri, Kotlarsky, & Rottman, 2011). Companies

start to offshore more and more sophisticated and value-adding tasks with the objective to gain

access to highly skilled labor and expertise instead of just cost savings (Lewin et al., 2009).

Oshri et al. 2009 investigated the current developments in the popular offshoring countries Brazil,

Russia, India and China (BRIC countries) and predict their future roles in the field of global sourcing.

Outsourcing of more sophisticated knowledge processes “will increase as the BRIC and emerging

countries move up the value chain” (Oshri et al. 2009:193) and are not just performing labor-

intensive tasks with the objective of saving expenses for time and labor anymore. These countries

start contributing to the global economy through export of services rather than physical goods

(Dossani & Kenney, 2009). As global sourcing of advanced and strategic tasks such as research and

development, decision analysis or human resource management gets an actual topic, the target of

global sourcing activities shifts from cost savings towards getting access to high skilled labor, which

leads to more complex transactions in the offshoring process (Jahns et al., 2006). Service providers in

offshore locations have implemented practices and certification programs such as Six Sigma or ISO

9001 (Pearlson & Saunders 2013) and are highly motivated to provide quality work. India and China

are actually starting to offshore low-cost labor themselves (Pearlson & Saunders, 2013). This shift in

offshored activities is influencing again the choice of the countries and the organizational structure of

enterprises beyond geographical and institutional boundaries (Contractor et al., 2010). “The rise of

offshoring is changing the competitive landscape in many services markets in industrialized

countries” (Davies 2004 in Jahns et al. 2006:220). A future perspective for the sourcing companies

arising from this trend of economic growth in offshore countries is to gain access and proximity to

new sales markets by setting up business relations over there (Lewin et al. 2009; McIvor 2010). Many

companies label their activities in developing countries as Corporate Social Responsibility strategies

to support the local society and economy while sticking to the United Nations Global Compact

(UNGC) which contains certain requirements about, for instance, labor circumstances, environmental

preservation or human rights (Williams, 2014). CSR relates to the topic of sustainability which will be

further addressed in chapter 6.
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3.3 Supply Base Complexity

In the field of strategic purchasing a proper understanding of the supply chain is vital. The strategic

implication purchasing has in the supply chain, is crucial in delivering what the customer wants.

(Johnsen, Howard, & Miemczyk, 2014). In order to really add value to a company this should be the

ultimate goal. Meeting the customer demands and creating synergy between the possibilities of the

supplier and the needs of the customer, is what can makes purchasing strategic. The supply strategy

is usually driven by a focal company (exception can be found in subchapter 4.4). Supply base

strategies have certain decision variables based upon: products/services, demand patterns and

customer requirement. In order to choose

what form and structure fits best within the

desired overall business strategy, the field of

supply chain and supply network management

are developed(Johnsen et al., 2014). Supply

networks are defined as different supply

chains in a wider network of material or

service flow, from the original source to the

end-consumer. (Harland & Jhonson, 2001;

Lamming, Jhonson, Zheng, & Harland, 2000)As

stated, this not only consist of just the physical

flow in the supply chain, but information and

monetary flows as well.

The supply chain, could mistakenly be called

the value chain that adds value as the chain is

followed downstream(Zhang & Gregory, 2011).

In order to stress the growing importance of strategy with respects to supply chain management, the

network term was introduced to give a wider view of the supply structure in multitude of supply

chains. (Lamming et al., 2000). Within this supply network, consisting of a multitude of supply chains,

the supply base is the part of the network that is actively managed by the focal company (Choi &

Krause, 2006)). This is illustrated in figure 3.3 where the internal part of the supply chain is in control

of the focal company. The supply base consist of a chosen parts of the supply chain in the wider

supply network comprising of all the supply chains. The supply base is thus a self-defined part of the

entire supply network.

The supply network consists, based on the position of the focal company within the supply chain, of

upstream suppliers and downstream customers in different tiers (Harrison, Hoek, & Skipworth,

2014) Within the field of strategic purchasing, the strategic part consist of defining the position of

the supply base within the broader supply network (Figure 1, based on (Choi & Krause, 2006) Not

only the position in the supply network is important, but the design of the supply base itself is

important as well. The following questions should be answered by the focal company in order to

create the supply base(Johnsen et al., 2014). Who are incorporated and why? What is difference

between the supplier? To what extent are there interrelations between the companies in the supply

base? All these questions can and should drive the decision for creating the optimal supply base. The

supply base is thus not a static entity but can and should be dynamic.

Similar to the field of supply chain management as a whole, strategic purchasing finds it hard to

identifying all suppliers within a supply network. In most cases, companies do not know what lays

beyond the first tier suppliers (Johnsen et al., 2014)Thus far only a certain amount of Japanese

Supply
Network

Supply Base

Focal
Company

Figure 3.3 Supply Base Position; (Choi & Krause, 2006)
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companies, were able to map the entire supply network. Even in these cases the focal companies

struggled with not being capable to oversee all implications of the supply network and the associated

risk (Ang, Iancu, & Swinney, 2014)Therefore it is observed that most companies limit their supply

chain and network management capabilities to either the first up- or downstream tier, or internally.

Grounded on this, the efforts are restricted to the aforementioned supply base. Within a supply

base, several dimension determine supply base complexity(Caridi, Crippa, Perego, Sianesi, & Tumino,

2010a; Choi & Krause, 2006). The implications and possibilities to strategically strive for improved

performance and customer satisfaction are part of this section and will be further elaborated.

3.3.1 Networks and Supply base complexity

Similar to managing a functional group, managing a network of nodes has a certain complexity, based

upon the properties these nodes show (Boccaletti, Latora, Moreno, Chavez, & Hwang, 2006). The

more complex the properties, the more complex the network. Supply chain network (SCN) design

gains in importance due to increasing competitiveness and market globalization (Prakash, Chan, Liao,

& Deshmukh, 2012). Therefore the invested effort in the network design gets more complex, and

needs a better understanding.

Within the field of purchasing, and specifically managing the supply bases within a supply network,

difficulties arise which is called supply base complexity (Choi & Krause, 2006). Understandably, one

of the most commonly referred to dimension, that constitute supply base complexity, is the size of

the supply base. In most cases it is argued that reducing the amount of suppliers from the supply

base will result in reduced supply base complexity and thus reduce the capacity needed to manage

this supply base. Often this thought is referred to as supply base optimization (Nam, Vitton, & Kurata,

2011). This thought seems to be correct and empirical evidence has shown that, to a certain extent,

reducing the size of the supply base improves performance (Nam et al., 2011). However, different

thoughts with respect to supply base complexity exist. Choi & Krause (2006) suggest three

dimensions that constitute supply base complexity, namely: number of suppliers (which is empirically

proven to be correct); inter-relationship (this can be validated by implementing lean like strategies

(Johnsen et al., 2014)and differentiation between the suppliers.

Looking solely at the number of suppliers within a supply base as the measurement for supply base

complexity, would not explain why so many companies experience difficulties in overseeing and

managing their supply base (Madadi, Kurz, Taaffe, Sharp, & Mason, 2014). This suggest that the

propositions of a multitude of dimensions for supply base complexity is correct (Choi & Krause,

2006)In order to relate the dimension to strategic decision variables, the proposed extra dimensions

of supply base complexity could be linked and integrated. The aforementioned interrelatedness

suggest the more interrelated the suppliers within a supply base are, the higher the supply base

complexity (Brandon-Jones, Squire, & Van Rossenberg, 2014; Choi & Krause, 2006). Some practical

situation can be thought of. where this higher supply base complexity could benefit the strategic

objectives of the focal company (Johnsen et al., 2014)

Choosing a lean like strategy as mentioned earlier (3.3) would result in having a higher inter-

relatedness within the supply base. Especially the Toyota production system seems to adopt this

system, where the lean implication on supply base, has led to significant improvement. Specifically

the choice to incorporate higher tier suppliers in the supply base gave them an advantage in

competitiveness (Ang et al., 2014)This fairly uncommon way of having higher tier suppliers within the

supply base can have positive effects on risk aversion. The first tier suppliers might be all supplied by

the same second tier supplier. If the focal company does not have this part of the supply network

within the supply base, strategic objectives might not be achieved. An example of exactly this

situation is sketched in japan in 2011, where an earthquake caused supply failures because of the
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close proximity of higher order suppliers (Ang et al., 2014)This risk increase was proposed by (Choi &

Krause, 2006) who argue that an increased supply base complexity has an overall positive quadratic

relationship between supply base complexity and supply risk. This proposition seems to hold for the

given dimension differentiation, where increase would lead to increased supply risk (Brandon-Jones

et al., 2014). The method of managing different tiers of suppliers is called “directed sourcing”, and

might have advantages over other sourcing strategies. The risk aversion by controlling what higher

tier suppliers do, mitigates the risk of not being supplied by the first tier.

Strategic objectives, of the good or service should define the supply base complexity. As the system

of supply base complexity is dependent on so many different factors, not all can be captured within

the ones given by (Choi & Krause, 2006)and therefore other dimension are stated (Brandon-Jones et

al., 2014)). The dimensions can be extended by means of; network complexity (analogous to amount

of suppliers); process complexity; range Complexity; product complexity; customer complexity;

supplier complexity; organizational complexity; information complexity (Christophers, 2011). The

aforementioned dimension could be fitted within the three broader dimensions described above. It

does however illustrate that there is an enormous complexity and interrelatedness between

different dimensions constituting supply base complexity. Therefore it is understandable that

companies really manage to map all influencing dimensions within the supply base(Caridi et al.,

2010a).

Key in understanding the supply base and its size would be understanding what constitutes supply

base complexity(Choi & Krause, 2006). Defining the relevant dimension linked to the strategic

objectives of the company, could lead to having a better understanding of the supply base and

integrating the supply function in the larger scope of strategic sourcing. Understanding what parts

add value and what parts do not, is crucial in ultimately optimizing the supply base(Christophers,

2011).

Thus far, no relations could be found that suggest that there are structural differences between the

complexities of supply bases for products in respect to supply bases for services. The only real

remark that could be made is that the dimension number of suppliers usually would be significantly

smaller. Because it is more difficult to define and thus manage the expected services. Working with a

large supply base of service providers would thus take more effort, and therefore increase associated

cost more quickly. Additionally the service purchasing process consist of more steps as compared to

products purchasing (Valk & Rozemeijer, 2009)

3.3.2 Supply Base Strategies

As mentioned in the previous subchapter, supply bases have several dimensions within their

definition of supply base complexity. The shear realization that the focal company has a way further

span than just the amount of suppliers in the supply base, establishes a ground where strategic

considerations play a more prominent role. The proper management of the supply chain is one of the

most important factors driving financial performance (Oh, Ryu, & Jung, 2013)Understanding the

implications of the driving dimension and their links with the outcomes, is a main component that

can make strategic purchasing, strategic (Carter & Narasimhan, 1996)

Most elaborated supply base strategies are devised in the Japanese automotive and electronics

industries (Harland & Jhonson, 2001)Overall business concepts like Lean and TQM are applied to

performing analysis and determining the design of the supply base. (Harland & Jhonson, 2001)Some

companies have experienced great improvements by adopting the systems of for example Keirtsu

(Harrison et al., 2014), in this system the focal company enlarges its supply base by having a few

companies that in their respect each have their own supply base with few suppliers. The implication
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of these categories that can be distinguished, are mentioned in the next section. Important in the

structure of Keiretsu is building the supply base in a structured manner and having a complete view

on the amount of nodes in the supply network (Harrison et al., 2014). Just knowing what suppliers

are in the supply base and broader network do not mitigate all risks (Ang et al., 2014). Associated

with this method of directed sourcing, is the enormous amount of management in actually directing

all companies within the supply base (Brandon-Jones et al., 2014; Caridi et al., 2010a; Choi & Krause,

2006).
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3.4 Category Management

3.4.1 Portfolio models

Kraljic is probably the most cited author within purchasing literature. With his matrix, Kraljic created

categories based on different purchase situations, based on supply risk and importance of purchase

(Kraljic, 1993). The aim of creating portfolios is to provide sourcing strategy recommendations for

different situations (Bozarth & Handfield, 2008; Knight, Tu, & Preston, 2014). After classifying the

services to be sourced (non-critical, leverage, bottleneck or strategic) (Gelderman & van Weele,

2002), the most appropriate sourcing strategies, tactics and actions can be identified on how to

manage these services (Bozarth & Handfield, 2008). These decisions therefore also lead to decisions

about multi versus single sourcing, nearshoring versus offshoring and insourcing versus outsourcing.

Assigning services to a quadrant of the matrix also influences supply base complexity (sub-chapter

3.3). Non-critical, or the routine services, usually have a lower supply base complexity, since

less differentiation is visible between purchased services (Syson, 1992). On the other hand, highly

customized services receive more complexity due to a higher differentiation and more complex

relationships, which also create higher risks (Bozarth & Handfield, 2008).

Portfolio models however, received much criticism. Syson (1992) for example argues that problems

occur when a purchaser has to determine the weighting of the different factors. It is therefore

unclear where a service should be positioned on the axis. This is also acknowledged by Padhi,

Wagner, & Aggarwal (2012) who state that positioning should be based on less subjective measures

and more on analytical numbers, which would increase the level of validation. This is however

contradicted by Gelderman & van Weele, (2002), who argue that “it is better to be roughly right than

completely wrong,” and that in their opinion, no quantitative approach exists. Gelderman & van

Weele (2002) however also argue that evidence is lacking on how these portfolio models are used,

and how positioning takes place within actual usage. Besides that, they argue that the matrix does

not provide guidelines how services and suppliers can move between the quadrants. Additionally, it

is argued that the supplier side is disregarded (Knight et al., 2014) and that two dimensions are not

sufficient to capture all possible situations and its actions (Dubois & Pedersen, 2002), which is also

mentioned as only a single dimension of supply base complexity (section 3.3.1).

These drawbacks of the Kraljic matrix might be overcome by a recent phenomenon, namely category

management. Although many research is done for category management in a retail perspective

(Dhar, Hoch, & Kumar, 2001; Dussart, 1998; Gooner, Morgan, & Perreault, 2011), the authors argue

that category management can be a valuable tool in service procurement and that findings in the

marketing literature can be extended to the purchasing literature. This is argued, since the

dimensions of category management are both applicable to services and products.
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3.4.2 Category management

Traditionally, purchasing decisions are made to achieve an optimal financial return in a company with

high purchasing to sales ratios. Currently, companies focus on much more dimensions like best value

procurement (subchapter 3.5), or a sustainable supply chain (chapter 6). To be able to make

purchasing decisions, purchasers need to have a broad orientation of the firm, in which price is only

one element that should be focused on. Companies that do not add much value to the products

(trade companies), rely more on purchasing effectiveness, and have to control costs more intensively

from manufacturer to the end customer. These costs consist among others of materials handling,

storage and transportation costs. A trade company, due to its absence of a production process, has a

short period between purchases and sales. Therefore, purchasing is in many cases, combined with

selling. This integration of functions is an important dimension of category management (van Weele,

2000).

Category management is a means to maximize planned outcomes by allocating resources to a set of

competing and or complementary brands (Gooner et al., 2011). Products with similarities are

grouped in a category, which are managed together as a group (Goic, Bosch, & Castro, 2013), and

categories become strategic business units (Lindblom & Olkkonen, 2008). The focus of category

management is related to understanding the way consumers purchase related products within a

category. This means that the traditional grouping of products in portfolio’s, is not a priority anymore

(Kotzab, 1999). In this way, sales and profits of a category can be maximised, which is the objective of

category management.

The overall aim of category management is to help purchasers to access their purchases in the right

price, in the right mix, at the right place and time with the right promotions (Gruen & Shah, 2000), to

create the highest value. In other words, category managers are responsible for policies for products,

assortments and distribution and are responsible for purchasing and supplier management.

Category management uses a cross-functional structure, where the purchasing function, visual

merchandising, physical distribution and styling are operating within one single entity. In this way,

professionals from different departments are put together to develop sourcing plans (Van Weele,

2000). This is different from the traditional functional structure, where the purchasing function is a

separate entity within an organization (Christopher, 2001). A cross-functional structure therefore

needs a broader knowledge base from category managers. Integration in the supply chain (discussed

in chapter 2) is important to enable category management (van Weele, 2000). Furthermore, category

management can be a solution to handle the increasing complexity of supply chains (van Weele,

2000; Christopher, 2001), to deal with the shorter sales times and broader assortments. Concluding,

the advantage of category management is that it breaks silos. Different departments can be

integrated, which stimulates the internal integration of departments. The advantages of integration

are already discussed in chapter 2.

The category management process (figure 3.4) starts with defining a category, according to ECR

Europe, the association that facilitates collaboration between all value chain partners. Secondly, this

category is assigned a role, which states the desired state of the category within the portfolio. Next,

the buyer, supplier and market performance will be evaluated with an assessment, and performance

measures will be chosen with additional targets. Category strategies will be developed to ensure that

the categories will meet the targets. Category tactics will be stated, which involve pricing, promotion,

the assortment, shelf presentation and product supply. Finally, the category management plan will

be implemented and the category review becomes input for a new category management process

(ECR Europe, 1996).
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Category management thus relies on

information. Within the eight steps of ECR

Europe, heavy reliance on data exists on for

example point-of-sale data or information

about purchase habits via basket analysis

(Dewsnap & Hart, 2004; Dussart, 1998).

Furthermore, supplier-buyer partnerships

are the core of category management

(Dewsnap & Hart, 2004). These relations

should include high levels of collaboration,

enabled by trust and mutuality. Closer

relationships, accomplished by the category

management, have the potential to

increase value creation, by applying

complementary information resources,

alignment of category strategies linked to

the purchasers value creation and an

improved coordination of efforts (Aastrup,

Grant, & Bjerre, 2007).

3.4.3 The role of the supplier

Although category management does not need to involve input from suppliers, it is assumed that

collaboration between the purchaser and supplier enhances the performance of category

management. Lindblom & Olkkonen (2008) argue that category management enables suppliers and

purchasers to serve customers more quickly and overall better, while making fewer costs when they

work together. According to Dewsnap & Hart (2004), it is beneficial to work in partnerships with a

joint process of category planning, since customers can be better understood within a joint

collaboration. Purchasers can therefore create more value when working together with their

suppliers. However, they should be careful in choosing with which suppliers to cooperate, due to

resource limitations and issues that impact category management (Lindblom & Olkkonen, 2008).

Figure 3.4: The category management business process (ECR
Europe, 1996)
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Within category management, tension exists in the different interests of suppliers and purchasers. A

supplier mainly wants to increase their influence in the category, where the purchaser wants to

increase the performance of the whole category (Gruen & Shah, 2000). Furthermore, the supplier

might become opportunistic in favoring its own products (see section 3.4.4 category captains), where

an additional risk lies in that the purchaser might not even observe this behavior (Gruen & Shah,

2000).

These tensions can be overcome by focusing on the category plan objectivity, which means that

suppliers should operate in favor of the purchaser, the category plan implementation, which states

that the plans made should be implemented correctly and the brand management/sales conflict, the

Case 3.1: Category management in the laundry industry

Defining a category is an important step within category management. Especially within
partnerships, a proper category definition is important, since both partners can financially
benefit from effective purchasing efforts.

According to the definition of Goic et al. (2013), products should be grouped in categories
with similar characteristics. ECR Europe ads the criteria that customers group products in
a way that matters to them. Therefore, products should be grouped according to the
needs of customers. These relations form the structure of the category, which can be
seen as the roadmap of the customer.

Figure 3.5 Category structure in the laundry industry (ECR Europe, 1996)

The structure in figure 3.5 assumes that customers first make a choice based on the form
of the detergent; a powder or a liquid. Secondly they choose the benefits of the
detergent; basic cleaning, a preferable scent, or fabric care. Decisions about packing and
size are made in the third and fourth moment respectively. This means that customers are
more concerned with the form of the detergent, instead of the size of the detergent. This
does not mean however, that size is not important. This structure only implies that the
other factors are more important.

(Case from ECR Europe report, 1996)
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extent to which a supplier favors his own services, caused by pressures of brand management to

increase sales of their own services (Gruen & Shah, 2000).

Gruen & Shah (2000) argue that the brand management/sales conflict positively influences

opportunistic behavior. This imposes a negative effect on the category plan objective. This is of

importance, since the category plan objective, together with the category plan implementation, has a

positive effect on category performance. Additionally, the category plan objective has a positive

effect on the category plan implementation via trust systems. Furthermore, having a pre-planning

agreement, decreases opportunistic behaviour, but increases the category plan objectivity, the trust

system and the category plan implementation. This issue of trust will be further elaborated in

chapter 4 relationship management.

3.4.4 Category Captains

Taking the role of the supplier one step further, a purchaser can choose to make its core supplier a

category captain. Category management becomes more important in a competitive market, where

traditional approaches do not work. For example, when purchasers have to manage a large set of

products or services, it is more difficult to gain resources to manage these different items (Gooner et

al., 2011; Lindblom & Olkkonen, 2008). Furthermore, since product life cycles are decreasing and

products are becoming more homogenous, competition on product features alone might not be

sufficient anymore (Trombetta, 2007). Although services differ more from each other than products

and therefore are less prone to become homogenous, a solution to the issues is to make a supplier a

category captain. When a supplier becomes a category captain, the supplier manages the whole

category, which include products from the supplier and competitors (Desrochers, Gundlach, & Foer,

2003; Gooner et al., 2011).

The aim of having a category captain is to create more value both for the supplier and the purchaser,

via operational efficiency (Bandyopadhyay, Rominger, & Basaviah, 2009). The focus of the category

captain should be to help the purchaser and to become a business partner. This means that suppliers

sometimes have to operate besides their own products and interests (Trombetta, 2007). To enable

this process, the category captain needs to have access to knowledge about the operations of the

purchaser (Trombetta, 2007). A captainship can emerge when a captain has more capabilities than a

purchaser, when the costs of managing margins, variety and competition are moderate and when the

supplier’s products are more attractive compared to other suppliers (Kurtuluş, Nakkas, & Ülkü, 2014). 

However, creating a category captain increases risks. The main supplier might become opportunistic,

in which they manipulate data in their own favor (Gooner et al., 2011). Secondly, when purchasers

work with different suppliers, giving one supplier more power by making them a category captain

might make the other suppliers resistant. Additionally, a category captain might reduce competition,

which can become a policy issue that can become inhibited (Desrochers et al., 2003; Gooner et al.,

2011). Due to the joint resource accessibility, category captains have high knowledge about the

market and therefore can exclude rivals (Desrochers et al., 2003). However, Gooner et al. (2011)

argue that the benefits of having a category captain overcomes the risks, since a partnership creates

a win-win situation, directed by a common goal.

3.4.5 integrating portfolio models and category management

Gelderman & Van Weele (2005) argue that Kraljic’s portfolio approach is still useful, when the matrix

is tailored. According the author, this matrix might be tailored with the learnings from category

management practices, to create a more complete view for sourcing strategies. According to Dhar et

al. (2001), although focused on FMCG’s, products can be divided in different category roles within

category management (figure 3.5). Since the dimensions are also applicable to services, the author
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argues that this matrix can be used for service category management. Looking at the different

degrees in purchase frequency and buying penetration, four different category roles can be

distinguished. Staples are the products, which are frequently bought and are high in penetration.

Variety enhancers have a high penetration, but are not frequently purchased. Niches are products,

which are high in purchase frequency, but low in penetration. Contrary to the staples are fill-ins,

which are both low in purchasing frequency and penetration.

Figure 3.5: Category roles (Dhar et al., 2001)

Dhar et al. (2001) showed that grouping categories is possible. Therefore, it might seem reasonable

to stick with Kraljic’s portfolio model, which uses categorization based on profit impact and supply

risk (Gelderman & van Weele, 2002). When critically reviewing both models, the models overlap.

Where Kraljic elaborates on profit impact, Dhar et al. (2001) define frequency of purchasing in their

model. This suggests that more frequently bought items have a higher impact on profits. The percent

of household buying is however not directly applicable to purchasers, since it focuses on the end

consumer. Therefore, the dimension of the Kraljic matrix would be more suitable than the dimension

of Dhar et al (2001).

However, as referred to in section 3.4.3 and 3.4.4, relations and partnerships are highly important for

category management to be effective. Therefore, it would be necessary to implement this dimension

to the Kraljic matrix. However, adding this dimension does not provide analytical measures to make

the model more valid (Gelderman & van Weele, 2002; Padhi et al., 2012). On the contrary, adding

relations would lead to less criticism, since an extra dimension can explain more situations (Dubois &

Pedersen, 2002). Furthermore, when taking into account relations with suppliers, the supplier side

will no longer be disregarded (Knight et al., 2014). Additionally, the opinion of suppliers can be taken

into account when positioning a service in a category. This can make the model more valid in

measuring, since the positioning is based on two opposing views of different stakeholders.

The new dimension can be developed on a continuum, from arms-length relationships to strong

collaboration. These different relationships will be discussed in chapter 4.
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3.5 Best Value procurement

Historically lowest bid procurement was the way of thinking in the sourcing business, squeezing the

supplier as much as possible on the price of the delivered product. Best value procurement is trying

to get an advantageous as possible product or service, in respect to factors broader than price only (

Molenaar & Johnson, 2003; Yu & Wang, 2012). Snelgrove (2012) sets best value equal to lowest total

cost of ownership, which reflects the broader frame of objectives of best value purchasing decisions.

The role of value has already been addressed in chapter 2 in context with the value adding function

of purchasing. The selection of either using best value or lowest bid procurement is dependent on

the strategic importance of the product as defined in the purchase portfolio matrix (Kraljic, 1983).

Category management already places focus on creating the highest value, which is the aim of

creating partnerships with suppliers.

The further products or services reach the upper right corner of the Kraljic matrix, the higher the

need for using a best value procurement strategy. One of the main problems with respect to best

value procurement is its inability to be held accountable just on purchasing value (Yu & Wang, 2012).

The increasing interest for best value procurement comes from the increasing need for higher quality

and reduced lead times. These are negatively associated with lowest-bid procurement (Elyamany &

Abdelrahman, 2010), since it forces the supplier into a position where costs have to be cut, instead of

quality being improved. As elaborated in subchapter 3.2, in the field of global sourcing there is a shift

recognizable towards high quality and valuable business relations. Thus, best value procurement is

likely to be achieved in offshore locations as well. The most important prerequisite for determining

whether best value- or lowest bid-procurement should be used is making sure that the preferred

contractor is substantially different from its competitors (Yu & Wang, 2012). If the client can make

this distinction, best value can be used. If the client is not capable to differentiate among the

suppliers, lowest bid most likely will be the best strategy.

The University Medical Center Groningen (UMCG) provides a good example of application of best

value procurement in practice. They build strategic relationships with their suppliers in collaboration

with internal customers. Few suppliers provide full service packages to the UMCG such as IT systems,

which are frequently maintained and updated. This emphasizes focus on total costs carried with the

purchase considering aspects such as time and innovation. In this context specifications are a core

point to achieve best value.

Van der Valk and Rozemeijer (2009) suggest to extend the traditional purchasing process by the

modules of ‘request for information’ and ‘detailed specification’ and to put more focus on interaction

with the supplier, mainly in the early stages of the process to maximize the outcome of the purchase

for all participants (figure 3.6). This is especially relevant for service purchasing where evaluation,

specification and quality control are difficult to undertake (Valk & Rozemeijer, 2009). The ability to

define precise and effective specifications is also influenced by effective buyer-supplier relationships

and contract management, which will be addressed in chapter 4.
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Figure 3.6: Extension of the purchasing process for service purchasing (Valk & Rozemeijer, 2009)

Van der Valk and Rozemeijer (2009) also highlight that specifications must not be seen as a onetime

event of a purchase. Overtime, they should be reviewed and adjusted according to changes in

customer requirements or other external influences, which implies that continuous interaction is

needed. Also Ad Waterings, working as a purchaser for the Dutch company Gasunie, which is digging,

processing and providing gas to end customers, states that specifying a purchased product or service

is essential for reaching high value. In his business field, he is mainly purchasing through tenders. He

suggests focusing on evaluating the expertise and abilities of a supplier to make sure whether he can

provide a sufficient service in the right quality, but then leaving the supplier freedom to make

suggestions about the required specifications since he is the expert in the field. This approach saves

the purchaser much time and effort and may also lead to innovative options, which would not have

been considered by the purchaser himself. According to Lewis (2009), important points to consider

are the fit of corporate values of the supplying and buying company, which implies synergy potential,

knowledge and experience, innovation potential, flexibility and confidence of the supplier, meaning

the way he is presenting himself and showing commitment to his own work. Moreover, Mr.

Waterings stated that at Gasunie, it was observed that for certain purchases, opposed to

conventional assumptions, prices decreased with an increased focus on quality.

Tendering is an instrument, which can be used to select suppliers and also to clarify specifications.

Traditionally, it was mainly used in the public sector, and thus will be addressed in detail in chapter 7.

Recently, tendering and bidding became an issue in the private sector as well, since the same

questions are crucial there and in both sectors it is not merely costs what is focused on anymore

(Lewis, 2009). Advantages of competitive tendering are the possibility to assess several potential

suppliers on a methodological basis while getting different ideas of how to address prevalent

requirements (Lewis, 2009). Suppliers have to show that they understood the requirements of the

principal and show that they “have the skills, resources and experience to work out the right

solution” (Lewis 2009:4).

In the field of best value procurement, the link between determining whether or not to use best

value procurement and the supply base complexity is unclear. It is, however, possible to distinguish

between the implications of the supply base complexity after the choice for best value or lowest bid

procurement has been made. If a focal company chooses to adopt best value procurement, it, by

definition, will have a better relationship with the supplier. From this it is assumed that the focal

company has a higher interest in the supplier and the position he takes in its supply base. The degree

of differentiation between the supplier and the focal company are a dimension that constitutes the

complexity with respect to that part of the supply base (Choi & Krause, 2006). As discussed in section

3.3, the visibility of the supply network is becoming increasingly important. It is suggested that this is

a response variable, dependent on not only supply base complexity. This other dependent variable is

supply chain/base virtuality (Caridi, Crippa, Perego, Sianesi, & Tumino, 2010). This dimension

constitutes the relation between the dependence of the focal company to the supply chain. This is
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exactly what the goal of best value is, creating dependence on the expertise of the suppliers within

the supply chain.
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3.6 Conclusion

This chapter focused on strategic sourcing strategies, where strategic sourcing is the process of

acquiring products and managing the relations with suppliers, to achieve the long-term goals of a

company. This process is necessary within a company to reduce uncertainty and to improve

flexibility, when facing these demand, supply or competitive uncertainties (Narasimhan & Das, 1999).

Sourcing strategies can be classified based on the dimensions of contractual/legal arrangement and

geographic location (Jahns et al. 2006). Therefore, sourcing strategies differ based on the make-or-

buy decision (chapter 2) and the location of sourcing. External and internal factors affect the

potential to benefit from sourcing locations for enterprises and therefore need to be considered

when choosing a sourcing location.

External factors include dimensions from the PESTEL analysis, which determine the attractiveness of

a sourcing destination and the risks and possibilities with setting up business relations. Internal

aspects are the characteristics of the service and the resource based view characteristics. Certain

aspects in the nature of many services however, make nearshoring strategies more beneficial, for

example the quality of services, loss of competitive advantage and costly contract disputes (Pearlson

& Saunders, 2013). Moreover, “firms tend to choose domestic outsourcing for processes that are 

high in modularity and offshore outsourcing for processes that are low in modularity” (Tanriverdi et

al., 2007). Furthermore, services often require more (active) customer involvement, which is hard to

realize over distance due to a simultaneous production and consumption (McIvor, 2010).

Additionally, service quality might be assessed differently when accommodated by offshore

providers (Stringfellow et al., 2007).

In order to stress the growing importance of sourcing strategies with respect to supply chain

management, the network term was introduced, which is a network consisting of a multitude of

supply chains (Lamming et al., 2000). Within this supply network, the supply base is that part of the

network that is actively managed by the focal company (Choi & Krause, 2006). Within the field of

purchasing, and specifically managing the supply bases within a supply network, difficulties arise

which is called supply base complexity (Choi & Krause, 2006). Supply base complexity can be

reduced, by reducing the number of suppliers, by making suppliers less interrelated, and by lowering

the degree of differentiation.

The categorization of suppliers and services is mostly done with the Kraljic portfolio matrix. The aim

of creating portfolios is to provide sourcing strategy recommendations for different situations

(Knight, Tu, & Preston, 2014; Bozarth & Handfield, 2008). Non-critical, or the routine services, usually

have a lower supply base complexity, since less differentiation is visible between purchased services

(Syson, 1992). Contrary, highly customized services receive more complexity due to a higher

differentiation and more complex relationships, which also create higher risks (Bozarth & Handfield,

2008).
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To overcome the drawbacks of the Kraljic matrix, Category management can be used to maximize

planned outcomes by allocating resources to a set of competing and or complementary brands

(Gooner et al., 2011). Products with similarities are grouped in a category, which are managed

together as a category (Goic et al., 2013), which become strategic business units (Lindblom &

Olkkonen, 2008). Furthermore, category management can be a means to handle the increasing

complexity of supply chains (van Weele, 2000; Christopher, 2001), to deal with the shorter sales

times and broader assortments.

