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In this first section w

e introduce 
Supply Chain M

anagem
ent. W

e 
define w

hat is m
eant by the ‘supply 

chain’. W
e then define ‘Supply Chain 

M
anagem

ent’ and provide a brief 
history of the evolution of thinking 
concerning the supply chain, and of 
the use of technology to support it. 
W

e then exam
ine the different 

activities of the supply chain.

Introduction to Supply 
Chain M

anagem
ent
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The supply chain is the sequence of suppliers that contribute to 
the creation and delivery of a good or service to end custom

ers. 
It includes all the external linkages that an organisation has with 
both its suppliers and its custom

ers. It also includes the internal 
structures of the organisation, which it uses for the transform

a-
tion of its raw m

aterials to its finished products or services. 

A sim
ple exam

ple of a supply chain for m
ilk supplies is illus-

trated in Figure 1 (adapted Reid and Sanders, 2002).

Figure 1 Exam
ple of supply chain for a dairy

W
e can consider this supply chain as containing three ele-

m
ents. The first is the external suppliers, the second the inter-

nal functions of the com
pany and the third the external distribu-

tion. The external suppliers include for exam
ple the farm

er and 
the packaging com

panies (both plastic and cardboard). The in-
ternal functions include the m

ilk processing, packaging opera-
tions and storage of finished product. The external distributors 
include the transportation com

panies who take the m
ilk from

 
the m

anufacturers to the retailers. 

This sim
ple chain involves a num

ber of com
plex processes, 

som
e of which you will recognise from

 the operations m
anage-

m
ent section. These include, forecasting, inventory m

anage-
m

ent, production scheduling and capacity planning. You will 
also recognise elem

ents from
 the m

arketing section, such as or-
ganisational buying (the procurem

ent of the packaging and 
m

ilk, as well as the procurem
ent of the finished products) and 

the choice of distribution channels chosen (the retailers). The 
supply chain encom

passes all facets of an organisation. This 
m

akes the m
anagem

ent of it all the m
ore im

portant.

Section 1

W
hat is the Supply 

Chain ?

Activity 1

For your own organisation, m
ap out the supply chain for a single 

product or service that your organisation produces, from
 final end 

custom
er to initial supplier of raw m

aterial.
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W
hat is supply chain m

anagem
ent? 

From
 the perspective of a single operation (Slack et al, 2004, p. 

448), supply chain m
anagem

ent can be seen as m
anaging 

those operations which form
 the supply side to the organisation 

and those that form
 the dem

and side (custom
er side) of the or-

ganisation. It is, then, about the organisation of the cost-
effective flow and storage of m

aterials, in process inventory, fin-
ished goods and related inform

ation, from
 the point of origin to 

the point of consum
ption, in order to satisfy custom

er require-
m

ents. This can m
ean that supply chain m

anagem
ent is now be-

ing looked at m
ore as dem

and m
anagem

ent, as we are striving 
to satisfy the ever-increasing dem

ands of our custom
ers.  

The m
anagem

ent of the activities consists of a num
ber of differ-

ent areas ranging from
 procurem

ent of m
aterials to the m

anage-
m

ent of custom
er service. It includes activities associated with 

inventory (m
aterials) acquisition, storing, for use in production, 

transit and delivery to the custom
er. 

Traditionally, supply chain m
anagem

ent has been prim
arily as-

sociated with m
aterials m

anagem
ent (Harland, 1996) but m

ore 
recently supply chain m

anagem
ent has been associated with 

the m
anagem

ent of networks, which consist of interconnected 
businesses: these businesses being involved in the ‘provision 
of product and service packages required by end custom

ers’.

Christopher (1992) uses this definition, stating that supply chain 
m

anagem
ent is ‘the network of organisations that are involved, 

through upstream
 and downstream

 linkages, in the different 
processes and activities that produce value in the form

s of prod-
ucts and services in the hands of the ultim

ate consum
er.’

Figure 2 Traditional business m
odel

Activity 2

Slack et al. note that som
e suggest that the supply chain should be 

known instead as the dem
and chain. W

hy is this? W
hy does Slack not 

adopt this term
inology?
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The key in understanding the concept of supply chain m
anage-

m
ent is to understand that the traditional business m

odel of an 
organisation, Buy, M

ake, M
ove and Sell (Figure 2), where each 

function works in isolation is being replaced by a business 
m

odel of integration (Figure 3). This integration is being facili-
tated by the application of inform

ation technology, as we will 
see in the next subsection.

Figure 3 Integrated business m
odel
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In order to understand further how supply chain m
anagem

ent 
has evolved, let us look briefly first at how technology has 
changed and shifted over the past few decades. Com

puters 
were first introduced into business in the early 1950’s. At this 
stage, they were little m

ore capable than a calculator. They 
were used at first for sim

ple repetitive tasks, such as counting a 
census or m

onitoring m
inor activities in the finances of a busi-

ness. The United Kingdom
 was first introduced to business com

-
puters in 1953. These were called the Lyons Electronic O

ffice 
com

puters (LEO
) and were first used by the Lyons chain of tea-

shops to help im
prove their accounting system

.

By the year 1962, there were over ten thousand business com
-

puters in W
estern Europe as well as over forty thousand in the 

United States. There were generally four m
ajor business appli-

cations for com
puters in 1960’s and 1970’s. 

These basics of com
puting changed with the arrival of the con-

cept of Enterprise Resource Planning (ERP) System
s, which 

was introduced in the 1960’s. At the sam
e tim

e com
puters were 

becom
ing m

ore popular in large businesses. ERP rem
ained just 

a concept, however until 1972, when five m
anagers from

 IBM
 

realised the potential that the ERP concept had. They left IBM
 

to set up a com
pany that could exploit these technologies, SAP 

(System
s, Applications and Products). SAP was the first com

-
pany worldwide to develop and im

plem
ent ERP specific soft-

ware and applications.  The concept of an ERP system
 was 

that com
panies had to integrate all departm

ents and functions 

Section 2

Technology and the 
Supply Chain

1.
The ‘clerk’: These com

puters would handle large 
am

ounts of repetitive clerical work. 

2.
The ‘inform

ation system
s’: These com

puters would try 
to gather, predict, and store data. 

3.
The ‘drawing system

s’: These com
puters were used for 

designing crude and sm
all buildings or crude vehicles 

and aircraft. 

4.
The ‘controllers’: These were fed inform

ation, which re-
sponded with program

s that were already installed. The 
program

s would help a com
puter decide on raising or 

m
aintaining certain inform

ation such as investing in 
stocks. 
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to increase revenues and strengthen the business – that is, 
they were expected to change the com

pany from
 a functional 

organisation to a m
ore process orientated organisation.

In the 1970’s, com
puter networks were slow, where they ex-

isted at all. The com
puters them

selves required highly skilled 
operators to work them

. They were not very reliable and were 
im

plem
ented at high costs. They were only found in large m

ulti-
national corporations which could absorb the cost of the im

ple-
m

entation. They were dom
inated by data driven applications. 

The focus of the system
s was to sort and retrieve inform

ation. 
The m

odelling of business process was often neglected. Proc-
esses had to adapt to the requirem

ent of the inform
ation tech-

nology. This fact alone slowed down the infiltration of sophisti-
cated com

puter software packages like ERP.

Breakthroughs in m
anufacturing technologies, such as the intro-

duction of Just In Tim
e (JIT) m

anufacturing from
 Japan, 

helped to revolutionise industry in the m
id-1980’s. Around the 

sam
e the personal com

puters (PCs) em
erged, and these were 

relatively cheap and didn’t require skilled operators. Com
puters 

becam
e com

m
onplace within organisations. A few of the prob-

lem
s at this stage were the fact that Inform

ation System
s (IS) 

were built on top of sm
all operating system

s that had little func-
tionality. No generic or dom

ain specific software was available, 
resulting in com

panies investing in tailor-m
ade applications. Por-

ter (1985) introduced the concept of interoperability across the 

value chain and a horizontal organisation as a m
ajor strategic 

issue within firm
s. The concept of Business Process Re-

Engineering (Ham
m

er and Cham
py, 1993) helped to increase 

the em
phasis on processes within organisations.

Today’s ERP (see Figure 4) system
s evolved from

 M
aterials Re-

source Planning (M
RP II) system

s, which in turn evolved from
 

M
aterial Requirem

ent Planning (M
RP) system

s. The M
RP phi-

losophy started in the 1960’s. It was developed to help com
pa-

nies plan their orders for purchasing and m
anufacturing m

ateri-
als. M

RP II followed in the 1980’s. It extended M
RP philosophy 

to integrate with the financial system
s. In the late 1980’s and 

early 1990’s, M
RP II evolved further to what are known today 

as ERP System
s. It extended the M

RP II philosophy to incorpo-
rate other essential resources, with particular em

phasis on hu-
m

an and resource capital.  

Figure 4 Evolution of ERP system
s
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This developm
ent of technology paralleled the understanding of 

supply chain m
anagem

ent as applied to a single organisation. 
There was som

e work, dating from
 the 1960’s, towards integra-

tion using inform
ation technology. An exam

ple is the concept of 
Electronic Data Interchange (EDI). However, it was not until the 
arrival of the Internet in the late 1980’s and early 1990’s that or-
ganisations saw the opportunity to m

anage m
ore extensively 

across com
pany boundaries. So the developm

ent of supply 
chain m

anagem
ent, and in particular the developm

ent of net-
work m

anagem
ent, has paralleled the developm

ent of technol-
ogyActivity 3

For your organisation, identify the key inform
ation technologies in 

use. M
ap their usage to the supply chain that you have drawn in activ-

ity 1. Can the areas that you have m
apped the technology to, func-

tion without this technology? W
hat did they do before the technology 

was im
plem

ented?