Information and partner relationships are at the core of category management. Closer relationships,

accomplished by category management, have the potential to increase value, by applying

complementary information resources, by aligning category strategies linked to the purchasers value

creation and by improving coordination of efforts (Aastrup et al., 2007). Category management can

take into account the supplier, and make a supplier a category captain. Especially when a company is

limited in resources to manage all the suppliers, a category captain might be effective (Lindblom &

Olkkonen, 2008)

Since grouping of categories is possible, considering the model of Dhar et al., 2001, it seems

reasonable to stick with Kraljic’s portfolio model, which uses categorization based on profit impact

and supply risk (Gelderman & van Weele, 2002). However, this model should be extended with a

relationship dimension, to take into account the important factors of category management.

The aim of category management is to create more value within the sourcing strategies. Therefore it

is a means to create a best value procurement strategy. Best value procurement is trying to get an

advantageous as possible product or service, in respects to factors broader than just price (YU;

(Molenaar & Johnson, 2003). This can be further linked to sourcing strategies and supply base

complexity.

Toolbox 3.1: How to develop a sourcing strategy

When developing or adjusting the current sourcing strategy, purchasers have to take the

following points into account:

 Sourcing location: companies should choose between insourcing and

outsourcing, and between nearshoring and offshoring based on internal and

external aspects. These aspects are service characteristics and PESTEL

indicators respectively.

 Supply base complexity: taking into account the different suppliers, their

interrelatedness and the degree of differentiation, companies should

evaluate their supply base complexity.

 Category management: to overcome the drawbacks of the Kraljic matrix and

as a means to decrease supply base complexity, companies can focus on a

category management strategy. A good strategy should incorporate service

similarities, relationships with suppliers, the role of suppliers andpotential

category captains.

 Best value procurement: based on the before evaluations, companies

should find a way to create the highest value in procurement.

A careful analysis of these topics, would be a good starting point for developing a service

sourcing strategy. However, this list is not exclusive and should be adjusted with measures

of internal alignment, relations, risk and sustainability



70

3.7 References

Aastrup, J., Grant, D. B., & Bjerre, M. 2007. Value Creation and Category Management through
Retailer–Supplier Relationships. The International Review of Retail, Distribution and Consumer
Research, 17(5): 523–541.

Ang, E., Iancu, D., & Swinney, R. 2014. Disruption Risk and Optimal Sourcing in Multi-tier Supply
Networks. http://web.stanford.edu/~daniancu/Papers/Working/MultiTierDisruption.pdf.

Bandyopadhyay, S., Rominger, A., & Basaviah, S. 2009. Developing a framework to improve retail
category management through category captain arrangements. Journal of Retailing and
Consumer Services, 16: 315–319.

Boccaletti, S., Latora, V., Moreno, Y., Chavez, M., & Hwang, D. U. 2006. Complex networks: Structure
and dynamics. Physics Reports, 424: 175–308.

Bozarth, C. C., & Handfield, R. B. 2008. Introduction to operations and supply chain management
(2nd ed.). New Jersey: Pearson Education inc.

Brandon-Jones, E., Squire, B., & Van Rossenberg, Y. G. T. 2014. The impact of supply base complexity
on disruptions and performance: the moderating effects of slack and visibility. International
Journal of Production Research, (March 2015): 1–16.

Caridi, M., Crippa, L., Perego, A., Sianesi, A., & Tumino, A. 2010a. Do virtuality and complexity affect
supply chain visibility? International Journal of Production Economics, 127(2): 372–383.

Carter, J. R., & Narasimhan, R. 1996. Is Purchasing Really Strategic? International Journal of
Purchasing and Materials Management, 32(1): 20-28

Chiang, C.-Y., Kocabasoglu-Hillmer, C., & Suresh, N. 2012. Article information :An empirical 
investigation of the impact of strategic sourcing and flexibility on firm’s supply chain agility.
International Journal of Operations & Production Management, 32(1): 49–78.

Cho, J., Chun, H., & Hur, J. 2014. Choosing multiple offshoring strategies: Determinants and
complementarity. Journal of the Japanese and International Economies, 34: 42–57.

Choi, T. Y., & Krause, D. R. 2006. The supply base and its complexity: Implications for transaction
costs, risks, responsiveness, and innovation. Journal of Operations Management, 24: 637–652.

Christophers, M. 2011. Logistics & Supply Chain Managment (Fourth): 1–269. Prentice Hall.

Contractor, F. J., Kumar, V., Kundu, S. K., & Pedersen, T. 2010. Reconceptualizing the firm in a world
of outsourcing and offshoring: The organizational and geographical relocation of high-value
company functions. Journal of Management Studies, 47(December): 1417–1433.

Davies, P. 2004. What’s this India business? Offshoring, Outsourcing, and the Global Services
Revolution. Nicholas Brealey Publishing, London.

Desrochers, D. M., Gundlach, G. T., & Foer, A. a. 2003. Analysis of Antitrust Challenges to Category
Captain Arrangements. Journal of Public Policy & Marketing, 22(Cm): 201–215.



71

Dewsnap, B., & Hart, C. 2004. Category management: a new approach for fashion marketing?
European Journal of Marketing, 38(7): 809–834.

Dhar, S. K., Hoch, S. J., & Kumar, N. 2001. Effective category management depends on the role of the
category. Journal of Retailing, 77: 165–184.

Dossani, R., & Kenney, M. 2009. Service Provision for the Global Economy : The Evolving. Policy
Studies, 26: 77–104.

Dubois, A., & Pedersen, A. C. 2002. Why relationships do not fit into purchasing portfolio models a
comparison between the portfolio and industrial network approaches. European Journal of
Purchasing and Supply Management, 8(1): 35–42.

Dussart, C. 1998. Category Management: Strengths, Limits and Developments. European
Management Journal, 16(1): 50–62.

ECR Europe. 1996. Efficient Assortment-Best practice Report. http://www.ecr-
europe.org/component/library/?view=single&id=29.

Elyamany, A., & Abdelrahman, M. 2010. Contractor Performance Evaluation for the Best Value of
Superpave Projects. Journal of Construction Engineering and Management, 136(May): 606–
614.

Ethiraj, S. K., Kale, P., Krishnan, M. S., & Singh, J. V. 2005. Where do capabilities come from and how
do they matter? A study in the software services industry. Strategic Management Journal,
26(October 2004): 25–45.

Gelderman, C. J., & van Weele, A. J. 2002. Strategic Direction through Purchasing Portfolio
Management : A Case Study. The Journal of Supply Chain Management, Spring 200(May): 30–
37.

Gelderman, C. J., & Van Weele, A. J. 2005. Purchasing portfolio models: A critique and update.
Journal of Supply Chain Management, 41(August): 19–27.

Goic, M., Bosch, M., & Castro, J. P. 2013. Detecting inefficiently managed categories in a retail store.
Journal of the Operational Research Society, 1–12.

Gooner, R. a, Morgan, N. a, & Perreault, W. D. 2011. Is Retail Category Management Worth the Effort
(and Does a Category Captain Help or Hinder)? Journal of Marketing, 75(September): 18–33.

Gruen, T. W., & Shah, R. H. 2000. Determinants and outcomes of plan objectivity and implementation
in category management relationships. Journal of Retailing, 76(4): 483–510.

Harland, C., & Jhonson, T. 2001. A Taxonomy of Supply Networks. Journal of Supply Chain
Management, 37(4): 21–27.

Harrison, A., Hoek, R. van, & Skipworth, H. 2014. Logistics Management and Strategy: 1–415.

Jahns, C., Hartmann, E., & Bals, L. 2006. Offshoring: Dimensions and diffusion of a new business
concept. Journal of Purchasing and Supply Management, 12: 218–231.

Johnsen, T., Howard, M., & Miemczyk, J. 2014. Purchasing And Supply Chain Managment: 1–411.



72

Kim, M., Suresh, N. C., & Kocabasoglu-Hillmer, C. 2013. A contextual analysis of the impact of
strategic sourcing and E-procurement on performance. Journal of Business & Industrial
Marketing, 30: 1–16.

Knight, L., Tu, Y. H., & Preston, J. 2014. Integrating skills profiling and purchasing portfolio
management: An opportunity for building purchasing capability. International Journal of
Production Economics, 147(Part B): 271–283.

Kotzab, H. 1999. mproving supply chain performance by efficient consumer response? A critical
comparison of existing ECR approaches. Journal of Business and Industrial Marketing, 14: 364–
77.

Kurtuluş, M., Nakkas, A., & Ülkü, S. 2014. The value of category captainship in the presence of 
manufacturer competition. Production and Operations Management, 23(3): 420–430.

Lamming, L., Jhonson, T., Zheng, J., & Harland, C. 2000. An Initial Classification of supply Networks.
International Journal of Operations & Production Management, 20(6): 675–691.

Levina, N., & Su, N. 2008. Global multisourcing strategy: The emergence of a supplier portfolio in
services offshoring. Decision Sciences, 39(3): 541–570.

Lewin, A. Y., Massini, S., & Peeters, C. 2009. Why are companies offshoring innovation? The emerging
global race for talent. Journal of International Business Studies, 40: 1406–1406.

Lewis, H. 2009. Bids, Tender & Proposals Winning business through best practice (3rd ed.). London:
Kogan Page Limited.

Lindblom, A., & Olkkonen, R. 2008. An analysis of suppliers’ roles in category management
collaboration. Journal of Retailing and Consumer Services, 15: 1–8.

Madadi, A., Kurz, M. E., Taaffe, K. M., Sharp, J. L., & Mason, S. J. 2014. Supply network design: Risk-
averse or risk-neutral? Computers & Industrial Engineering, 78: 55–65.

McIvor, R. 2010. Global Services Outsourcing. Cambridge: Cambridge University Press, New York.

Murray, J. Y., Kotabe, M., & Westjohn, S. a. 2009. Global Sourcing Strategy and Performance of
Knowledge-Intensive Business Services: A Two-Stage Strategic Fit Model. Journal of
International Marketing, 17(4): 90–105.

Nam, S. H., Vitton, J., & Kurata, H. 2011. Robust supply base management: Determining the optimal
number of suppliers utilized by contractors. International Journal of Production Economics,
134(2): 333–343.

Narasimhan, R., & Das, A. 1999. An Empirical Investigation of the Contribution of Strategic Sourcing
to Manufacturing Flexibilities and Performance. Decision Sciences, 30(3): 683–718.

Narasimhan, R., & Das, A. 2001. The impact of purchasing integration and practices on manufacturing
performance. Journal of Operations Management, 19(5): 593–609.

Nordin, F. 2008. Linkages between service sourcing decisions and competitive advantage: A review,
propositions, and illustrating cases. International Journal of Production Economics, 114: 40–55.



73

Oh, S., Ryu, K., & Jung, M. 2013. Reconfiguration framework of a supply network based on flexibility
strategies. Computers and Industrial Engineering, 65(1): 156–165.

Ørberg Jensen, P. D., & Petersen, B. 2012. Global sourcing of services versus manufacturing activities:
is it any different? The Service Industries Journal, 32(4): 591–604.

Oshri, I., Kotlarsky, J., Rottman, J. W., & Willcocks, L. L. 2009. Global sourcing: recent trends and
issues. Informaion Technology and People.

Padhi, S. S., Wagner, S. M., & Aggarwal, V. 2012. Positioning of commodities using the Kraljic
Portfolio Matrix. Journal of Purchasing and Supply Management, 18(1): 1–8.

Pearlson, K. E., & Saunders, C. S. 2013. Strategic Management of Information Systems (5th ed.).
Hoboken: Wiley.

Prakash, a., Chan, F. T. S., Liao, H., & Deshmukh, S. G. 2012. Network optimization in supply chain: A
KBGA approach. Decision Support Systems, 52(2): 528–538.

Robinson, Marcia; Kalakota, R. 2004. OFFSHORE OUTSOURCING: BUSINESS MODEL, ROI, AND BEST
PRACTICES. Competitiveness Review, 14: 108–109.

Sislian, E., & Satir, A. 2000. Strategic sourcing: A framework and a case study. Journal of Supply Chain
Management, 36: 4–11.

Smeltzer, L. R., Manship, J. A., & Rossetti, C. L. 2013. An Analysis of the Integration of Lean and
Safety. The Journal of Supply Chain Management, 39(4): 16–25.

Snelgrove, T. 2012. Value pricing when you understand your customers: Total cost of ownership –
Past, present and future. Journal of Revenue and Pricing Management, 11(1): 76–80.

Stringfellow, A., Teagarden, M. B., & Nie, W. 2008. Invisible costs in offshoring services work. Journal
of Operations Management, 26: 164–179.

Syson, R. 1992. Improving Purchase Performance. London: Pitman Publishing.

Tanriverdi, H., Konana, P., & Ge, L. 2007. The choice of soureing mechanisms for business processes.
Information Systems Research, 18(3): 280–299.

Trautmann, G., Bals, L., & Hartmann, E. 2009. Global sourcing in integrated network structures: The
case of hybrid purchasing organizations. Journal of International Management, 15(2): 194–
208.

Trombetta, B. 2007. Marketing Masterclass Category captain management: An alternative to the
blockbuster model? Journal of Medical Marketing, 7: 223–234.

Valk, W. Van Der, & Rozemeijer, F. 2009. Buying business services: towards a structured service
purchasing process. Journal of Services Marketing, 23: 3–10.

Van Weele, A. J. 2000. Purchasing and supply chain management. Analysis, planning and practice
(2nd ed.). London: Thomson Learning.



74

Willcocks, L., Oshri, I., Kotlarsky, J., & Rottman, J. 2011. Outsourcing and offshoring engineering
projects: Understanding the value, sourcing models, and coordination practices. IEEE
Transactions on Engineering Management, 58(4): 706–716.

Williams, O. F. 2014. CSR: Will it Change the World? Journal of Corporate Citizenship, (53): 9–27.

Williamson, O. E. 1981. The economics or organizations: The transaction cost approach. The
American Journal of Sociology, 87((3)): 548–577.

Yu, W., & Wang, K.-W. 2012. Best Value or Lowest Bid? A Quantitative Perspective. Journal of
Construction Engineering and Management, 138(January): 128–134.

Zhang, Y., & Gregory, M. 2011. Managing global network operations along the engineering value
chain. International Journal of Operations & Production Management, 31(7): 736–764.



75

“Value creation within a supply chain context is
dependent on successfully managing relationships and
collaborating with supply chain members”

(Bowersox, Closs & Stank, 2000; Nyaga & Whipple, 2011)

Authors:

Vít Bartoš

Douwe Ribbink

Koen Wegstapel

In this chapter:

 Collaborative Relationships

 Relationship cycle

 Relationship performance measurement

 Contracts

Chapter 4



76

4.1 Introduction

Following the development of a sourcing strategy, as explained in chapter 3, this chapter will focus

on how to effectively build and maintain relationships in order to let the sourcing strategy

succeed. According to Bowersox, Closs & Stank (2000) creating value in a supply chain context is

dependent on successfully managing relationships and collaboration. Nyaga and Whipple (2011)

state that relationships developed with suppliers can result in competitive advantages. A buyer and a

supplier can decide to perform activities together. By combining their resources, performances can

be accomplished, which were not feasible when performing on their own. In early literature working

in such a manner is called the ‘team effect’ (Alchian & Demsetz, 1972). However, in current literature

combined resources are called ‘rents’ (Nyaga & Whipple, 2011). To be effective in creating these

‘rents’, the relationship is influenced by interdependence, closeness, trust, mutuality, commitment,

adaptations and investment (Holmlund, 2004). The influence these factors might have on a buyer -

supplier relationship will be discussed throughout the chapter.

Prior to guiding the reader through the relationship & contract chapter, first it will be necessary to

define the scope of the chapter and thereafter different relationships. Relationships can be perceived

in two different dimensions. Firstly, a relationship can be perceived as an entity that is built by two

parties, independent of the broader context. This focuses on the characteristics of the two parties,

the communication and the development of the relationship between the two parties. This

relationship can therefore be perceived as an isolated entity (Hakansson & Snehota, 1995). These

isolated entities, also called dyads, are all the sequences in one relationship between two

organizations. (Lysons & Farrington, 2006). Concluding, these sort of relationships are buyer -

supplier relationships with no influence of the external environment. Secondly, a relationship can be

perceived in a broader context. When two organizations take part in a relationship, this relationship

can also be influenced by external relationships. In this way it can be identified as part of a larger

whole. (Hakansson & Snehota, 1995). A relationship perceived in a broader context is for example

the buyer – supplier – supplier (triad) relationship or network relationships. A triad relationship can

be identified as a hybrid relationship in which two suppliers and a buyer are interdependent. These

triads are in general part of a bigger network. In a actors network perspective more relationships are

taken into account and there is reviewed how these relationships in a network might influence each

other (Hakansson & Snehota, 1995).

In research there is an ongoing debate whether supply chains are linear structures or supply chain

networks. Most of the researchers are convinced of the latter (Miemzcyk & Johnsen, 2012). Yet, in

this chapter, the main focus is to describe how to create and maintain a relationship between two

parties, without taking the broader context into account. According to Hakansson & Snehota (1995)

‘a relationship is mainly a mutually oriented interaction between two reciprocally committed

partners’. In order to remain with the core of the relationship, which is provided in the prior

definition of Hakansson & Snehota (1995), the focus of this chapter is on the buyer - supplier

relationship, without considering the external environment influences.

The subsequent section of this chapter is designed in order to illustrate the different sort of

relationships in the field of purchasing. In this section, the difference between arm’s length and

collaborative relationships will be outlined, while taking into account influential factors such as trust,

information sharing and communication between the two parties. After deciding which sort of

Relationship Management & Contracts
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relationship to start, a relationship will have a certain life cycle, this is described in the third section.

When a relationship expires, it should be evaluated in order to set conclusions. The last section is

aimed on explaining the influence of purchasing contracts on relationships.

4.2 Different sorts of Buyer – Supplier Relations

In recent years there has been a shift in the role of purchasing. Suppliers and buyers are no longer

perceived as independent entities that should be managed separately. In present times, buyers and

suppliers are more often linked through the entire supply chain (Spekman, Kamauff & Myhr, 1998).

This results in a changing function of purchasing, and other relationship occurs within the supply

chain. In this section the aim is to describe the different sort of relationships that exist in the field of

purchasing. Furthermore, Factors will be discussed that have an influence on the different sorts of

buyer - supplier relationships in the field.

In the field of purchasing there are two main sorts of relational forms highlighted by managerial

economists, namely arm’s length (market) and collaborative (hybrid) exchange (Cox, Lonsdale,

Watson & Wu, 1996). However, Spekman et. al. (1998) state that there are more levels of intensity

among trading partners besides arm’s length and collaborative relationships. Firstly, the main

differences between the two relationship extremes will be discussed. Secondly, the model of

Spekman et. al. (1998) will be introduced in order to discuss different sort of relationships that

contain elements from arm’s length as well as collaborative relationships.

4.2.1 Arm’s length vs. Collaborative relationships

When applying relationships to the Kraljic Matrix (1983), it becomes clear that it is dependent of the

strategic value and the amount of possible supplier from the product or service, whether to involve

in an arm’s length or collaborative relationship (Nyaga & Whipple, 2011).

In the arm’s length relationship only basic commercial information is needed in order to execute the

business transaction (Cox et. al., 1996).Furthermore, arm’s length relationships are used more often

for highly standardized products. These are simple products or services that require little engineering

effort from suppliers (Bensaou, 1999).

In contrast, the aim of a collaborative relationship is to create an amount of surplus value by

exchanging through deployment of non-fungible investments (Cox et. al., 1996). According to Nyaga

& Whipple (2011) this surplus can be created through three levels of collaborations based on

different characteristics, namely people, processes and technology. This requires adaptations of

exchange components or processes and roles and responsibilities, which need to be institutionalized

(Holmlund, 2004). Moreover, collaborative relationships are present in services and industries where

highly complex and personalized products are exchanged. Moreover, these products are not

available at many suppliers (Bensaou, 1999). Factors that are in general of influence on collaborative

relationships are trust, commitment and the frequency of interaction (Golicic et. al., 2003.

The main difference between arm’s length and collaborative relational forms is the level of contact

between the organizations (Cox et. al., 1996). Furthermore, when comparing arm’s length versus

collaborative relationships Nyaga & Whipple (2011) state that performance levels are the highest for

collaborative relationships. However, Bensaou (1999) state that there is no partnership superior to
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another. Moreover, it is not possible to develop a collaborative relationship with every single

supplier in the chain. This implicates that arm’s length relationships can also contribute in

adding value for an organization (Nyaga & Whipple, 2011). Furthermore, this means that

organizations have to manage a portfolio of different sorts of relationships (Bensaou, 1999). As a

result that every potential buyer should consider what sort of relationship will be the most beneficial.

Research found that in services, close buyer-supplier relationships are preferred. It is assumed that

buyers and sellers are integrated closely and that intangible assets are exchanged in the process

(Lindberg & Nordin, 2008). However, the researchers found that many firms have the intention to

standardize the service purchasing process, which indicates a move to a more arm’s length

approach (Lindberg & Nordin, 2008). Concluding, organizations are more aware of the potential

benefits of market competition, whereby a move to a more transactional approach is considered.

Case 4.1: Purchasing in the UMCG

The University Medical Center Groningen (UMCG) is the biggest hospital in Groningen and of

the northern part in the Netherlands. Purchasing has a decisive role within this organization,

because the UMCG spends an extensive amount of money on materials, equipment, facilities,

product development and innovations. Another important aspect of the hospital is the active

involvement in education and medical research. The purchasing department has a major

influence on the amount of these costs.

The sort of relationship that the purchasing department of the UMCG has with their suppliers

has changed over time. In the past, there were a lot of bureaucratic procedures and protocols

to follow. The focus of the purchasing department was mainly focused on lowering the

purchase prices, without any collaboration with their different suppliers. The suppliers were

squeezed in order to acquire discounts, an aggressive strategy was employed. Among the

personnel of the UMCG there was some dissonance about the course of events. To give a

metaphorical demonstration of the dissonance, there is focused on an example about a hip

surgery. After a surgery, a woman indicates that she still can’t walk properly. The surgeon

explained that this was logical, because there were two left hips posted. ‘’Hips also fall under

purchase, and left hips were on sale’’. The performance from a purchasing perspective was

good, but the wrong perspective was used. There was no internal alignment.

Nowadays things have turned around. The board and the businesses are aligned. The

purchasing department currently starts different kind of relationships with suppliers. Long-

term supplier contracts with the perspective of creative partnerships. The UMCG started a

long-term relationship with Siemens Healthcare AG where both parties offer each other

support and strive, together, for innovation. The focus is not any longer on squeezing the

supplier, but takes as starting point the interest of both parties. The long-term vision is more

important within the relationship than financial results on the short-term.

Source: Bax H. guest lecturer. February 2015
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4.2.2 Classification of buyer - supplier relationships

In the previous section there is pointed out that the two extremes, arm’s length and collaborative

relationships, are an oversimplification of the possible relationships in the field. In this section the

model of Spekman et al. (1998) is introduced in order to elaborate to the relationships that are in the

middle of the two extremes, see figure 1.

The open market negotiations part of the model can be perceived as the arm’s length relationship.

Following this phase, the co-operation phase starts. In this part firm exchange little information and

engage a few buyers or suppliers for the long term. The next level of the model is co-ordination. In

this phase, information is exchanged by integrating Electronic Data Interchange (EDI) or permits Just

in Time (JIT) systems (Spekman et al., 1998). In the last phase, people, process and technologies are

integrated between the buyer and the supplier.

Figure 1: Relationship Transition Model (Spekman, Kamauff & Myhr, 1998)

Concluding, when two firms work together in any way, they can create a sustainable competitive

advantage (Nyaga & Whipple, 2011). The model of Spekman et al. (1998) can be used in order to

manage the transition from an arm’s length to a collaborative relationship. When a buyer wants to

move up from an arm’s length to a collaborative relationship, as outlined in figure 1, supplier

development can be a helpful method in order to make the transition happen.

4.2.2.1 Supplier Development

In current times, firms have the tendency to move from arm’s length to collaborative relationships.

However, in the buyers perception, not every supplier will be suitable to start a partnership

(Humphreys, Li & Chan, 2004). In order to create a world class supply base or simply to eliminate

supplier insufficiencies, a company can decide to develop the supplier (Krause, Handfield & Scannel,

1998). Supplier development can be defined as “any effort a buying form to increase the

performance and capabilities of the supplier” (Humphreys et. al. pp. 131, 2004).There is a growing

consensus that supplier development can be beneficial to performance improvement and can

contribute to strategic performance. Toyota is a company that is perceived as a paragon in supplier

development, which is illustrated in case example 4.2 (Langfield-Smith & Greenwood, 1998).

Supplier development can be applied when products or services have no low-value adding, non-

strategic commodity or on the other extreme, cannot create a long-term sustainable advantage for

the buyer (Handfield, Krause, Scannell & Monczka, 2000). Buyers can enhance supplier development

by increasing supplier performance goals, providing the supplier with training, provide the supplier

with equipment, technology or investments, create an exchange of personnel and evaluate supplier
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performance (Handfield et. al., 2000; Humphreys et. al., 2004). In order to move to the collaboration

phase, people, process or technology have to be integrated between the buyer and the supplier. The

supplier development program from Toyota, illustrated in case example 4.2, consists of 3 elements,

these have the goal to integrate people, process or technologies in order to move to a collaborative

relationship. This integration is called asset specifity (Cox et. al., 1996).

Krause & Ellram (1997) find that the intention to invest in developing suppliers is influenced by the

perception of supplier commitment, belief in the relationship and buyer – supplier information

sharing. According to (Handfield et. al., 2000) supplier development does work in some cases.

Sometimes it leads to increased satisfaction and sometimes to decreased satisfaction. Most of the

pitfalls were a result of the suppliers’ lack of commitment or a lack of technical or human resources

(Handfield et. al., 2000). This means that supplier development will always bring a certain amount of

risk for the buyer.

4.2.3 Key factors in partnership success in manufacturing

In the supply chain management literature, there is consensus that fruitful collaborative relationships

offers both parties significant opportunities to create competitive advantages and achieve brilliant

results (Hewitt, Money, & Sharma, 2002; Jap, 1999; Ulaga, 2003). The empirical research of Mohr

and Spekman (1994) shows as one of the first in the field, that a successful collaborative partnership

in manufacturing relies on the attributes, trust, commitment, coordination and interdependence.

These attributes imply that both partners agree that they are mutually dependent and have to work

for the survival of the relationship (Mohr and Spekman, 1994).

Furthermore, communication behavior is essential in order to achieve a fruitful collaborative

relationship. In section 3 there is elaborated further on communication in relationships, because of

the important role of communication in the relationship cycle.

In addition, Naude & Buttle (2000) state that social bonds are of a great importance in developing

collaborative relationships. Social bonds can be defined as a close personal relationship between all

relevant actors in the partner organizations in the specific context. Social bonds or personal

Case 4.2: Case example Toyota

Toyota is a company that is well-known for its effective management of long term relationships

based on dependence and co-operation. Other western countries perceived this as a major strength in

the early 90’s. Their supplier strategy is based on supplier rationalization, performance measuring

and supplier development. One of their main focuses in managing suppliers is supplier development.

Their supplier development program consists of 3 elements, namely management by policy

deployment (processes, for example Total Quality Control), the Toyota production system

(technology) and changing the culture (people). Toyota benefited by the development of collaborative

relationships with suppliers, by believing that their own performance would increase. For suppliers

costs are involved, in for example training, plant layout changes and new machinery, however the

positive outcomes would outweigh the investments. The supplier development program helped

Toyota to build relationships of trust and collaboration with suppliers.

Source: Langfield-Smith & Greenwood, (1998).
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relationships in the purchasing process are perceived as a ‘critical element’ in current times (Lian &

Laing, 2007). It is of importance that an organization is aware how relationships are formed and

interactions occur. This plays a crucial part if stakeholders want to understand the relationship

development process, which can have a significant impact on the purchase patterns (Lian & Laing,

2007).

4.2.4 Key factors in partnership success in services

In this subsection, there will be investigated if and how key influential factors in services differ from

manufacturing in long-term relationships. Services have an intangible character and therefore cannot

be specified in detail. Therefore, it can be seen as an entity that is co-created by a buyer and a

supplier in the purchasing process (Lindberg & Nordin, 2008). Researchers and practitioners agree

that buyer – supplier relationships in the area of services are preferably close and with a high amount

of trust involved (Lindberg & Nordin, 2008). However, organizations have shifted from the traditional

long-term relationship in services to a more multi-source strategy, comparable with manufacturing

(Doran, Thomas & Caldwell, 2005)

According to Doran et al. (2005) three key factors are of influence in the area of service purchasing.

These factors are trust power and communication. In comparison to manufacturing, trust is also

perceived as one of the most influential factors in long-term relationships. Furthermore, power is

perceived significant in development of relationships in services. Which is, according to Cox (2001)

also an influential factor in manufacturing.

When comparing social bonds in service purchasing with manufacturing purchasing, the ‘service

professional’ plays a prevailing role. This results in less involvement of the procurement

professionals, within the purchasing process, in comparison to manufacturing (West, 1997; Lian &

Laing, 2007) Those service providers have a special function, which is called boundary spanner. The

boundary spanners, can be defined, as a member within an organization with an integrator role

between two departments. This results in a focus on the organization as a whole, instead of loose

departments. Czepiel (1990) states that personal relationships are particularly important in the

purchasing of high contact services. The interaction that the specific parties have, forms the basis of

strategic long-term relationships.

4.3 The Relationship Cycle

When an organization decides what sort of relationship to start with their suppliers, the relationship

will enter a relationship cycle. The relationship cycle can be defined as a tool to analyze the different

dynamic aspects of professional relationships (Dwyer, Schurr and Oh, 1987). A deeper understanding

of the cycle is required to gain a better understanding of the development of relationships.

Subsequently, on the basis of this underlying knowledge of the relationship cycle, a deeper insight

will be obtained between the relationship cycle and value creation. The effectiveness of the

relationship cycle is related to the value that can be derived from the relationship between the buyer

and supplier.

4.3.1 Non-dynamic relationship cycle

At the moment that Dwyer et al. (1987) introduced the relationship cycle, it received attention by

scholars. Their goal was to develop a framework that could be used for developing a buyer - supplier

relationship. Based on the available knowledge, relationships were seen as discrete events and
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certainly not as a running and continuous cycle. The proposed relationship cycle by Dwyer et al.

(1987) is the first model discussed in this chapter. One of the first things that strikes when analyzing

this proposed relationship, is that this relationship cycle lacks dynamics (Jap and Anderson, 2007).

One important characteristic of relationships is that they are not straightforward and can change

over time. The relationship cycle created by Dwyer et al. (1987) is presented in figure 2.

Figure 2: The relationship cycle (Dwyer et al.,1987)

The first phase of the relationship cycle of Dwyer et. al. (1987) starts with creating

awareness. Within this phase, buyers become aware that a certain supplier is a possible realistic

exchange partner. A focal part that needs to be pointed, is that during this phase no interaction

exists between the involved parties. Subsequently, in the second phase, a certain trial and error takes

place. It is pivotal for an organization to consider all the possible opportunities within this phase,

which could lead to a possible trial purchase. Dwyer et al. (1987) demonstrate that this phase covers

five different sub processes. It starts with attraction, this flows into communication and bargaining,

this then results into development and exercise of power, subsequently ‘a norm development’ will

follow and it ends with the expectation of the development. The third phase can be highlighted as a

phase containing more depth, in contrast with phase two. Trust and joint satisfaction established in

the previous phase, will possibly lead to an increased level of risk. This will result in an increase in

depth of mutual dependence. Phase four, represents the commitment phase, where the exchange

partners have reached a certain satisfaction level (Dwyer et al., 1987). This leads to the precluding of

other possible partners. It is key that both parties believe in a fruitful relationship, because this

determines the degree of success in this phase. When no equivalent positive perception exist,

dissatisfaction could crop up. The last phase entails the dissolution phase. In this phase withdrawal or

disengagement are decisive.

4.3.2 Dynamic relationship cycle

The previous section, presented a relationship cycle without any dynamics. This section will discuss if

this model is still feasible. The relationship cycle of Ring and van de Ven (1994) takes dynamics into

account within the relationship cycle. The focus of the proposed framework of Ring and van de Ven

(1994) is focused on the emergence, grow and dissolve over time regarding inter organizational

relationships. The framework of Ring and van de Ven (1994) points at the individuals behavior within

the organization, which is a different perspective compared to the relationship cycle of Dwyer et

al.(1987), where the focus was pointed at the relationship between two parties. The proposed

framework of Ring and van de Ven (1994) is shown on the next page in figure 4.

Figure 2: The Relationship Lifecycle (Ring and van de Ven,1994: 97)
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The first thing that need to be

highlighted in this framework is the

incorporated dynamic structure. The

framework is an evaluation of the

sequence of repetitive negotiation,

commitments and execution. Those

stages are all assessed in terms of

equity and efficiency (Ring and Van

de Ven, 1994: 97).The first stage is

the negotiation stage. Within this

stage the involved parties try to

jointly establish their expectations

and try to align their motivations. Bargaining is an important aspect in this stage and uncertainties

are curtailed by repeated efforts and negotiations. Compared to Dwyer et al. (1987) there is a

difference concerning the interaction between parties, within this cycle, interaction is from the start

indispensable. The trust aspect that plays a major role is comparable to the trust building part of

Dwyer et al. (1987) in phase two. The second stage, ‘Commitments’ is where the parties involved

decide on the rules and obligations that form the basis for the future relationship. This stage

intersects the fourth phase of Dwyer et al. (1987). This phase ensures the structure of the

relationship, this can be formed by a formal relational contract or by via a more informal

psychological contract. The levels of trust and risk are important for the negotiation, because this

influences the setting of the negotiation. Legal agents are also assigned a role, because

misrepresentation and mistakes should be avoided. Otherwise the relationship will fall into phase

five of Dwyer et al. (1987) and will not succeed.

The last stage of the framework of Ring and Van de Ven (1994) is the executions stage. In this stage

the commitment that is made in the earlier stage is put into operation. The materials are purchased,

payments are made and all necessary terms in the agreement will be put in practice. Through a series

of interactions firms will get more familiar with each other and the trust between parties will grow.

The most important difference between the proposed works of Dwyer et al. (1987) and Ring and Van

de Ven (1994), are the dynamics of the relationship cycle (Jap and Anderson, 2007). Changing

expectations, conflicts or misunderstandings can form the basis for rethinking the terms of the

relationship (Ring and Van de Ven, 1994). This causes changes in the positions within the

relationship. These dynamics are captured by the assessment that firms can execute, based on

efficiency and equity. In order to create a fruitful and worthwhile strategic cooperative relationship,

both parties must be given the opportunity to renegotiate. Other terms which are not violated

remain as they were previously established (Ring and Van de Ven, 1994). Purchasing companies need

to determine in a very early stage of the relationship cycle whether the supplier is a strategic party.

The ultimate aim is to develop a collaborative and fruitful purchasing relationship.

Another important study regarding the relationship cycle, especially within purchasing relationships,

is the research of Subramaniam and Shaw (2002). They used a more functional perspective, which

differentiates it from the other two relationship cycles. They have identified four different stages.
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The first that is identified is the search stage, where the buyer tries to locate a suitable supplier for a

product or service. Subsequently, the processing stage of the order is identified. In this stage the

specification, process and payments of the service or product are made (Subramaniam & Shaw,

2002). Thereafter the monitoring and control occurs. Within this phase the negotiation of the

contract takes place. The last phase entails an ongoing progress of monitoring and coordination.

Issues and problems are resolved during this phase.

4.3.3 Evolution of value in buyer-supplier relationships

In the previous sections, three recognized relationship cycles are discussed from two different

perspectives. At the end of the section the importance of the renegotiation opportunity is

highlighted. This opportunity of renegotiation has a direct link with this section. Renegotiation

possibilities can revitalize relationships and thus create more value (Ulaga, 2003). However, there

could be a point in time within the relationship between the buyer and the supplier, where one of

the parties realizes that they want to invest in a new supplier relationship, because the added value

is decreased over time. Suppliers want to differentiate themselves by creating collaborative

relationships (Anderson and Chintagunta, 1993). Ulaga (2003) has investigated and established an

understanding about how firms could create and deliver value in their business relationships.

Relationship value can be described as the worth that is perceived in monetary unites of the set of

service, technical, social and economic benefits. Those benefits are received by a firm in exchange for

the service or product they have paid for (Anderson and Chintagunta, 1993). Ulaga (2003) has

conducted many depth interviews with purchasing managers to identify value drivers of buyer and

supplier relationships. Previous literature in this field has never conceptualized a grounded theory

perspective, Ulaga (2003) has filled this gap by identifying those value drivers and conceptualized

these drivers in figure 5.

Figure 5: Value drivers within relationships (Ulaga, 2003)

The first dimension in figure 5

is the product and service

quality. Buyer-supplier

relationships are maintained

when products and services

are sourced which are needed

in their transformation

process (Homburg & Rudolph,

2001; Ulaga, 2003). The

quality of a product or service

is given, and the supplier

must meet quality standards

(Ulaga, 2003). Subsequently,

service support is a very important dimension. Both parties expect to get a hold on each other

whenever needed; parties should at all times be available. The second dimension that is found by

Ulaga (2003) is the ‘delivery performance’. Meeting delivery schedules is an essential aspect of the
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relationship, otherwise additional costs for one of the parties will cause problems. Supplier know-

how is the next value driver. To establish a long-term collaborative relationship, it is essential that

the supplier is able to create a competitive advantage for the buyer (Ulaga, 2003). Deliver on time-to-

market and personal interaction are the last value drivers that have been identified. Especially in

service purchasing, the time-to-Market is essential as a value driver. These value drivers can be

linked to the section of the relationship cycle. Especially to the relationship cycle of Ring and Van de

Ven (1994). These value drivers can be linked to trust, because they can be labeled as the founder of

trust, necessary for long-term relationship (Eggert, Ulaga and Schultz, 2006) .

Eggert et al. (2006) have used the value drivers that have been found by Ulaga (2003) to link them to

the relationship cycle. Ulaga (2003) have tried to investigate if different stages of the relationship

cycle have a moderating role concerning the relative importance of the different value creating

dimensions (Eggert et al., 2006). Most researchers have examined the relationship value at a single

point in time, like in the relationship cycle of Dwyer et al. (1987). Eggert et al. (2006) have recognized

the dynamic role of business to business relationships, like the relationship cycle established by Ring

and van de Ven (1994).

The findings of Eggert et al. (2006) confirms the importance of all value drivers that have been

identified by Ulaga (2003). An interesting finding is that the suppliers core offering, the product/

service quality and the delivery performance, shows the lowest potential for value creating within

the establishing relationships. The main drivers of value creation within the relationship cycle are

achieved through service support and personal interactions. Those value drivers are essential when

companies want to achieve and establish a fruitful long lasting purchasing relationship (Eggert et al.,

2006).

4.3.4 Communication in the relationship cycle

After identifying the relationship cycle and different value drivers that have been linked to the cycle,

this section will highlight the importance of communication within successful purchasing relationship

as acknowledge by literature. Ambrose, Marshall, Fynes and Lynch (2008) have conducted a research

and tried to explore whether the communication choice is affected by different stages in the

relationship cycle and if the context of the purchase also influences this process, product versus

service purchasing.

Zhou and Benton (2007) found that communication is at the heart of any organizational relationship,

because it is a component that is critical for the function of the buyers and seller relationship. The

term communication can be defined as ‘’ The formal as well as informal sharing of meaningful and

timely information between firms’’ (Anderson and Narus, 1990: 44; Ambrose et. al., 2008)

As a basis for the research, the authors have used the two relationship cycles of Dwyer et al. (1987)

and Subramaniam and Shaw (2002) as described in section 4.3.1 and 4.3.2.
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Figure 6: : Relationship and communication development (Dwyer et al., 1987; Subramaniam and Shaw, 2002)

Ambrose et al. (2008) found that the relationship development process can be split up into

behavioral and functional aspects. Linking this to the research of Dwyer et al. (1987) the expansion

and commitment phase are defined as behavioral dimensions. The monitoring, control and

coordination are continuous activities across the process to compare with the assessment phase of

Ring and Van de Ven (1994).The communication between the buyer and supplier starts when the

function of the contract needs to be negotiated. It is important, that the perceptions which are

gathered match the expectations (Ambrose et al., 2008).

The most important difference concerning communication between service and product

relationships, is deduced from the position the buyer has within the relationship (Ambrose et al.,

2008). Within a service purchasing relationship, the managers play a more central role. The buyer is

less central within the relationship, due the fact that services are more ambiguous and this creates a

need to engage more (Ambrose et al., 2008).The uncertainty can be reduced by the use of a dual

approach like telephone or email. Vickery et al. (2004) have found that rich media types (telephone

and face to face) are essential building blocks for learning and knowledge transfer between service

purchasing relationship parties. Rich media is better suited for tacit and complex knowledge that

needs to be transmitted.
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If a relationship is nearly new, face-to-face meeting are preferred because of the richness. If the

relationship follows the cycle as described in section 4.3.1 and 4.3.2, the communication become less

rich, because there is established a level of trust as explained in section 4.2.4. (Ambrose et al., 2008)

confirmed the research of Vickery et al. (2004) that the use of rich communication media for service

purchase relationships can add value to the relationship and is essential for a long lasting

collaborative relationship.

4.4 Relationship Performance Measurement

When a relationship has come to the re-negotiation phase, as illustrated in the model of Ring and

van De Ven (1994) in section 4.3.2, there must be evaluated whether a buyer and a supplier should

collaborate again in order to create value. With the shift from operational purchasing to strategic

purchasing over time, as discussed in section 4.2, the measurement of relationship performance has

become more complex. In other words, there is a difference between quantitative operational

measures and qualitative strategic measures. In order to connect with the strategic content of the

overall book, the main focus in this section is on qualitative strategic measures. However, to outline

Case 4.3: Relationship development in the UK fashion sector

Alexander and Doherty (2004) examined major UK-based international retailers,

operating within the fashion sector, and their suppliers. Alexander and Doherty (2004)

suggest that fashion companies do not perceive relationships as strategic from the

beginning. Thus, opportunistic behavior can occur in the early stages. The need of

these companies for recognition is stronger than a need for long-term collaboration.

However, findings suggest that fashion companies prefer mutually beneficial

relationships once established.

Furthermore, Alexander and Doherty (2004) compare business relationships with a

marriage. The process of relationship establishment starts with the recognition of a

need for a relationship. Process of evaluation and a decision to the establishment of

mutually beneficial relationship follows. In addition, the relationship cannot be based

only on rational benefits. Alexander and Doherty (2004) claim, that chemistry and

mutual attraction between the companies is pivotal. Moreover, it is necessary to

communicate, control and develop the strategic relationship from the beginning.

“Successful relationships are built on trust, communication and support and not on

the threat of the contract” (Alexander and Doherty, 2004: 1229).

To conclude, Alexander and Doherty (2004) recommend using the marriage analogy

in business-to-business context to develop a trusting relationship and execute the

fundamental stages of relationship development, namely need recognition, search,

evaluation and partnership.

Source: Anne Marie Doherty, Nicholas Alexander (2004)
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the contrast between the two different measures, operational purchasing measures are discussed as

well.

4.4.1 Quantitative operational measurement

Quantitative operational measures focus on operational, market and financial performances

(Zimmermann & Foerstl, 2014). Monzcka Giunipero, Handfield & Patterson (2011) state there are

many ways to measure the operational performance of a relationship. This sort of measures are for

example, price performance, cost effectiveness, time, delivery and responsiveness. These are all

measures that gauge single transactions and are short term focused. Often it is difficult to design

standards that measure exactly what they intend (Monzcka et. al., 2011). This can be the result of a

lack of detail, driving the wrong performances and measuring supplier behavior instead of

accomplishments (Monczka et. al., 2011). Furthermore, they state that there is no best way to

measure the outcomes of a relationship.

4.4.2 Qualitative strategic measurement

The existing literature has proven it is difficult to come up with a measure that is composing a

qualitative relationship. However, there is growing attention in the literature and many different

scholars are trying to find features that are able to differentiate those strategic relationships, which

are successful for both parties, and those which should be terminated. Naudé and Buttle (2000)

demonstrate in their paper an appropriate and comprehensive understanding of the variety

concerning importance and different attributes of good relationships. All scholars agree that trust

plays a prominent role as ‘the glue’ in the relationship between the different parties. In order to

demonstrate the workings of a strategic qualitative measure there is chosen to elaborate on one

recently introduced qualitative strategic purchasing measure by Nyaga & Whipple (2011). There are

more examples of similar metrics in the literature, such as relationship quality, for example

relationship value, partnership success or relationship magnitude (Wilson and Jantrania, 1996;

Mohr and Spekman, 1994; Golicic, Foggin & Mentzer, 2003). However, the relationship quality

measure is more recent, and in the designing of the measure of Nyaga & Whipple (2011), the

measure of Golicic et. al. (2003) is taken into account.

4.4.2.1 Relationship Quality

However, the concept of relationship quality was already introduced by Crosby, Evans & Cowles

(1990), Nyaga & Whipple (2011) introduced relationship quality as a relationship performance

measure at a strategical level. ‘Relationship quality offers a potential metric by which relationships

can be measured and compared across a broad spectrum of relationships or among a particular set

of relationships’ (Nyaga & Whipple, 2011). This metric can be used for arm’s length as well as

collaborative relationships in order to measure performance of the nature of the buyer – supplier

relationship. It represents the overall value of a relationship. The model of Nyaga & Whipple (2011),

see figure 6, is taking the factors trust, satisfaction and commitment into account. These are factors

that were perceived as important in section 2. Furthermore, they use the factor Relationship Specific

investments (RSI) which represents the idiosyncratic assets, which are associated with the

relationship. Moreover, Nyaga & Whipple (2011) proposed that the age of a relationship might be a

factor that influences the relationship quality. However, after reviewing the literature available in

this area, there cannot be concluded that the age of the relationship influences relationship quality.

This strategic measure can contribute to gauging the relationship between two entities. However,
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There cannot be concluded that the relationship quality measure also work for service purchasing. In

the literature there are no such measures in the area of qualitative strategic measures. However, the

difference between service purchasing and manufacturing purchasing is decreasing, as explained in

section 2. Further research should be conducted in order to design strategic measures that also

include service purchasing.

Figure 3: Relationship Quality (Nyaga & Whipple, 2011)
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4.5 Contracts

This section will elaborates on the influence contracts have on buyer - supplier relationships. There

are many variables, which play important roles in closing contracts between buyers and suppliers.

These are among others, buyer-supplier trust, opportunism, change characteristics and governance

characteristics (Ahimbisibwe, Nangoli, & Tusiiime, 2012). Figure 7: Supplier delivery performance

model illustrates the content of this chapter, because it depicts the relevant components of buyer-

supplier relationships, for this section of the book. It includes the relationships between the variables

which affect supplier performance.

Figure 4: Supplier delivery performance model (Ahimbisibwe, Nangoli, & Tusiiime, 2012)

The following section will contain useful research findings in the area of (service) purchasing. The

goal of the purchasing department should be creating a long-term beneficial collaboration of both

parties aligned with the presented knowledge (the difference between cooperation and

collaboration was specified in the Arm’s length vs. Collaborative relationships chapter, because apart

from other benefits it is cheaper to retain existing buyers. Furthermore, existing buyers are less price

sensitive and more likely to purchase greater volume than a new buyer (Jambulingam, Kathuria, &

Nevin, 2011). Some authors suggest that customer loyalty can serve as a competitive advantage

(Johnson, Barksdale, and Boles, 2001; Friend, Hamwi, & Rutherford, 2011).

4.5.1 Contracts and their classification

Mann, Cao, & Jit, (2011) claim that purchasing contracts can influence relationships between two or

more parties. The strategic aspect lies in the length of the relationship, which is determined by either

the contract (fixed length) or contract retrieval. Furthermore, implementation of company’s strategy

is pivotal (Mann et al., 2011). The following short introduction illustrates the intended linkage

between contracts, strategy and relationships.

The most comprehensive definition of a contract found in literature is: “Supply chain contract is an

incentive-based coordination mechanism, in the form of a binding agreement settled, partially or
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fully, prior to a Business to Business (B2B) exchange, which specifies the contractual relationships

among the contracting parties, through various terms and conditions controlling material,

information, and fund flows, in order to facilitate an efficient B2B exchange and to optimally

influence the behavior and decisions of contracting parties along the supply chain” (Mann et al.,

2011: 38). Hence, a contract is a document which binds the seller to provide the specified product

under certain terms and conditions. Jambulingam et al. (2011) contemplate the appropriate length of

contracts. According to Jambulingam et al. firms focus on building long-term relationship and retain

loyal customers. Nevertheless, not all firms want to establish a long-term relationship as mentioned

in the Arm’s length vs. Collaborative relationships section. Ahimbisibwe et al. (2012) state that

contracts provide a framework and outline the nature and terms of the strategic relationship of

economic exchange. Despite being focused on both sides of the supply chain, contracts are

important for supporting company strategy and vice versa, the strategy of a company should be

implemented into the contract.

Contracts can be classified accordingly to their base: pricing policies, incentive structures and

objectives (Mann et al., 2011). Mann et al. (2011) provide this illustrative scheme.

Figure 5: Price Format Policies, Objectives and Incentives (Mann et al., 2011).

Objectives vary, based on the time frame and desired outcome of the exchange (Mann et al., 2011).

Figure 8 shows different pricing strategies presented in a study focused on long term goals of the

organization and their implementation via contracts into purchasing strategy. Price format can be

linear and nonlinear based on the differences between prices matching the quantity. The incentive

structure contains a motivational aspect of some kind to use services/products of the same supplier

again. To summarize, the range of contracts is very diverse and it is absolutely crucial to choose the

one that fits company’s strategy (Mann et al., 2011). This matter should be examined further by

additional research.
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This complies with what Saini (2010) notes in the result of his research, although Saini considered

contracts as a whole and did not focus on price policy, incentive structure and objectives of supply

chain contracts. Managers should examine the portfolio of supplier relationships. They should

identify long-term relationships, dependent suppliers. Would it be possible not to read a contract as

long as everything functions perfectly? There is evidence in the literature, which is elaborated in the

case study on Insurance plc.

Managing contracts within purchasing appears to be remain an uncharted domain. Most of the

findings used for this literature review were operational, and not strategic. However, Lean tools and

Six Sigma methodology could help to manage contracts (for example project monitoring could be

monitored by the swim lanes diagram or as simple tool as Gantt diagram). Contract management is a

process and Lean Six Sigma offers methodology to manage processes (Poppo & Zhou, 2014; Gygi,

Neil, & Williams, 2005).The strategic factors are in the control and improvement methods (among

others PDCA, DMAIC). The whole idea behind these methods is not only about fixing a problem in a

couple of months. The key is to improve continuously and fulfill the company’s goal in a longer scope.

The methodology has started to be used outside automotive industry as stated in The Toyota case

Case 4.4: The purchasing function at Insurance plc

Caldwell, Doran, & Thomas (2005) examined the buyer-supplier relationships within a service purchasing

sector context. The research was conducted in one of the largest insurance companies in the UK, namely

Insurance plc. It is the largest life and general insurer in the UK, insuring around a quarter of UK homes

and a fifth of all the cars.

Caldwell et al. (2005) examined portfolio management, power and trust by a methodology of semi-

structured interviews, questionnaire and post-questionnaire. The portfolio of services was assigned to the

segments of the matrix created by Sinclair et al. (1996).

In addition, Caldwell et al (2005) combined the results assigned to the matrix of Sinclar et al (1996) with

financial results. The company spent the most on a product category with the least collaborative

relationship and least on the category which was strategic.

Moreover, the research findings indicate, that the products from the company portfolio, which were

either highly important to their suppliers or the suppliers were highly important to them, were

characterized by a lack of trust, lack of information sharing and a non-cooperative behavior. In addition,

this lack of trust was claimed to prevent them from the exploration of benefits, which might be associated

with a long-term commercial collaboration.

To conclude, the category with the most collaborative nature of the relationship was joined with the least

monetary resources spent. On the contrary, the category characterized by asymmetrical state of

interdependence, was joined with distrust and the highest amount of monetary resources spent.

Source: Caldwell, Doran & Thomas (2005)

Source: Doran, Thomas,Caldwell (2005)
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and can be applied on contract management, because it is a process (Gygi, Neil, & Williams, 2005;

Liker, 2003; Williams & Sayer, 2007).

4.5.2 Fairness, trust and opportunistic behavior

In the previous chapter, the importance of contract choice and governance were stressed. The

following section will link contracts and their aspects to fairness, trust and opportunistic behavior

because each of them affect exchange performance.

4.5.2.1 Fairness

Fairness is directly connected to customer loyalty (Blodgett,Hill, and Tax 1997, Seiders and Berry

1998; Jambulingam et al., 2011). Arino and Ring (2010) concur with Blodgett, Hill and Tax in their

research on alliance formation that fairness adds positive value to buyer-supplier relationships and

increases customer loyalty. This section should link fairness to exchange performance as it is

displayed in the conceptual design model:

Figure 6: Conceptual design model (Poppo & Zhou, 2014)

Poppo & Zhou (2014) claim, that previous research focuses on contract design as a coordination

frame. Poppo & Zhou (2014) established that contracts should facilitate fairness by design. It must be

integrated into the contracts and cannot be perceived as an external entity, yet Poppo & Zhou

(2014) add fairness as one of the main focus point regarding contractual relationships. They

conducted a research study in China and results show, that fairness is certainly important for

exchange performance. Poppo & Zhou (2014) discovered that fairness can be helped by monitoring

and socializing. Managers should not fear monitoring and verifying information, but it cannot be

intrusive as it would affect the contract recurrence. Moreover, Wal-Mart in China, a company known

for being harsh on their suppliers, aims to form a long term relationship and socializes frequently.

The research of Poppo & Zhou (2014) corresponds with the finding of Caldwell, Doran, & Thomas

(2005) regarding the relationships within the UK’s largest insurance company.

To conclude, contracts serve as a framework for relationships and the right amount of monitoring

and socializing is needed in order to achieve fairness which can induce greater cooperation from

both parties.
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4.5.2.2 Trust

Trust is considered as the cornerstone of long-term purchasing relationships and is perceived as the

most powerful relationship marketing tool available (Berry 1999; Spekman 1988; Jambulingam et al.,

2011). Findings within firms with multiple suppliers show, that “the buyer’s trust in the salesperson is

the only variable that directly reduces this perceived availability of alternatives. Thus, by building

trust within the buyer–seller relationship, suppliers will be less vulnerable to alternative suppliers”

(Friend et al., 2011: 391).

Having key measurement requirements, a description of the services required or statement of the

key business measurements requirements (altogether foundation characteristic) are beneficial

to trust and exchange performance. Moreover, it suppresses opportunistic behavior of the supplier

(Ahimbisibwe et al., 2012). Hence, clearly described goals of the buyer in a contract are a necessity

for a long-term relationship. Similarly to the influence of fairness on exchange performance, trust

also influences exchange performance. Another factor which has a positive influence on trust are

governance characteristics of outsourced formal contracts. The results were better for contracts with

specified price, penalty, statement of exit responsibilities and reporting structure. This confirms the

findings of Caldwell et al. (2005) in their study within the service sector.

Ahimbisibwe et al. (2012) examined the relationships between change characteristics and the

exchange performance. Suppliers seem not to take advantage of the unexpected change scenarios.

“The change characteristics address the issue of how various situations that may occur during the

course of the contract would be handled.” (Goo, Kishore, Rao & Nam, 2009; Ahimbisibwe et al., 2012:

54). The study shows that the depth of change characteristics in a contract does not affect trust. It

corresponds with findings of Friend et al. (2011) in their research on customer defection and

awareness of existing alternatives. Despite the fact that the buyers trust suppliers, they are aware of

the existing alternatives.

Friend et al. (2011) adds another variable regarding trust, namely buyer’s trust in the salesperson.

The salesperson is the primary contact with the buying firm and serves as an information provider.

Friend et al. (2011) suggest that there is no correlation between organizational buyer’s satisfaction

with the salesperson and buyer propensity to defect from their relationships. In other words, when

the buyer is satisfied, we cannot confirm that due to this fact he will buy from the same salesperson

again because there is not a correlation between those two variables.

Furthermore, the relationship between buyer’s commitment to the salesperson and his satisfaction

does not correlate. However, if the buyer is satisfied with the salesperson, trust is presented and so

is commitment to the salesperson, although the buyer is reportedly still very well aware of available

alternative suppliers (Friend et al., 2011).

Finally, Saini (2010) has noted that it is not only about the salesperson's themselves, but also

whether the firms explicitly or implicitly prohibit unethical practices. Caldwell et al. (2005) found

similar results of the implicitness of trust in the early stages of the relationship. According to Caldwell

et al. suppliers tend to believe in the collaborative nature of their relationship with buyer and buyers

are less willing to become more interdependent with suppliers.

In the research of Jambulingam et. al. (2011) there is implicated that trust in the purchasing area is

affected by dependent characteristics. If the interdependence structure is balanced (none of the

parties had greater power), trust develops correctly. It leads firms to desire to maintain the
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relationship. On the contrary, the asymmetric dependence decreases the trust development speed.

Research indicated that a symmetrical relationship is pivotal for trust (Arino & Ring 2010;

Jambulingam et. al., 2011). However, if a powerful wholesaler signals fairness, it generates loyalty,

which creates loyalty.

Poppo & Zhou (2014) diverge from Jambulingam et al. (2011) in their opinion on the role of maturity

of relationships. Jambulingam et al. (2011) claimed that the maturity of relationship is irrelevant,

although Jambulingam et al. (2011) scrutinized the relationships in which partners did not perceive

interdependence. Jambulingam et al. (2001) defined immature relationships as early stages of

relationships or spot market situations, which create a baseline for the future relationship quality.

However, they state that early stages in relationships are more competitive. Furthermore, they state

that trust is not build on credibility and benevolence, because opportunistic behavior is feared

(Jambulingam et. al., 2011; Caldwell et. al., 2005).

4.5.2.3 Opportunistic behavior

This section is devoted to opportunistic behavior. Practicing opportunistic behavior is an important

variable in achieving company’s strategic goals and the possible consequences of asymmetric

interdependence which could prevent their fulfillment (Poppo & Zhou, 2014; Mann et al., 2011;

Ahimbisibwe et al., 2012). The following paragraph will explain what opportunistic behavior is and

how it can negatively affect purchasing relationships.

The most cited definitions of opportunistic behavior is "self-interest seeking with guile" (Williamson,

1979; cited by Poppo & Zhou, 2014; Mann et al., 2011; Ahimbisibwe et al., 2012). Ahimbisibwe et al.

(2012) claim in their study that "supplier opportunistic behavior results in poor quality of services,

late deliveries, fake products, contract variations, abrupt price increases, forced renegotiations,

information withholding and manipulation, and intentions to cheat the buyers.“ In most occasions, it

was lying to protect supplier’s interests or altering facts. They also found that supplier opportunism

negatively correlates with the contract foundation characteristics and governance

characteristics. The findings of Ahimbisibwe et al. (2012) supports the notion that strategic

management of purchasing contracts is very important. Furthermore, supplier opportunism is

negatively related to supplier delivery performance.

Macher and Richman (2008) describe what managers do, in order to minimize risks of opportunistic

behavior. They design contracts that align incentives and specify decision rights, performance

expectations, consequences for contractual breach, and processes for resolving disputes (as cited in

Poppo & Zhou, 2014). Studies presented in the same article show that contracts with a focus on

safeguarding do not benefit creative behavior, resolution of disputes, cooperation, bilateral

coordination and interdependence (Lumineau and Malhotra 2011, Weber and Mayer 2011, cited by

Poppo & Zhou, 2014).

Opportunistic behavior occurs especially when buyers do not completely understand products. This

gives suppliers an opportunity to hold information regarding cost and quality (Stefanie, Phillip, Kim, &

Helmut 2010; Wathne and Heide, 2000; Ahimbisibwe et al., 2012).

According to Ahimbisibwe et al., (2012) contracts are created to minimize opportunistic behavior.

Hawkins, Knipper and Strutton (2009) state, that some level of tolerance for opportunism is

acceptable. In fact, they consider it to be better, than excessively high effort in trying to eliminate it

completely.
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Contracts are not the only precautionary mechanism. Legal protection can be used as well. This

section is focused more on the relationships between buyers and suppliers. The legislative

framework introduced by Hawkins, Knipper and Strutton (2009) will not be taken into account.

Sinclair(1996) displayed the buyer-supplier relationship in a matrix. Sinclair (1996) modified the

original Kraljic’s matrix and implemented customer importance into the model, where the strategic

partnership is displayed as a mutual importance state.

Figure 7: Classification of purchasing situations and importance of business relationships (Kraljic 1983, Sinclair, Hunter &
Beumont 1996, Caldwell, Doran, & Thomas, 2005)

This Sinclair’s modified matrix implies that buyer-supplier relationship is influenced by the relative

importance of this relationship to one another. For instance, when the supplier is not important for

the buyer but the buyer is very important to the supplier, Sinclair calls this relationship dependence

leverage and this is a case of asymmetric interdependence.

Jambulingam et al. (2011) confirmed Sinclair’s (1996) findings and added linkages between

asymmetric interdependence and opportunistic behavior. They stated, that asymmetric

interdependence, either when the buyer is more dependent or when the supplier is more

dependent, offers a lot of opportunities to achieve internal goals and engage opportunistic behavior.

Saini (2010) presented the same results in his study. Asymmetric interdependence can result in buyer

dependence characteristics (dependence leverage in the matrix) or supplier dependence

(dependence management). To summarize the findings of Sinclar (1996) and Saini (2010), there is a

stronger risk in case of asymmetric interdependence.
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4.6 Conclusion

Within this chapter different types of buyer-supplier relationships were analyzed, namely arm’s

length and collaborative relationships and, relationships in the middle. It appears that there is no

universal buyer-supplier relationship type that would be suitable for all service purchasing

companies. The main differences that determine the suitability for a particular company are the level

of contact between the organizations, the character of the products/services (standardized or

personalized) and performance levels. Buyers should always consider which relationship will be most

beneficial concerning the determinants of the suitability and which will fit the company’s strategy. In

addition, organizations have to choose the most appropriate contract, in terms of strategy fit and

value delivered. The main value drivers of relationships are accomplished through service support

and personal interactions. In order to span the gap between the two extremes (arm’s length and

collaborative relationships) the model of Spekman et al. (1998) was introduced to address different

phases of relationship development. Namely, the open market negotiations, co-operation, co-

ordination and collaboration. These phases need to be followed when trying to shift to another sort

of relationship. If a company aims for a sustainable competitive advantage, the collaboration phase is

the most appropriate, because of the asset specificity.

In the area of service purchasing researchers assumed that buyers and sellers should be closely

integrated in order to have an efficient exchange process. However, (Lindberg & Nordin, 2008) found

that in the area of service purchasing, in recent years there have been a shift to more arm’s length

(transactional) approaches. This is indicated by an increase in awareness of the possibilities in the

market.

According to Nyaga & Whipple (2011), a relationship can be a mean for creating a sustainable

competitive advantage. However, there are factors that might influence the effectiveness of the

relationship. Trust is by researchers perceived as the most important aspect in the development of a

long term relationship. This is confirmed in the dynamic relationship cycle, in which trust appears to

be the most important for today’s environment since it matches the dynamic characteristics of

relationships. The literature has acknowledge the importance of the relationship cycle. The cycles of

Dwyer et al. (1987),Ring and Van de Ven (1994) and Subramaniam and Shaw (2002) highlight

different perspectives. For service purchasing relationships the dynamic aspect of the relationship

cycle suits best, mainly because service purchasing requires the possibility to renegotiate terms.

In order to keep a competitive advantage, it is of importance to keep producing value as a result of

the relationship. There can be measured, if value is created in the relationship. For these,

operational, as well as strategic measures can be used. The operational measures can be used to

gauge cost, quality, flexibility and time of the interaction. Furthermore, strategic measures can be

used in order to measure long-term aspects, such as trust, commitment and customer retention.

According to Nyaga & Whipple (2011) relationship age has no moderating effect on relationship

quality. However, in future research there should be elaborated if the relationship cycle might

moderate the effect of relationship quality on strategic performance.

Contracts can have a substantial influence on relationships. The research findings of Jambulingam et

al. (2011) suggest that close supervision is required and needs to be clearly described within the

contract. Monitoring and socializing are the main building components of trust, although monitoring

can be perceived negatively. Socializing is essential for service purchasing given the nature of the

more central position of managers compared to other purchasing sectors. To summarize findings
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about trust and fairness have impact on long-term exchange performance, even in asymmetric states

of interdependence. Opportunism is negatively related to the exchange performance and brings a

certain risk, especially when buyers do not have any knowledge about the product attributes. One

party can favor its internal goals instead of building a collaborative relationship.

The authors have to acknowledge, that this chapter exists of two different parts. The first topic is

about relationship management, the second topic is about contracts. However, there is a link

between these topics, it sometimes is difficult to link with service purchasing.

Toolbox 4.1: Developing Relationship Success

When purchasers want to develop a succesful relationship through it is important to account for

the subsequent points:

 Determine the kind of relationship you want to establish with a supplier: Arm’s

length vs. Collaborative relationships.

 In order to move from an arm’s length to a collaborative relationship, there can be

decided to involve in supplier development. Different stages must be followed in

order to make the desired shift. From open market negotiations to co-operation to

co-ordination and finally, collaboration.

 After establishing a relationship the relationship cycle starts between the

organizations. The dynamic aspect of relationships is important to keep in mind,

captured by assessments that organizations can execute.

 During the relationship cycle the quality and value derived from the relationship

needs to be measured. Both quantitative as qualitative measures should be taken

into account. The objectives of all involved parties should be pursued to achieve a

competitive advantage.

All different topics might be of influence in developing a competitive advantage through

relationships. However, trust, mutual inclusion of needs and contract management are

supplementary building blocks, which might have an effect on the development of successful

relationships.
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5.1. Introduction

Every firm’s purchasing function is susceptible to risks in different forms (Knemeyer, Zinn, & Eroglu,

2009). The Ericsson single-sourcing incident in 2000 is a well-known case that highlights the

importance of risk management in purchasing relationships and is given in case 5.1 (Chopra & Sodhi,

2004).

The two different scenarios and outcomes from the Ericsson single-sourcing incident highlight the

importance of a proactive approach in purchasing risk management (Chopra & Sodhi, 2004).