Let us now turn our attention to an introduction to the 
key activities of the supply chain. W

e have said that we 
can look at the supply chain from

 both the supply side 
and from

 the dem
and side. So what are the activities 

that fall into these two areas? W
ell, we have said that a 

supply chain of an organisation can be described in 
term

s of four activities, Buy, M
ake, M

ove and Store. So 
let us now define these activities a little m

ore

8

Buy
Here we look at the purchasing function of the organisation. As 
this form

s the core philosophy of this m
odule, a brief introduc-

tion to it is all that is required at this stage. According to Van 
W

eele (2005, p. 13), the key activities in purchasing are: 

In addition, purchasing should liaise with other functions in or-
der to support them

, such as m
aterials planning, inventory m

an-
agem

ent, inspection or operations. 

W
e will return to these topics in later units. 

Section 3

Key Activities of 
the Supply Chain

•
Determ

ining the specification of the goods and services that 
need to be bought.

•
Selecting the m

ost suitable supplier and developing procedures 
and routines to aid in this selection.

•
Preparing and conducting negotiations with the supplier in order 
to establish an agreem

ent and to write up the contract.

•
Placing the order with the selected supplier and/or to develop 
purchase order and handling system

s.

•
M

onitoring and control of the order/contract.

•
Follow up and evaluation.
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M
ake 

Here we look briefly at the operations. The core activities have 
been described in the operations m

anagem
ent section, but let 

us exam
ine them

 again in relation to the supply chain:

These topics have been dealt with in detail in the operations 
m

odule, but we need to return to them
 tim

e and again in looking 
at the supply chain.

•
Design of Products. Although prim

arily internally focused in its 
range of activities, m

ore and m
ore organisations are involving their 

suppliers in the early stages of design; exam
ples include Jaguar, 

where the re-design and m
ove to Halewood in the late 1990’s in-

volved suppliers delivering m
odules to the organisation.

•
Process layout and flow. Another internally focused activity, it has 
becom

e critical for organisations to decide how they can best 
m

anufacture their products. The factory layout at Sm
art (the car 

m
anufacturer) involves the integration of suppliers onto the m

anu-
facturing floor (Harrison and van Hoek, 2005)

•
Job Design. The m

ove to cross-functional team
work has been criti-

cal to the success of supply chain m
anagem

ent in m
any organisa-

tions, as the skills required are varied and m
ulti-functional

•
Planning and control. Critical to successful supply chain m

anage-
m

ent is the m
anagem

ent of resources, m
ore specifically within ‘con-

straints to ensure the ongoing activities of the operation satisfy cus-
tom

er dem
and’

•
Capacity M

anagem
ent. M

ore and m
ore organisations are having to 

react to rapidly changing dem
ands, therefore m

ore and m
ore or-

ganisations are having to bring capacity quickly online. The m
an-

agem
ent of suppliers and sub-contractors is critical to the success-

ful m
anagem

ent of capacity.

•
Inventory M

anagem
ent. Fundam

ental to supply chain m
anage-

m
ent is the m

anagem
ent of inventory, both from

 suppliers and to 
custom

ers. The m
anagem

ent of inventory is critical to both en-
suring costs are kept low and service is kept high. The im

ple-
m

entation of a just-in-tim
e system

 is dependant on the ‘sm
ooth 

flow of processes aim
ed at providing a synchronised, focused 

and visible flow of m
aterials, goods and custom

ers through the 
operation’, in other words successful supply chain m

anagem
ent

•
Q

uality. Ensuring and m
anaging quality from

 suppliers is critical 
to the success of all operations. The role of purchasing in help-
ing an operation achieve its quality targets is undeniable.
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M
ove /Store 

This final area of activity involves the m
oving and storage of m

a-
terials, and has been m

ainly associated with logistics. Christo-
pher (1998) defines logistics as ‘the process of strategically 
m

anaging, the procurem
ent, m

ovem
ent and storage of m

ateri-
als, parts and finished inventory (and the related inform

ation 
flows) through to the organisation and its m

arketing channels in 
such a way that current and future profitability are m

axim
ised 

through the cost effective fulfilm
ent of orders’. W

e can clearly 
see that the M

ove/Store elem
ent encom

passes both the Buy 
and M

ake elem
ents, and adds to them

 the concept of custom
er 

service. M
arketing m

ight define these elem
ents as the fourth 

‘P’, place. Place involves the m
anagem

ent of distribution chan-
nels and as such com

prises a num
ber of flows:

The m
anagem

ent of these flows are encom
passed within the 

scope of supply chain m
anagem

ent.

Conclusion
In this unit you have seen what a supply chain is. You should 
now have an appreciation for the scope of supply chain m

an-
agem

ent, and m
ore im

portantly the inter-dependency between 
its developm

ent and the developm
ent of inform

ation technol-
ogy. You have also considered the key activities of supply chain 
m

anagem
ent and seen how these integrate and overlap with 

other areas that we have covered.

•
Product Flows

•
Negotiation Flows

•
O

wnership Flows

•
Inform

ation Flows

Activity 5

For your own organisation, identify what products or services you pur-
chase. Identify how these products or services are utilised in the deliv-
ery of your product or service to your custom

ers. Identify the inform
a-

tion flows between your organisation and one custom
er, and describe 

how you use these inform
ation flows to m

anage the distribution of 
your product or service to this custom

er.
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In this unit w

e look at the 
role of purchasing in the 
supply chain. W

e begin by 
looking at the concept of 
the value chain. W

e then 
build on the process view

 
of organisations and, in 
particular, the role that the 
procurem

ent process plays 
in organisations. W

e then 
briefly outline the key 
developm

ents that are 
happening in the area of 
procurem

ent and supply 
chain m

anagem
ent at the 

m
om

ent.

The Role O
f Purchasing in the 

Supply Chain
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Every organisation can be considered as a collection of activi-
ties that are perform

ed to design, produce, m
arket, deliver and 

support products or services that are of value to custom
ers (Por-

ter, 1985). Figure 1 illustrates this concept, which Porter called 
the value chain. 

Figure 1 The Value Chain

The configuration of a firm
’s value chain – the decisions relating 

to the technology, process and location, and whether to m
ake 

or buy each for each of these activities – is, according to Porter, 
the basis for an organisation’s com

petitive advantage. The 
value chain itself is, in turn, part of a larger value system

 that in-
corporates all the value-added activities, from

 raw m
aterials to 

com
ponent and final assem

bly through buyer distribution chan-
nels (Lawton and M

ichaels, 2001). This is clearly illustrated in 
Figure 2.

Figure xx The value system

Now that we can clearly see how the value chain is con-
structed, we can also clearly see that m

ost services or products 
that we are fam

iliar with are produced through this series of in-
terrelated business activities. In order to understand how these 
services and products are produced it is helpful to take a proc-
ess view of the organisation. It also helps us to understand why 

Section 1

Value Chain
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it is im
portant for cross-functional co-ordination to take place in 

the delivery of these products and services. 

Activity

Draw a sim
ple value chain for your organisation.

Identify the prim
ary activities.

Identify the secondary activities.
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M
cCorm

ack and Johnson (2001) define a process as ‘a specific 
set of activities and subordinate tasks which results in the per-
form

ance of a service that is of value.’ W
hat we find when we 

look at organisations, be they public or private, is that a process 
view of the organisation tends to differ from

 the traditional view. A 
sum

m
ary of the key differences is presented in Table 1.

Table xx Process vs functional view
 (adapted M

cCorm
ack and John-

son, 2001)

The value chain involves linkages between processes. The cu-
m

ulative work of the processes of an organisation is its value 
chain. Adding the two concepts of process and value chain to-
gether is im

portant, because processes are consum
ers of re-

sources and need to be assessed not only in term
s of the value 

they add but also the am
ount of em

ployees, m
anagers, equip-

m
ent, facilities, m

aterials, services, land and energy that they 
consum

e in the creation of the value.

The concept of value chains reinforces the interconnectedness 
of processes to business perform

ance (Krajewski and Ritzm
an, 

2005). A weak link in the chain can cause the chain to fail. The 
concept of value chains also focuses attention on the type of 
processes in the value chain. For exam

ple a core/prim
ary proc-

ess is a chain of activities that delivers value to external custom
-

ers. These processes interact with external custom
ers and build 

relationships with them
, develop new services and products, in-

teract with external suppliers, and produce the service or prod-
uct for the external custom

er. Exam
ples include reservation han-

dling, new car design, web-based purchasing, and loan process-
ing. Another type of process is the secondary/support process, 
which provides vital resources and inputs to the core processes 
and therefore is essential to the m

anagem
ent of the business. 

Exam
ples include budgeting, recruiting and scheduling. It can 

be debatable for organisations what is core and what is support-
ing.

Section 2

Process View

!
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G
ive the focus on activities and processes that the value chain 

brings, current interests for organisations have been in identify-
ing what is core and what is supporting. If we can identify what 
is core, then perhaps som

eone else can perform
 the other activi-

ties. W
e can outsource these non-core activities. 

O
utsourcing had been traditionally considered a strategic pe-

ripheral issue, or m
erely an extension of the ‘m

ake or buy’ deci-
sion. It has, though, m

oved m
ore recently beyond that to where 

it is seen by m
any organisations as a core business strategy. It 

has becom
e the norm

 rather than the exception. W
hat we find 

is that often specialist suppliers can perform
 the outsourced ac-

tivities at lower cost, and will have higher value added than the 
buyer. This m

ove to strategic business activity has m
eant also 

that procurem
ent has m

oved from
 a peripheral activity to a 

m
ore core strategic activity.

Procurem
ent

W
e now consider the issue of procurem

ent. Van W
eele defines 

procurem
ent as: 

 This is clearly illustrated in Figure 3. The relationship of the pro-
curem

ent process and other related concepts is laid out, and it 
can be seen that procurem

ent and supply chain m
anagem

ent 
interact and overlap. Procurem

ent can encom
pass the purchas-

ing function, stores, traffic and transportation, incom
ing inspec-

tion and quality control and assurance, although the functions 
under the control of procurem

ent will vary from
 organisation to 

organisation.

Figure 3 Procurem
ent

Activity

Looking the value chain that you have drawn identify what activi-
ties you outsource in your organisation. 

W
hat activities do you see as having potential for outsourcing?

‘All activities that are required in order to get the product/service 
from

 the supplier to its final destination’ (2005, p. 14).

!
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Purchasing M
anagem

ent refers to all the activities necessary to 
m

anage supplier relationships. G
enerally organisations will 

have a range of activities that fall into this process. These 
would include the activities that fall within the scope of supply 
chain m

anagem
ent. So supply chain m

anagem
ent would en-

com
pass the organisation of the cost effective flow and storage 

of m
aterials, in process inventory, finished goods, and related 

inform
ation from

 the point of origin to the point of consum
ption 

to satisfy custom
er requirem

ents. Van W
eele goes further and 

says that it is  ‘the m
anagem

ent of all activities, inform
ation, 

knowledge and financial resources associated with the flow and 
transform

ation of the goods and services’ (2005, p. 15). The dif-
ference between both supply chain m

anagem
ent and purchas-

ing m
anagem

ent is that supply chain m
anagem

ent also encom
-

passes all the logistics activities.

New
 Developm

ents

There are new challenges for m
any organisations as they face 

increasing com
petitive pressures and yet dim

inishing growth op-
portunities.  As these two forces have im

pacted firm
s, they have 

focused on reduced sales prices and im
proved service delivery 

to custom
ers. This has m

eant that organisations in both the pri-
vate and public sector have been on the constant lookout for op-
portunities to keep their costs low, which in turn, for the private-
sector keeps their price low and for the public sector increases 
their value for m

oney.

•!
Building leveraged purchasing and supply strategies

•!
G

lobal Sourcing

•!
Supplier Integration

•!
Early Supplier involvem

ent in new product developm
ent

•!
Reciprocity agreem

ents and com
pensation obligations

•!
Environm

ental issues and business integrity.

Activity

W
hat is the role of Purchasing in your organisation?

W
ho does it report to?

Does the reporting structure help or hinder the strategic function of 
the purchasing role?
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Van W
eele (2005, p. 21) lists a num

ber of exam
ples, which in-

clude the followingVan W
eele points out:

Conclusion
In this unit we looked at the concept of the value chain. W

e ex-
am

ined how this concept and the supply chain are related. W
e 

then defined procurem
ent and looked at purchasing m

anage-
m

ent. W
e considered the relationship between purchasing m

an-
agem

ent and supply chain m
anagem

ent and we can now see 
the strategic role that procurem

ent plays in the value chain. W
e 

have also introduced som
e new developm

ents in the area of 
procurem

ent which are further driving the need for a larger spot-
light on these areas in business.
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In this section w

e build on our 
know

ledge of the supply chain. In 
particular, w

e w
ill look at buyer-

supplier relationships in the supply 
chain. W

e w
ill exam

ine these 
relationships as they exist in the 
industrial m

arketplace. W
e w

ill then 
look briefly at the purchasing 
process (this is covered in detail in 
the next unit, unit 4). Building on 
this, w

e w
ill exam

ine the types of 
purchasing. From

 these types of 
purchasing w

e w
ill look at a 

num
ber of m

odels of industrial 
buying behaviour.

Buying Behaviour
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There seem
s to be a growing view that organisations are hav-

ing an increasing dependence on relationships with suppliers. 
(This section is based on Harland, 1996). A brief outline of the 
types of relationships is given here in the context of different 
business trends. These trends include (Harland, 1996, p. S64):

Let’s take each one of these in turn and discuss briefly.

Vertical Disintegration
A trend towards vertical disintegration has been reported in a 
range of industries, with one of the m

ain reasons been given 
that organisations face a risk of becom

ing locked into inappropri-
ate technologies. O

nce com
m

itted to these technologies, they 
m

ay lose flexibility. However, com
panies that form

 relationships 
with other businesses m

ay be able to switch to another supplier 
with a better technological fit. So switching relationships m

ay 
not be easy, but it is likely to be a lot easier than divesting verti-
cally integrated parts of the business.

Supplier Base reduction
A second business trend is the reported m

ovem
ent away from

 
m

ulti-sourced adversarial trading towards single or dual 
sourcing. As supply bases are reduced, m

ore intense supplier 
developm

ent m
ay be perform

ed with the rem
aining suppliers.

Focusing of O
perations

Focused operations concentrate on a lim
ited, m

anageable set 
of tasks that m

eets the order-winning criteria of custom
er 

groups. These focused operations can be applied at different 
levels, such as plant, plant within plant, and cell. Plant within 
plant and the form

ation of cells m
ay not affect inter-business re-

lationships. However it has been seen that focus at the level of 

Section 1

Buyer-Supplier 
relationships

•!
A reported increasing incidence of vertical disintegration.

•!
Im

plem
entation of supplier-base reduction program

m
es.

•!
Focusing on operations.

•!
O

utsourcing.

•!
Just-in-tim

e.

•!
The increasing popularity of partnerships and partnership 
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the plant concentrates each plant on a different set of products/
m

arkets, processes, volum
es or order winning criteria. 

O
utsourcing 

‘O
utsourcing’ is a term

 that has been used to describe the ‘put-
ting out’ of non-core internal processes, such as catering, site 
security, estate m

anagem
ent, legal services and so on. (See 

the supplem
ent to this unit for one outsourcing story). O

ne is-
sue of concern is what is considered to be core and non-core. 
There are com

m
on features of outsourcing and focus, both ra-

tionalise the business to concentrate on a core set of m
anage-

able tasks and both are likely to result in greater dependence 
on relationships. Focus tends to have been lim

ited to considera-
tion of production operations and outsourcing to service opera-
tions (although this is changing).

Just-in-tim
e

Just-in-tim
e (JIT) processes require the elim

ination of waste. 
JIT supply requires delivery of perfect parts and services at ex-
actly the tim

e they are required. It has been identified that adver-
sarial relationships are not conducive to creating good quality. A 
m

ovem
ent towards JIT therefore necessitates supplier develop-

m
ent, usually with a reduced supplier base.

Partnership and partnership sourcing
The phrase as used seem

s to be describing non-equity coopera-
tive relationships. Recently there has been increasing attention 
paid to partnerships – phrases such as ‘win-win’ are enticing 
businesses to favour partnerships over other types of relation-
ships. However not all relationships should be partnerships – 
rather, it is m

ore a case of ‘horses for courses’ with an appropri-
ate type of relationship being selected for a particular set of cir-
cum

stances.

All of the above business trends provide context for increasing 
interest in the m

anagem
ent of supply relationships. However, 

the question raised is this: given the m
arketplace that buyers 

operate in, what governs the way they source, procure and deal 
with suppliers?
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The m
arket place

Before we go further, we need to define the m
arket place. The 

m
arket place we are dealing with is the industrial m

arket place. 
The basic characteristics of this m

arket place are: 

W
e have already seen that there is strong dependency be-

tween buyer and suppliers in this type of m
arket place. This is a 

fundam
ental difference between the consum

er driven m
arket 

and industrial m
arket. W

hat we then find, as Van W
eele says, is 

that 

W
e will talk about how these relationships can be m

odelled 
later. Now we will look at the purchasing process briefly and 
then buying behaviour.

Purchasing Process
O

rganisational buying behaviour is a process rather than an iso-
lated act or event. Tracing the history of a procurem

ent decision 
in an organisation uncovers critical decision points and evolving 
inform

ation requirem
ents. In fact, organisational buying involves 

several stages, each of which yields a decision. 

Section 2

The Purchasing 
Process

•
Professional purchasing: professional buyers with education 
and experience who know their tasks and responsibilities.

•
Derived dem

and: developm
ents in industrial m

arkets are often 
related to changes in the end-user m

arkets upstream
 in the 

value chain.

•
Inelastic, fluctuating dem

and: due to the derived dem
and, 

price-elasticity in industrial m
arkets is frequently lower than in 

consum
er m

arkets.

•
G

eographical concentration: m
any industrial m

arkets are geo-
graphically concentrated (such as Silicon Valley).

•
Large order quantities and large am

ounts of m
oney involved.

•
Lim

ited num
ber of custom

ers: industrial suppliers often supply 
only a few com

panies com
pared to com

panies that deliver di-
rectly to consum

ers.

‘business to business m
arketing, and professional purchasing, re-

quire active m
anagem

ent of relationships within com
plex…

net-
works’ (2005, p. 28).
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Figure xx The Purchasing Process

The process as illustrated in Figure xx has several steps. The in 
the m

odel are closely connected and the quality of the output of 
the preceding steps determ

ines to a large extent the quality of 
the subsequent steps. The output of each phase has to be 
clearly defined, preferably with a docum

ent. Determ
ining re-

sponsibilities: purchasing is considered to be a cross-functional 
responsibility. Therefore, the tasks, responsibilities and author-
ity of the parties involved should be clearly indicated in each 
phase. The key question is how to com

bine the different type’s 
knowledge, skills and expertise in such way that all parties in-
volved arrive at an optim

al solution for the com
pany

As Van W
eele says there are 

In general, three types of  purchasing process are recognised. 

These are:

New
-task situation 

In the New Task situation we are dealing with the purchase of a 
com

pletely new product, supplied by an unknown supplier.

‘relatively few situations in which all steps of the purchasing proc-
ess are passed through’ (2005, p. 30).

New-task situation: purchase a com
pletely new product, supplied 

by an unknown supplier.

M
odified rebuy: purchase a new product from

 a known supplier or 
an existing product from

 a new supplier.

Straight rebuy: purchase a known product from
 a known supplier
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Two distinct buying decisions approaches are used here, judg-
m

ental new task and strategic new task. The greatest level of 
uncertainty confronts firm

s in judgm
ental new task situations be-

cause of the technical com
plexity of the product, the difficulty of 

evaluating the alternatives or the unpredictable aspects of deal-
ing with a new supplier. 