Tailored, balanced and effective risk-reduction purchasing strategies require understanding of the

variety and interconnectedness of purchasing risks in supply chain management (Chopra & Sodhi,

2004; Manuj & Mentzer, 2008a; Norrman & Jansson, 2004). After the incident in 2000, Ericsson has

become a supply chain risk management organization and has established processes and tools

around their new philosophy: “Everyone is a risk manager” (Norrman & Jansson, 2004: 442). Ericsson

has recognized the importance of risk management and adjusted its corporate strategy accordingly.

Next to the practical relevance of risk management, academics have recognized the importance of

the topic as well (Ganguly, 2013; Heckmann, Comes, & Nickel, 2015; Jüttner, Peck, & Christopher,

2003; Lockamy & McCormack, 2010; Manuj & Mentzer, 2008a; Zsidisin, 2003). A wide body of risk

management literature has been created in different fields as economics, finance, strategic

management, international management and supply chain management (Jüttner et al., 2003).

However, risk management in relation to the purchasing function of businesses has not been put

much emphasis on (Heckmann et al., 2015). This is surprising since disrupting events in the supply

chain can affect every business function, including purchasing. Disrupted deliveries due to a wrong

supplier choice can be prevented when purchasing adopts strategies to reduce, monitor or mitigate

these risks. Disruptions, delays, forecast inaccuracies and procurement failures are all considered to

be potential purchasing risks (Chopra & Sodhi, 2004).

These purchasing risks do not only apply to risks related to goods but also to services (Mitchell,

Moutinho, & Lewis, 2003). In recent years, a global service economy has developed which introduced

a new and complex field of organizational purchasing (Mitchell et al., 2003). The risk management

models are mainly specifically created for purchasing goods, however it should be recognized that

further research could focus on to what extent these models are applicable to services. The

associated risks in service purchasing are much higher than in goods and might therefore require

different risk management strategies (Mitchell et al., 2003). Furthermore, a supplier's failure to

professional services can have a major impact on the purchasing firm and business performance

which indicates that risks in service purchasing should be carefully considered (Ganguly, 2013).

This chapter investigates the risks associated with the purchasing function and provides valuable

insights into how the purchasing function can manage these risks based on previous research and

practice. Risk management literature proposes many frameworks in order to manage, overcome or

reduce the effects of risks in supply chain management (Chopra & Sodhi, 2004; Manuj & Mentzer,

2008a, 2008b; Ritchie & Brindley, 2007a, 2007b). This chapter is based on a framework including five

specific steps in purchasing risk management. This five step process can be used in order to

effectively manage risk in purchasing. The framework was derived and adjusted from Mentzer and

Manuj (2008a) and is shown in figure 4.5.2.3.8.

Risk Management
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Figure 4.5.2.3.8: Five step process for risk management

Throughout the chapter, the influence of risk on the purchasing process (as outlined in chapter 1) will

be highlighted and explained and the differences between goods and services will be considered.

Every aspect of the purchasing process which is elaborated on in this book has an influence on or is

affected by risks related to the purchasing function; internal alignment, sourcing strategies, contract

and relationship management, sustainability and public and private sector purchasing. It is therefore

of major importance that every member involved in the purchasing process becomes a risk manager

(Norrman & Jansson, 2004).

5.1.1. Risk

Risk is a concept that has different meanings across disciplines and remains often times vague and

complex to define (Heckmann et al., 2015; Wagner & Bode, 2008). It can be argued that risk focuses

on the probability of events occurring which are likely to result in a loss (Heckmann et al., 2015).

Furthermore Arrow (1965), and Mitchell, Moutinho, & Lewis (2003), cover the probability and the

intensity of the loss in their definition of risk derived from classical decision theory. They argue that

risk reflects the variation in the distribution of possible outcomes, likelihood of occurrence and

subjective values. They assume that higher risks are less preferred than smaller risks, ceteris paribus

(keeping every other influencing factor constant) (Arrow, 1965; Mitchell et al., 2003). Mitchell (1995)

provided a formula in which the probability of the event (P) and the impact on the business (I) are

taken into account:

ܴ ݇݅ݏ  = (ݏݏܮ)ܲ × (ݏݏܮ)ܫ (Mitchell, 1995)

This mathematical formula covers the basic concepts of determining risks in general and will be used

as a starting point in defining and determining risks in purchasing.

1. Identification of purchasing risk

2. Assessment and evaluation of purchasing risk

3. Selection of appropriate purchasing risk management

4. Implementation of purchasing risk management strategies

5. Resilience of purchasing risk
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5.1.2. Purchasing Risk

Previous research tried to define risk in supply chains extensively, however, the influence of risk on

the purchasing process lacks specific definitions (Heckmann et al., 2015). When researchers relate

risks to purchasing, it can be seen that these definitions are mainly based on the influence of

disrupting events in the supply of important resources or products on financial performance

(Ganguly, 2013). However, when considering the strategic function of purchasing, a much broader

perspective should be taken. According to Heckmann et al. (2015), definitions are mainly lacking on

the inclusion of risking negative effects on strategic objectives (Heckmann et al., 2015; Mitchell et al.,

2003). The fear of losing business value and the effect on customer metrics such as customer

satisfaction should be included in the definition of purchasing risk in order to include the influence of

the strategic purchasing function. Heckmann et al. (2015) have described this as the efficiency (the

effect on financial metrics) and effectiveness (the effect on business objectives such as customer

value) of the purchasing function. Therefore, the definition of Stock & Boyer (2009) of supply chain

risk is taken as a starting point for the definition of purchasing risk. This definition reflects the

potential non-achievement of corporate goals due to ineffective or inefficient supply chain processes

(Heckmann et al., 2015; Stock & Boyer, 2009).

Ganguly (2013: 85) includes both aspects of efficiency and effectiveness in his definition of risk: “The

probability of danger or disruptions that could obstruct a company in achieving its planned

objectives”. In the field of purchasing, individual supplier failures, supply market disruptions, demand

side disruptions and catastrophic events can be regarded as examples of danger that could obstruct a

company in achieving its planned objectives (Wagner & Bode, 2008). These dangers and disruption

could lead to outcomes that result in the inability of the purchasing firm to meet internal and

external customer demand (Zsidisin, 2003). Hence, risk in purchasing is equated with the damage or

loss resulting from a disruption.

After defining purchasing risk, it is important to have a closer look at the sources and consequences

of purchasing risk in order to detect risk and uncertainty in practice (Jüttner et al., 2003).

5.2. Risk Identification

Managers must first understand the risk categories before they can establish strategies to reduce

purchasing risk (Chopra & Sodhi, 2004). According to Jüttner et al. (2003), identifying the sources of

risk is the basis for risk assessment. When managers have a solid understanding of these risks and its

effects on the purchasing process, they can continue with ‘identification and assessment’

5.2.1. Sources and consequences

Sources of supply risk arise from many factors such as supplier and market failures (Zsidisin, 2003).

Furthermore, risks in the purchasing process concern more than one single company (Wagner &

Bode, 2008). Therefore, the unit of analysis in identifying sources of risk should go beyond the single

company and look at the dyad (buyer-seller relationship) or a supply chain of three or more

companies (second or third tier companies). Previous literature suggests several categorizations of

sources of risk (Chopra & Sodhi, 2004; Norrman & Jansson, 2004; Wagner & Bode, 2008). Wagner &

Bode (2008: 436) define sources of risk as “environmental, organizational or supply chain related

variables that cannot be predicted with certainty and that affect the supply chain-outcome variables.”

Similarly, Norrman and Jansson (2004) define risk sources as external to the supply chain, internal to

the supply chain and network related sources.
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External risk sources are regarded as political, natural and social risks (Wagner & Bode, 2008).

Internal risk sources concern labor strikes, production or IT system uncertainties. Network-related

risks convey the risks that emerge due to the interaction between organizations within purchasing

and can be seen as risks due to inadequate communication and cooperation (Norrman & Jansson,

2004). However, Wagner & Bode (2008) came up with a more extensive categorization, consisting of:

demand side risks, supply side risks, regulatory, legal and bureaucratic risks, infrastructure risks and

catastrophic risks. The categorization by Wagner & Bode (2008) will be elaborated on in the following

paragraphs in which the consequences for purchasing will be explained.

5.2.1.1. Demand side risks

As described in table 4.5.2.3.1, examples of risks related to the demand side of the business regard

the downstream supply chain (Chopra & Sodhi, 2004). This downstream supply chain should be

regarded by the purchasing function in order to identify bottlenecks in the demand side of the

business. The purchasing function should consider how products are distributed to the consumer

since disruptions in this process can create unsatisfied internal and external customers, which might

have a negative influence on business performance. Demand side risks should be considered

carefully by the purchasing function since these risks definitely go beyond the examples provided in

the table. Factors as seasonality, product variety and short product lifecycles largely influence

uncertainty and unpredictability of demand resulting in demand side risks (Chopra & Sodhi, 2004;

Wagner & Bode, 2008). These require responsiveness to peaks and troughs and can pose problems

when these capabilities are not in place in the purchasing function (Jüttner et al., 2003). Another

important factor that should be considered is the number and financial health of external customers

the company is depending on (Chopra & Sodhi, 2004). A few large customers can increase demand

side risks dramatically if suppliers have high risk of insolvency. Furthermore, over-reactions,

unnecessary interventions, mistrust and distorted information within the downstream supply chain

might lead to chaos (Jüttner et al., 2003). These fluctuations in order patterns might largely increase

supply side risks in purchasing and result in the “bullwhip effect” (Chopra & Sodhi, 2004; Jüttner et

al., 2003). Especially customers who are financially weak can increase volatility of customer demand

and in turn can be an important source of demand side risk (Jüttner et al., 2003).

Table 4.5.2.3.1: Sources and consequences of risk (Ganguly, 2013; Knemeyer et al., 2009; Platts & Song, 2010; Wagner &
Bode, 2008; Zsidisin, 2003)

Sources of risk Examples Consequences for purchasing
Demand side risks ● Uncertainty about forecasting and

demand

● “Bullwhip effect”

● Disfunctioning of downstream

supply chain

● Seasonality, product variety and

short lifecycles

● Number of external customers

company is depending on

● Delayed distribution to

internal/external customer due to

incorrect predictions

● Delayed and distorted information

due to “Bullwhip effect”

● Shortages

● Inefficient capacity utilization

● Difficult to set contracts based on

uncertain demand

Supply side risk ● Constraints in production capacity

● Quality issues

● Technological changes

● Inflexibility of supply source

● Short vs. long term contracts

● Disfunctioning of upstream supply

chain

● Maverick buying

● Risk of supplier insolvency

● Opportunistic behavior in buyer-

supplier relationship

● Performance of suppliers do not

meet expectation in operations

performance objectives

● Higher costs due to lower quality

levels

● Reputational damage due to
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circumventing main-supplier when

Maverick buying occurs

Infrastructure risk ● Information infrastructure

breakdown

● System integration

● E-commerce

● Equipment and machine

breakdowns

● Probability of labor strikes, industrial

accidents and vandalism influence

supply uncertainty

● Vulnerability of infrastructure of

suppliers

Catastrophic risk ● Natural hazards

● Political instability

● Civil unreels

● Terrorist attacks

● Sourcing location determines level of

catastrophic risk

● Vulnerability of production facilities

and transportation systems of buyers

and suppliers to catastrophic events

● Loss of facilities

Regulatory, legal and
bureaucratic risks

● Influence and policies of

administrative, legislative and

regulatory agencies

● Purchasing relevant laws and policies

of countries in which suppliers or

buyers are located

5.2.1.2. Supply side risks

Supply side risk sources (see table 4.5.2.3.1) relate to the organization of the upstream supply chain

involving purchasing, supplier activities and supplier relationships (Wagner & Bode, 2008). These

sources are events or factors that influence the continuity of the supply of goods and services.

Purchasing managers should consider their supplier relationships and the uncertainties and

interactions associated with suppliers in order to understand sources such as constraints in

production capacity, quality problems, inflexibility of supply sources and contracts affect supply side

risks (Chopra & Sodhi, 2004; Jüttner et al., 2003; Wagner & Bode, 2008).

The blurring boundaries between buying and supplying organizations in the supply chain can

influence the degree of ownership in a relationship (Jüttner et al., 2003). When parties involved do

not have a clear responsibility, supply side risks might increase, resulting in stock-outs for example.

These constraints in production capacity might be the result of opportunistic behavior, which is

something purchasing should consider when deciding on a purchasing strategy (Manuj & Mentzer,

2008a; Platts & Song, 2010). Constraints in production capacity might also result from financial

instability of suppliers; when developing a sourcing strategy (see chapter 3), this major source of

uncertainty and risk should be taken into account. When a company depends on a few important

suppliers, risks can be tremendous when these suppliers are financially unstable (Wagner & Bode,

2008). Furthermore, Chopra & Sodhi (2004) argue that inflexibility of the supply source, poor quality

or yield at the supply source or excessive handling are major drivers of risk on the supply side. Labor

disputes, dependency on a single source of supply, capacity and responsiveness of other suppliers,

long versus short-term contracts are all examples of source of supply risks (Chopra & Sodhi, 2004).

5.2.1.3. Infrastructure risks

Infrastructure risks influence the purchasing process and the supply of goods to the internal

customer (Wagner & Bode, 2008). Infrastructure risk issues can be assigned to either social-technical

or human centered issues (Chopra & Sodhi, 2004). First, information infrastructure, equipment and

machine breakdowns are all socio-technical infrastructure risks and increase the infrastructure

vulnerability of suppliers and purchasers (Chopra & Sodhi, 2004). Especially information technology

failures can have significant effects on risks as the purchasing process heavily relies on them (Wagner
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& Bode, 2008). When a proper purchasing IT system for the internal customer is not in place, the risk

of Maverick buying is likely to occur. When it is easy for internal customers to buy from different

parties than the one purchasing has contracts with, higher costs are likely the result. Second,

examples of human centered issues are labor strikes, industrial accidents and vandalism, and

influence the risks the purchasing function is facing (Chopra & Sodhi, 2004; Wagner & Bode, 2008).

Labor strikes at major suppliers might pose problems when a company is relying on a single or a few

suppliers and cause disruptions in supply. These disruptions emerge from infrastructure and damage

the continuity of the purchasing function and should be carefully assessed in order to determine risks

(Chopra & Sodhi, 2004; Manuj & Mentzer, 2008a; Platts & Song, 2010; Wagner & Bode, 2008). Lastly,

Platts & Song (2010) have emphasized that infrastructure risk should is especially important when

deciding on a sourcing strategy (chapter 3), since different countries have different infrastructures

and associated risks.

5.2.1.4. Catastrophic risks

Two important characteristics of catastrophic risks are the significant impact and low probability of

these risks (Knemeyer et al., 2009; Manuj & Mentzer, 2008b). Natural hazards, political instability,

civil unrest and terrorist attacks are examples of events that may result in catastrophic risks when

they materialize (Knemeyer et al., 2009; Wagner & Bode, 2008). Some regions have a higher risk of

natural disasters such as tsunamis, earthquakes and floods and are therefore important to take into

consideration when deciding on a purchasing strategy. Especially production facilities and

transportation systems are highly vulnerable to these disasters and should be carefully examined

(Lockamy & McCormack, 2010). Therefore, the locations from which a company sources its products

or services should be assessed based on the risk of catastrophic events (Manuj & Mentzer, 2008a).

These negative consequences

5.2.1.5. Regulatory, legal and bureaucratic risks

Administrative, legislative and regulatory agencies are authorities specifically connected to certain

locations and should be considered by purchasers in determining its sourcing strategy (Wagner &

Bode, 2008). The execution of supply chain-relevant laws and policies largely affect regulatory, legal

and bureaucratic risks (Chopra & Sodhi, 2004; Wagner & Bode, 2008). When laws and policies change

frequently, purchasing risks are likely to increase consequently (Wagner & Bode, 2008). Another

source which might result in large consequences for purchasing is the intellectual property right

protection at certain locations (Chopra & Sodhi, 2004). In recent years, companies have become less

vertically integrated due to an upcoming trend of outsourcing to manufacturers (Narasimhan &

Talluri, 2009). Especially outsourcing to manufacturers which are used by competitors might increase

the risk of losing competitiveness when intellectual properties are not sufficiently protected (Chopra

& Sodhi, 2004).

In the previous sections, it has been shown that a broad range of sources and consequences related

to purchasing exist (Chopra & Sodhi, 2004). Risks vary based on impact and on probability and should

therefore be considered carefully (Heckmann et al., 2015). Chopra and Sodhi (2004) showed that

many companies establish plans to protect themselves from frequent, low impact risks in their

supply chains. However, it should be recognized that the high impact, low likelihood risks can have

large consequences for the purchasing function and should therefore be considered carefully as well

(Chopra & Sodhi, 2004; Zsidisin, 2003).

5.2.2. Risk Identification

Norrman & Jansson (2004) specify the identification step more as an estimation phase in supply

chain risk management (SCRM). This section explains the role and tools, which can be used for risk
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identification. Subsequently, input from the identification step is used in the assessment and

evaluation step in the process for purchasing risk management, which is further discussed in section

5.3 the identification step and the assessment and evaluation step in this process are closely

connected.

In risk management approaches, it is essential to first identify the business objectives, performance

goals and the associated risks (Narasimhan & Talluri, 2009). Identifying the risks will lead to more

visibility of risks in the performance evaluation process. Ultimately, this can lead to effective

strategies for risk minimization. Linking the business objectives to the identification step and the

other steps in purchasing risk management will guide the purchasing department in working at a

strategic perspective.

The research of Wu, Blackhurst &Chidambaram (2006) shows that the identification of risk in the

supply chain risk management process is critical for risk management. Manuj & Mentzer (2008a)

advise to create risk profiles in the identification step, wherein the risks are first categorized. The

beginning of this process is related to section 5.2.1 where multiple sources of risk are identified. Next

to the categorization, the authors show that a description of the specific risks must be given. Risks

can be described as atomistic or holistic, subsequently as quantitative or qualitative, and finally

whether the risk is domestic, global or both. This is relevant for the purchasing department, because

in this way risks are not just identified on a superficial level as is done in section 5.2.1. In this method

risk is identified on a deeper level, more insight is gained in the direct effects and the full scope of a

specific risk on the organization. Such information is essential for risk assessment in the following

step, and in the end contributes to selecting and managing suppliers by the purchasing department

on a strategic level. In atomistic sources of risks only a limited part of the supply chain is required to

assess the risks, whereas in holistic sources of risks the whole supply chain is required to assess the

risks (Manuj & Mentzer, 2008a). The former source of risk is suitable for low-value, non-complex and

generally available components or materials, whereas the latter is most suitable for high-value,

complex and rare or unique components (Manuj & Mentzer, 2008a). Quantitative risks can include

stock-outs, overstocking or inadequate availability of components and materials, whereas qualitative

risks can include lack of accuracy, reliability and precision of the components and materials in the

supply chain (Manuj & Mentzer, 2008a).

The approach of Manuj & Mentzer (2008a) is product focused but can also be used for services. One

remark on this approach is that stock-outs or overstocking are not likely for services. In addition to

Manuj & Mentzer (2008a), Lockamy & McCormack (2012) distinct also network risks. Network risks,

as for instance a misalignment of interest between the buyer and suppliers, can have an effect on the

value at risk of the buyer’s organization. Neiger, Rotaru & Churilov (2009) state that the identification

phase in SCRM is about the identification of organizational exposure by ensuring that all significant

activities and corresponding risks have been identified and defined. They explain a five step approach

that ultimately leads to a multidimensional view on supply chain risks that includes process

objectives and risk source views. The steps that the authors propose are:

1. Activity-driven identification of risk objectives. In this stage the activities are identified in the

supplier selection process and the corresponding risk objectives.

2. Objectives driven identification of risk objectives. This step is about the identification of the

components’ functional risk objective, e.g. minimize the risk of inadequate supplier selection.

3. Synchronized composition. This step first decomposes the risk objectives, then the objective

driven risks are decomposed into functional components. Finally, the two steps are

synchronized which results in a map that direct links the activities to the risk objective

structure.
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4. E-EPC taxonomy of risk sources (extended event driven process chain). This step considers

how risk sources affect risk objectives resulting in adverse events.

5. Joining events structures to the objective structure. In this step risk objective structure and

the risk sources/adverse events are merged into a multidimensional model for identification

of supply chain risks.

This approach is also focused on gaining deeper insights in risks as mentioned in the approach of

Manuj & Mentzer (2008a). Both Manuj & Mentzer (2008a) and Neiger et al. (2009) do not take

accidents or catastrophic events into account in their identification phase. That such events can have

a huge impact on a business is shown in the Ericsson case. That is why Ericsson made the risks of

accidents and catastrophic events in their supplier network as their main focus in their SCRM

approach (Norrman & Jansson, 2004). Norrman & Jansson (2004) show that Ericsson first starts the

identification step by making a map of their whole supplier network. In this step suppliers and also

products/services are identified to make a map of the whole upstream supply chain. A clear

distinction between suppliers is made by first classifying them into first, second and third tier

suppliers for a specific product, as shown in figure 4.5.2.3.9.

Figure 4.5.2.3.9: Ericsson's supply chain risk and structure map (Norrman & Jansson, 2004)

Following this step the suppliers are classified by first looking at the number of sources. As suggested

by Norrman & Jansson (2004: 445), suppliers can be categorized into:

1. The product is currently sourced from more than one approved source.

2. The product is currently sourced from one approved source; other sources are

approved and available but not used.

3. The product is currently sourced from one approved source; other sources are

available and approved but no tools, masks or other equipment needed in places.

4. The product is currently sourced from one supplier. No additional manufacturer is

available.

Such categorization can be linked with the horizontal axe of the portfolio matrix by Kraljic (1983). The

previous step addresses the complexity only by looking into the supplier’s network and identifying
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the different sourcing options. This is related to supply scarcity in the market complexity of the Kraljic

matrix (Kraljic, 1983). By doing this Ericsson can make an estimation of how long an accident or

catastrophic event will affect deliveries and use this information for their supplier selection. Supply

scarcity has an effect on how long a recovery takes after an interruption of the business process. In

addition to this, having many suppliers available and integrated into the whole supply network also

has its disadvantages. According to Rossi, Noe & Dallari (2005, as cited by Neiger et al., 2009: 155).

The degree of vulnerability of a supply chain is determined to a large extend by the degree of

complexity of the network. Thus, it is important to have a detailed overview of the supplier network

in the risk management process for purchasing. Supply chain complexity is identified in the Ericsson

approach by mapping the first, second and third tier suppliers and categorizing the suppliers

according to the number of sources and the available options for other sources. Trkman &

McCormack (2009) state that identifying which suppliers have a greater potential of a disruption is

essential for managing the impact and probability, which is further addressed in the assessment and

evaluation step in section 5.3.

Conclusions of this section are that identification phase is an essential step for risk management in

purchasing, and that it is important for the purchasing department to address this step. It is

important to keep the business objectives and performance goals in mind to keep the strategic

perspective in risk identification (Narasimhan & Talluri, 2009). It is also relevant for the purchasing

department to have a detailed overview of the whole supplier network (first, second and third tier

suppliers) and their current sourcing and available options. Moreover, it is important to take all sorts

of risks into account in this step. Risks of suppliers can be identified by looking at different categories

of risks, and by identifying the risk on a deeper level. This can be executed by evaluating if the risks is

atomistic/holistic, quantitative/qualitative and if it is domestic/global or both (Manuj & Mentzer,

2008a), or creating a multidimensional model risks in the organization of the purchasing department

(Neiger et al., 2009).

5.3. Risk Assessment and evaluation

Input from the risk identification step is essential for the assessment and evaluation step. Risk

assessment is about the evaluation of the likelihood and the impact of an event that disrupts the

organization (Sodhi, Son, & Tang, 2012). This section explains the role and tools for the assessment &

evaluation step in the risk management process.

Lockamy & McCormack (2012) state that suppliers who have a high probability of risk events have an

important impact on the revenue stream of a business, therefore it is important that risks in the

supplier network are analyzed. In addition to this, the broader picture as discussed in section 5.1.2

must not be forgotten. Fault tree analysis (FTA) can be used to examine potential events leading up

to critical events. FTA consists of a graphic diagram that gives insight on how systems can fail

(Norrman & Jansson, 2004). This is to a certain extent operational, however it is essential since it

guides the purchasing department in its risk assessment which contributes to risk management on a

strategic level. Norrman and Jansson (2004: 438)state: “The analysis starts with top events, then the

necessary and sufficiently hazardous events, the causing contributing factors of which are identified

together with relationships by a ‘backward logic’”. This approach is also used by Ericsson in their

assessment and evaluation phase by a group of business specialists (see case study 5.2). They are

extending the process by also focusing on finding preventive actions. Chopra & Sodhi (2004) also

describe a similar process of stress testing, wherein a group of managers identify risks, the sources of

risks and the outcomes of possible events.

Risk can be calculated in diverse ways. In essence the calculation is about multiplying the impact and

the probability of a risk event, this input can then be used for prioritizing risks. Ultimately the
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purchasing department can use this information for supplier selection and further strategies, which

will be elaborated on in sections 5.4 and 5.5. Ericsson addresses the financial impact of a risk by

calculating the business interruption value. Lockamy & McCormack (2012) use a more mathematical

approach. They make use of the Bayesian network theorem, which combines subjective beliefs with

available evidence to analyze uncertainty or risk. The authors use a model (figure 4.5.2.3.10), which

examines associated network risks, operational risks and external risks by giving a priori probabilities

to variables that drive these categories of risk. Badurdeen, Shuaib, Wijekoon, Brown, Faulkner,

Amundson, Jawahir, Golsby, Iyengar & Boden (2014) show with their research this theory is relevant

for quantifying risk probabilities.

Case 5.2: Ericsson’s assessment and evaluation step

In the case of Ericsson an in-depth analysis is conducted of the suppliers and sub-suppliers of

critical products. To do so Ericsson has developed ERMET (Ericsson risk management

evaluation tool). This tool evaluates many different issues in detail and is mainly focused on

operational accidents and catastrophes and how a company can avoid interruptions in their

business. The detailed issues consist of business control, financial issues, and hazards in the

surrounding or at the side and business interruption handling.

Corporate risk managers and supply chain risk manager work together using ERMET, often

with a representative from sourcing. For each area the different aspects are evaluated to

quantify the risk using impact and probability. This results in man-made hazards, wherein

the consequences and the probability are rated on a scale from one to four and then placed

in a figure.

After a risk has been identified the SCR manager organizes workshops with different

specialists from the business wherein events are classified that can lead to risks, the causes

of events are identified and preventive are developed. Results of these workshops are put

into special templates that also can be used to monitor risks.

For the prioritization it is important to understand the financial impact of an event.

Therefore Ericsson calculates the financial impact of an event by using the business

interruption value (BIV). This can be calculated by multiplying the gross margin times the

business recovery time. Further, there are extra costs such as idle capacity labor and

equipment, inventory carrying etc. The BIV is divided into four classes:

1. Severe (the BIV is more than 100 million).

2. Major (the BIV is between 50 and 100 million).

3. Minor (the BIV is between 10 and 50 million)

4. Negligible (the BIV is lower than 10 million)

The outcomes of this business interruption value are then used in a risk matrix. This matrix

consists of the probability on the vertical axis and the consequence on the horizontal axis,

next to this the degree of risk is separated into four categories. By means of this matrix

Ericsson understands the impact if an interruption occurs and has using that information in

prioritizing the risks. Next, the results from this matrix can be used for assessing the need of

further strategies.

Source: Norrman & Jansson (2004)
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Figure 4.5.2.3.10: Bayesian network for a supplier (Lockamy & McCormack, 2012)

Lockamy & McCormack (2012) show that eventually these probabilities can be used to calculate the

revenue impact. What further distinguishes their approach from the other approaches is that it gives

a worst-case and a best-case scenario for the value at risk for each supplier. In the previous

paragraph Lockamy & McCormack (2012) and Norrman & Jansson (2004) use their methods in the

assessment step for the prioritization of risks. Norrman & Jansson (2004) add that it is also important

to monitor risks when the risk level is very high, when the risk level is high and not mitigated, or

when mitigation has no effect and the risks continues to be high.

To conclude, literature shows different ways how risk can be calculated. This can be done by

multiplying the probability and the impact. By looking at the consequences and the probabilities risks

can be categorized into different levels and be mapped in a risk matrix, as explained in case study

5.2. The categorized risks can then be used in assessing the importance of the risks and which risks

need further strategies to control, reduce or mitigate them, which is further addressed in sections

5.4 and 5.5. Further it is important to monitor risks when the risk level is very high, when the risk

level is high and not mitigated, or when mitigation has no effect and the risks continue to be high

(Norrman & Jansson, 2004).

5.4. Risk strategies

Once risks are identified and assessed, they need to be dealt with. Literature suggests two

approaches: risk management strategies and resilience. The difference between these concepts is

the timing of their use. Risk strategies aim to actively reduce or avoid the probability, whereas

resilience concerns planning for events that cannot be avoided in order to reduce the consequences

of these events (Manuj & Mentzer, 2008a, 2008b; Ritchie & Brindley, 2007a, 2007b) and the ability to

quickly recover (Scholten, Scott, & Fynes, 2014).

Case studies and literature stipulate the need for both strategic and resilience processes to maintain

a competitive advantage. Kleindorfer & Saad (2005: 55) argue “Prevention is better than cure”,

suggesting emphasis and effort should be put towards risk strategies, to actively reduce the

probability and effects of risk, although they may never be completely avoided.
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Risk strategies are used to decrease the likelihood of an event occurring, reduce the effects on the

company, or both, consistent with our definition of risk. Researchers have classified many different

strategies aimed at reducing, avoiding, accepting, and transferring risks. Manuj & Mentzer (2008a,

2008b) defined seven risk management strategies found in literature: postponement, speculation,

hedging, control, security, share and transfer, and avoidance. A description of each strategy can be

found in table 4.5.2.3.2. An operationalization of the hedging strategy is discussed in case 5.3.

Table 4.5.2.3.2: Risk strategies as defined by Manuj and Mentzer (2008a, 2008b)

Strategy Description

Postponement Postponement entails delaying the commitment of resources to maintain
flexibility and delay the incurring of costs

Speculation Speculation concerns the commitment of resources based on forecasted,
future driven information.

Hedging Hedging is based on two approaches (1) the statistical approach
(insurance) where events and effects can be estimated based on a
population; (2) the assumption that the same event may occur for
multiple actors at the same time, therefore leveling the playing field
Practical examples include: spreading risk through portfolio management
and dual sourcing

Control Control strategies increase the control of the buyer over the supplier
through practices such as vertical integration and contracting.

Security Security describes the ability to track movements of items within the
supply chain, and identify unusual or suspicious elements. It includes
working with government entities to proactively comply to regulations

Share and Transfer Sharing risk with, and transferring risk to the supplier.
Avoidance Avoiding risk altogether, for example by considering reputation of

suppliers, not entering partnerships, or avoiding unstable geographic
markets.

The concepts listed in table 4.5.2.3.2 apply to the purchasing function as well as to the corporate

strategy. The purchasing function must make day to day decisions using the tools that enable the

strategies, while the corporate strategy defines which risks are acceptable, and limits the degrees of

freedom the purchasing department has. This again stresses the importance of internal alignment, as

discussed in chapter 2.
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Manuj and Mentzer (2008a) argue that the strategies are closely related. They suggest the use of one

strategy may be complemented by another (e.g. control and share), and some strategies require the

use of another strategy (e.g. hedging and avoiding). To aid the selection of an appropriate strategy

they propose a matrix (table 4.5.2.3.3) based on supply uncertainty and risk uncertainty.

Table 4.5.2.3.3: Supply chain types and risk management strategies (Manuj & Mentzer 2008a: 146)

Demand uncertainty

Low High

Supply
Uncertainty

Low Efficient supply chain
Focus on cost efficiency
Postponement
Single sourcing

Responsive supply chain
Focus on responsiveness and
flexibility
Postponement

High Risk Hedging Supply Chain
Focus on pooling and Sharing
Risks
Multiple Sourcing
Transferring/Sharing Risk
Hedging

Agile Supply Chain
Focus on responsiveness and
hedging risk
Hedging

Other models also emphasize the importance of alignment between the risk strategy and the supply

chain characteristics (see, for example, Fisher, 1997; Pagh & Cooper, 1998). More clearly defined

operational approaches exist as well. For example, Chopra & Sodhi (2004), suggest solutions such as

Case 5.3: The future market

An interesting operationalization of the hedging strategy can be found in the wheat industry, called
the future market. Koopmans, a wheat mill, processes wheat to produce flour and related
ingredients for baking bread.

When a future order is placed at Koopmans, they have the opportunity to buy the required amount
of wheat on the future market. This market deals in virtual amounts of wheat, which will become
available in the future. Koopmans can purchase the required quantity of wheat at today’s market
price, and thereby ensures the supply based on this virtual contract.

When the physical product is required to produce the ordered quantity of flour, the future market
contract is sold at the market price of that moment. If the market price has increased, the profit
made on the contract is put towards the purchase of the physical wheat, allowing Koopmans to
break even. When the market price has decreased, Koopmans has lost money on the future
contract. However, considering the overall purchase, they still break even, as they had already
committed to the initial market price (when closing the future market contract). Whether the
market price increases or decreases, the purchase on the future market ensures the wheat
necessary to fulfill the order.

The future market allows companies to hedge against uncertainty in the production and harvest of
wheat. In essence, a purchase on the future market is a (complicated) insurance policy.