Even m
ore effort is invested in all buying activities for strategic 

new task decisions. These purchasing decisions are of extrem
e 

im
portance to the firm

 – strategically and financially. If the buyer 
perceives a rapid pace of technological change surrounds the 
decision, search effort is increased, but is concentrated in a 
shorter tim

e period. Long range planning drives the decision 
process.

M
odified rebuy 

M
odified rebuy involves purchasing a new product from

 a 
known supplier or an existing product from

 a new supplier.

Two buying decision approaches typifies this buying class cate-
gory. Both give strong em

phasis to the strategic objectives and 
long-term

 needs of the firm
. The sim

ple m
odified rebuy involves 

a narrow set of choice alternatives and encom
passes a m

oder-
ate am

ount of both inform
ation search and analysis. Buyers con-

centrate on the long-term
 relationship potential of suppliers. 

The com
plex m

odified rebuy involves a large set of choice alter-
natives and is characterised by little uncertainty. The range of 
choice enhances the negotiating strength of the buyer. The im

-
portance of the decision m

otivates buyers to actively search for 
inform

ation, apply sophisticated analysis techniques, and care-
fully consider long-term

 needs. This decision situation is particu-
larly well suited to a com

petitive bidding process. 

Straight rebuy: purchase a know
n product from

 a 
know

n supplier 
W

ith straight rebuy you purchase a known product from
 a 

known supplier.

It has been suggested that organisational buyers em
ploy two 

buying decision approaches causal and routine low priority. 
Causal purchases involve no inform

ation search or analysis 
and the product or service is of m

inor im
portance to the firm

. 
The focus is sim

ply in transm
itting the order. In contrast routine 

low priority decisions are som
ewhat m

ore im
portant to the firm

 
and involve a m

oderate am
ount of analysis. For routine pur-

chases or straight rebuys, the Internet is being used increas-
ingly to stream

line the purchasing process. W
e will return to this 

area in a later section.
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Up until now we have described the types of relationships that 
are involved in a m

arket place, and m
ore specifically we have 

defined that the m
arket place that we are dealing with is the in-

dustrial m
arket place. W

e have seen the type of buying that oc-
curs and have looked the approaches to each of these buying 
situations.

W
e can now look briefly at the variables that affect both the 

process and the buying decision. These variables can be ap-
plied to all three buying categories m

entioned above.

Variables that affect the buying process include:

The purchasing decision m
aking process is prim

arily deter-
m

ined by product com
plexity and com

m
ercial uncertainty.

Variables that affect the buying decision include:

Section 3

M
odels O

f Buying 
Behaviour

•
Characteristics of the product

•
Strategic im

portance of the purchase

•
Sum

s of m
oney involved in the purchases

•
Characteristics of supply m

arkets

•
Degree of risk related to the purchase

•
Role of the purchasing departm

ent in the organisation

•
Degree to which the purchase product affects existing rou-
tines in the organisation

•
Task variables: variables that are related to the tasks, respon-
sibilities and com

petences assigned by the organisation to the 
person involved in the purchase decision

•
Non-task variables: variables that are related to the profes-
sional’s personality



26

Task and non-task variables can be identified not only at the 
level of the individual, but also at departm

ental level, at the 
level of the organisation, and the level of the com

pany and its 
environm

ent. This m
odel is shown in Figure xx.

Figure xx M
odels of organisational buying behaviour (adapted Van 

W
eele)

Buying behaviour: an interactive process

So far we have discussed m
odels of buying behaviour as organ-

isational buying occurring prim
arily within the boundaries of an 

organisation itself. But we have spoken already of the relation-

ships which exist, which suggests that the study of industrial 
buying behavior should be the study of an interactive process, 
in which the two or even m

ore organisations participate sim
ulta-

neously. 

Three m
odels are described in sum

m
ary here:

The approach of Johansson, Håkansson & W
ootz

Based on the following physical characteristics, the interaction 
process between buyers and sellers can be described as:

•!
Num

ber of tim
es the parties m

ake contact.

•!
Properties of the object of exchange.

•!
The degree in which the process is form

alised.

•!
Characteristics of the parties involved.

•!
The approach of Johansson, Håkansson & W

ootz.

•!
The approach of Ford.

•!
The network approach.
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As Van W
eele goes on to state ‘based on these elem

ents, the 
transaction process in term

s of the physical exchange can be 
described’ (2005, p. 41).  The m

odel also explores the fact that 
the exchange can be one of a ‘social’ nature. Here we are look-
ing at the way the process takes place, and in particular the 
way trust develops in the relationship. For a m

ore detailed dis-
cussion of Trust and relationships, see Lane and Backm

ann 
(1998).

A third aspect to the m
odel is the suppliers attem

pt to influence 
the custom

ers’ preferences and perceptions ‘by influencing 
three different types of uncertainty’ (Van W

eele, 2005, p. 41). 
There are:

•!
Requirem

ents Uncertainty

•!
Transaction Uncertainty

•!
M

arket Uncertainty

The approach of Ford

The crucial elem
ent of industrial m

arketing is viewing the m
ar-

ket as a network of relationships between organisations (see 
Van W

eele, 2005, p. 42). The m
odel views relationships be-

tween supplier and buyer as growing in interdependence and 

perm
anence over tim

e. Although initially targeted at m
arketing 

policy, which Ford felt should strive to m
aintain and expand a 

particular portfolio of concrete relationships with organizations. 
The sam

e is true for purchasing and supply m
anagem

ent.

The netw
ork approach

In this m
odel (see Van W

eele, 2005, p. 43) the view is that the 
dyadic relationship between supplier and m

anufacturer is not 
only influenced by the characteristics of the product and the in-
volved organisations, but also by the relationship between 
these organisations and other organisations that are part of the 
supplier network.  There is a wide range of literature in this area 
and listed in the supplem

entary reading for this section are a 
num

ber of papers. This m
odel proposes that effective purchas-

ing and effective m
anagem

ent of supplier relationships requires 
a thorough understanding of the cost structures and the bal-
ance of power in the entire buyer-supplier network. 

Sum
m

ary
W

e have looked in this section at buyer-supplier relationships 
and the business trends that have accom

panied them
. W

e have 
briefly considered an introduction to the purchasing process 
which will be explored in m

ore detail in the next section. And fi-
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nally, we have reviewed a num
ber of different m

odels of buying 
behaviour and the factors that affect buying decisions.

Supplem
ent: M

cDonald m
ay outsource drive-thru order-

taking

LO
S ANG

ELES (Reuters) —
 M

cDonald's (M
CD) wants to out-

source your neighbourhood drive-thru.

The world's largest fast-food chain said Thursday that it is look-
ing into using rem

ote call centres to take custom
er orders in an 

effort to im
prove service at its drive-thrus. Com

pany officials 
said the idea, being tested at a sm

all num
ber of restaurants in 

the Pacific Northwest, is aim
ed at reducing the num

ber of m
is-

takes. 

"If you're in L.A.... and you hear a person with a North Dakota 
accent taking your order, you'll know what we're up to," M

cDon-
ald's Chief Executive Jim

 Skinner told analysts at the Bear 
Stearns Retail, Restaurants & Apparel Conference in New York.

Call centre professionals with "very strong com
m

unication 
skills" could help boost order accuracy and ultim

ately speed up 
the tim

e it takes custom
ers to get in and out of the drive-thrus, 

the com
pany said.

"You have a professional order taker with strong com
m

unica-
tions skills whose job is to do nothing but take down orders," 
said M

atthew Paull, M
cDonald's chief financial officer. 

Paull said a "heavy percentage" of com
plaints the com

pany re-
ceives are from

 drive-thru custom
ers who got the wrong order. 

"Even if 95%
 of the tim

e it is right, those 5%
 are very upset with 

us," he said. 

M
cDonald's spokeswom

an Anna Rozenich said Friday that it is 
too early to say whether the outsourcing strategy would be im

-
plem

ented system
 wide. Im

proving its drive-thrus is one of the 
latest initiatives in M

cDonald's m
ore than two-year-long effort to 

revitalise sales. The com
pany's flagship U.S. business has 

benefited in the last year from
 the introduction of healthier 

m
enu item

s like entree-size salads and apple slices, later hours 
and cashless paym

ents. 

M
cDonald's European business, however, has lagged behind 

the United States in part due to econom
ic weakness in places 

like G
erm

any. 

Paull said the com
pany is m

aking the right m
oves in Europe by 

introducing new m
enu item

s and focusing on lower-priced offer-
ings, but warned that a turnaround would not be as strong as 
the one the com

pany has experienced in the United States. 
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"It's unrealistic to expect that a turnaround in Europe will be as 
dram

atic as in the U.S.," Paull said.
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In this section w

e look at 
the purchasing process. 
W

e w
ill outline initially a 

m
odel of the process and 

the key steps involved. W
e 

w
ill look at the role of the 

buyer in the process. W
e 

w
ill exam

ine in detail the 
activities at each stage of 
the process. W

e w
ill then 

look at the m
anagem

ent 
process involved in 
purchasing.

The Purchasing 
Process
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W
e have already described the purchasing as a process. W

e 
have defined what a process approach is and how it differs 
from

 the traditional functional approach. In looking at the proc-
ess m

odel (Figure xx) we can see that the various steps in the 
m

odel are closely connected and the quality of the output of the 
preceding steps determ

ines to a large extent the quality of the 
subsequent steps.

Figure xx The Purchasing Process

The output of each phase of the process has to be clearly de-
fined. This is usually done through docum

entation. O
rganisa-

tions generally define policies and procedures for the purchas-
ing process, but very rarely do they define the overall process 
and the outcom

es for each step. Yet it is in the definition of out-
com

es that the perform
ance of the process can be m

onitored.