Source: Guest lecture
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increasing capacity and inventory, and acquiring redundant supplies as strategies to reduce or avoid

risks. In similar research, Christopher (2005) mirrors previous research, and adds design for

manufacturing, assembly, and globalization approaches, and the integration of lean and six sigma

practices as important strategies to reduce risks. These approaches are summarized in table

4.5.2.3.4.

Table 4.5.2.3.4: Mitigation approaches (Chopra & Sodhi, 2004; Christopher, 2005)

Strategy Description

Increase Capacity Increase and centralize the capacity for products with
unpredictable demand.

Acquire Redundant
Suppliers

Acquire more suppliers for high volume products to spread the risk
of single sourcing. Combine the demand for low volume parts at
few flexible suppliers

Increase Responsiveness Increase the ability to react to changes in environment
Increase Inventory Allow more stock of critical components.
Increase Flexibility Increase the purchasing flexibility for low volume unpredictable

products.
Pool or Aggregated Demand Combine orders from multiple sources, or combining multiple

internal orders, to increase the order quantity.
Increase Capability Buy knowledge and expertise to run the supply chain
Design for X Managing risk by designing products for manufacturing, assembly,

or globalization. Globalization implies keeping the product as
simple as possible to increase supplier selection

Lean/Six Sigma approach Optimizing the supply chain to reduce wastes and promoting the
use of feedback loops to aid continuous improvement.

While the approaches in table 4.5.2.3.4 are found in literature, researchers are critical towards some

of the options, as they may only provide short term solutions (Chopra & Sodhi, 2004; Manuj &

Mentzer, 2008b), and often conflict with other supply chain strategies (Chopra & Sodhi, 2004;

Nicholas, 2011; Slack & Lewis, 2011). These conflicts are caused by different objectives between the

organizational functions. For example, lean production is centered on reducing wastes, such as

inventory reduction and the use of small batch sizes (Nicholas, 2011). This directly conflicts with

pooling and aggregating demand, and increasing inventory.

Ultimately, care must be taken with these strategies, as they can lead to costly trade-offs (Manuj &

Mentzer, 2008a). All strategies suggested in table 4.5.2.3.4 require an investment. Returning to our

previous example, increasing the inventory comes at a financial penalty as more space is required to

store the products (Slack & Lewis, 2011), and an event affecting that inventory may have greater

consequences. Furthermore, aggregating and pooling demand may increase the risk of stock outs in

production, which may also come at a financial penalty (Nicholas, 2011). While selecting any

strategy, the company must weigh the benefits of reduced risk against the costs incurred by the use

of that strategy.

In addition to the limitations mentioned above, we the decision making authority of the purchasing

function must be considered (Merchant & van der Stede, 2012). For example, while designing for

globalization may provide the reduction of risks the procurement function requires, design decisions

often fall outside of the scope of the purchasing function. This significantly limits the usability of

these strategies. Here too, internal alignment is a key factor (see also chapter 2), and it further

emphasizes the central nature of strategic purchasing.
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5.5. Implementation of risk strategies within procurement

The previously discussed strategies have a broad scope, and decision-making is often limited to top

level management. There are, however, a number of critical roles the purchasing function can fulfill

to reduce risk and uncertainty. These include: relationship management and contracting, sourcing

and supplier selection, and internal alignment.

5.5.1. Relationship management and contracting

As discussed in Chapter 4 relationship management plays an important role in the procurement

function, which can be extended with its role in risk management. Close relationships and

partnerships are suggested to reduce supply chain complexity and grant more control over the risks

(Manuj & Mentzer, 2008a). They also allow increased control through customization of products and

services, and share risk through collaborative development of new products and services. Close

relationships and partnerships also increase the amount and quality of communication between

companies, which affects all strategies suggested in table 4.5.2.3.2 (Kleindorfer & Saad, 2005; Manuj

& Mentzer, 2008b; Zsidisin, Panelli, & Upton, 2000). Furthermore, increased communication

enhances the visibility along the supply chain, allowing a proactive approach to supply chain

disruptions, aiding avoidance and hedging strategies (Kleindorfer & Saad, 2005; Thun & Hoenig,

2011).

Moreover, good relationship management is suggested to increase intra-organizational learning. This

allows firms to share their best practices (Kleindorfer & Saad, 2005), analyze mistakes, and seek

feedback to avoid risks and facilitate risk identification and assessment (Kleindorfer & Saad, 2005;

Manuj & Mentzer, 2008a). This feedback loop should become part of the company’s continuous

improvement efforts, and may be structured according to lean, Total Quality Management, or Six

Sigma principles (Kleindorfer & Saad, 2005; Nicholas, 2011).

In addition, relationship management plays a central role in modern purchasing concepts such as

best value procurement. Best value procurement can be used to minimize and avoid risks by using

the expertise of the supplier (Kim, Cohen, & Netessine, 2007; Selviaridis & Norrman, 2014). The

emphasis on the expertise of the supplier is reinforced by linking payment to the performance of the

supplier. This incentive essentially transfers the (financial) risk to the supplier (Kim et al., 2007). Case

5.4 gives an example how best value procurement can benefit the organization.

Forming partnerships and making shared investments, however, can also increase risks by limiting

the company to a single source, or transferring intellectual property (IP) (Choi & Krause, 2006; Manuj

& Mentzer, 2008b). Research suggests contract management plays a vital role in reducing these risks

(Kraljic, 1983; Manuj & Mentzer, 2008b). Well-designed contracts can protect the company by, for

example, including a clause to prevent the transfer of IP (Eisenhardt, 1989). Similarly, contracts can

be used to transfer the risk from the focal company to its supplier (Eisenhardt, 1989; Manuj &

Mentzer, 2008a; Ritchie & Brindley, 2007a).
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5.5.2. Sourcing and supplier selection

Supplier selection and sourcing strategies are also an important role of the purchasing department in

order to limit risks. As suggested before supply base complexity can both decrease and increase risks,

which suggests there is an optimal number of suppliers (Choi & Krause, 2006). Increasing the supply

base generates more flexibility, allowing avoidance strategies. At the same time, reducing the supply

base allows more control (Manuj & Mentzer, 2008b). Decisions towards the size of the supply base

depend on corporate strategy, product mix, the position in the supply chain, the importance of the

product to the company, and the risk associated to the supplier (Choi & Krause, 2006; Kraljic, 1983;

Manuj & Mentzer, 2008b).

Supply base complexity is also affected by the sourcing strategies used. Research suggests global

sourcing can decrease risks by increasing the number of available suppliers (Chopra & Sodhi, 2004),

while introducing other risks, such as quality issues and uncertainty during transportation (Platts &

Song, 2010). Another decision that may decrease risk is supplier redundancy. Having multiple

Case 5.4: Cleaning services

An example of relationship management and in particular the best value procurement
approach can be found in cleaning services. It has been common to outsource the cleaning
of facilities, as this is rarely a core competency of a firm. Additionally, the relatively low
frequency of cleaning activities makes the dedication of a full time employee economically
not viable.

In the University Medical Center Groningen (UMCG), the traditional approach to buying
cleaning services entails detailed specification of the required service. The purchasing
department often specifies how, when, how often, and sometimes even the cleaning agent
and tools that are to be used.

While such high levels of control may reduce risks, the high specificity leaves little room to
optimize the activities. High specificity, such as cleaning agents and tools, required the
supplier to use different products than they normally would. Ultimately, the supplier was
unable to exceed the performance set in the contract, and high specification and lack of
optimization opportunities inevitably increased cost.

In contrast, best value procurement recognizes the expertise of the service provider. Instead
of specifying how the result should be achieved, the UMCG specifies the required
performance (e.g. this room must be clean enough for heart surgery) and the price.

The supplier determines the frequency, tools, and procedures that achieve the required
result. At first glance, the low specificity greatly increases the risk. However, by using the
expertise of the supplier risks can be minimized, as the supplier is able to use their best
practices. In addition, by making the supplier responsible for achieving the required quality,
some risks may be transferred to the supplier.

Source: Guest Lecture (2015)
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suppliers for important components may reduce risks, but also allows the transfer of capacity if one

of the suppliers fails (e.g. hedging) (Chopra & Sodhi, 2004).

Commonly used techniques to make these decisions are portfolio and category management.

Category management allows a firm to aggregate demand, and thereby reinforce its position as a

customer, exerting more control over the supply of products (Chopra & Sodhi, 2004). Portfolio

management aims to balance the risk associated with supplier selection and the importance of

goods. Gelderman & Semeijn (2006) adapted the purchasing portfolio model developed by Kraljic

(1983), shown in table 4.5.2.3.5.

Table 4.5.2.3.5: “The Kraljic purchasing portfolio model (modified from Kraljic, 1983: 111)” (Gelderman & Semeijn, 2006:
211)

Profit impact Risk

Low High

High Leverage items exploit purchasing power Strategic items form
partnerships

Low Non-critical items ensure efficient
processing

Bottleneck Items assure
supply

5.5.3. Internal Alignment

As discussed before, and in chapter 2, internal alignment is an important requisite for strategic

purchasing. Research suggests the control systems (i.e. reward and punishments) must stimulate the

reduction of risks (Manuj & Mentzer, 2008b). Only if risk management is incorporated in the

company structure and culture will it be truly effective, because ultimately human behavior focusses

on the aspects that are rewarded (Manuj & Mentzer, 2008b; Merchant & van der Stede, 2012).

5.6. Resilience

While research suggests preventative measures are preferred over contingency plans, effective risk

management is only achieved when reducing both probability and consequences of an event. As

evidenced by the Nokia-Ericsson case, forces of nature are but one example of risk that can never be

fully controlled (Norrman & Jansson, 2004).

In their framework, Manuj and Mentzer (Manuj & Mentzer, 2008a) briefly discuss risk mitigation in

supply chains. Their focus is on identifying possible losses, and planning for disaster. While these are

certainly valid approaches, they are also limited to a single link in the supply chain. Due to the

interconnectedness of firms in a global business environment the supply chain can never exceed the

performance of its weakest link (Lambert & Cooper, 2000). As such, the authors suggest a proactive

and holistic approach: Supply Chain Resilience.

Research suggest supply chain resilience is a relatively new concept, and has become a subject of

major interest to both scholars and practitioners due to the increased turbulence in the past decade

(Ponomarov & Holcomb, 2009). Pomonarov and Holcomb (2009: 131) define resilience as “the

adaptive capability of the supply chain to prepare for unexpected events, respond to disruptions, and

recover from them by maintaining continuity of operations at the desired level of connectedness and

control over structure and function”.
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5.6.1. Developing Resilience Capabilities

In order to develop a resilient supply chain Christopher and Peck (2004) identified four critical

concepts: Supply Chain (re)Engineering, Supply Chain Collaboration, Agility, and Supply Chain Risk

Management Culture. Further research by Scholten et al. (2014) identified a fifth element:

knowledge management. Table 4.5.2.3.6 shows and explains these concepts.

Table 4.5.2.3.6: Development Concepts (based on, Christopher & Peck, 2004; Scholten et al., 2014)

Concept Description

Supply chain (re-)engineering This relates to the way the supply chain is (re-)built. It concerns
the strategy towards the supply base and its development, and
more general supply chain design principles.

Collaboration Collaboration concerns the level of integration between
members in the supply chain, both horizontally and vertically, in
terms of joint decision making and cooperation.

Agility Agility entails the ability to respond to changes (both positive
and negative).

Supply chain risk management
culture

This constitutes the integration of risk management (in terms of
assessment) as part of the standard operating procedures

Knowledge management Knowledge management is the understanding of the supply
chain, and the ability to learn across the supply chain.

In addition to the concepts in table 4.5.2.3.6, researchers suggest two refinements: visibility and

velocity (Christopher & Peck, 2004). Christopher and Peck (2004: 11) describe visibility as “the ability

to see from one end of the pipeline to the other”. Further research suggest visibility encompasses the

(timely) sharing and availability of information on movements and events within the supply chain

(Christopher & Peck, 2004; Francis, 2008). Velocity relates to the speed with which the supply chain

can react to an event (Christopher & Peck, 2004). Jüttner & Maklan (2011: 248) note that that

velocity in a resilience context also refers to “the speed with which a supply chain can recover from a

risk event”. Scholten et al. (2014) argue both visibility and velocity have an impact on the agility of

the supply chain, while visibility also affects collaboration.

An important aspect of developing resilience capabilities is the use of continuous improvement

(Blackhurst, Dunn, & Craighead, 2011; Christopher & Peck, 2004; Scholten et al., 2014). This is

consistent with risk management in general, in which the need for a feedback loop is essential

(Manuj & Mentzer, 2008a, 2008b).

5.6.2. Developing through purchasing function

Upon reviewing the concepts in the previous section, it becomes apparent the purchasing function

may play a vital role in resilience as well. Considering the requirements for the implementation of

risk strategies (Section 5.5) there are some similarities in the overall constructs to be used.

First, the authors note internal alignment is equally important in order to establish resilience.

Research indicates top management support, a management culture that incorporates resilience,

and high levels of internal communication to be antecedents to the implementation of resilience

(Blackhurst et al., 2011; Christopher & Peck, 2004). As noted by Labert & Cooper (2000), and

confirmed by Christopher & Peck (2004), working in functional silos significantly limits visibility within

the supply chain.

Second, the authors note some of the general strategies discussed in section 5.4 apply to resilience

as well (Blackhurst et al., 2011; Chopra & Sodhi, 2004; Christopher, 2005). For example, strategically
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placing inventory in the supply chain may significantly reduce the effects of a disruption. However,

the same tradeoffs between risk reduction, strategy and (financial) investments still apply.

Finally, relationship management and contracting, and sourcing and supplier selection are important

inputs for the development of resilience. These are discussed separately.

5.6.2.1. Relationship Management and contracting

Multiple authors cite the need for high collaboration within the supply chain as an important aspect

in establishing and maintaining resilience (Christopher & Peck, 2004; Scholten & Schilder, 2015;

Scholten et al., 2014). Indeed, Scholten & Schilder (2015) extensively investigated the role of

collaboration in supply chain resilience. They found collaboration to be an antecedent of resilience,

rather than a general capability. Indeed, collaborative communication, information sharing, mutually

created knowledge, resource sharing, and incentive alignment were all found to improve supply

chain resilience.

As discussed in chapter 4, relationship management dictates the level and ways in which companies

corporate. It is the purchasing department that influence the frequency, quality and type of

information that is shared in the buyer-supplier relationship. Research suggests face-to-face

communication and communication by phone proved to yield the best result to anticipate and

quickly resolve disruption (Scholten & Schilder, 2015). This suggests a good relationship between the

purchasing department and a supplier is important.

Another aspect of supply chain resilience is the use of competitors to reduce the impact of a

disruption. Due to the competitive nature, if the main supplier fails to deliver, a competitor is often

available to take over this role. Having relationships with multiple suppliers can increase flexibility,

and as such increase resilience (Manuj & Mentzer, 2008b; Scholten & Schilder, 2015).

5.6.2.2. Sourcing and supplier selection

As mentioned in the section on risk strategies, decisions regarding the supply base have a significant

impact on risk reduction. This extends to the development of resilience.

Literature suggests mutual dependency between the buyer and supplier influences the willingness to

share information. This suggests that collaborative activities, such as joint development, inter-

organizational learning, and dedicated investments increase resilience (Manuj & Mentzer, 2008a;

Scholten & Schilder, 2015).

It is important to note the tradeoff between mutual dependency and flexibility. Both from a risk

strategy perspective (see section 5.5.2), and the need for flexibility (agility) in resilience, high

integration with a single supplier may lead to increased risk (Scholten & Schilder, 2015).

5.7. Differences in purchasing services and goods in risk management

This section will discuss clear differences between services and goods and the effects on risks for

purchasing. As most sections of this chapter are applicable to both products and services, this

chapters discusses relevant differences between the both on risk management in purchasing.

Services in this book are defined as intangible, simultaneously consumed and produced, heterogenic

entities that cannot be stored and are produced through an interaction of the customer and service

provider (van Weele, 2005: 136). Due to the complexity of services it is hard for a company to specify

their needs, this relates directly to an increased risk in the specification phase of the purchasing

process of van Weele (van Weele, 2005: 36). Among the largest differences in purchasing services

compared to goods, are the complexity in defining specifications, developing the service level
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agreement, determining the right price, total costs and evaluating service supplier performance

(Smeltzer & Ogden, 2002; Valk & Rozemeijer, 2009). The last point is directly related to the supplier

selection, which is important for the identification phase of risks in the whole supply chain risk

management process (Ellram, Tate, & Billington, 2004; Knemeyer et al., 2009; Norrman & Jansson,

2004). Ellram et al. (Ellram et al., 2004) state that the difficulty of measuring service outcomes also

creates a temptation to deliver a service below of the level that was agreed or specified. If a

company is not properly able to evaluate the performance of different suppliers, it is more difficult to

minimize risks that are caused by inadequate supplier selection as mentioned in (Neiger et al., 2009).

Humans are involved in the production of services in which an exchange of knowledge, expertise and

capacities occur. These are all things that can fluctuate in time or situations. Elram et al., (2004)

argue that this is a reason that characteristics and quality of a service are hard to remain even.

Service contracts include service level agreements. This is used to monitor and measure if the

supplier is delivering the service as agreed. This can only be verified via internal sign-offs (Goo,

Kishore, Rao, & Nam, 2009), and is thus hard to measure. Moreover, the relational governance is not

written, and consists of worker based mechanisms that are designed to influence inter-organizational

behavior. This means that quality must be expected to fluctuate, and therefore there is also a higher

probability that risks regarding the quality of a service occur. This means in essence that monitoring

risks as done by Ericsson (Norrman & Jansson, 2004) should be done frequently for services that can

cause risks regarding the fluctuation of quality.

Single sourcing can have dramatic consequences for an organization, as the Ericsson case has proven.

Tang & Nurmaya Musa (2011)address the risk of single sourcing by explaining that single-sourcing in

the Ericsson case resulted in the inability to react to the fire incident. As the specificity of a service

increases, and thus the service becomes tailored to the purchasing company’s need, the risks

associated with single sourcing increases proportionally (Selviaridis & Norrman, 2014). As the

majority of services are indeed tailored to the need of the purchasing company (as for example, ICT

solutions), the single source risk as described in the paper of Tang & Nurmaya Musa (2011) is thus a

risk that is faced in many situations where services are sourced

5.8. Conclusion

This chapter has touched upon the most important concepts and frameworks related to risk

management in the purchasing function. These concepts and frameworks should be used in

order to manage, overcome and reduce the effects of risks in supply chain management.

Five specific steps can provide guidance in the management of risk (Mentzer and Manuj, 2008).

Risk sources and consequences should be identified in order to detect risks related to the

purchasing function. These risk sources can be related to demand side, supply side,

infrastructure, catastrophic events and regulatory, legal and bureaucratic systems (Wagner &

Bode, 2008). Estimation and assessment should be based on business objectives and

performance goals in order to make allow the purchasing department to work at a strategic

level. A suggested identification tactic is to create risk profiles in order to create a detailed

overview of the complete supplier network. Risk should be assessed based on the probability

and the impact. This is the starting point for creating a risk matrix that helps in assessing the

importance of risks. Risk strategies should be developed in order to reduce or avoid the

probability of risks. Strategic and resilience processes are needed in order to maintain a

competitive advantage. The purchasing function has three important areas in the purchasing

process in which it can reduce risk and uncertainty. The implementation of risk strategies should
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be primarily in the areas of relationship management and contracting, sourcing and supplier

selection and internal alignment. Resilience is the final step of the risk management process and

concerns planning for events that cannot be avoided in order to reduce the consequences of

these events. Five critical concepts should be considered in the development of a resilient supply

chain: supply chain (re-) engineering, collaboration, agility, supply chain risk management

culture and knowledge management. Visibility, velocity and continuous improvement are

important aspects in the development of these capabilities. Purchasing can majorly contribute to

building resilience capabilities, by looking at internal alignment, relationship management and

contracting and sourcing and supplier selection.

The chapter highlights the differences in purchasing services and goods in risk management.

First, services have a different nature than products which make services more complex. Second,

humans are involved in the production of services in which an exchange of knowledge, expertise

and capacities occur, which increases the likelihood of fluctuations in e.g. quality. It is therefore

suggested to more frequently monitor the risks associated with services. Last, the dependence

on a single source is more common in purchasing services compared to purchasing goods. The

majority of services are tailored to the need of the purchasing company, which increases the

level of risk in purchasing services.

It should be recognized that resilience is a noticeably recent topic in supply chain management

research. Recent work has established valuable insights a better understanding of the concept

can be essential on strategic as well as on the operational level. Furthermore, risk management

and is always facing a crucial trade-off between risk reduction, business objectives and

investments (e.g. time and financial resources). Purchasers should take these three aspects into

consideration in order to make proper strategic purchasing decisions. Lastly, acceptable risk

levels differ across companies due to dissimilar business objectives. Companies should

determine what acceptable risk levels they authorize based on their specific business

characteristics.

Toolbox 1: Tools for risk management in purchasing services

In order to successfully manage, overcome or reduce the effects of risks related to the
purchasing function, this five step framework can be used.

1. Identification of purchasing risk
2. Assessment and evaluation of purchasing risk
3. Selection of appropriate purchasing risk management
4. Implementation of purchasing risk management strategies
5. Resilience of purchasing risk

The different nature of services and goods results in an adjusted approach for risk

management in purchasing services. Higher complexity, vulnerability to fluctuations and a

prevailing dependence on one source are reasons for a different approach in risk

management.
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6.1 Introduction

Over the last decade, there is growing interest among scholars and practitioners in sustainable

operations, supply chain management and purchasing (Walker, Miemczyk, Johnsen, & Spencer,

2012). Despite most organizations initially resisting to change, many companies have started to

examine and transform their supply chains to become more sustainable in reaction to various

interrelated economic, societal, and environmental challenges (Pagell & Wu, 2011). As purchasing is

an integral part of the supply chain and responsible for its upstream side (Johnsen, Howard, &

Miemczyk, 2014), it is in a central position on the road to achieve sustainability (Miemczyk, Johnsen

& Macquet, 2012). As sustainability has developed as strategic challenge for businesses, strategic

purchasing should reflect this overall business strategy (Johnsen et al., 2014).

Nevertheless, Pagell & Wu (2009) argue that previous research in the field of sustainable supply

chain management has not led to an coherent set of practices. Another challenge with studying

sustainability in strategic purchasing is the level of analysis as authors often describe their research

as addressing supply chains (Miemczyk et al., 2012). By this level of analysis, the supply chain is

regarded as single process and responsibility for the different segments in the chain is not

fragmented to functional areas such as purchasing (Houlihan, 1988).

As the overall purpose of this book is to provide insight into the purchasing of services, this chapter

aims to provide insight into sustainable services purchasing. Unfortunately, there is little academic

literature in the field of purchasing regarding sustainable services. Nevertheless, the authors have

done their greatest efforts to link concepts of sustainability and service purchasing throughout this

chapter.

The contributions this chapter provides to the overall book are: (1) introduce and define sustainable

purchasing for products and services in strategic purchasing; (2) incorporating sustainable purchasing

in the organization to be in line with and contribute to the overall sustainable corporate strategy (3);

discussion and analysis of how to further expand sustainable purchasing in the external environment

of the company; and (4) providing a set of adjusted matrixes and models applicable to sustainable

purchasing for services and products.

6.1.1 Chapter map

To provide insight into the concept of sustainability, the triple bottom line as described by Elkington

(1997) is discussed firstly in section 6.1.1. Secondly, a definition of sustainable purchasing is provided

in section 6.1.2.

The main text consist of three sections. The study of Pagell & Wu (2009) serves as a building block to

provide answers to how strategic sustainable purchasing can be realized in general and in the

purchasing of services in particular. This study is chosen as Pagell & Wu (2009) took a different

approach by directly exploring what sustainable companies do that is unique. The authors build a

more complete theory of management practices to achieve sustainability.

Pagell & Wu (2009) firstly argue that commitment to and integration of sustainability should be

realized. Therefore, the section 6.2 Sustainable Purchasing inside the Organization: Commitment to

and Integration of Sustainability describes what is needed to internally organize and activate a

sustainable perspective. Subsequently, it is interesting to further investigate how to align and

elaborate this sustainable purchasing strategy in the external environment of the company.

According to Pagell and Wu (2009) two new behaviors in sustainable purchasing are important and

are mainly related to the external environment of the company. These new and necessary behaviors

Sustainable Purchasing
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are further discussed in section 6.3 Sustainable Purchasing in the External Environment. Thirdly,

adjustments should be made to purchasing concepts. For that reason, section 6.4 Sustainable

Purchasing Concepts discusses how sustainability influences the Kraljic Matrix and Life Cycle

Assessment models. A conclusion and recommendation to reader is presented in section 6.5. Finally,

this chapter ends with a toolbox for purchasing managers to successfully implement, develop and

assess sustainable purchasing.

6.1.1 Triple bottom line

The concept of triple bottom line (hereafter, TBL) was discussed first by Elkington (1997). In his book,

he discusses sustainability and divides it into three core pillars: environmental, social and economic

sustainability. The (TBL) framework can be used as a tool to measure sustainability performance for

businesses, non-profit organizations and public sector organizations. According to Savitz & Weber

(2006), the triple bottom line “captures the essence of sustainability by measuring the impact of an

organization’s activities on the world ... including both its profitability and shareholder values and its

social, human and environmental capital” (as cited by Slaper & Hall, 2011, p. 4). The TBL framework

visualization is shown in figure 6.1.

Figure 6.1: Triple Bottom Line by Wikimedia Foundation (n.d.)

As the measurements used are different, trade-offs are not possible and the three bottom lines

should be perceived separately (Sherman, 2012), meaning that companies should not try to

compensate their possible lack of social sustainability by excellence in economic or environmental

sustainability. The aim of the TBL is not to have three entirely separate bottom lines, but rather an

integrated set of measurements and parameters which can be quantitative as well as qualitative

(Sherman, 2012).

Organizations performing well on all aspects of the TBL could turn this into a sustainable competitive

advantage. By taking all relevant stakeholders in the purchasing process into account with regards to

sustainability, a company can prevent damage due to problems with products and its image, but also

increase sales and image due to the enhanced customer appreciation towards sustainability and the

TBL (Markley & Davis, 2007).

6.1.2 Definition of sustainable purchasing

Because of the growing academic and corporate interest in sustainability and sustainable supply

chain management, different typologies and definitions have emerged. Therefore, it is important to

discuss the different typologies and provide a clear definition of sustainable purchasing. Genovese,

Koh, Bruno & Esposito (2013) describe the different typologies in sustainable supply chain

management by two important dimensions; the scope of the framework and the degree of

sustainability awareness. According to Genovese et al. (2013) sustainability awareness can be

explained as to what extent the three main components of the TBL are integrated in strategic
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decision making. The width of the operations and corporate functions that are included and

considered in the sustainable supply chain is the scope of the framework. The different typologies in

green supply chain management are visualized in figure 6.2. A wide scope is not of primary interest

because this book focuses on the (service) purchasing function. Therefore, only the low scope is

further discussed.

Figure 6.2: Classifications by Genovese et al. (2013)

Green purchasing has a narrow scope and low sustainability awareness. Zsidisin & Siferd (2000)

define green purchasing as “the set of purchasing policies held, actions taken, and relationships

formed in response to concerns associated with the natural environment” (as cited by Genovese et

al., 2013, p. 2869).

According to Genovese et al. (2013) with corporate social responsibility (hereafter, CSR) purchasing

the sustainability awareness increases. Besides environmental issues, the CSR purchasing takes the

social issues (e.g. human rights and safety) into account when purchasing decisions are made. Kotler

& Lee (2005) define CSR as “discretionary business practices and contributions of corporate

resources intended to improve societal well-being” (as cited by Korschun, Bhattacharya & Swain,

2014, p. 20).

Compared to green purchasing and CSR purchasing, sustainable purchasing takes the whole TBL into

account during purchasing decisions. According to Van Weele (2010) sustainable purchasing can be

defined as “the consideration of environmental, social, ethical and economic issues in the

management of the organization’s external resources in such a way that the supply of all goods,

services, capabilities and knowledge that are necessary for running, maintaining and managing the

organization’s primary and support activities provide value not only to the organization but also to

society and the economy” (as cited by Miemczyk et al., 2012, p. 489). This definition is in line with

Genovese et al. (2013) and Pagell, Wu & Wasserman (2010) who also emphasize the TBL components

of sustainability. Van Weele’s (2010) definition on sustainable purchasing emphasis the

environmental, social and economic issues and is also applicable to services. Hence, the sustainable

purchasing definition of Van Weele (2010) is used in this chapter.
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6.2 Sustainable Purchasing inside the Organization: Commitment to and

Integration of Sustainability

As mentioned earlier, Pagell & Wu (2009) took a different approach by directly exploring what

sustainable company’s do that is unique. One of the unique practices they found, is the commitment

to and integration of sustainability. Their study shows that commitment to and integration of

sustainability is evidenced in four ways:

1. Alignment between economic & non-economic elements of sustainability

2. Conversation within the organization

3. Guiding value or “guardrail” in the organization

4. The sharing of responsibility for sustainability across the supply chain

These four evidences are used as a building block for this section to provide an answer to how

commitment to and integration of sustainable purchasing can be established within the purchasing

function in general and in the purchasing of services in particular. Therefore, the following

paragraphs are named after these evidences. Evidence two and four are discussed in one paragraph

as conversation at organizations about sustainability is a prerequisite of a guiding value towards it.

6.2.1 Alignment between economic & non-economic elements of sustainability

Pagell & Wu (2009) state that discussions of sustainability are motivated by the idea that

performance of a supply chain should not only be measured by the profit yielded, but also the impact

on social and ecological systems. Krause et al., (2009) argue that running a profitable and sustainable

business simultaneously is challenging. Pagell & Wu (2009) state that even though many academics

claim that organizations can simultaneously achieve business goals and decrease their environmental

impact, not all environmental practices cause subsequent cost savings and can often even increase

costs, particularly in the short term. According to Ikerd (2012) all economic value must be derived

from nature and society. Therefore, Ikerd (2012) argues that economic sustainability is inseparable

from environmental and social sustainability. A sustainable supply chain is therefore one that

performs favorable on both financial measures as well as on social and environmental dimensions of

sustainability (Carter & Rogers, 2008).

Following Johnsen et al. (2014), the purchasing function traditionally has a narrow cost focus. This

focus can be strategic only if a company identifies low cost as its source of competitive advantage.

However, for companies competing on sustainability, it would not be strategic to prioritize low cost

only (Johnsen et al., 2014). Johnsen et al. (2014) argue that this misalignment is unfortunately

common and causes the purchasing function not to contribute to creating sustainable competitive

advantage.

There is little academic literature on strategically trading-off economic and non-economic elements

of sustainability in service purchasing. Goodman (2000) conducted a case study on implementation

of environmental sustainability in service operations at Scandic Hotels. Scandic is a company

successful in trading-off economic and environmental sustainability.

In the early 1990s, Scandic nearly went bankrupt. The new CEO started cutting costs and reducing

staff dramatically. But he realized this approach was not a long-term growth strategy. By changing

the strategy to one based on environmental sustainability, Scandic revived within a few years as a

profitable business (Goodman, 2000). Nilsson combined the management jobs of purchasing and

environmental affairs to ensure sustainable purchasing within his company. Besides, Scandic
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collaborated with his suppliers to achieve environmental innovation. Ola Ivarsson (1997), Scandic's

director of purchasing and environmental affairs, stated that "many environmental issues are easier

to handle upstream than downstream. By adding environmental concerns into the selection of goods

and services, many environmental problems can be eliminated before they come inhouse" (as cited

in Goodman, 2000, p. 208).

Goodman (2000) describes that Scandic invested in intensive education and training to communicate

its new sustainable values and strategy. How education and training helps to establish commitment

to and integration of sustainability is discussed in the next paragraph. Combining purchasing and

environmental functions made it easier to press suppliers for more environmentally friendly products

and paved the way for creating partnerships that proved profitable for both Scandic and its suppliers.

The model Scandic used was to cooperatively develop products and services and retain exclusive user

rights for a specified period of time before allowing the supplier to sell it to other companies.

Scandic’s size gave the purchasing function the power to make stringent environmental demands on

its suppliers.

The long-term strategy based on sustainability offered Scandic a new lens to examine its upstream

Case 6.1: Case of Scandic Hotels

One of the environmental demands of Scandic was on service suppliers: laundry

companies. Scandic decided to eliminate chlorine bleach from its laundry process

because of its negative environmental impact.

As stated by Ivarsson (1997):

“We used two large laundry companies in Denmark and Sweden. When we went to them

with our proposal to remove the chlorine, they said, 'You can't do that because your

laundry will come out gray.' And we said, 'Well, then we'll have to live with that.' In the

end, they took out the chlorine and no one could see the difference. The bleach they now

use is oxygen.” (as cited by Goodman, 2000, p.208)

Thereafter, Scandic learned about oxygen brightener used by the laundry companies. As

stated by Ivarsson (1997):

“Brighteners are reflection chemicals that reflect the blue part of the daylight better to

make your shirt look brighter. It really has nothing to do with cleanliness, but it is very

damaging to the environment. So we said, 'Take it out!' [The suppliers] said they could

not. But by trying [to take it out], they quickly realized it was very easily done.”(as cited by

Goodman, 2000, p. 208)

Once the laundry companies found they could save money with the new process, a

partnership with quickly developed. The case of Scandic shows that setting

environmental demands is key to achieve sustainable purchasing and that succesfully

trading-off economic and non-economic elements of sustainability is possible.

Source: Goodman (2000)
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side of the supply chain. According to Pagell & Wu (2011) this lens is a way to balance both economic

and environmental sustainability and to ensure that environmental efforts make business sense.

6.2.2. Conversation at organization: guiding value towards sustainable purchasing

As mentioned above, trading-off economic and non-economic elements of sustainability is a

challenging task. Pagell & Wu (2011) find that these challenges are addressed by committed

employees who are intrinsically motivated by the companies’ sustainable objectives and values. It

can be argued that this inspiration leads to a guiding value or “guardrail”, a sustainable philosophy

shared across the organization.

According to Pagell & Wu (2009) embedding sustainability can be achieved when sustainability is not

an occasional topic but rather a part of the daily conversation. According to Brose & Millett (2012)

purchasing is the point where the conversation about sustainability begins. The question that arises

is how companies can embed sustainability in the purchasing function. In order to ensure that

sustainability is a daily topic, Haugh & Talwar (2010) argue that changing employee attitudes to

appreciate sustainability is of vital importance. Managers should recognize that changing this

attitude takes more than just a few training days and a couple of leaflets: sustainability should be

regarded as a continuous project and embedded as an essential part of corporate responsibility

(Haugh & Talwar, 2010). Therefore, sustainability training is vital and should be part of a long-term

learning strategy (Guerci, Radaelli, Siletti, Cirella, & Rami Shani, 2013). According to Haugh & Talwar

(2010), building time and resources into sustainability training enhances the capacity to change and

commitment to continuous improvement. Finally, Haugh & Talwar argue that there should be

opportunities for employees to gain practical experience of supporting or working with sustainability

as this subsequently increases knowledge, interest, and commitment to sustainability.

Haugh & Talwar (2010) also argue that a collaborative approach is necessary to ensure a culture of

sustainability. As mentioned in the previous paragraph, Scandic combined the management jobs of

purchasing and environmental affairs to ensure sustainable purchasing (Goodman, 2000). The study

of Goodman (2000) shows that this combination leads to a daily conversation and the creation of a

culture of sustainability in the purchasing function. Therefore, it is assumed that combining the

management of purchasing and environmental affairs as well as for social affairs, it is a sound

method for companies focusing on a achieving a sustainable competitive advantage.

There is no academic literature to assume that embedding sustainability as a philosophy involves

different actions for buying services or goods. Therefore, it can be argued that there is no difference

in this regard or it might be a recommendation for further research.

Nevertheless, there is an important aspect to add when talking about service purchasing. Smeltzer &

Ogden (2002) argue that the purchasing of services and good involves a different process and that for

that reason requires different training. As literature suggests that training is vital to ensure both

successful sustainable and services purchasing, it can be assumed that training is extremely

important when purchasing sustainable services.

6.2.3 The responsibility of the purchasing function for sharing sustainability

One of the ways in which commitment to and integration of sustainability was evidenced in the study

of Pagell & Wu (2009) is the sharing of responsibility for sustainability across the supply chain. As

mentioned earlier, sustainable purchasing is key to achieve a sustainable competitive advantage as it
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is responsible for its upstream side (Johnsen et. al., 2014; Miemczyk et al., 2012). The question that

arises is how this works in service purchasing, bearing in mind the unique nature compared to goods.

In this paragraph, the steps that the purchasing function can take to ensure the sharing of

sustainable service purchasing across the supply chain are examined.

The purchase process (see figure 6.3) as identified by Van Weele, (2005) serves as a starting point to

identify these steps. The focus is on three steps which may provide most problems in the purchasing

process for sustainable services as identified by van der Valk & Rozemeijer (2009).

Figure 6.3: The purchase process by van Weele (2005)

(1) Specify: According to van der Valk & Rozemeijer (2009) specifying services is an essential step as it

has large impact on the succeeding steps. Most buyers regard developing service specifications as

more difficult than developing goods specifications (van der Valk & Rozemeijer, 2009) and specifying

sustainable services may be even more complex. Many of the companies which van der Valk &

Rozemeijer (2009) discuss in their research seemed to be reluctant to conduct this first step very

carefully. However,hen this stage is not carried out thoroughly, “it will become more difficult to

determine the desired service levels and the specific content of the Service Level Agreement (SLA) on

which the contract is based” (van der Valk & Rozemeijer, 2009, p. 6).

(2) Select: next step is to select the sustainable service suppliers. As mentioned earlier by Krause et.

al. (2009) the suppliers determine the sustainability of the company. Therefore, service suppliers

should be chosen carefully in order to achieve a sustainable competitive advantage. Next to the

service specifications necessary, identifying the content with regard to sustainability is crucial to

ensure that sustainability will be shared across the supply chain. Section 6.3.1. will elaborate on

supplier selection.

(3) Evaluate: as a final step, evaluation is necessary in order to ensure the desired level of the

contract and supplier (van der Valk & Rozemeijer, 2009). According to Neely et al. (1995) “Supplier

evaluation is a quantification process designed to stimulate the decision process inside the evaluating

buying company or through the incentives it invokes, to stimulate a change in behaviour in the

evaluated supplying company” (as cited by Sundtoft Hald & Ellegaard, 2011, p. 890). According to

Sundtoft Hald & Ellegaard (2011) this quantification process involves the design of a supplier

performance evaluation system.

Specify Select Contract Order Expedite Evaluate

Contract management
1 2 3



137

The table below shows the operational actions that can be taken to deal with the problems in these

areas.

Table 1: Operational actions to undertake in purchase process of sustainable services

As mentioned earlier, problems in the specify step can be solved by detailed specification. This

detailed specification can be best achieved by ongoing buyer-supplier interaction (Van der Valk &

Rozemeijer, 2009) so after internal specifications, collaboration with potential suppliers will enlarge

the success of purchasing sustainable services. Next to that, inserting a questionnaire about the

potential supplier’s sustainability performance in the Request of Information will improve supplier

selection. Thus, two steps are added to the original process by Van Weele (2005) as suggested by van

der Valk & Rozemeijer (2009): detailed specification and Request for Information.

Figure 6.4: The sustainable purchase process, based on van Weele (2005); van der Valk & Rozemeijer (2009)

Step in the

purchase

process

Operational actions to undertake

Specify

The purchasing function needs to make sure that specifications of the

services including the content regarding sustainability are complete and

detailed. According to van der Valk & Rozemeijer (2009) this can best

be done by ongoing buyer-suppliers interaction. By jointly detailing, the

buyer and supplier can create a shared understanding and mutual fit.

Select

According to Reeve & Steinhausen (2007) there are key steps a buying

company has to undertake to achieve successful sustainable

purchasing with regard to supplier selection. Firstly, they argue that

you have to find out more about the sustainable performance of

potential suppliers. This can be done by creating a questionnaire for

suppliers as part of a Request for Information about the company’s

environmental performance.

Evaluate

Sundtoft Hald & Ellegaard (2011) argue that to evaluate the

sustainability of a service supplier, key objectives regarding

sustainability that have to be measured should be defined and

performance measures should be selected. Subsequently, the supplier

evaluation system has to be implemented to enable that measurements

are made frequently. Finally, the supplier performance evaluation has

to be used so that performance data are collected, reviewed and acted

upon.

Specify Select Contract Order Expedite Evaluate

Contract management

Detailed specification

(by collaboration with

potential suppliers)

Request for Information

(questionnaire about the

potential supplier’s

sustainability performance)
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This section has provided insight into what is needed internally to organize and activate sustainable

purchasing. The subsequent section will discuss how to align and elaborate this sustainable

purchasing strategy in the external environment.

6.3 Sustainable Purchasing in the External Environment

According to Pagell & Wu (2009), two new behaviors in sustainable purchasing are important and are

mainly related to the external environment of the company. These two new behaviors are important

because they make sustainable purchasing differ from conventional purchasing (Bai & Sarkis, 2010).

The first novel behavior focuses on the sustainable supply base (e.g. supplier selection, continuity

and decommodization). The second new behavior in sustainable purchasing is to re-conceptualize

who is in the sustainable supply chain from a broader strategic purchase perspective.

This section is organized as follows: the supplier selection and continuity will be discussed in

paragraph 6.3.1. In paragraph 6.3.2. decommodization or supplier development will be explained in

the context of sustainable purchasing. Since sustainable purchasing for services is less discussed in

academic literature, paragraph 6.3.3. will investigate which services (e.g. third parties) can contribute

to or enhance sustainable purchasing.

6.3.1 Supplier selection and continuity

According to Hollos, Blome & Foerstl (2012) strategic purchasers have two main options to enhance

sustainability of their supply base. First, they can terminate collaboration with current suppliers and

select suppliers that meet their sustainable criteria. Second, firms can co-operate with existing or

new suppliers to achieve higher levels of sustainability. Hollos et al. (2012) argue that sustainable

suppliers are scarce already. Therefore, the option of dropping suppliers and finding new ones is

feasible, and naturally not sustainable. For that reason, this paragraph elaborates on the supplier

selection and cooperation and paragraph 6.3.2 will additionally discuss how to co-operate with the

selected suppliers.

According to Schneider & Wallenburg (2012) sustainable supplier selection assures that the selection

of suppliers is linked with the TBL as described in paragraph 6.1.1. The sustainable supplier selection

or sourcing differs from the traditional strategic sourcing as discussed in paragraph 3.2.2. Schneider

& Wallenburg (2012) state that a sustainable sourcing strategy ensures that the selection of suppliers

meet the economic (e.g. provide good economic value), environmental (e.g. encounter high

environmental standards) and social criteria (e.g. social values and standards that enforce the focal

organization’s). This is in line with Hollos et al. (2012); Bai &Sarkis (2010), who found evidence for the

importance of the strategic orientation for sourcing sustainable suppliers from a TBL perspective.

To be in line with the overall sustainable corporate strategy and building sustainable purchasing, the

purchasing function has an important role because this function is responsible for the import of

material into the organization and the selection of suppliers (Bai & Sarkis, 2010; Schneider &

Wallenburg, 2012). According to Genovese et al. (2013), two main routes for sustainable supplier

selection exist, which are (1) quantitative and (2) qualitative methodologies. Most common and

developed quantitative methods are for example Analytic Hierarchy Process (AHP), Analytical

Network Process (ANP) or a hybrid combination of AHP and ANP. These methods use mathematical

based analyses for sustainable supplier selection and are beyond the scope of this chapter.

Therefore, the qualitative methods will be discussed further.

Igarashi, de Boer & Fet (2013) conducted, similar to Genovese et al. (2013), an extensive literature

review and created with a model for sustainable supplier selection. To the best of our knowledge
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Igarashi, et al. (2013) are the first scholars who build a model or step plan for sustainable supplier

selection.

Figure 6.5: Supplier selection tool by Igarashi et al. (2013)

The supplier selection tool of Igarashi et al. (2013) is presented in figure 6.5 and is explained as

follows. First, the organization must become aware of the sustainable perspective and needs to

integrate the sustainable aspect in the organization's overall strategy. Within this first stage, the top

management support (Blome, Hollos & Paulraj., 2014) and implementation of sustainability by the

highest levels of leadership is essential (Ramirez, Gonzalez & Moreira (2014). Hollos et al. (2012))

found that only if the firm has the right set of additional internal capabilities, sustainable supplier

collaboration can have superior economic and environmental performance for the purchasing firm.

An example of this was presented by Wierda (2015) during a discussion of the implementation of

sustainability. In this example a Dutch wheat mill company is, according to supplier selection tool by

Igarashi, et al. (2013), in the alignment phase. The wheat mill company is defining what the concept

of sustainable purchasing is for themselves.

Second, the organization must think about tools that can support the sustainable supplier selection

process. Third, the organization selects a sustainable supplier that meet the firms criteria. Fourth, the

sustainable supplier selection must be considered in a broader supply chain context. In other words,

to what extent is the sustainable supplier selection process feasible in the external environment of

the firm. According to Igarashi et al. (2013) purchasing managers should consider the power-balance

between the suppliers and themselves because purchasing managers should consider how much

pressure they can exert on the supplier.

Lastly, the model of Igarashi et al. (2013) is dynamic in the sense that changes in decisions regarding

one of the four dimensions are likely to influence the other dimensions. Compared to a static model,

the dynamic part is highly suitable for sustainability because of the new regulations and active role of

the European Union (Kuo & Lin, 2012; Large, Kramer & Hartmann, 2013; Genovese et al., 2013).

Therefore, the most important interrelationships will be discussed briefly. As presented in figure 6.5,

the inner circle of alignment has an important interaction with the other three dimensions (i.e. tools,

process and supply chain context). Relationship A represents the data and preferred sustainable

information from the management as input for the decision-making tools. In addition, relationship B

represents which sustainable criteria are relevant for supplier selection and which sustainable criteria

apply to their products or services. Large et al. (2013) found that sustainability criteria are perceived
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as important to European purchasers of logistic services. However, purchasers of logistic services do

not take TBL criteria into account throughout supplier selection. After agreeing which criteria to use

and which parts in the supply chain are related, an assessment of the power balance can be made as

shown in relationship C. Relationship D represents the different decision-making tools for the various

stages in the supplier selection (e.g. from many suppliers to a one final supplier). The interrelation E

between process and supply chain context is about how the purchasing manager can bring the

expectations between the firm and the suppliers as close as possible. Relation F represents to what

extent the suppliers are willing to share information or to spend resources as input for the decision-

making tools because of the power-balance in the supply chain.

Finally Igarashi, et al. (2013) argue that simply adding some environmental measures in supplier

selection is not effective. Management support is a key antecedent of the whole process to outline

sustainable purchasing (Blome et al., 2014). Hollos et al. (2012) state that only if the firm combine’s

suppliers’ effort with its own effort, this combination of effort can lead to superior firm performance.

Two important barriers that obstruct the implementation of sustainable supplier selection should be

acknowledged (Genovese et al. 2013). First, sustainable variables are often qualitative and intangible,

and therefore it is difficult to measure their effectiveness (Genovese et al. 2013). Second, a general

perception of sustainability being expensive exists (Genovese et al. 2013). Sustainable suppliers with

a better sustainable performance are perceived as more costly than a supplier that does not excel on

sustainable performance. Ramirez et al, (2014) say that perception of costs and return on

investments are some of the main barriers for firms to implement use of sustainable suppliers.

Returns on investments are not clearly enough communicated to the purchasing firms and suppliers

should emphasize the long-term performance of sustainable purchasing to the firms (Ramirez et al.

2014). As discussed by Koopmans (2015) during a discussion of the implementation of sustainability,

sustainability is hard to sell inside the organization. The reason why sustainability is hard to sell is

because many internal decisions are based on price and often not on sustainability.

6.3.2 Decommoditization

According to Pagell et al. (2010) decommoditization can be explained as the treatment of a

commodity supplier as a strategic supplier. Commodity suppliers are comparable with arm’s length

suppliers, discussed in chapter 4. Purchasing firms provide these suppliers with long-term contracts

and pay above market prices instead of the lowest price as possible on a transaction basis (Pagell et

al. 2010). Decommoditization is comparable to supplier development because the focal firm helps

the supplier become more sustainable and meet the TBL standards of the focal firm. In return, the

supplier receives above market prices and long-term relationships with the focal firm. As said before,

sustainable suppliers are scarce already and therefore supplier development and collaboration are

important to create sustainable suppliers (Hollos et al.,2012). Miemczyk et al. (2012) say that

arranging funds for suppliers help them to establish sustainable programs.

Hollos et al. (2012) explain decommoditization or supplier development as a similar term namely

sustainable supplier co-operation. In line with Pagell et al. (2010); Blome et al. (2014) sustainable

supplier co-operation refers to the process of conducting cooperative actions and creating a long-

term collaboration to achieve improved sustainability of the supply base (Hollos et al, 2012).

Sustainable supplier co-operation is in line with supplier development as discussed in paragraph

4.1.2. This process is initiated by the purchasing firm with the goal to create benefits for the

purchasing and supplying firm (Hollos et al., 2012). With respect to service purchasing, Large et al.

(2013) investigated the goals that currently are achieved between purchasing firms and logistic
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service providers’. These firms mainly focus on achieving economic sustainability objectives and less

on socially and environmental goals Large et al. (2013).

Lastly, since the different ways of supplier collaboration are discussed it is interesting to further

investigate the effectiveness of sustainable supplier co-operation. Blome et al. (2014) found a

positive relationship between the adoption of sustainable purchasing and the market performance of

the purchasing firm. In addition, they also found that the effect of sustainable purchasing on supplier

performance is mediated by sustainable supplier development. According to Blome et al. (2014), the

suppliers’ overall performance can be improved by supplier development initiatives such as

exchanging resources, knowledge and insights.

6.3.3 Services for sustainable purchasing

To the best of our knowledge, no explicit distinction is made for sustainable purchasing between

goods and service companies in the academic literature. Igarashi et al. (2013) clearly describe

sustainable purchasing for products and services. However, no differences between the two forms

are acknowledged. This difference could be a fruitful starting point for further research since

companies are increasingly outsourcing business services (Massini & Miozzo, 2012). Therefore, it is

assumed that in the near future the purchasing manager or department increasingly deals with the

purchasing of services. However, there are organizations that provide services that influence, control

or contribute to sustainable purchasing such as Non-Governmental Organizations (hereafter, NGO).

Due to new behaviors such as eco-centricity and servitization, the supply chain needs to be re-

conceptualized (Pagell & Wu, 2009). In this chapter, servitization is defined as “manufacturers

choosing to innovate their offerings by providing services to accompany their existing products

throughout the life cycle” (as based on Visjnic Kastalli & Van Looy, 2013; Vandermerwe & Rada,

1988). According to Pagell & Wu (2009), eco-centricity means that firms needs to consider their

position in the supply chain from a broader social and environmental perspective. This broader

perspective is in line with the fourth dimension (i.e. supply chain context) of Igarashi et al. (2013) and

network level of Miemczyk et al. (2012). From a strategic purchasing perspective the presence of

third parties such as NGO’s in the network are most interesting because of their external pressure on

firms (Hervani et al., 2005; Miemczyk et al., 2012; Schneider & Wallenburg, 2012; Bai and Sarkis,

2010; Igarashi et al., 2013). Because of NGO’s pressure, new environmental regulations are formed,

this way NGO influence purchasing policies (Igarashi et al. 2013) and act as an indirect salient

stakeholder for sustainable purchasing (Schneider & Wallenburg, 2012).

According to Schneider & Wallenburg (2012) different NGO’s can be distinguished such as

environmentally focused NGO’s (e.g. Greenpeace), social environmentally focused (e.g. Amnesty

International), and economic focused NGO’s (e.g. Attac). Furthermore, Schneider & Wallenburg

(2012) and Miemczyk et al. (2012) state that mainly for international and prominent firms (e.g.

Nestle, H&M or McDonalds), NGO’s can have a huge impact because of the overall increased public

attention and publicity for these prominent firms compared to smaller firms. According to Schneider

& Wallenburg (2012) the influence of NGO’s is generally aimed at manufacturing-oriented firms that

often deal with environmental issues (e.g. pollution or decreasing resources) and social issues (e.g.

working conditions). Schneider & Wallenburg (2012) describe from a service oriented perspective

(e.g. banking firms) that NGO’s can influence firms with economic issues. An economic responsibility

for a banking firm is for example a continuous existence of the firm which is threatened as a

consequence of the financial and economic crisis in the years 2008-2009.

A worthy example to mention of a service that can facilitate the monitoring of suppliers for

organizations is the non-profit membership organization named Sedex (Miemczyk et al., 2012). This

non-profit organization provides a service to organizations to reduce the risk of the firm, improve
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supply chain practice and increase protection of the firm’s reputation (Sedex, 2015). According to

Sedex (2015) the service that the strategic purchaser can use is an electronic system with

information (e.g. labour standards, health and safety, the environment and business ethics) to track

suppliers’ performance and assess potential risks.

Pagell & Wu (2009) and Miemczyk et al. (2012) suggest that firms should collaborate and integrate

with these knowledge entities rather than ignore them or perceive them as a threat. However, the

current academic literature lacks explicit research of how firms can benefit from NGO’s and improve

their sustainable purchasing (Pagell & Wu, 2009; Miemczyk et al., 2012). How non-profit

stakeholders can enhance or hindrance sustainable purchasing of firms would be a fruitful research

opportunity (Miemczyk et al., 2012) because the external pressure of NGO’s on firms is high.

Now sustainable purchasing inside the organization and in the external environment is discussed, it is

interesting to further explain how to align and elaborate sustainable purchasing into portfolio

matrixes and life cycle assessments.

6.4 Sustainable Purchasing Concepts

In this chapter, organizing of commitment to and integration of sustainability, and the sustainability

of the supply base have been discussed. This section discusses several purchasing concepts which can

be adapted to contribute to the strategic sustainability performance of organizations.

6.4.1 Purchasing portfolio matrixes

Traditional purchasing often uses purchasing portfolio models to categorize products. The best

known model is Kraljic’s purchasing portfolio matrix. Other models are often adapted on Kraljic’s, i.e.

Hadeler & Evans’ Supply Strategy Supply Square (1994), Olsen and Ellram’s Portfolio Model (1997)

and van Weele’s Purchasing Portfolio (2002) (as cited by Gelderman & van Weele, 2005).

Due to the growing importance of sustainability within companies, the purchasing function requires

adaptations to become sustainable (Schneider & Wallenburg, 2012). As discussed in section 6.2 and

6.3, internal cooperation is increasingly important. Purchasing functions should increase

sustainability awareness with their suppliers and reconsider existing practices (Schneider &

Wallenburg, 2012). Adjusting existing models is essential in realizing sustainable purchasing.

Figure 6.6: Sustainable Purchasing Portfolio Matrix by Pagell et al. (2010)
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Pagell et al. (2010) propose an adjusted version of Kraljic’s portfolio matrix, the Sustainable

Purchasing Portfolio Matrix (displayed in figure 6.6). The original matrix consists of four categories

for products and services, the category depending on relative importance to the company and supply

risk. Part of the model stays the same. Supply risk and importance being low, the item is categorized

as non-critical and the sourcing strategy bases on efficiency and low transaction costs, ensuring

efficient processing (Caniëls & Gelderman, 2005). High supplier risk but low importance makes

products bottleneck items. Here it is most important to ensure availability. This can be achieved by

supplier control, safety stock, backup plans and finding alternative suppliers (Lee & Drake, 2010).

Pagell et al.’s sustainable model does not change the classification and strategy for bottleneck items

and no other papers proposing changes were found. Therefore, the bottleneck strategy is

recommended to be equal for both traditional and sustainable purchasing portfolios.

Haake & Seuring (2009) argue that sustainability initiatives mainly focuses on major product

categories, while ignoring the low profit low risk category. Pagell et al do not propose any

adjustments in this category either. There are some good reasons for neglecting the minor

procurement category, e.g. their low competitive advantage, low pressure of stakeholders on

becoming sustainable in that area, lack of communication about the products and the higher costs

involved in improving the sustainability. Nonetheless, Haake & Seuring (2009) highlight the

importance of taking the entire portfolio into account when working on sustainability, and not just

the major products. This is also closely related to the concept of decommoditization, discussed in

paragraph 6.3.2.

There are several reasons for doing this, despite the counter-arguments given earlier. First of all,

sustainability is not something which can be implemented partly – a company cannot be 75 percent

sustainable (Boström, Gilek, Hedenström, & Jönsson, 2015). The relatively easy sustainability

initiatives (low-hanging fruit) will have been implemented by basically all companies soon, resulting

in a different (i.e. higher) sustainability performance standard (Collins, Roper, & Lawrence, 2010).

Excellence in sustainability requires including minor procurement products. Lastly, even though the

minor procurement category does not impact the business heavily in terms of production costs and

quality, it can become a major source of risk and have large consequences for the company. For

example, Swedish meatballs are not Ikea’s core product, but it can cause the company major damage

if the purchasing process for this item is not sustainable, as recent experiences have shown (Higgins

& Castle, 2013). Therefore, the products or services which are placed in the minor procurement

category (see figure 6.7) should also get attention when working on sustainability improvements.

Figure 6.7: Portfolio procurement analysis (as shown in Haake & Seuring, 2009), based on Handfield et al., 2005)
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The strategy which is usually adopted for the minor procurement category is to outsource where

possible and reduce the costs for these products and services. Boström, et al. (2015) confirm the lack

of attention for minor procurement, or as they call it: non-core products, as found by Haake &

Seuring (2009). They propose strategic methods to increase the sustainability of these types of

products and services. One of the most important ways to handle the sustainability here is to

increase the conversation by having more face-to-face meetings with suppliers of non-core items

(Boström et al., 2015). Furthermore, formal instruments are essential according to the authors, to

create opportunities to work on cases with an inessential nature. Proactive and constructive

methods are also identified (i.e. constantly trying to find better products, enabling education and

learning, keeping suppliers focused by asking unexpected and intriguing questions) (Boström et al.,

2015). This way, non-core products can also be used to enhance the overall company’s sustainability

and thus lower the risk of losses due to image damage, high costs or quality issues.

In the category for products with high supply risk and high importance – the strategic products

category – changes are made by Pagell et al. (2010). The category is widened by using a broader

definition of risk. In the sustainable model, not only profit risks are considered, but also risks towards

the TBL. For example, it could be that a supplier using non-organic pesticides has a small impact on

the direct profit of the company. The company’s environmental performance however, could be

damaged severely due to the use of non-organic pesticides and thus result in reputational damage or

loss in sales. Therefore, the performance on TBL factors could form a large risk to the company. By

adjusting the Kraljic matrix this way, the best strategy for addressing this category stays the same, i.e.

to form partnerships with suppliers and manage the relationships closely and actively (Caniëls &

Gelderman, 2005), the only change being that the possible risks are seen more broadly.

The third category in the Kraljic matrix is formed by the high impact and low supply risk category,

labelled leverage items. In the sustainable portfolio matrix, this category is split in three types of

commodities. The most similar to Kraljic’s leverage items is the true commodity category. The

products and services in this category have low supply risk and their suppliers have a high impact on

one element of the TBL, in contrast to Kraljic’s leverage items which have a high impact in general.

For these products, replacing suppliers is easy and the suppliers are differentiated based on one main

criterion (Pagell et al., 2010). In traditional purchasing, this criterion shifted from price towards

relationship or quality measures (Choi & Hartley, 1996), but in sustainable purchasing it should be a

sustainability measure such as social sustainable performance.

The second type is the transitional commodity. As the name indicates, this is a category for products

and services that started out as a commodity, are not at the moment, but will be a commodity in

time. The change in this is due to asymmetries in information, which make supplier risk briefly high.

When the asymmetries dissolve and other suppliers can also provide in the demands of the

purchasing company, the products in the transitional commodity category will become true

commodities. Transitional commodities should be actively managed relationship-wise and asset-

specific investments in order to secure supply could be advisable (Brockhaus, 2013).

The last category is the strategic commodity category. These products and services are critical to the

company’s operations and the relationships are more complicated than those of ‘normal

commodities’. The products in these categories usually have characteristics that are beyond the

economical values, for example their sustainability, which could make it possible to use them as

sustainable competitive advantage (Pagell et al., 2010).

The strategic value of this adjusted model lies in the adaptation of the purchasing strategy to the

sustainable purchasing portfolio. Kraljic’s matrix mostly ignores the value other than economical an

item can have. In the Pagell et al. (2010) matrix, the value of sustainability is taken into account. This
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value can be quite large, since non-sustainable items can cause a company much direct and indirect

damage if the purchasing process is not conducted carefully and scandals or faults arise. This is of

utmost importance to the purchasing department looking to improve its sustainable purchasing.

The models discussed up to now are usable for classifying products and services in categories, each

with their own specific optimal sourcing strategy. The Life Cycle model can be used to manage and

assess the complete process involved with purchasing and will be discussed next.

6.4.2 Life cycle assessment

Services and complex performances form a growing part of economies. For this category, there are

some differences with respect to sustainable product purchasing. The differences that distinguish

services from products, e.g. intangibility, heterogeneity and perishability (Oliveira & Roth, 2012),

form additional challenges towards more sustainability. Much sustainable value could be added

within service organizations by using life cycle analysis to address the sustainability of the service

process, because by using Life Cycle Assessment, underachievement can be detected and

improvements can be made. Services can be seen as having an extended life cycle in which the

process not only consists of the traditional steps in service purchasing, such as the bidding process

and the operational stage, but are also supported by sustainable activities throughout the entire

process (Johnsen et al., 2014).

The tasks concerned with service purchasing are different from those concerned with product

purchasing, as earlier chapters have discussed. This makes that the process of purchasing services

could be visualized in the following way:

Figure 6.8: service life cycle model, adapted from Johnsen et al., 2014 and Van Weele, 2005

The service life cycle model (figure 6.8) shows that service support, remanufacturing and product

disposal are ideally integrated throughout the entire process. They are taken into account from the

start of the project, instead of being dealt with whenever it comes up, usually at the end of the

process. Procurement and supply functions, included at the bottom of the model, focus at the start

on the short- term objectives like contract design, costs, risks and ensuring a smooth process. Later in

the process they should focus on the more long term issues such as relationship management,

availability, service levels, support and additional needs (Johnsen et al., 2014).

Life Cycle Sustainability Assessment is also addressed by Ny, Macdonald, Broman, Yamamoto, &

Robèrt (2006). They have attempted to find a strategic approach to Life Cycle Assessment, in order to

identify strategic roads towards sustainability by combining Life Cycle Assessment with a framework

called The Natural Step. The natural step framework is quite broad and therefore less clear cut out

for enhancing sustainability within specifically the purchasing department. Therefore, the service life
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cycle model in figure 6.8 is proposed as a solution to this limitation. Life Cycle Assessment reveals the

weak and strong points of a company’s purchasing department and its sustainability strategy, the aim

being to improve these goods and services (Rebitzer et al., 2004). Strategic Life Cycle Assessment is

an ongoing, continuous process attempting to achieve continuous improvements within the

department and the entire supply chain. Following the definition of servitization, strategic life cycle

assessment can reveal the gaps where services could be implemented into the production process by

the manufacturer, enabling servitization.

Servitization, which is discussed in section 6.3, and sustainability influence the process of life cycle

assessment. Because of servitization and sustainability, both the purchase process and life cycle

assessment should be adjusted to fit the characteristics of the service process better and increase

the focus on sustainability. An attempt at that is made by creating the service life cycle model,

displayed in figure 6.8. The sustainable value of this model lies in the continuous attention to life

cycle assessment, remanufacturing, supplier management and more. The model is applicable to

services because it takes into account specific service characteristics, such as in-service support and

the difficulties concerned with specification, contracting and other steps in the purchasing process.

Supplier development important in becoming sustainable for the purchasing department, as this

department can only be as sustainable as the suppliers it selects. Life cycle analysis will in many cases

show room for improvement in supplier development (Bai & Sarkis, 2010). This is a continuous

process which results in purchasing sustainability improvements. This concept was discussed earlier

in section 4.1. Companies and purchasing departments cannot reach full sustainability on their own,

it is essential to involve also 1st tier, 2nd tier and other suppliers. The importance of the lower-tier

suppliers can be illustrated by the example of a company which is starting process is somehow

disturbed at one of the locations of the second-tier supplier. By collaborating with all suppliers to

improve sustainability performance within the (upstream) supply chain, companies can collectively

form a sustainability vision and work on their sustainability practices. Supplier development is

therefore an integral part of life cycle planning.
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6.5 Conclusion

Recently, sustainability awareness has increased immensely in the academic and corporate field. This

chapter contributes to the book by clearly defining and analyzing sustainable (services) purchasing

for organizations. Giunipero, Hooker & Denslow (2012) argue that sustainability is an increasingly

important strategic goal for companies.

Unfortunately, trading-off economic and non-economic elements of sustainability is a challenging

task (Krause et al., 2009; Ikerd, 2012). However, the case of Scandic hotels shows that a long-term

strategy based on sustainability can be profitable (Goodman, 2000). For a strategy based on

sustainability, a culture of sustainability should be established. Therefore, sustainability should be

part of the daily conversation (Pagell & Wu, 2009). Training, practical experiences and a collaborative

Case 6.2: Sustainable supplier selection IBM

As mentioned in paragraph 1, a company can only be as sustainable as its supply chain, and

therefore its suppliers. It is thus of utmost importance to continuously manage all suppliers in

the supply chain, in order to become and stay a sustainable company. This can be illustrated by

using the example of IBM. IBM is one of the world’s largest technology companies, providing

both services and products to customers all over the world.

In April 2010, IBM issued a press-release, stating it will require its 28,000 suppliers in more than

90 countries to install management systems to gather data on their energy use, greenhouse gas

emissions and waste and recycling. These suppliers in turn are required to ask the same from

their subcontractors, if the products or services they provide end up being an essential part of

IBM’s products and services. Setting environmental goals and making the progress of this

publically available is also required by IBM.

The company furthermore stated that: “Our overall interest is to systemize environmental

management and sustainability across our global supply chain so it helps our suppliers build their

own capacity in a way that’s not only good for the environment but their business. It’s about

creating a system that works regardless of who is in leadership and what’s in green vogue.”

The new requirements can have profound effects for IBM’s suppliers in all tiers: “Ultimately, if a

supplier cannot be compliant with requirements on the environment and sustainability, we’ll

stop doing business with them,” John Paterson, vice president for I.B.M.’s global supply and chief

procurement officer, said in an interview.