Purchasing is considered to be a cross-functional responsibility. 
Therefore, the tasks, responsibilities and authority of the parties 
involved should be clearly indicated in each phase. Again part 
of the docum

entation process should clearly define who does 
what, who has responsibility and what the expectations are of 
each role. It is im

portant here that roles are defined rather than 
positions or nam

es of the parties in an organisation, as both of 
these m

ay change over tim
e. The success of the process is in 

the com
bining of different skills, different types of knowledge 

and expertise. The key question is how to com
bine the different 

types of knowledge, skills and expertise in such way that all par-
ties involved arrive at an optim

al solution for the organisation. 

The added value of the professional buyer lies in the ability to 
act as a facilitator for the supply process. The key responsibili-
ties of the buyer include:

Section 1

The Purchasing 
Process
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In the last section we m
entioned that there are three types of 

purchasing situations:

W
e described the each of these in som

e detail. Exam
ples of 

each are given in Figure 2.

Figure 2 Exam
ples of purchasing situations

As with any process there are always bottlenecks and prob-
lem

s. W
e find that m

ost buyers are involved only to a m
inor ex-

tent in the specification phase, so the specifications of the user 
are often designed ‘towards’ a particular supplier; this can be a 
result of bias on behalf of the users. This can create problem

s, 
especially in the public sector. 

Insufficient screening of suppliers on financial strengths and 
technical capabilities m

ay lead to discontinuities of supply in de-
livery stage. This can occur for any num

ber of reasons, but pri-

•
Being involved in new product developm

ent and investm
ent pro-

jects.

•
Preparing a list of approved suppliers, drawing up requests for quota-
tions and selecting a supplier together with the internal custom

er

•
Preparing and carrying out contract negotiations setting up requisi-
tioning and ordering routines (e.g. through electronic buying cata-
logues, e-Procurem

ent) in such a way that users can place orders 
them

selves.

•
Place orders at suppliers and m

aintain and m
onitor order, contract 

and supplier files.

•
M

onitoring outstanding orders and financial obligations

•
Follow up and evaluation of supplier perform

ance and m
aintaining 

relevant supplier docum
entation.

1.
New-task situation: purchase a com

pletely new product, supplied 
by an unknown supplier

2.
M

odified rebuy: purchase a new product from
 a known supplier or 

an existing product from
 a new supplier

3.
Straight rebuy: purchase a known product from

 a known supplier 
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m
arily it is due to a breakdown in com

m
unication between the 

users and the buyers, and in som
e cases can be due to the 

rushing of a purchase through the process and inadequate tim
e 

being spent on each stage.

So far we have assum
ed that there is sufficient knowledge of 

the process but there m
ay be insufficient contracting expertise. 

This can lead to m
isunderstandings on how supplier should per-

form
 and difficulties in solving delivery and quality problem

s. 

A com
m

on com
plaint being given by professionals in purchas-

ing is that there is too m
uch em

phasis on price; rather decisions 
need to be based upon total-cost-of- ownership (TCO

) rather 
than price only.

Finally a lack of clear procedures with regard to procurem
ent or 

authorisation of orders, leads to lack of control on purchasing 
expenditure and costs. In order for the process to be run effi-
ciently and effectively there m

ust be the proper policies and pro-
cedures in place to support the process.



34

In this section we will exam
ine the role of the buyer in the proc-

ess that we have described above. W
e will look at each of the 

steps and describe in detail the outline roles of the buyer in 
each of the following steps:

1.!
Develop purchase order specification

2.!
Supplier selection

3.!
The purchasing contract

4.!
O

rdering

5.!
Expediting

6.!
Follow up and evaluation

Step 1: Develop purchase order specification
W

e can list out a num
ber of different specifications that m

ay be 
needed. These include functional and technical specifications 
which m

ay include aspects of quality, logistics, m
aintenance/

service and legal. W
e can differentiate between the functional 

specification and the detailed technical specification. 

The functional specification describes the functionality which 
the product m

ust have for the user. There are a num
ber of ad-

vantages of a functional specification:

The detailed technical specification describes the technical prop-
erties and characteristics of the product as well as the activities 
to be perform

ed by the supplier in detail. 

Section 2

The Buyers role in 
the Purchasing 
Process

•
Potential suppliers are challenged to give advice using their ex-
pertise and experience.

•
It stim

ulates innovation and innovative ideas.

•
It creates term

s of reference, against which all supplier propos-
als can be evaluated.
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In general, though, the purchase order specification com
prises 

the following:

The buyer should ensure unam
biguous functional, technical, lo-

gistics and m
aintenance specifications. They should ensure 

that the use of supplier or product brand specifications is pre-
vented. Clear procedures regarding approval of specification 
changes should be defined and should be evident in the poli-
cies and procedures docum

ents we m
entioned earlier.  O

ther 
areas that can be addressed include:

Step 2: Supplier selection

The supplier selection step contains four sub-steps. These are: 

1.
Determ

ining the m
ethod of (sub) contracting

2.
Prelim

inary qualification of suppliers and drawing up the ‘bid-
ders list’ (long list and short list)

3.
Preparation of the request for inform

ation (RFI), request for 
quotation (RFP) and analysis of the bids received

4.
Selection of the supplier

•
Q

uality specifications (technical norm
s and standards the product 

should m
eet)

•
Logistics specifications (quantities and delivery tim

e)

•
M

aintenance specification (how the product will be m
aintained 

and serviced)

•
Legal and environm

ental requirem
ents (products, services and 

production process should be in com
pliance with legislation)

•
Target budget (supplier solutions and proposals would be within 
predeterm

ined financial lim
its)

•
Ensuring a clear sam

ple inspection procedure

•
Ensuring clear descriptions of the m

ethods for testing product 
quality

•
Ensuring a general cost breakdown to help assessm

ent of quota-
tions at a later stage.
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Let us look at each of these steps in turn. 

W
hen determ

ining the m
ethod of subcontracting, we find that 

we are left with two choices, either to go for turnkey subcontract-
ing or partial subcontracting. Turnkey subcontracting is where 
the responsibility of the entire assignm

ent is placed with the sup-
plier; with partial subcontracting, the assignm

ent is divided into 
parts that are contracted out separately, to various suppliers. 
The co-ordination rests, though, with the principal, as does the 
legal contractual relationship. In the public sector, contractors 
m

ust be explicit as to whether they are bidding as a prim
e con-

tractor or part of a party. In the private sector this can be nego-
tiable and is in m

any cases not explicitly stated.

In this sam
e step, we need to decide on the type of pricing that 

we are going to go for. There are three options here: fixed price, 
cost-reim

bursable, and unit rate contract. Fixed price is where 
the activities are agreed to be carried out and com

pleted before 
a set date at a fixed cost. Cost reim

bursable is used where the 
nature and scope of the work are not agreed in advance and 
the supplier invoices on the basis of tim

e and m
aterials. Unit 

rate contracts are where the cost per activity for standardised 
and routine activities are determ

ined. Unit-rate contracts are 
used for activities that are standardised but which are difficult to 
estim

ate in term
s of volum

e and tim
e.

The advantages and disadvantages for both fixed rate and 
cost-reim

bursable are shown in Figure 3

Figures Com
parison of fixed price vs cost  reim

bursable (adapted 
Van W

eele) 
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The decision in favour of either fixed price or cost-reim
bursable 

contracts is determ
ined by a num

ber of factors which include: 

The next stage is the assessm
ent of the prelim

inary qualifica-
tion of suppliers. This involves assem

bling the initial bidders list 
that indicates which suppliers m

ay probably do the job. From
 

this we would identify three to five prospective suppliers (bid-
ders’ short list), receive quotations, carry out a prelim

inary tech-
nical and com

m
ercial evaluation and through the use of ranking 

schem
es start to select the supplier best suited to the contract.

The buyer is involved directly in determ
ining the m

ost adequate 
way of subcontracting. They will also identify reliable supplier-
partners by m

eans of an adequate procedure of prequalifica-
tion, this can be done through drawing up the request for com

-
parable quotations, handling requests for inform

ation from
 sup-

pliers and organising and conducting a balanced analysis of 
quotations in close co-operation with the user or user groups.

Step 3: The purchasing contract

At this stage the buyer will provide the required contracting ex-
pertise in the form

 of m
odular purchase contracts (and contract 

clauses) and general term
s of purchase. The buyer will deter-

m
ine what price and other com

m
ercial conditions should be ne-

gotiated and will ensure that specific contractual arrangem
ents 

are put in place to m
inim

ise risks and liabilities.

It is the buyer’s responsibility to prepare and conduct the nego-
tiations about all term

s and conditions of the contract as well as 
m

onitoring contract com
pliance and contract-review.

•
Com

prehensiveness of the specification: availability of exten-
sive specifications is crucial for fixed price contracting.

•
Available tim

e: is there enough tim
e for a tender procedure and 

price negotiations, or should the work be started im
m

ediately?

•
Technical expertise: if specialised knowledge is required, a cost 
reim

bursable contract is preferred.

•
Knowledge of the industry: the degree to which the principal 
knows the m

ethods and price arrangem
ents operating in that 

particular industry.
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At this stage the prices and term
s of delivery are set. A sound 

purchasing contract includes agreem
ent on penalty clauses, 

warranty period and (if applicable) system
s responsibility. O

ther 
arrangem

ents m
ay include: 

Steps 4 & 5: O
rdering and expediting

It is the buyer’s responsibility to develop efficient ordering rou-
tines to ensure that all purchase orders are confirm

ed by the 
supplier. It is at this stage that the buyer only undertakes action 
when the organisation sends out signals of m

aterial shortages. 
The buyer m

ay also carry out a routine status check thus pre-
venting m

aterials supply and quality problem
s.

The buyer can also develop and execute a com
puter-

supported, differentiated m
ethod of expediting and inspection, 

which will aid in the expediting process. They m
ay also be in-

volved in m
aintaining a com

puter-supported database with re-
gard to critical purchasing and supplier inform

ation.

Again in support of the policies and procedures the buyer will 
also look to develop a sound procedure for order handling.