With these new requirements, IBM tries to accomplish a fully sustainable supply chain and

thereby purchasing function. Without this transparency, it is nearly impossible to become fully

sustainable, and that is something companies should strive for.

Reflecting this case study to the supplier selection tool by Igarashi et al. (2013), IBM formulated

sustainable criteria (e.g. suppliers have to install management systems). In addition, IBM

assesses its suppliers and has a high power role because if suppliers cannot meet IBM’s

sustainable standards IBM will terminate the relationship.

Sources: Woody (2010); Igarashi et al. (2013).
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approach will ensure this embedding of a sustainable culture (Haugh & Talwar, 2010). As the

purchasing of services requires different training as compared to the purchasing of goods (Smeltzer &

Ogden, 2012) , it can be argued that training is vital in sustainable services purchasing. Besides, the

steps of specifying, selecting and evaluation have been identified by van der Valk & Rozemeijer

(2009) as those providing the most problems in sustainable services purchasing. Operational steps to

deal with these problems internally and a new model for the purchase process, that includes the

steps of detailed specification and request for information, is provided.

In the external environment, the supplier selection tool by Igarashi, et al. (2013) is highly suitable for

sustainable supplier selection. This supplier selection model consist of (1) internal alignment, (2)

tools and selection criteria, (3) process of ultimate supplier selection, and (4) supply chain context. A

huge advantage of this supplier selection model is the dynamical element. This model is dynamic in

the sense that changes in decisions regarding one of the four dimensions are likely to influence the

other dimensions. Compared to a static model, the dynamic part is highly suitable for sustainability

because of the new regulations and active role of the European Union (Kuo & Lin, 2012); Large et al.,

2013); Genovese et al., 2013).

According to Hollos et al. (2012), sustainable suppliers are scarce and therefore supplier

development and co-operation are important. Blome et al. (2014) found a positive relationship

between the adoption of sustainable purchasing and the market performance of the purchasing firm.

In addition, they also found that the effect of sustainable purchasing on supplier performance is

mediated by sustainable supplier development..

Kraljic’s traditional purchasing portfolio matrix can be adapted to provide more value to purchasing

departments aspiring to become more sustainable. The strategic category should consider broader

risks, not only economical or financial risks, but also threats to the TBL. The leverage category is split

up in three commodities: strategic, transitional and true, whereby the strategic commodity

represents the highest threat to TBL and the highest supply risk, the true commodity is lowest on

both dimensions and the transitional commodity is average on both, due to temporary asymmetries

in information. Non-critical items cannot be ignored because they too can cause companies damage.

The appropriate strategies are the following:

Strategic Close relationships, supplier development and specific investments

Table 2: Strategies (based on Pagell et al. (2010))

Life Cycle Assessment can be used to manage and assess the complete purchasing process. In this

paper, a new model is proposed to integrate service purchasing process into life cycle assessment,

making a more valuable assessment possible.

Strategic commodity Monitor closely, collaborate and develop strong partnerships

Transitional commodity Actively manage relationship, possibly invest specifically to secure supply

True commodity Select suppliers based on sustainability measure

Non-critical item
Efficient & low cost sourcing, but increase conversation, use formal

instruments and be proactive and constructive

Bottleneck Ensuring availability: supplier control, safety stock & alternative sourcing
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Figure 6.9: service life cycle model, adapted from Johnsen et al., 2014; van Weele, 2005

The model in figure 6.9shows service attributes integrated throughout the entire process. The model

also takes specific characteristics of services into account in the purchasing process steps. An

important part of this process is sustainable supplier development, as this will be a feature in which

much improvement is possible.

By implementing these adjusted models, framework for a more sustainable (service) purchasing

department is formed.

6.5.1 Book implications

Contributions from this chapter to the book are: (1) introduced, explained and analyzed sustainable

purchasing for products and services in strategic purchasing; (2) incorporating sustainable purchasing

in the organization to be in line with and contribute to the overall sustainable corporate strategy (3);

discussion and analysis of how to further expand sustainable purchasing in the external environment

of the company; and (4) providing additional set of adjusted matrixes and models for sustainable

purchasing for services and products. Furthermore, a tool for a purchasing manager to make the

service purchasing process more sustainable and key performance indicators are added on page 27.

6.5.2 Managerial implication

To successfully incorporate, elaborate and assess sustainable purchasing, the following steps are

suggested for purchasing departments (1) integrate sustainability throughout the whole company.

Sustainability is not a philosophy which can be implemented partly – a company cannot be 75

percent sustainable (Boström et al. 2015). Conversation and guiding values in the organization are

essential for purchasing to become sustainable (Pagell & Wu, 2009), (2) align the sustainable

purchasing strategy with the corporate sustainable strategy, define a concrete concept of sustainable

purchasing, and formulate meaningful sustainable criteria (Igarashi et al., 2013), (3) adapt sourcing

strategies to sustainable strategies, using the sustainable portfolio matrix (Pagell et al., 2010). This

way, products and services are actively managed on sustainable dimensions, (4) select sustainable

suppliers which are in line with your concept of sustainable purchasing. Investigate the supply chain

concepts and assess the power-balance (Igarashi, et al., 2013) and (5) apply Life Cycle Analysis to

discover weak points in sustainable purchasing and formulate improvements.

6.5.3 Limitations

Some limitations need to be acknowledged. First, despite the fact that sustainability and servitization

are increasingly discussed in academic and corporate field, academic literature lacks in the field of

purchasing regarding sustainable services. Second, the supplier selection models by Igarashi, et al.

(2013) and the service life cycle model, adapted from Johnsen, Howard, & Miemczyk, 2014 and Van

Weele, 2005 are both not tested and if these models both significantly contribute to sustainable

purchasing in real life. Third, while this chapter clearly describe and presented a guideline toward
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sustainable purchasing, one can argue that this guideline is not a ‘one size fit all’ solution answer for

every organization specific strategy.

6.5.4 Further research

Possible direction for further research is defining a first definition of sustainable services

purchasing. In addition, it is interesting to investigate wheatear embedding sustainability as a

philosophy in a company, involves different actions whether purchasing services or goods.

Finally, supplier selection model and the service life cycle model could be tested and investigate of

these models significantly contribute to sustainable purchasing.

Toolbox 6: Tools for a purchasing manager to make the service purchasing process more
sustainable

To successfully incorporate, elaborate and assess sustainable purchasing, the following

steps are suggested:

1. Integrate sustainability throughout the whole company. Sustainability is not

a philosophy which can be implemented partly – a company cannot be 75 percent

sustainable (Boström et al. 2015). Conversation and guiding values in the

organization are essential for purchasing to become a sustainable function (Pagell

& Wu, 2009).

2. Align the sustainable purchasing strategy with your corporate sustainable

strategy, define a concrete concept of sustainable purchasing, and formulate

meaningful sustainable criteria (Igarashi et al. (2013)).

3. Adapt sourcing strategies to sustainable strategies, using the sustainable

portfolio matrix (Pagell et al. (2010)). This way, products and services are actively

managed on sustainable dimensions.

4. Select sustainable suppliers which are in line with your concrete concept of

sustainable purchasing. Investigate the broader supply chain concept and assess

the power-balance (Igarashi, et al. (2013)).

5. Apply Life Cycle Analysis to discover weak points in sustainable purchasing

and formulate improvements based on the Service Life Cycle model.

To summarize, these five main steps are highly suggested for purchasing managers to

align and elaborate sustainable purchasing.
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7.1Introduction
Whereas the previous chapters have discussed service purchasing in the private sector, this chapter

takes a different perspective. By focusing on public purchasing, it will become clear in what way the

public sector differs from the private, and what consequences these differences have. First, public

purchasing will be introduced followed by a roadmap for reading this chapter.

7.1.1 Introduction to public purchasing

Until now the book solely elaborated on purchasing in the private environment. However, public

organizations are spending a lot of money as they often have to deal with huge organizations with

many employees. The budgets that are managed in public purchasing often consist of millions of

euros. Public procurement in Europe is considerable, with yearly purchasing valued at 3,5 percent of

the European Union (EU) regions GDP (PWC, 2011). According to Bryntse (1996) public purchasing is

becoming more and more important regarding services due to a developing service industry. When

comparing private with public purchasing differences exist among strategies, practices and

regulations. Almost all public purchasing, except for defense and military goods or services, is now

subjected to EU rules which prohibit discriminatory purchasing policies (Hartley & Cox, 1999). The

number one purpose of public procurement is to obtain a fair and open competition and that is why

certain rules apply to public purchasing that are different than private purchasing (Albjørn & Freytag,

2012).

This chapter tries to build on the knowledge provided in the other chapters by including purchasing

insights in the public sector. Public-sector procurement contains the purchasing of goods or services

that enable organizations in the public sector to undertake their primary functions (Cabras, 2011).

Examples of public procurement could be infrastructural projects like building roads, bridges or

tunnels as well as the delivery of medical goods, transportation or resources for public transport.

Uyarra and Flanagan (2010, p.127) define public purchasing as “the acquisition of goods and services

by government or public sector organizations”.

7.1.2 Chapter roadmap

In this chapter the relevance of the public purchasing sector is explained. The purpose of this chapter

is to highlight relevant topics in public purchasing by making use of literature, theoretical frameworks

and case studies. This chapter is organized and structured as follows: first, in order to clarify the

relevance of this chapter, the differences between public and private purchasing will be discussed

(7.2). By this, the necessity of making a distinction between public and private in the first place will

become clear. Second, it is deemed important to reflect on the laws and regulations the public sector

is subjected to, since this highly influences public purchasing. Some of the consequences of these

regulations are non- compliance and corruption (7.3). Furthermore, an elaboration on public sourcing

is provided, as this somewhat differs from private sourcing (7.4). Special attention is paid to the

practice of tendering, as this forms a big part of public purchasing. Afterwards, it is argued that

public-private interaction fundamentally differs from interaction within the private sector (7.5).

Although some relationship management principles might be generally applicable, dissimilarities will

be shown. Next, a section is devoted to sustainability, because of the ability of public purchasing to

stimulate higher devotion to sustainable issues in all sectors (7.6). Lastly, a conclusion and practical

implications are given regarding public service purchasing (7.7).

Throughout this chapter several linkages will be given with other chapters, as for instance with

chapter 2 whilst discussing the internal organization of the public purchasing function. Furthermore,

Purchasing in the Public Sector
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chapter 3 is elaborated when different public sourcing strategies are outlined. Also a clear link with

chapter 4 is made when relationships in the public sector are explained and with chapter 5 regarding

relationship risks. Furthermore, the part on public sustainability is linked to chapter 6, where

sustainability in the private sector is elaborated.

7.2 Public versus Private purchasing
In this section the similarities and differences are outlined between private and public purchasing.

First, literature regarding the similarities is explained (7.2.1), then, the differences between the

private and public sectors and in particular the differences for the purchasing function are discussed

(7.2.2).

7.2.1 Similarities

One of the questions raised in literature is if and how public and private purchasing can be compared

(Albjørn & Freytag, 2012). Some scholars argue that different similarities exist (Albjørn & Freytag,

2012). Falagario, Sciancalepore, Costantino and Pietroforte (2012) state that governments and

private procurement share the same purpose of finding supply sources at the cheapest price and at

acceptable quality. Moreover, different authors claim that public and private markets are more and

more becoming the same (Marshall & Humbry, 1998; Roodhooft & Abbeele, 2006). One reason for

this statement is that the public sector is increasingly operating in an environment defined by

marketing principles and directed by business forces. This means that, to a certain extent, the public

sector has to change by adapting private purchasing practices. Thus, the borders between the public

and the private sector, and the way they purchase, are becoming more blurred (Marshall & Humbry,

1998). Nonetheless, no empirical evidence exists that the two sectors indeed are the same

(Roodhooft & Abbeele, 2006).

7.2.2 Differences

However, in literature arguments for the counterpart of these statements are empirically tested.

Several authors stress differences between the private and public sector that have their influence on

the purchasing function (Bovis, 2012; Gelderman, Ghijsen, & Brugman, 2006; Larson, 2009). These

differences between sectors are important to mention, since they are the main reason different rules

exist for public purchasing. These rules will be addressed later in this chapter (see section 7.3).

However, before addressing the differences in purchasing specifically, the major differences between

the public and private sector in general are outlined first. This is necessary to get a real

understanding of their way of functioning.

The aim of the public sector is not to maximize its profits, but to serve a more public interest

(Gelderman et al., 2006). Public agencies make revenues from taxes and fees, and use this money to

serve the public citizens. On the other hand, private firms generate revenue through sales of goods

and services. Compared to public organizations, private firms have more profit-making motives

(Larson, 2009). Larson (2009) also identifies differences on practitioner level. Whilst legislative

bodies, laws, and regulations govern public sector practitioners, private sector practitioners are

guided by boards of directors and business plans. Bovis (2012) states that most differences arise in

the structure of the market place: competitiveness, demand conditions, supply conditions, the

production process and pricing and promotion. The public market is often regarded as a monopsony,

meaning the opposite of monopoly. A monopsony means that ‘’the state and its people often appear

as the sole outlet of an industry’s output’’ (Bovis, 2012, p.12). Furthermore, demand in public

functions operates mainly under considerations about budgets rather than price considerations. At

last, products or services are almost never innovative and technologically advanced and prices are

formed by making use of negotiation and different sourcing strategies (Bovis, 2012).
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These differences between sectors also have their influence and impact on the purchasing function

of businesses. This is the reason why the purchasing function for public businesses is highly regulated

by national governments and EU directives (Larson, 2009). Lian and Laing (2004) did research on

these directives focusing on health service and compared this to private purchasing. The authors

concluded that public sector organizations used more purchasing protocols when purchasing health

services than was the case with private sector organizations. Public sector purchasers feel that they

are duty bound to abide by guidelines and procedures.

The purchasing decisions in the public sector are mainly based with a focus on the life- time value of

a product or service. Furthermore, Knight et al. (2012) that public procurement is budget driven,

since it is the budget that determines what is purchased. This is in line with the aforementioned

statement of Bovis (2012) saying that public purchasing is rather budget driven than cost driven.

Moreover, public procurement emphasizes policy objectives (e.g. value for money) (McKevitt, Flynn,

& David, 2014). It comes without saying that these differences in markets and purchasing function

play a role in purchasing services and goods. Table 7.1 gives a brief summery and overview explaining

the most import differences between private and public purchasing.

Private purchasing Public purchasing

Maximize profits and revenues Serve public interest
Sales of goods and services Taxes and fees
Guided by board of directors Guided by laws and regulations
High competition Low competition (monopsony)
High innovation Low innovation
Cost focus Life- time value focus
Table 7.7: differences between private and public purchasing

7.2.3 Internal organization of the purchasing function

In chapter 2 a conceptual framework proposed by Glock and Hochrein (2011) is elaborated. In their

framework they make a clear distinction between the purchasing functions of private and public

purchasing. They make this distinction because public purchasing is subjected to different laws and

regulations that may influence the internal purchasing structure as well. In their model they suggest

that these differences could have an impact on effectiveness, efficiency and adaptiveness. (1)

Efficiency is seen as the relationship between organizational output and the inputs needed to deliver

outputs. (2) Effectiveness is the degree to which organizational goals are achieved. (3) Adaptiveness

is the ability of an organization to respond to alterations in the environment (Glock & Hochrein,

2011).

Furthermore, as chapter 2 discusses centralization, decentralization and hybrid structures, it is

necessary to mention that public purchasing tends to develop more to a centralized structure since

this reduces costs (Karjalainen, 2011). This statement is in line with the aforementioned research of

Glock and Hochrein (2011), which states that highly centralized public purchasing organizations seem

to exist more frequently than highly decentralized structures.

7.3 Public procurement policies
Now that it has become clear what public purchasing entails, the policies impacting it will be

discussed. As mentioned before, the public purchasing function is regulated by national governments

and EU directives (Directives 2004/18/EC (Classical); 2004/17/EC (Utilities)) (Larson, 2009). In this

section these EU directives and regulations are explained more in-depth (7.3.1). Also, non-

compliance on these regulations will be discussed (7.3.2). Furthermore, corruption is an ongoing
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problem in public procurement and therefore an elaboration on this topic is also included in this

paragraph. The scope of this section will be focused solely on the European laws and regulations.

7.3.1 EU directives

Nowadays public procurement rules are regulated by two separate EU Directives. First, the Public

Sector Directive entail the coordination of procedures for the award of public works contracts, public

supply contracts and public service contracts (Directives 2004/18/EC (Classical)). Second, the Utilities

Directive coordinates the procurement procedures of entities operating in the water, energy,

transport and postal services sectors and (Directives 2004/17/EC (Utilities)). One reason for

regulating public sector and utilities procurement is to bring the public market in parallel to the

private markets. Public procurement has to comply to several rules to secure that companies

purchase their goods and services at competitive prices. As stated in section 7.1, the objective of

public procurement entails a fair and open competition. Thus, there are different purchasing

conditions for private and public enterprises (Albjørn & Freytag, 2012). The decisions that are made

have to address several principles and are described by Van Weele (2008) as the proportionality,

non-discrimination and equity principle. The proportionality principle entails that criteria and

conditions of a contract must be in reasonable proportion to the nature and scope of the contract

and the requirements it imposes. Also in the specification phase the non-discrimination principle

plays a role. The non-discrimination role is defined as that specifications must be made in such a way

that they do not constitute a trade-barrier (Van Weele, 2008). Furthermore, the contracting

authority has to keep in mind the equity principle that states that companies that helped

governments during the specification phase could be excluded from the tendering procedure (Van

Weele, 2008).

7.3.2 Non-compliance and corruption

In practice, however, non-compliance of procedures is at hand. This topic is previously discussed in

chapter 2 regarding maverick buying. In this chapter non-compliance is defined as “the off-contract

buying of goods and services for which an established procurement process is in place based on pre-

negotiated contracts with selected suppliers” (Karjalainen, Kemppainen, & Van Raaij, 2009, p.248).

After the introduction of the EU laws in the public sector, they have been seriously doubted. The past

years, non-compliance is considered as a major problem regarding the effectiveness of the directives

(Gelderman et al., 2006). An empirical study of De Boer & Telgen (1998) indicated that the level of

compliance with the EU directives should be considered to be “highly insufficient’’.

Konkurrencestyrelsen (1997) identified in what way the public rules are being bypassed: dividing

contracts into smaller amounts in order to avoid publication in the Official Journal; unnecessary use

of the accelerated procedure; early notification of local/national suppliers; delayed procurement

procedures and faulty or unreasonable standardization requirements. Gelderman et al. (2006) did

quantitative research to non-compliance in the EU, and unraveled four factors that influence

compliance with EU tendering rules. The factors are shown in figure 7.1.
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Figure 7.1: Factors enhancing compliance with EU tendering rules (Gelderman et al., 2006)

Gelderman et al. (2006) found that purchaser’s familiarity with the EU rules has a positive, and

perceived inefficiency has a negative impact on compliance. They suggest that educating and training

public purchasers could be effective for increasing the compliance with the directives. Perhaps even

more impact can be expected from the internal incentives established by the organization. These

conclusions are in line with later research done by Gelderman, Ghijsen, & Schoonen (2010). In this

research is concluded that gains from compliance and organizational pressure to comply with the

public procurement rules have a positive and significant relationship with the probability to comply.

Next to non-compliance with rules and procedures, corruption is also a problem in public purchasing

(Iossa & Martimort, 2011). Auriol (2006) identifies that the public sector is seen as the sector with

the highest corruption rate among contracts. According to Iossa and Martimort (2011) corruption can

occur in many forms. The demand need could be made different to make the winning of one party

evitable; the call for a tender could perhaps not be advertised well and thus competition is avoided;

the time in the tendering process is too short, resulting in impossibilities to prepare bids the right

way; tender specifications are to contractor- specific and; award criterions are to specific. As these

problems merely focus on the pre-tendering phase, Ackerman and Soreide (2011) line out that

corruption also can occur during the contractual phase of purchasing. This research states that post-

tender corruption is a bigger problem compared to pre-tender corruption. The main reason for this is

that post-tender corruption falls out of the eyes of the public citizens and is therefore more difficult

to spot. Subsection 7.4.3 elaborates more on tendering procedures.

7.4 Public sourcing
The rules and regulations have a vast impact on the sourcing process in the public sector. This section

focuses on these impacts and the current trends regarding public sourcing for services. First, it is

shown that public sourcing has shifted from delegation towards purchasing a total service (7.4.1).

Next, different sourcing strategies are reflected from a public perspective (7.4.2). Afterwards, special

attention is paid to tendering, as this forms a big part of public purchasing (7.4.3).

7.4.1 From delegation towards a total service

As chapter 3 explains sourcing in the private sector, in this part sourcing strategies will be explained

in the public purchasing function. In chapter 3 sourcing was defined as: “a set of organizational

practices that facilitate discovering new supply opportunities, evaluating suppliers, developing

supplier relationships, coordinating across suppliers, and changing levels of supplier commitment”

(Levina & Su, 2008, p.542). Traditionally, public sourcing is aimed at delegating different tasks to

multiple suppliers. In the construction market, one contractor would be responsible for building a

facility, and another contractor would be in charge of operating it afterwards (Hoppe, Kusterer, &

Schmitz, 2013). Nowadays, the tendency has shifted towards bundling these two tasks and awarding

it to one supplier (Hoppe et al., 2013). Therefore, this supplier is responsible for the whole project.

This can be interpreted as a shift from purchasing the ‘product’ and the ‘service’ separately, towards

purchasing everything together. An example of this is engineering, procurement and construction

management (EPCM), in which the head contractor is responsible for the whole construction

process, but does not involve in construction itself (Loots & Henchie, 2007). Although used in

practice, very little literature can be found about EPCM.

Instead of sourcing one aspect, public entities are now sourcing for a total service. This enables

private parties to plan beyond construction of the facility and include features that enable

maintenance afterwards (Grimsey & Lewis, 2004). Moreover, they are typically more inclined to

make investments during the construction phase in order to cut costs afterwards (Yescombe, 2007).
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Hoppe et al. (2013) found that under traditional purchasing, incentives to invest in cost reductions

are weak, whilst constructs like EPCM greatly enhance the willingness to invest. However, not all of

these investments are desirable, as they are not all quality-enhancing.

7.4.2 Types of sourcing

In section 3.2 it has become clear that sourcing decisions are generally based on a contractual

arrangement and geographical location (Jahns, Hartmann, & Bals, 2006). The public procurement

policies described in section 7.3 impact these sourcing strategies heavily. Before implementation of

the EU legislation, not more than 2% of public contracts were awarded to firms in other countries

than where the public entity was situated (Sanderson, 1998). Especially the non-discrimination and

equity principles (Van Weele, 2008) ensure that public sourcing has shifted from on-site and off-site,

towards nearshoring and offshoring (in terms of Jahns et al., 2006). For the rest, the knowledge

provided in chapter 3 seems to fit well with sourcing in the public sector, apart from 2 types.

Therefore, some extra attention will be paid to 1) best value procurement and 2) tendering.

First of all, best value procurement appears to be not only a hot topic in private purchasing, but is

also gaining interest in public purchasing. For example, public purchasers of the university hospital in

Groningen (guest lecture, 2015) and gas infrastructural company (Weterings, Senior Purchaser at

Gasunie, 2015) both have adopted best value procurement. In case 7.1 an example is provided

depicting these new practices.
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Secondly, one highly regulated process of public sourcing is tendering. The two major goals of the

public tendering rules, that came into effect between 1988 and 1992, are as follows (Cox & Furlong,

1997; Roodhooft & Abbeele, 2006):

1. Ending national preferences in the awarding procedure

2. Assisting in removing trade barriers by increasing cross-border trade to second and third-

country suppliers

The directives require that all tenders above specified thresholds have to be advertised in the Official

Journal of the European Community and the Tender Electronic Daily (TED) database. Due to these

tendering regulations, public organizations are more restricted in their way to choose suppliers. As

attention for ICT and technology increases, this also provides opportunities in public purchasing

(Walker & Brammer, 2012). E-procurement can be defined as “the use of information technologies to

facilitate purchase transactions for materials and services” (Wu, Zsidisin, & Ross, 2007, p.576) and e-

tendering refers to “the ability of firms of tendering for contracts by the internet” (Cabras, 2010,

p.1139). Whilst this greatly increases the spatial distribution of suppliers (Cabras, 2010), it negatively

affects local suppliers in remote areas. This is not only because public parties are sometimes the only

Case 7.1 Gasunie: New ways of tendering

According to Ad Weterings, the purchasing department of Gasunie was used to engage in

traditional tenders. Exceptionally long lists of functional specifications were constructed

and bidders were evaluated on their ability to meet these requirements. Besides the fact

that this process was very time-consuming and detailed, resulting to a loss of overview, it

neglected the potential input of suppliers. Instead of asking them for ideas, the contracts

were to ‘swallow or suffer’.

However, the organization has started to realize that they are not the experts; the

suppliers are. Therefore, they are also better at making contracts and functional

specifications than the purchasing department could ever be. A new way of tendering was

adopted, referred to as best value procurement. When looking for a supplier, Gasunie

states what they want, and the suppliers propose how to do it. In practice, this is seen to

lead to both a higher quality, and a lower price. This is due to the pitfall of traditional

tendering, where the minimum quality set by the public party, is seen as the maximum

performance to strive for by suppliers. When adopting best value procurement, the

supplier decides where to set the level of quality.

Think about the metaphor of climbing a mountain. Under traditional tendering, one

would set up a long list of requirements for the guide, such as: telling him how to climb,

with what tools, on which route and how to build his team. When using best value

procurement, the expertise of the guide is acknowledged and you let him lead you to the

top. Similarly, when purchasing a security service, it is not beneficial to specify a fence

should be built with a height of X, a wire thickness of Y and a maze size of Z. Instead, one

supplier suggested a completely other solution which was better and cheaper. Thus, once

acknowledging the expertise of your suppliers, the quality of your purchases will increase

and total costs can go down.

Source: Guest Lecture (2015)
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buyers for local firms (Cabras, 2010), but also since they are usually not e-enabled (Walker &

Brammer, 2012). Therefore, despite its benefits, it is questionable whether e-tendering is fully

complying the EU mission and the principles (see section 7.3). In the next paragraph the different

tendering procedures are outlined for public purchasing.

7.4.3 Tendering

First the tendering steps are shortly explained by making use of the description of Van Weele (2008).

The European tendering procedures always start with an announcement. As such, an announcement

can be seen as an advertisement whereby the contracting authority calls for interested companies to

register for a commission (Van Weele, 2008, p.167). This announcement is then send to the TED, the

database of the European Commission (Parikka-Alhola, Nissinen, & Ekroos, 2006). After the

specification phase is done, the selection phase starts. The contracting authority has set up selection

criteria and award criteria (Cambini & Filippini, 2003). Companies can be excluded on several grounds

and the contracting authority is required to motivate the reason why the company is excluded from

tendering (Van Weele, 2008). For the reviewing of the offers the contracting authority can make use

of two award criteria namely: the lowest price and the economically most advantageous tender. If

the award procedure is used, companies are only selected on price and not on quality. If the product

or service entails more customizing then the economically most advantageous tender is preferred

(Van Weele, 2008). For this criterion more factors than price are taken into account such as quality,

price, technical merit, functionalities or total cost of ownership. Case study 7.2 will explain an

example of a tendering procedure for a public service.

The current Directives provide for six different tendering procedures and are shown in table 7.2:

Procedure Description Usage

1. Open procedure  All can sign up

 One round

 Highly competitive

 Contracting authority can
always choose this
procedure

 Standardized products
(suggest a lot of suppliers
thus one round should
often be enough)

 Leverage products (eg.
Hospital beds, trains,
accountancy, legal
services)

2. Restricted procedure  Request for participation
(pre- phase)

 Only invitees submit
tender

 More restriction in
choosing supplier

 Standardized products

 Leverage products (eg.
Hospital beds, trains,
accountancy, legal
services)

3. Competitive dialogue  Selection on basis of pre
selection documents to
determine number of firms
to start dialogue

 Solution to a complex
problem

 At least three companies
are asked to make an offer

 Transport infrastructures

 Computer networks

 Projects with complex
financing issues

4. Negotiated procedure with
prior publication

 Contacting authority
carries out consultation
and negotiation with pre-

 Irregular tenders or
unacceptable entries

 Contracts for which no
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selected companies

 Contracting authority
explains terms and
conditions of the contract

total price can be
determined

 Jobs that cannot be
specified with sufficient
advance.

5. Negotiated procedure
without prior publication

 Procedure without
publication of public
contract in advance

 Choose supplier of own
choice

 The contracting authority
did not received any
tenders

 When only one supplier can
deliver the good or service
due to artistic or technical
reasons

 There is urgency due to
unforeseeable events

 Additional supplies have to
be delivered that were not
mentioned in the contract

6. Price question  Contracting authority
needs a plan or design

 Stimulate innovation

 Think of: spatial planning,
buildings, architecture

 Contracting authority can
choose freely

 As a contracting authority
needs a plan or design

 Stimulating innovation /
issues in various fields

 The prize money /
compensation or the value
of the follow-up contract
exceeds the threshold.

Table 7.8: Tendering procedures (Bao article 28)
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7.5 Public-private interaction
This section will elaborate on the interaction between public and private parties regarding public

procurement. First, public and private relationships are discussed (7.5.1), followed by the interaction

during subsequently the sourcing phase (7.5.2) and contract management (7.5.3). Last, the risks

involved in public-private relationships are elaborated (7.5.4).

7.5.1 Public and private relationships

In chapter 4, the management of relationships within the supply base has been discussed

elaborately. Although some principles might be generally applicable, the interaction within the

private sector is fundamentally different from interaction between the public and private sector.

Public actors have different roles and responsibilities, and can therefore never be fully horizontally

equivalent to private actors and other parties (Kickert, 1997). The procurement rules and procedures

inevitably impact the public-private interaction. On one hand, by placing considerable emphasis on

fair treatment of suppliers and ensuring good practice. On the other hand, by implicitly creating

formal and bureaucratic interaction as in an arm’s length relationship. The nature of competitive

tendering makes it extremely difficult for public actors to pursue collaborative purchasing

approaches (Roodhooft & Abbeele , 2006). Nonetheless, long-term mutually beneficial partnerships

are currently seen as the preferred type of cooperation, both regarding products as services

(Vinogradov, Shadrina, & Kokareva, 2014).

Lenferink, Tillema, and Arts (2013) discuss three different ways of interacting during public

purchasing: competition, coordination and cooperation. These types should be reviewed as the

Case 7.2 A new service transport network for the province South
Holland using tendering

Since the contracting authority needed a new transport service, the province chose
for a competitive dialogue tendering procedure with pre-selection. In this pre-
selection phase, the authority selected four public transport companies to make a
bid. The bid (tender) procedure had to include several requirements like the existing
network, service hours, frequencies and connections. The bids were analysed
according to three criteria: mobility aspects, quality aspects and preferences with a
social function. The company suggesting the highest aim in rider-ship growth on the
most important corridors to the neighboring large cities would win five additional
credits. Lastly, three credits could be won by offering the lowest price for marginal
capacity that the authority could exert during the contract.

Arriva won the tendering procedure and took over the bus services from
Connexxion. Arriva offered 10,5 percent more service hours for a 6 percent lower
subsidy than before.

Source: Van der Velde & Pruijmboom (2003)
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underlying forces directing the relationships and expose inherent differences compared to private

purchasing. As explained in section 7.2, private parties are subjected to competition within their

market. Regarding public procurement, their main focus is to outdo their competitors in order to be

awarded a tender. The interaction between the government and a private party is essentially based

on coordination. By setting boundaries and providing guidance, coordination leads to structure,

stability and direction (Blomqvist, 2002). Ideally, both parties also engage in cooperation. Some

projects cannot be effectively implemented by the public or private sector alone and require

collaboration or even a partnership to combine resources and skills (Vinogradov et al., 2014).

Cooperation entails co-development of products or services, whereby risks are shared and quality

might increase (Blomqvist, 2002). Figure 7.2 depicts these three types of interaction.

In practice, the cooperation linkage seems the most difficult to implement. On one hand, public

actors naturally tend to coordination, and find it hard to abandon its traditional directive role

(Johansson, 2012; Lenferink et al., 2013; Van den Brink, 2009). On the other hand, private actors

intuitively lean towards competition, and are somewhat reluctant to collaborate and share

information (Lenferink et al., 2013). The development of collaborative procurement proves to be

challenging. It may be due to the fact that public purchasers tend to discuss their practices and

performances with purchasers of other public entities to benchmark or exchange ideas (Bax, Head of

Procurement UMC Groningen, 2015). This can be referred to as a ‘buyer-buyer relationship’ (Walker,

Schotanus, Bakker, & Harland, 2013). Collaboration amongst public actors is significantly easier, since

they have similar goals and objectives and can be extremely effective (Walker et al., 2013). Although

interesting, the focus of this section will be on the interaction between public and private parties

only. The following paragraphs elaborate further on the interaction during subsequently the sourcing

process and contract management.

7.5.2 Interaction during sourcing

The lengthy procedures, rules and guidelines during public sourcing provide little room for personal

interaction (Essig & Batran, 2005). Suppliers generally view public procurement processes as

bureaucratic, as a multitude of procedural hurdles that must be jumped before the establishment of

a relationship is possible (Erridge & Greer, 2002). Especially when sourcing services, negotiations

tend to be much more time-consuming, as it is difficult to set up the requirements beforehand (Bax,

Head of Procurement UMC Groningen, 2015). Volker (2010) makes a distinction between static

interaction and dynamic interaction. Static interaction is usually initiated by the private parties, in

order to improve their understanding of the request by raising questions and receiving answers

(Volker, 2010). This type of interaction is more or less one-way, as the bidders are highly interested in

contact with the public party to unravel their intention. Dynamic interaction entails a dialogue and

therefore more two-way communication (Volker, 2010). The primary goal of dynamic interaction is

exchanging ideas.

Static interaction --------------------------------- Dynamic interaction

Figure 7.2: Types of interaction (Lenferink et al., 2013)
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Instead of classifying the different procedures as either static or dynamic, it is proposed to see this

rather as a continuum. In table 7.3 the different tendering procedures are placed accordingly. Open,

restricted and price question procedures are very static in the sense that they do not allow

negotiation (Essig & Batran, 2005), nor interaction regarding the contract (Lenferink et al., 2013).

Although the negotiated procedures allow more flexibility for interaction and negotiation, it is only

possible after submission of the offers (Lenferink et al., 2013). The competitive dialogue offers the

most substantial opportunity for public-private interaction through a structured approach (Essig &

Batran, 2005). As a competitive dialogue starts with a question without a clear solution, it is the only

procedure that allows negotiations and dialogues about the content of the solution (Nagelkerke,

Oehler, & Muntz-Beekhuis, 2009). It has especially become common practice for Public-Private

Partnerships (EPEC, 2015), on which the next paragraph will elaborate more extensively.

Table 7.3: Static and dynamic interaction (adapted from Volker, 2010)

7.5.3 Interaction during contract management

Once a supplier is chosen and the contract is signed, the contract management phase starts. Though

this part of the purchasing process described by Van Weele (2005) is rather operational, the choice

for what kind of relationship to strive for is more strategic. Therefore, this will be the direction of this

paragraph. As shown in section 4.1, a distinction can be made between arm’s length relationships on

one end of the continuum, and collaborative relationships on the other end (Cox, Lonsdale, Watson,

& Wu, 1996). Vinogradov et al. (2014) propose a model in which the choice for more traditional

procurement including an arm’s length relationship or a more intensive partnership is dependent on

sensitivity, as shown in figure 7.3. Sensitivity entails how much a change in the contribution of each

party effects total results. If the sensitivity of one or both parties is relatively low, traditional

procurement suffices. However, if sensitivity and complexity increases, engagement in a Public-

Private Partnership (PPP) is considered to be more effective.1

1 Vinogradov et al. (2014) also make a distinction between Input-based contracts (IC), Output-based
contracts (OC) and Performance-based contracts (PB). They advocate IC is most suitable if sensitivity
of public input is relatively high, OC is most appropriate if sensitivity of private input is relatively high,
and PB should be chosen for comparably equal input.

Open procedure Negotiated procedure with prior
publication

Competitive dialogue

Restricted procedure Negotiated procedure without
prior publication

Price question
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Figure 7.3: Implementation of projects Through PPP (Vinogradov et al., 2014)

A Public-Private Partnership can be defined as ‘‘a contractual agreement between a public agency

(federal, state or local) and a private sector entity. Through this agreement, the skills and assets of

each sector (public and private) are shared in delivering a service or facility for the use of the general

public. In addition to the sharing of resources, each party shares in the risks and rewards potential in

the delivery of the service and/or facility’’ (National Council for Public-Private Partnerships, 2015).

They enable projects that cannot be effectively implemented by the private or public sector alone,

add social significance (Vinogradov et al., 2014) and combine capabilities of risk sharing and co-

development (Waring, Currie, & Bishop, 2013). PPPs are comparable to EPCMs (see paragraph 7.3.1),

as they also entail a project delivering a full service. An example of a PPP is provided in case 7.3.

Reflecting back to section 4.1, it was shown that dyadic buyer-supplier relationships can be

categorized as counterproductive, competitive, cooperative and collaborative (Trent, 2007).

However, it is difficult to place a PPP on this continuum. It exceeds the stage of collaboration, as a

PPP requires formal, equal and structured relationships (Grudinschi, Sintonen, & Hallikas, 2014).

Therefore, it can be seen as an extra addition to the four C’s of Trent (2007), which is why the

following adaptation presented in figure 7.4 is proposed. The new adaptation is included in the

existing buyer- supplier relationships model. Next to ‘’collaborative’’ now ‘’partnerships’’ is indicated

in a new added box.

Partnerships

 Formal

contractual

agreement

 Combining of

capabilities,

skills and

knowledge

 Sharing of risks

and rewards

Figure 7.4: Addition to the four C’s in public buyer-supplier relationships (Adapted from Trent, 2007)
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However, effective implementation of PPPs during contract management appears to be challenging

in practice. In many cases, public partnerships are rather driven by policy and therefore far from the

real aim of partnerships (Grudinschi et al., 2014). The structure and culture of the public sector

impedes the development of trust and relationship with the private sector (Erridge & Greer, 2002).

Reflecting on the procedures and rules effecting public purchasing these findings are not very

surprising. Moreover, the coordinative tendency and competitive focus of respectively the public and

private sector (as mentioned in paragraph 7.5.1) make it more difficult to deploy cooperation.

Despite its challenges, PPP appears to be a promising field. Essig & Batran (2005) state that PPPs

enable the development of long-term relationships, reduce transaction costs and build social capital.

Furthermore, it stimulates investments in cost reductions, an incentive which is very weak with

traditional procurement (Hoppe et al., 2013). In addition, it allows effective combination of public-

and private- specific capabilities. Private parties can generally add value because of their specialized

knowledge, technological expertise and effective management. Public parties can generally add value

because of their sources of finance and formal and bureaucratic services (Vinogradov et al., 2014). In

conclusion, PPPs can be seen as a feasible relationship choice when purchasing large-scale long-term

complex services. The next paragraph will discuss the risks involved in public-private interaction,

especially concerning PPPs.

Case 7.3 Strategic partnership of UMCG and Siemens

Currently, the University hospital of Groningen (UMCG) is involved in a long-term strategic

partnership with private party Siemens. They have committed to a 15-year contract with

joint governance boards. Moreover, they have a conjoint budget, combined research

groups and shared intellectual property rights. The goal is to develop and implement

innovative medical scanners and healthcare techniques especially aimed at personalized

healthcare. This is an excellent example of a PPP, as both parties can benefit from the

partnership, contribute specific capabilities and are equal partners.

On one hand, the UMCG has primer access to state of the art equipment. In addition,

Siemens does not only provide the products, but offers a complete service including

maintenance, updates and upgrades. This fosters a climate of sustainable medical

research and improved diagnostic methods. On the other hand, Siemens receives a high

load of information from medical specialists and from practice. Actual information about

their scanners and other equipment combined with insights from medical research is

crucial for further innovation and development. In conclusion, the partnership is

considered to be beneficial for both parties and their ambitions seem very promising. In

practice, time will tell if actual implementation will be successful and if the public and

private parties can overcome the challenges.

Source: Bax, Head of Procurement UMC Groningen (2015)
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7.5.4 Public risks in interactions

An important aspect of buyer-supplier relationships are the risks involved. This has been extensively

discussed in chapter 5, however, it appears to be very relevant for public procurement as well. Often,

public entities encounter ‘asymmetric lock-in favoring the supplier’, as they gradually become more

locked into a relationship or partnership than the supplier does (Lonsdale, 2005). The dangers of

over-dependence on one supplier are considerable, because the switching costs for public parties

increase whilst for private parties they remain more or less the same (Mols, 2010). Moreover, this

increases the ability and probability of opportunistic behavior by the private partner (Mols, 2010).

Especially concerning service procurement, the complexity of the risks are argued to be high, since

the purchasing process itself is also very complex (Van der Valk & Rozemeijer, 2009).

Briefly recapitulating the findings of section 5.6, the forming of close relationships or partnerships

are generally suggested to reduce risks, but can also increase them. On one hand, the limitations of

single sourcing and the delicate matters regarding intellectual property bring considerable risks

(Eisenhardt, 1989). On the other hand, co-development of products/services (Manuj & Mentzer,

2008b), intra-organizational learning (Kleindorfer & Saad, 2005) and increased communication

(Kleindorfer & Saad, 2005; Manuj & Mentzer, 2008a; Zsidisn, Panelli, & Upton, 2000) minimize the

risks. Regarding public procurement, Grudinschi et al. (2014) argue that the perception of

relationship risks effects collaboration effectiveness. If the perceived relationship risks are high, this

will increase trust, communication and the quality of collaboration management.

Although PPPs do not automatically prevent over-dependence on one private supplier (Mols, 2010),

it is more likely to create interdependence (Essig & Batran, 2005). As can be seen in the definition of

PPPs, “each party shares in the risks and rewards potential in the delivery of the service and/or

facility” (National Council for Public-Private Partnerships, 2015). The public and private partners

combine their capabilities of risk management in order to share the risks (Waring et al., 2013).

Sharing is one of the 7 defined risk management strategies (see section 5.6; Manuj & Mentzer

(2008a)). The sharing of risks through PPPs appears to be a sustainable type of risk management. The

next section will elaborate more on sustainability regarding public purchasing.

7.6 Sustainability in public purchasing
This section discusses the topic of sustainability from a public perspective. First, a comparison is

made between sustainable public and private purchasing (7.6.1). Afterwards, a distinction will be

made between sustainability within public purchasing (7.6.2) and sustainability stimulated by public

purchasing (7.6.3).

7.6.1 Public versus private sustainability

By now, it should have become clear that public purchasing deviates from private purchasing. Also

regarding sustainability, the authors deem it important to build on the knowledge provided in

chapter 6 by taking a public perspective. First of all, since the primary focus of this sector is on public

well-being, which might lead to a higher likeliness of pursuing sustainability issues (Walker &

Brammer, 2012). Second, because public sectors have the ability to stimulate sustainable purchasing

(Bratt, Hallstedt, Robèrt, Broman, & Oldmark, 2013). Sustainable public purchasing can be defined as

“the act of integrating a concern for broader social and environmental impacts within procurement

undertaken by government or public sector bodies” (Preuss, 2009; Walker & Brammer, 2009; in:

Brammer & Walker, 2011, p. 455). Reflecting back at chapter 6, it is notable that this definition solely

takes two aspects of the triple bottom line (Pagell & Wu, 2009) into account: social and

environmental sustainability. However, true sustainability also includes economical aspects.
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Therefore, this section will incorporate all three aspects of the triple bottom line whilst talking about

sustainability.

Public-private interaction is perceived to be an important topic regarding sustainability. Not only can

changes in policies stimulate sustainability practices in the private sector, R&D within the private

sector can also influence the policies (Linton, Klassen, & Jayaraman, 2007). The providing of

alternative solutions enables mutual learning. Moreover, a higher degree of communication affects

sustainable purchasing, due to an exchange of information and more collaboration (Walker &

Brammer, 2012). Inter-firm trust appears to enable cooperative environmental management within

the supply chain (Sharfman, Shaft, & Anex, 2009). The previous section can therefore be viewed as

both a precedent and a consequence of sustainability issues.

7.6.2 Sustainability within the public sector

As is stated before, the primary focus of the public sector is on general well-being. Therefore one

might expect a higher tendency to pursue sustainability issues (Walker & Brammer, 2012). However,

public parties also have to comply with a multitude of other objectives. Thus it is expected that

certain factors influence the level of sustainability. Brammer and Walker (2011) suggest the following

adaptation of the model of Gelderman, Ghijsen and Brugman (2006) as was already presented in

paragraph 7.3.2. This adaptation explains the model from a sustainability perspective, in order to

explain the influence of policy on sustainable public procurement. This is presented in figure 7.5.

Their main premise is the effect of the national policy context, as external pressures on the

organization are the main drivers of sustainable public procurement. Next, four determinants are

discussed.

1) Perceived costs/ benefits of policy: Min and Galle (2001) found that cost concerns are the

biggest obstacle for sustainable purchasing. This accounts just as well for private parties as

for public parties, as they have to balance many objectives and may be more reluctant to

engage in sustainable issues if the benefits are unclear.

2) Familiarity with policies: Although it may seem self-evident, an understanding of the policies

and sustainable procurement itself is of great importance. Apparently, many purchasers do

not have the competences or tools to deliver sustainability in the purchasing process (Bratt

et al., 2013).

3) Supplier availability/resistance: If there are limited suppliers available willing to contribute to

sustainable practices, public parties may have less influence in promoting sustainability.

Figure 7.5: Sustainable public procurement (Brammer & Walker, 2011)
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4) Organizational incentives/pressures: Obviously, the organizational culture, attitudes and

habits greatly impact the willingness to engage in sustainable public procurement.

7.6.3 Sustainability by the public sector

By demanding environmentally and socially responsible products and services, public parties can

stimulate sustainability in supply chains (Walker & Brammer, 2012). Therefore, public purchasing can

be used as a lever to reach environmentally, socially and economically responsible goals (Amann,

Roehrich, Eßig, & Harland, 2014). Although Amann et al. (2014) found that public procurement was

more effective in stimulating social sustainability, environmental and economic purposes can also be

obtained. Especially when purchasing from small and medium sized enterprises (SMEs), sustainability

can both be reached and stimulated by the public sector (Walker & Preuss, 2008). First, as purchasing

from local SMEs in itself contributes to sustainable local development, relating most to the social and

economic aspects. Second, because SMEs are often innovative suppliers of greener products or

services, they relate more to the environment. Moreover, devoting special attention towards

sustainability in both the specification and the evaluation phase of a tender, greatly increased the

sustainability of an offer. The development of sustainable criteria can be very effective regarding that

first phase (Bratt et al., 2013). An example about public sustainable purchasing criteria is provided in

case 7.4. Uttam and Le Lann Roos (2015) found that especially the competitive dialogue procedure

was effective in the stimulation of sustainability. During the dialogue sessions with contractors,

public parties should include the topic of sustainability in their discussions to stress its importance.

Consequently, there should be given an appropriate weight for sustainable considerations in the bid

evaluation process.
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As elaborated in chapter 6, literature discussing the differences of sustainable purchasing of services

and products is scarce. Moreover, literature including a public perspective on this matter is even

harder to find. However, a shift is noticeable from purchasing pure products or services towards

promoting procurement of functions (Bratt et al., 2013). Mont (2002) refers to this as a Product-

Service System (PSS), a concept blurring the division of products and services. A PSS can be defined

as “a mix of tangible products and intangible services designed and combined so that they jointly are

capable of fulfilling final customer needs” (Tukker & Tischner, 2006, p. 1552). This implies a delivery

of more dematerialized services (Mont, 2002). Regarding public purchasing, PSSs are argued to aid in

the formulation of sustainable policies (Mont, 2002) and stimulation of sustainable patterns in the

private sector (Bratt et al., 2013).

Case 7.4 Swedish government: development of sustainable purchasing criteria

In Sweden, a governmental expert body concerning sustainable procurement was founded in

order to develop procurement criteria. They had the objective to develop national action plans to

stimulate especially green procurement. However, subsequently some schemes were developed

that also included social factors. During the process, the aim is to build awareness amongst

politicians and purchasers as well. The process of developing sustainable public purchasing is

depicted in the following figure.

1. Idea study: the selection of product/service groups that can benefit from sustainable
criteria

2. Pre-study: initial analysis of the environment, standards, stakeholders and such.
3. Open stakeholder seminar: inform the stakeholders about the development of criteria and

form a work group
4. Criteria development: development of a first criteria draft by the work group
5. Referral phase: review of the draft by interested stakeholders
6. Referral consideration: evaluation of the referrals and construction of a new version
7. Audit: internal and external audit of the conducted procedure
8. Publication: the criteria and accompanying documents are published
9. Maintenance phase: continuous monitoring of changes and/or new insights, possibly

leading to a revision

Source: Bratt et al. (2013)
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7.7 Conclusion
In conclusion, this chapter contributes to the book in total by providing a public perspective on

service purchasing. This last section will provide a summary of the main points and conclusions

derived from these insights (7.7.1). Thereafter, the limitations will be acknowledged (7.7.2) and

managerial recommendations are provided (7.7.3).

7.7.1 Final conclusions

The previous chapters in this book solely focus on purchasing in the private sector. In this chapter,

purchasing in the public sector is elaborated and explained. When public purchasing is compared

with its private counterpart, several similarities and differences exist. On one hand, for example,

public and private procurement share the same purpose of finding supply sources ate the cheapest

price and at acceptable quality (Falagario et al., 2012). On the other hand, the aim in the private

sector is merely on maximizing profits and rewards whereas the public sector aim is more on serving

the public citizens (Gelderman et al., 2006). Therefore, despite some similarities, public purchasing is

in this chapter considered to be fundamentally different.

Since the number one purpose of public purchasing is to obtain a fair and open competition, the

public purchasing function is regulated by national governments and EU directives. One other reason

for regulating public sector and utilities procurement is to bring the public market in parallel to the

private markets. In this chapter these laws and regulations are described. However, regarding these

laws non-compliance is seen as a big issue in public purchasing (Gelderman et al., 2006). Moreover,

corruption is a problem still occurring both during the pre-tendering phase, and afterwards during

contract management (Ackerman & Soreide, 2011). Suggestions on how to encounter non-

compliance are given by for instance increasing familiarity with the EU rules and organizational

incentives (Gelderman et al., 2006).

Furthermore, public sector sourcing is elaborated since sourcing strategies can be different for

governmental organizations. A shift is acknowledged from purchasing the ‘product’ and or ‘service’

separately, towards purchasing everything all together. Also, instead of sourcing one aspect, public

entities are now sourcing for a total service. This enables private parties to plan beyond construction

of the facility and insert elements that could enable maintenance afterwards (Grimsey & Lewis,

2004). Several sourcing strategies in a public context are explained like best value procurement,

tendering and E- tendering.

Also differences in relationships exist between private and public purchasing functions. Public actors

have different roles and responsibilities, and can therefore never be fully horizontally equivalent to

private actors and other parties (Kickert, 1997). Moreover, the rules and regulations inevitably

impact the interaction between public and private parties, both during the sourcing phase as during

contract management. Although this may naturally lead to an arms’ length relationship, more

collaborative forms or even strategic partnerships (PPPs) are considered to be most beneficial (Essig

& Batran, 2005). Regarding public-private interactions, risk is also a relevant issue. As chapter 5 is

dedicated to this topic, this chapter only highlights risk in a public context. The chapter gives

explanations why and how risk can occur in public purchasing practices. Especially during service

procurement, the complexity of the risks are argued to be high, since the purchasing process itself is

also very complex (Van der Valk & Rozemeijer, 2009).

As chapter 6 elaborated solely on sustainability in the private sector, this chapter explains

sustainability in the public sector. Sustainability is a relevant topic since the primary focus of the

public sector is on serving the public, which might lead to a higher likeliness of pursuing sustainability

issues (Walker & Brammer, 2012). Second, because public sectors have the ability to stimulate
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sustainable purchasing (Bratt et al., 2013). Public sustainability is further outlined by making use of

the model of Brammer and Walker (2011). By explaining this model, several factors are explained

that could lead to more sustainable public procurement.

In conclusion, challenges still exist in public purchasing. Although the rules and regulations enable a

fair and equal competition, still some ethical concerns were mentioned, for example regarding e-

tendering. In addition, it results in a highly bureaucratic and formal process, impeding the fostering

of long-term relationships. Moreover, non-compliance and corruption are problems that need to be

tackled. However, although public and private purchasing are fundamentally different, they can

engage in mutual learning. By adopting more interactive dialogues both during sourcing and during

contract management, insights and capabilities can be combined. This enables the exchange of ideas

concerning for example value creation, cost savings, risk management and sustainability. Regarding

complex service projects, PPPs are a highly recommended strategy.

7.7.3 Limitations

It is important to acknowledge the limitations of this chapter. One limitation concerns the linkage

towards service purchasing. In general, literature regarding service compared to product purchasing

is scarce. Moreover, authors often focus on the private sector instead of the public sector. In

combination, public service purchasing is a field with many possibilities for further research. Where

literature was there, service examples and researches were used to give the reader guidance and

information. Also, the findings in this chapter are focused on the European public purchasing. No

distinction is made between different continents and therefore it is assumable that the public

purchasing function has differences when they would be compared. At last, the findings reflect public

purchasing in general, yet no distinction was made between public entities. It can be expected that

differences exist between for example governments and utilities.

7.7.4 Managerial recommendations

Finally, the following toolbox provides some practical insights regarding public service purchasing.

This can be used by purchasing managers to increase the success of the purchasing function and

tackle its challenges. One general recommendation is that education and incentive alignment could

be effective for increasing compliance with the EU directives. Also a general recommendation entails

engagement in mutual learning, as the private and public sector can share ideas and learn from one

other when purchasing/delivering services.
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7.1 Toolbox

Educating and training public purchasers could be effective for increasing the compliance

with the EU directives. Perhaps even more impact can be expected from the internal

incentives established by the organization.

Public purchasing managers are recommended to engage in mutual learning practices

with private parties, by paying specific attention to the following areas:

 Best value procurement: when sourcing services that are complex or difficult to

specify, let the supplier do this for you and use their expertise.

 Interactive tendering: the best solutions (higher quality ánd, lower price) emerge

when seeking dynamic interaction during tendering.

 True collaboration: try to abandon a directive role when purchasing services, as

this impedes true collaboration with private parties.

 Public-Private Partnerships: when dealing with complex services, think about the

possibilities that PPPs provide

 Two-way sustainability: do not only think about how to stimulate sustainability in

the private sector, but also incorporate innovative solutions of large companies

and SMEs.
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B

Balanced Scorecard: Performance measurement and control tool that can secure a

successful implementation of purchasing strategies necessary. (Wagner & Kaufmann, 2004).

Bullwhip Effect: The phenomenon where orders to the supplier tend to have larger variance

than sales to the buyer (i.e., demand distortion) and the distortion propagates upstream in

an amplified form (i.e., variance amplification). (Lee, Padmanabhan, & Whang, 1997;

Schönsleben, 1997).

Best value procurement: Is trying to get an advantageous as possible product or service, in

respects to factors broader than just price. (Yu & Wang, 2012; Molenaar & Johnson, 2003)

C

Corporate Social Responsibility: Represents the continuing

commitment by an organization to behave ethically and contribute to economic

development, while improving the quality of life of the employees and their families, as well

as of the local community and society at large. (Watts & Holme, 1999; in Lindgreen et al.,

2009)

Corporate social responsibility: Discretionary business practices and contributions of

corporate resources intended to improve societal well-being. (Korschun, Bhattacharya &

Swain, 2014)

Communication: The formal as well as informal sharing of meaningful and timely

information between firms. (Ambrose et al., 2008)

Category Management: Is a means to maximize planned outcomes by allocating resources

to a set of competing and or complementary brands. (Gooner, Morgan & Perrault, 2011)

Captive centers: Are overseas subsidiaries that are deployed to provide the focal company

with products, services or assistance. (Pearlson & Saunders, 2013)

Cloud computing: Is the dynamic provisioning of third-party-provided IT services over the

Internet. (Pearlson & Saunders, 2013)

Category Captain: A supplier then manages a category, which not only includes his own

brands, but also rivals brands. (Gooner, Morgan & Perrault, 2011)

Cross-functional Integration: A horizontal integration implementation which rely on

informal processes based on aspects as trust, mutual respect, information sharing,

communication, mutual responsibility in decision making and shared responsibility for result.

(Ellinger, 2000)

Contract: Supply chain contract is an incentive-based coordination mechanism, in the form

of a binding agreement settled, partially or fully, prior to a Business to Business (B2B)

exchange, which specifies the contractual relationships among the contracting parties,

Glossary
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through various terms and conditions controlling material, information, and fund flows, in

order to facilitate an efficient B2B exchange and to optimally influence the behavior and

decisions of contracting parties along the supply chain. (Mann et al., 2011)

D

Decommoditization: Explicitly treating a supplier and/or entire chain that provides a

commodity (lots of substitutes/competition mainly on price) as if it supplied a rare/strategic

input. Buyers give long-term contracts and pay above market prices for items that are

usually bought on a transaction-by-transaction basis for the lowest possible price. (Pagell,

Wu & Wasseman, 2010)

Digitalization: Integration of digital technologies into everyday life by the digitization of

everything that can be digitized. (http://www.businessdictionary.com/)

E

E-procurement: The use of information technologies to facilitate purchase transactions for

materials and services. (Zsidisin & Ross, 2007)

E-tendering: The ability of firms of tendering for contracts by the internet. (Cabras, 2010)

Enviropreneurship: Is defined as an entrepreneurial orientation that accommodates the

needs of the environment and society while simultaneously satisfying the economic

objectives of organizations. (Menon & Menon, 1997; Handfield et al., 2009)

Entrepreneurship: Is a way of thinking, reasoning, and acting that is opportunity obsessed,

holistic in approach and leadership balanced and consequently it is an attempt to create

value through recognition of business opportunities. (Timmons & Spinelli, 2008; Kao &

Stevenson, 1985; in Handfield et al., 2009)

F

Functional silo syndrome: Refers to a lack of integration of activities across functions such as

logistics, marketing, R&D, production and purchasing whereby those functions strive for

their own goals rather than on contributing to the overall objectives of an organization.

(Parker & Byrne, 2000)

G

Global Sourcing: See ‘Offshoring’

Green purchasing: The set of purchasing policies held, actions taken, and relationships

formed in response to concerns associated with the natural environment. (Genovese et al.,

2013)

I

Information System: A combination of hardware, software, infrastructure and trained

personnel organized to facilitate planning, control, coordination, and decision making in an

organization. (www.businessdictionary.com/definition/information-

system.html#ixzz3W9reFcd7, 2015)
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Interfuncional Collaboration: An affective and volitional process where departments work

together with mutual understanding, common vision, and shared resources to achieve

collective goals. (Kahn & Mentzder, 19989).

Integration of purchasing: Refers to the integration and alignment of strategic purchasing

with overall organizational objectives, an internally focused initiative, proposed to align the

strategic purchasing practices with the organization’s competitive preferences.

(Narashimhan & Das, 2001)

M

Monopsony: The state and its people often appear as the sole outlet of an industry’s output.

(Bovis, 2012)

Maverick buying: Off-contract buying of goods and services for which an established

procurement process is in place based on pre-negotiated contracts with selected suppliers.

(Karjalainen, Kemppainen & van Raaij, 2009)

O

Offshoring: Offshoring refers to the process of sourcing and coordinating tasks and business

functions across national borders. (Lewin, Massini & Peeters, 2009)

Opportunistic behavior: Self-interest seeking with guile. (Williamson, 1979)

P

Product-Service System: A mix of tangible products and intangible services designed and

combined so that they jointly are capable of fulfilling final customer needs. (Tukker &

Tischner, 2006)

Purchasing efficacy: The fit between purchasing strategy and purchasing practices. (Baier,

Hartmann & Moser, 2008)

Purchasing strategy: Expressed as competitive priorities because purchasing practices

provide a conceptual formulation of the purchasing function’s. (Baier, Hartmann & Moser,

2008)

Public procurement: The acquisition of goods and services by government or public sector

organizations. (Uyarra & Flanagan, 2010)

Public-Private Partnership: A contractual agreement between a public agency (federal, state

or local) and a private sector entity. Through this agreement, the skills and assets of each

sector (public and private) are shared in delivering a service or facility for the use of the

general public. In addition to the sharing of resources, each party shares in the risks and

rewards potential in the delivery of the service and/or facility. (National Council for Public-

Private Partnership, 2015)

Purchasing efficacy: Describes the fit between purchasing strategic objectives and

purchasing activities. It reflects the capability of the human and technological resources and
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practices of the purchasing function to achieve its functional objectives. (Baier, Hartmann &

Moser, 2008)

Purchasing risk: The probability of danger or disruptions that could obstruct a company in
achieving its planned objectives. (Ganguly, 2013)

Purchasing competence: The capability to structure, develop, and manage the supply base

in alignment with the corporate priorities of an organization. (Das & Narasimhan, 2000)

Performance management: Process that helps to formulate, implement, and change

strategy in order to satisfy stakeholders’ needs. (Carr & Pearson, 2002)

R

Relationship: A relationship is a mutually oriented interaction between two reciprocally
committed partners. (Hakansson & Snehota, 1995)

Relationship Cycle: A tool to analyze the different dynamic aspects of professional
relationships. (Dwyer, Schurr &Oh, 1987)

Relationship value: The perceived worth in monetary unites of the set of economic,
technical, service and social benefits received by a customer firm in exchange for the price
paid for a product or service offering, taking into consideration the available alternative
suppliers. (Anderson, Jain & Chintagunta, 1993)’

Resilience: The adaptive capability of the supply chain to prepare for unexpected events,
respond to disruptions, and recover from them by maintaining continuity of operations at
the desired level of connectedness and control over structure and function. (Ponomarov &
Holcomb, 2009)

Risk Mitigation: Reducing the consequences if an adverse event is realized

Risk Strategy: Strategies to reduce the probability of, or losses associated with, adverse

events. (Manuj & Mentzer, 2008)

Risk sources: Environmental, organizational or supply chain related variables that cannot be
predicted with certainty and that affect the supply chain-outcome variables. (Wagner &
Bode, 2008)

Relationship Quality: Relationship quality offers a potential metric by which relationships
can be measured and compared across a broad spectrum of relationships or among a
particular set of relationships. (Nyaga & Whipple, 2011)

S

Services: Intangible, simultaneously consumed and produced, heterogenic entities that

cannot be stored and are produced through an interaction of the customer and service

provider. (Grönroos, 2000)

Strategy: A very specific plan of action directed at a specific result within a specific period of

time. (Mintzberg, 1987)
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Strategy: Strategy guides the way a firm performs individual activities and organizes its

entire value chain. (Porter, 1998)

Structural adaption theory: Specifies three specific aspects of team structure that constitute

tight versus loose coupling; task allocation structure (functional versus divisional), reward

structure (group-based versus individual-based) and decision-making structure (centralized

versus decentralized). (Hollenbeck et al., 2011)

Strategic Purchasing: The use of the full range of potential activities, from tactical buying to

supply chain management, to support the development of, and to maintain, a sustainable

competitive advantage. (Chandler, 1962; Kraljic, 1983;Van Weele, 2010)

Sourcing process: A set of organizational practices that facilitate discovering new supply

opportunities, evaluating suppliers, developing supplier relationships, coordinating across

suppliers, and changing levels of supplier commitment. (Levina & Su, 2008)

Sustainable purchasing: The consideration of environmental, social, ethical and economic

issues in the management of the organization’s external resources in such a way that the

supply of all goods, services, capabilities and knowledge that are necessary for running,

maintaining and managing the organization’s primary and support activities provide value

not only to the organization but also to society and the economy. (Miemczyk, Johnsen &

Macquet, 2012)

Sustainable public purchasing: The act of integrating a concern for broader social and

environmental impacts within procurement undertaken by government or public sector

bodies. (Brammer & Walker, 2011)

Supply Base: A focal firm’s supply base is defined as only those suppliers that are actively

managed through contracts and the purchase of parts, materials and services. (Choi &

Krause, 2006)

Strategic Alignement: The fit between business strategy and purchasing strategic objectives

or competitive priorities. (Baier, Hartmann & Moser, 2008)

Strategic alignment model (SAM): Is a conceptual model for strategic management of

information technology in an organization. The model is defined in terms of four

fundamental domains of strategic choice: business strategy, information technology

strategy, organizational infrastructure and processes and information technology

Infrastructure and processes. The power of the model lies in two fundamental characteristics

of strategic management: strategic fit and functional integration. (Henderson &

Venkatraman, 1999)

Strategic sourcing: Is the process of acquiring products and managing the relations with

suppliers, to achieve the long-term goals of a company. This process is necessary within a

company to reduce uncertainty. At the same time, this process is important to improve

flexibility, when facing these demand, supply or competitive uncertainties. (Narasimhan

&Das, 1999)
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Servitization: Manufacturers choosing to innovate their offerings by providing services to

accompany their existing products throughout the life cycle. (Kastalli & Van Looy)

Supplier Development: Any effort a buying form to increase the performance and

capabilities of the supplier. (Hymphreys, Li & Chan, 2004)

Silos: A fragmentation of the organization into groups of specialization. (Parker & Byrne,

2000)

T

Triple bottom line (TBL): Captures the essence of sustainability by measuring the impact of

an organization’s activities on the world ... including both its profitability and shareholder

values and its social, human and environmental capital. (Savtiz & Weber, 2006, in Slaper &

Hall, 2011)

Trust: Perhaps the single most powerful relationship marketing tool available to a company.

(Berry & Leonard, 1996)

V

Value: A definition of quality and the added competitive advantage you bring to your

customers. (Dumond, 1996)

Value creation: The process by which the capabilities of the activities are combined so that

the competitive advantage is improved. (Borys & Jemison, 1989)

Value chain: A system of interdependent activities, activities are related by linkages within

the value chain. (Barnes, 2001)

Vertical integration: Tthe degree to which an organization intend to buy from suppliers or

intend to perform the activities in-house. (Whyte, 1994)

Visibility: The ability to see from one end of the pipeline to the other. (Christopher & Peck,

2004)

Velocity: The speed with which a supply chain can recover from a risk event. (Jüttner &

Maklan, 2011)
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