Step 6: Follow
 up and evaluation

Finally, there is a need for follow-up and evaluation. There are a 
num

ber of things to be taken care of at this step. These include: 

•
Insurance and safety regulations

•
Transfer of rights and obligations

•
Contracting out to third parties

•
Term

s of delivery

Settling warranty claim
s and penalty clauses

Settling the results of work in excess or work that does not m
eet 

specifications

O
rganising the purchase and supplier docum

entation

Recording project evaluations

Evaluating and ranking supplier perform
ance

Settling claim
s, with regard to work not covered in the specification

Recording the user’s experience with specific products and suppliers 
by m

eans of a detailed vendor rating system

Supervising com
pliance with agreem

ents
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Sum
m

ary

The Purchasing process has been outlined as a six stage proc-
ess. Again it has been em

phasised the cross-functional nature 
of the process. The buyer’s role is critical to the success of the 
process, and they are the instigator and m

anager of the proc-
ess. It is critical the policies and procedures are docum

ented 
and followed. For further reading on the m

anagem
ent of the 

process, read Chapter 5 of Van W
eele (2005).

Reference

Van W
eele, A.J. (2005) Purchasing and Supply Chain M

anage-
m

ent: Analysis, Strategy, Planning and Practice, 4th Edition, 
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son.
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In this section w

e w
ill briefly 

exam
ine the context for 

strategic sourcing. W
e w

ill 
then look at w

hy suppliers do 
not alw

ays think and act in 
the interest of their clients. 
Follow

ing on from
 this w

e w
ill 

exam
ine the m

ain elem
ents of 

supplier m
anagem

ent and 
how

 to get better results from
 

suppliers. Finally w
e w

ill look 
at one area of strategic 
partnership, w

ith an 
exam

ination of the different 
types of strategic partnership 
in the retail industry.

Sourcing Strategy



Strategic sourcing is critical for firm
s m

anaging 
com

plex supply chains. Strategic sourcing deals 
w

ith m
anaging the supply base in an effective 

m
anner by the follow

ing:

•
Identifying and selecting suppliers for strategic 
long-term

 partnerships. 

•
Being involved in supplier developm

ent initiatives 
by effectively allocating resources to enhance 
supplier perform

ance, 

•
Providing benchm

arks and continuous feedback 
to suppliers. 

•
Being involved in supplier pruning activities. 
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In the section on buying behaviour we saw that there seem
s to 

be a growing view that organisations are having an increasing 
dependence on relationships with suppliers. A brief outline of 
the types of relationships was given and is repeated here in the 
context of different business trends. These trends included:

The last of these, Partnership and Partnership Sourcing, is of 
relevance to us here. The phrase as we have seen seem

s to be 
describing non-equity cooperative relationships. Recently there 
has been increasing attention paid to partnerships – phrases 
such as ‘win win’ are enticing businesses to favour partnerships 
over other types of relationships. However not all relationships 
should be partnerships – rather it is m

ore a case of ‘horses for 

Section 1

Buyer Supplier 
Relationships

 

- the context for strategic sourcing
•

A reporting increasing incidence of vertical disintegration. 

•
Im

plem
entation of supplier-base reduction program

m
es.

•
Focusing on operations.

•
O

utsourcing. 

•
Just-in-tim

e.

•
The increasing popularity of partnerships and partnership 
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courses’ with an appropriate type of relationship being selected 
for a particular set of circum

stances.

However it is fair to say that with the ‘recent em
phasis on just-

in-tim
e m

anufacturing philosophy, strategic sourcing that estab-
lishes a long-term

 relationship with suppliers has becom
e even 

m
ore im

portant and vital for enhancing organisational perform
-

ance’ (Talluri and Narasim
ham

, 2004).

Strategic partnerships, though, are hard to form
. Suppliers have 

their own agendas and as such they have m
ultiple reasons for 

not wanting to think in the interest of their custom
ers. G

enerally 
custom

ers assum
e that there is slack in m

aterials’ cost and 
prices and as such there m

ust be room
 for cost reduction. From

 
the perspective of the supplier this m

ay well be true. But there 
are a num

ber of reasons why this slack m
ay exist. These in-

clude price increases autom
atically being passed on to the next 

in line from
 one supplier to the next, over-specification; here 

technical requirem
ents (defined by Research & Developm

ent 
departm

ents) which are not necessary for the functioning of the 
product are im

posed on suppliers. O
ther reasons include 

m
echanistic com

petitive bidding am
ongst a fixed group of sup-

pliers; this is where purchasers regularly sound out com
petition 

am
ongst a lim

ited num
ber of suppliers by playing them

 off 

against each other; there m
ay be supplier cartels in (interna-

tional) supply m
arkets.

O
ne of the m

ain reasons though is the im
pact of traditional pur-

chasing, whereby the buyers are involved late, if at all, in the 
purchasing decision-m

aking process. This is exacerbated m
ore 

where the com
pany deals with a fixed group of fam

iliar suppli-
ers, such that products are purchased for years without any 
knowledge of the underlying cost structures of the suppliers in-
volved. 



The Supplier Strategy Should Answ
er These Core 

Q
uestions:

1.
For w

hich com
m

odities should the num
ber of 

suppliers be reduced?

2.
For w

hich com
m

odities should the current 
num

ber of suppliers be m
aintained?

3.
For w

hich com
m

odities should the num
ber of 

suppliers be increased?
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From
 these questions com

e the key elem
ents in the sourcing 

strategy. However there needs to be a distinction drawn be-
tween the sourcing strategy and the contract strategy. The 
sourcing strategy consists of the following elem

ents:

•
G

lobal versus local sourcing: Here we are asking the ques-
tion of whether an international supplier orientation necessary 
or is local, national orientation sufficient?

•
Single versus m

ultiple sourcing: Here we ask should we 
purchase the product at one or m

ore suppliers?

•
Partnership or com

petitive bidding? Here we have to 
choose the type of relationship we wish with our supplier, ei-
ther to buy from

 supplier with whom
 a partnership relation is 

preferred or keep the supplier at distance?

Dealing with the area of contract strategy we find that again 
there are a num

ber of elem
ents that need to assess which will 

govern the strategy we wish to take. These include:

•
W

hether to buy on contract or buy on spot basis. W
e are ask-

ing the question here, ‘Is the total volum
e of purchased prod-

ucts to be covered by a contract or is part of the volum
e 

bought on a spot basis?’

Section 2

M
ain elem

ents of 
Supplier 
m

anagem
ent
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•
W

hether we will have a price agreem
ent or a perform

ance 
agreem

ent? W
e are asking ‘will we have just a price agree-

m
ent or is a detailed service level agreem

ent (SLA) neces-
sary with arrangem

ents on tim
e, tests, m

aintenance, and so 
on?’

•
W

ill we have a fixed fee contract or a cost plus contract?

Having decided on the approach to take we m
ust choose how 

to get better results from
 suppliers. O

ne approach given in the 
text is to m

ove towards a perform
ance based relationships. 

This is a stepwise approach and involves the following key 
steps:

•
Contract review. A thorough analysis of current contract ar-
rangem

ents with existing suppliers. O
bjective: agree on a per-

form
ance based contract.

•
Com

petitive bidding am
ongst existing and new suppliers. 

Analysis of (international) supply m
arket, sounding out inter-

national com
petition. O

bjective: Select Best-In-Class supplier.

•
O

ptim
ising supplier relationship and value chain m

apping. Fo-
cus is on continuous im

provem
ent with the supplier based 

upon Total Cost of O
wnership.

As Van W
eele states ‘the m

ajor objective underlying this way of 
working is to develop and optim

ise the operational relationship 
with the best-in-class supplier and to integrate [this supplier] in 
the new product developm

ent processes and projects. In this 
way suppliers are system

atically challenged and m
obilised to 

support the com
pany’s overall business strategies and to se-

cure business success’ (2005, p. 164).

Activity

For your organisation identify what products or services you buy on 
contract and, m

ore specifically, what type of contract.

W
hy did your organisation decide to buy these products in these 

ways?
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Philips, one of the first European com
panies focusing on part-

nership, introduced the term
 ‘co-m

aker ship.’ Broersm
a (1991) 

defined it as: ‘the building of long-term
 relationships with a lim

-
ited num

ber of suppliers based on m
utual trust’

The objective of this type co-operation as Van W
eele states is 

to achieve im
provem

ents in:!

Ellram
 and Hendrick (1993) defined a  ‘partner’ as a firm

 with 
which your com

pany has an ongoing buyer-seller relationship, 
involving a com

m
itm

ent over an extended tim
e period, a m

utual 
sharing of inform

ation and a sharing of risks and rewards result-
ing from

 the relationship. 

How does one develop this partnership type arrangem
ent? 

W
ell, first we m

ust understand that the idea of partnership, es-
pecially in the context of sourcing and supply chain m

anage-
m

ent, is a relatively new concept. W
e m

ust also look at the proc-
ess of the form

ation of trust in the relationship. W
e m

ust gain 
an understanding of how trust can be engendered, in order to 
fully understand the nature of these relationships. M

ore im
por-

tantly, we m
ust learn how to grow and enhance these relation 

ships for our organisations going forward.

At the heart of partnership lies the issue of closeness. Figure 1 
(adapted Slack and Lewis, 2002) shows som

e of the m
ajor is-

sues which contribute to closeness. It can be seen that the ele-
m

ents of the partnership relationships can be broken down into 
two areas, that of attitudes with which the custom

er and sup-
plier approach the relationship and that of actions, which de-
scribes what actions are undertaken by both parties.

Figure ???

Section 3

Partnership

•!
Cost 

•!
Logistics

•!
Q

uality

•!
Product developm

ent
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Partnerships can be viewed as strategic alliances. These can 
be defined as ‘relatively enduring inter-firm

 cooperative arrange-
m

ents, involving flows and linkages that use resources and/or 
governance structures from

 autonom
ous organisations, for the 

joint accom
plishm

ent of individual goals linked to the corporate 
m

ission of each sponsoring firm
’.

W
e have m

entioned closeness briefly. This refers to the degree 
of intim

acy, understanding and m
utual support which exists be-

tween partners. It also reflects the degree of interdependence. 
Closeness can be seen as both the result of, and the objective 
of, the interplay between attitudes towards the relationship and 
the ongoing activities which are the day to day m

anifestations 
of the relationship.

Trust is the willingness of one party to relate with another in the 
belief that the other’s actions will be beneficial rather than detri-
m

ental to the first party, even though this cannot be guaran-
teed. In other words, it m

eans that suppliers or custom
ers are 

willing to take a risk that they m
ight be treated badly by their 

partner because they believe that their partner will in not in fact 
do so. So, closely aligned with the concept of trust is that of will-
ingness to m

ake oneself vulnerable to the actions of the other, 
even though this vulnerability is not as keenly felt because of 

the existence of trust. If there were no risk involved in a relation-
ship there would be no need for trust, and without som

e degree 
of trust there is little justification for taking risks with a partner. 
Although m

ost organisations are aware of the different degrees 
of trust in their relationships with suppliers or custom

ers, they 
do not always see trust as an issue to be m

anaged explicitly. 
However, alm

ost all research in the area of supplier-custom
er 

relationships highlights the role of trust in determ
ining the scope 

and lim
its of the relationship.

It is useful to think of trust in three stages. At the m
ost basic, 

calculative trust is the trust that arises because one of the par-
ties calculates that trusting the partner is likely to lead to a bet-
ter outcom

e than not trusting them
. Underlying this is often the 

belief that the benefits from
 m

aintaining trust are greater than 
those from

 breaking it. Beyond this is what is known as cogni-
tive trust, trust which is based on a sharing of each partner’s 
cognitions or understanding of aspects concerned with the rela-
tionship. By knowing how each other see the world, each part-
ner’s behaviour can be anticipated; it therefore com

es as no sur-
prise and, therefore, will not threaten the relationship. Even 
deeper is the idea of bonding trust. This is based on partners 
holding com

m
on values, m

oral codes and a sense of what obli-
gations are due to each other. The partners identify with each 
other at an em

otional level beyond the m
ere m

echanics of the 
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day to day transactions which occur. Trust is based on the be-
lief that each party feels as well as thinks the sam

e. Figure 2 il-
lustrates these 3 levels of trust.  Progression through these 
states of trust is often associated with tim

e and the accum
ula-

tion of positive, relationship building experiences.

Figure xx

The other areas highlighted in Figure xx include:

•
Shared success – this m

eans that both partners recognise 
that they have m

ore to gain through the success of the other 
partner than they have individually or by exploiting the other 
partner

•
Long term

 expectations – partnership relationships im
ply long 

term
 relationships, but not necessarily perm

anent one. M
ain-

taining the relationship is an affirm
ation that each partner has 

m
ore to gain from

 the relationship than ending it

•
M

ultiple points of contact – here we address the issue of com
-

m
unication and note that it is generally com

plex and involves 
m

any links between m
any individuals in both organisations.

•
Joint learning – this is m

ore of an attitude whereby both part-
ners approach the relationship in a sense of m

utual learning

•
Few relationships – partnerships inevitably involve a lim

it on 
the num

ber of other partnerships.

•
Joint coordination of activities – because there are fewer indi-
vidual custom

ers and/or suppliers with whom
 to coordinate, 

the quantity, type, tim
ing of product and service deliveries are 

usually subject to a greater degree of m
utual agreem

ent. It is 
however usually the custom

er who has a far greater say in 
the coordination of activities, as they are generally closer to 
the dem

and driven end of the supply chain. 

•
Inform

ation transparency – open and efficient inform
ation ex-

change is a key elem
ent in partnership. However as close-

ness is extended, the nature of the inform
ation exchanged by 

the partners m
ay becom

e increasingly sensitive. This has to 
be reviewed as leakage could m

ean one partner being placed 
at a com

m
ercial or strategic disadvantage.

•
Joint problem

 solving – the way in which problem
s are ad-

dressed is widely seen as being central to how the partner-
ship itself develops. Successful problem

 solving requires a de-
gree of joint coordination, inform

ation transparency, and can-
not happen unless there are relatively few relationships.

•
Dedicated assets – this is one of the m

ore evident ways of 
dem

onstrating a com
m

itm
ent to partnership but it is not with-

out its risks
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It is worth noting at this point that research has dem
onstrated 

that fewer then one percent of supplier relations can be charac-
terised as partnership relationships, with these suppliers being 
responsible for 12%

 of total purchasing volum
e.

Strategic partnering 
- in the retail industry
In this section we are going to look specifically at the role of stra-
tegic partnerships and to exam

ine it in the context of the retail 
industry. W

ithin this industry we can define three types of strate-
gic partnerships. These are: 

•
Q

uick response: Here vendors receive point of sale (PO
S) 

data from
 retailers, and use this inform

ation to synchronise 
production and inventory activities at the supplier. In this strat-
egy, the retailer still prepares individual orders, but the PO

S 

data is used by the supplier to im
prove forecasting and sched-

uling.

•
Continuous replenishm

ent: In this case vendors receive 
PO

S data and use it to prepare shipm
ents at previously 

agreed upon intervals to m
aintain agreed to levels of inven-

tory.

•
Advanced continuous replenishm

ent: Finally, in this third 
case suppliers m

ay gradually decrease inventory levels at the 
retailer’s store or distribution centre as long as service levels 
are m

et. Inventory levels are thus continuously im
proved in a 

structured way.

The requirem
ents for effective strategic partnership include: Ad-

vanced inform
ation system

s, Top m
anagem

ent com
m

itm
ent 

and M
utual trust. There are though with m

ost partnerships is-
sues which m

ust be address. These are: 

•
Inventory ownership: Traditionally the retailer has paid for the 
goods, but there has been a m

ove to where the supplier 
owns the goods until they are sold. This ownership issue 
raises questions over how to m

anage the inventory. G
ener-

ally there are perform
ance m

easures put in place such as fill 
rate, inventory level, inventory turns:

•
Confidentiality.

•
Com

m
unication and cooperation.

Activity

Identify three key partners for your organisation.

W
hat sort of trust do you believe exists between your organisation 

and these partners? Explain why you believe this is so.
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There are advantages and disadvantages of strategic partner-
ing and these are presented in Table 1.

Table 1 xx

Conclusion

W
e have seen that strategic sourcing is critical for firm

s m
anag-

ing com
plex supply chains. In this section we have exam

ined 
the context for strategic sourcing, and then looked at why suppli-
ers do not always think and act in the interest of their clients. 
W

e then followed on from
 this by exam

ining the m
ain elem

ents 
of supplier m

anagem
ent and how to get better results from

 sup-
pliers. Finally we dealt with one area of strategic partnership, an 
exam

ination of the different types of strategic partnership in the 
retail industry. O

ne final thought is that partnership is the result 
of the contractors’ continuous effort to im

prove results in the re-
lationship with suppliers, rather than a technique which can be 
adapted and applied in a short tim

e. There is no right way or sin-
gle way, just a continuous working at the relationships involved.
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6 Inform
ation Technology for 

purchasing and the supply 
chain

In this section w
e w

ill look at supply chain 
inform

ation flow
s and the types of 

inform
ation system

s organisations use to 
carry them

 out. W
e w

ill prim
arily look at 

com
puter-based inform

ation flow
s, but as 

you saw
 in the O

perations M
anagem

ent 
Section – for exam

ple, Kanban cards.
W

e w
ill discuss initially the critical role 

inform
ation flow

s play in the supply chain. 
Secondly, w

e w
ill look at three key 

processes / activities: Custom
er 

Relationship M
anagem

ent, Internal Supply 
Chain M

anagem
ent, and finally w

e w
ill 

look at system
s that support procurem

ent 
in the supply chain, under the title of 
Supplier Relationship M

anagem
ent.
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W
hether we are talking about purchasing or forecasting, m

aster 
scheduling or project planning, inform

ation is an essential part 
of m

anaging the supply chain. The im
portance of inform

ation is 
reflected in the APICS definition of a supply chain: ‘the global 
network used to deliver products and services from

 raw m
ateri-

als to end custom
ers through and engineered flow of inform

a-
tion, physical distribution, and cash’O

rganisations use inform
a-

tion to help them
 to do everything from

 handling routine billing 
transactions to developing new business strategies.  Som

e sup-
ply chains are particularly inform

ation intensive. These include:

•!
Execution and transaction processing

•!
Routine decision m

aking

•!
Tactical planning

•!
Strategic decision m

aking

Table 1 shows these activities as they are utilised by different 
levels of an organisation. 

In addition to thinking about the needs at different organisa-
tional levels, we also need to think about the linkages and the 
direction of those linkages. For exam

ple, there are planning and 
control activities that link a firm

 with its downstream
 custom

ers, 
broadly referred to as custom

er relationship m
anagem

ent 

Section 1

Understanding 
Inform

ation needs
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(CRM
) activities, and those that link a firm

 with its upstream
 sup-

pliers, known as supplier relationship m
anagem

ent (SRM
) activi-

ties (see Figure 1). There are also flows that link higher level 
planning and decision m

aking with lower level activities within 
the firm

. 

Figure 2 Supply chain m
anagem

ent inform
ation system

s

W
hy focus on these activities? The following discussion is 

based Chopra and M
eindl (2004).

As the perform
ance of an enterprise becom

es m
ore closely 

linked to the perform
ance of its supply chain, it is crucial that 

firm
s focus on the three activities of CRM

, ISCM
 and SRM

. Af-
ter decades of focusing on internal processes, a firm

 m
ust ex-

pand the scope beyond internal processes and look at the en-
tire supply chain to achieve breakthrough perform

ance. As we 
have discussed in earlier sections the goal should be to in-
crease the total profitability of the supply chain. G

ood supply 
chain m

anagem
ent is not a zero sum

 gam
e where one stage of 

the supply chain increases profits at the expense of another. 
G

ood supply chain m
anagem

ent is instead a positive sum
 

gam
e where supply chain partners can increase their overall 

level of profitability by working together. Therefore, to increase 
the supply chain surplus m

ost effectively (and therefore their 
firm

’s own profitability), firm
s m

ust expand their scope beyond 
their enterprise and think in term

s of all three activities.

As the downturn in technology spending has applied evolution-
ary pressure on the enterprise software landscape, we see a 
distinct pattern em

erging. The m
ajority of survivors have cho-

sen to focus their products on im
proving their custom

ers’ activi-
ties. Som

e software firm
s cross over into m

ore than one m
acro 

process, whereas others only address a sm
all portion of a 

m
acro process. But the com

m
on them

e we see is that to sur-
vive, and particularly to thrive, enterprise software firm

s m
ust 
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focus on one or m
ore of these activities. Alm

ost all areas of en-
terprise software growth exist within CRM

, ISCM
, or SRM

. Both 
new com

panies and large firm
s within enterprise software are 

now targeting these three activities m
uch m

ore sharply. In the 
future, we see the ability to im

prove the three activities driving 
the winners and losers in enterprise software.

Exam
ples of failures that did not focus on these activities are 

Business to Business (B2B) m
arketplaces and the software 

com
panies providing m

arketplace software that proliferated dur-
ing 1999 and 2000. M

arketplaces focused m
ore on creating 

whole new inform
ation interm

ediaries within the supply chain 
rather than on im

proving the perform
ance of the activities within 

supply chains (for further reading see Van W
eele, Chapter 10). 

This lack of focus on the activities was a key contributor to the 
downfall of m

arketplaces.

A third exam
ple of a software category that is being trans-

form
ed by a focus on activities is the ERP category. ERP soft-

ware has been successful in im
proving data integrity within the 

supply chain, but by itself, data integrity provides little value. 
The real im

provem
ent from

 m
ore accurate data results only 

when the data can be used to im
prove decision m

aking. This is 
where the three activities that have been outlined enter the pic-

ture. The real value from
 having ERP system

s in place can only 
be obtained if these system

s can be used to im
prove decision 

m
aking in the three processes. Every m

ajor ERP player has re-
alised this and is rem

aking them
selves into a com

pany em
pha-

sising products focused on the activities.

The drivers of the software landscape are not just im
portant to 

software providers. Com
panies that are users of software m

ust 
understand these activities as well. By understanding whether 
or not software com

panies are addressing the activities and ac-
tually enabling im

provem
ents in perform

ance in these areas, a 
com

pany can better gauge whether or not a particular type of 
software is valuable for them

.

Am
ong software firm

s focused on a m
acro process, the follow-

ing three factors determ
ine their success:

•
Functional perform

ance

•
Integration with other activities

•
Strength of the software firm

’s ecosystem
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Functional perform
ance is im

portant to custom
ers because it 

provides them
 with capabilities to create a com

petitive advan-
tage. In addition to raw perform

ance (qualities such as the abil-
ity to optim

ise both price and supply in an integrated fashion), 
we believe that the ease of use is crucial to success in this cate-
gory. 

The ability to integrate is im
portant to a custom

er for a variety of 
reasons. Applications that are easy to integrate are generally 
easier to get im

plem
ented and producing value. Integration is 

also crucial across different activities. Applications that integrate 
across activities will be able to provide the benefits of m

aking 
decisions for the extended supply chain. This gives an edge to 
firm

s that offer a full line of integrated solutions in all three activi-
ties.

Finally, a firm
’s ecosystem

 – the network of software partners 
and, m

ore im
portantly, system

s integrators and installed base – 
provides assistance in selling and im

plem
enting software. Firm

s 
that work well with im

plem
entation partners and build up large 

groups of custom
ers trained on their solutions have built a 

highly defensible position. For another firm
 to capture this busi-

ness requires that they be so far superior that it is worth the re-
training and reintegration effort, which is often quite significant. 

For a custom
er, a strong ecosystem

 m
eans a strong network to 

provide support both during im
plem

entation and down the road.

As we stressed earlier, these criteria are also im
portant for cus-

tom
ers of supply chain software. These criteria are the key to 

success for software com
panies precisely because they im

-
prove supply chain perform

ance for firm
s. Thus, com

panies 
should evaluate software providers along these lines to deter-
m

ine their choice of software vendor.
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Custom
er Relationship M

anagem
ent 

The CRM
 m

acro process consists of processes that take place 
between an enterprise and its custom

ers downstream
 in the 

supply chain. The goal of the CRM
 m

acro process is to gener-
ate custom

er dem
and and facilitate transm

ission and tracking 
of orders. W

eakness in this process results in dem
and being 

lost and a poor custom
er experience because orders are not 

processed and executed effectively. The key processes under 
CRM

 are as follows:

•
M

arketing: M
arketing processes involve decisions regarding 

which custom
ers to target, how to target custom

ers, and what 
products to offer, how to price products, and how to m

anage 
the actual cam

paigns targeting custom
ers. 

•
Sell: The Sell process focuses on m

aking an actual sale to a 
custom

er (com
pared to m

arketing where processes are m
ore 

focused on planning who to sell to and what to sell). The sell 
process includes providing the sales force the inform

ation 
they need to m

ake a sale and then executing the actual sale. 
Executing the sale m

ay require the sales person (or the cus-
tom

er) to build and configure orders by choosing am
ong a va-

riety of options and features. The sell process also requires 

Section 2

Key processes
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such functionality as the ability to quote due dates and ac-
cess inform

ation related to a custom
er order. 

•
O

rder M
anagem

ent: The process of m
anaging custom

er or-
ders as they flow through an enterprise is im

portant for the 
custom

er to track his order and for the enterprise to plan and 
execute order fulfillm

ent. This process ties together dem
and 

from
 the custom

er with supply from
 the enterprise. O

rder m
an-

agem
ent software has traditionally been handled by legacy 

system
s or been a part of an ERP system

. Recently, new or-
der m

anagem
ent system

s have em
erged with additional func-

tionality that enables visibility of orders across the often nu-
m

erous order m
anagem

ent system
s that exist within a com

-
pany.

•
Call/Service center: A call/service center is often the prim

ary 
point of contact between a com

pany and its custom
ers. A call/

service center helps custom
ers place orders, suggests prod-

ucts, solves problem
s, and provides inform

ation on order 
status. 

The aforem
entioned CRM

 processes are crucial to the supply 
chain as they carry a vast am

ount of interaction between an en-
terprise and its custom

ers. The custom
er m

ust be the starting 
point when trying to increase the supply chain surplus because 
dem

and, and therefore revenue, ultim
ately arises from

 them
. It 

is also im
portant to note that CRM

 processes (and also CRM
 

software) m
ust be integrated with internal operations to opti-

m
ise perform

ance. 

Internal Supply Chain M
anagem

ent 
ISCM

, as we discussed earlier, is focused on operations inter-
nal to the enterprise. ISCM

 includes all processes involved in 
planning for and fulfilling a custom

er order. The various proc-
esses included in ISCM

 are as follows:

•
Strategic planning: The goal of this process is to plan re-
source availability in the supply chain network. The decisions 
m

ade include where to locate plants and warehouses, what 
type of facilities to build, and what m

arkets to serve from
 

each facility. Although a few people m
ake these decisions in-

frequently, the im
pact on supply chain perform

ance can be 
quite large and is felt potentially for years. 

•
Dem

and planning: This set of processes involves forecasting 
future custom

er dem
and. In addition to forecasts, dem

and 
planning also includes decisions to m

anage dem
and, such as 

prom
otions planning. 

•
Supply planning. The supply planning process takes as an in-
put the dem

and forecasts produced by dem
and planning and 

the resources m
ade available by strategic planning, and then 
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produces an optim
al plan to m

eet this dem
and. Factory plan-

ning and inventory planning capabilities are typically provided 
by supply planning software.

•
Fulfilm

ent: O
nce a plan is in place to supply the dem

and, it 
m

ust be executed. The fulfilm
ent process links each order to 

a specific supply source and m
eans of transportation. 

•
Field service: Finally, after the product has been delivered to 
the custom

er, it eventually m
ust be serviced. Service proc-

esses focus on setting inventory levels for spare parts as well 
as scheduling service calls.

G
iven that the ISCM

 m
acro process aim

s to fulfill dem
and that 

is generated by CRM
 processes, there needs to be strong inte-

gration between the ISCM
 and CRM

 activities. W
hen forecast-

ing dem
and, interaction with CRM

 is essential as the CRM
 appli-

cations are touching the custom
er and have the m

ost data and 
insight on custom

er behavior. Sim
ilarly, the ISCM

 processes 
should have strong integration with the SRM

 m
acro process. 

Supply planning, fulfillm
ent, and field service are all dependent 

on suppliers and therefore the SRM
 processes. It is of little use 

for your factory to have the production capacity to m
eet de-

m
and if your supplier cannot supply the parts to m

ake your prod-
uct. O

rder m
anagem

ent, which we discussed in CRM
, m

ust inte-
grate closely with fulfilm

ent and be an input for effective de-
m

and planning. Again, good supply chain m
anagem

ent requires 
that we integrate across the activities.

Supplier Relationship M
anagem

ent 
SRM

 includes those processes focused on the interaction be-
tween the enterprise and suppliers that are upstream

 in the sup-
ply chain. There is a very natural fit between SRM

 processes 
and the ISCM

 processes as integrating supplier constraints is 
crucial when creating internal plans. The m

ajor SRM
 processes 

are as follows:

•
Design collaboration: The goal of this process is to im

prove 
the design of products through such ideas as the joint selec-
tion (with suppliers) of com

ponents that have positive supply 
chain characteristics such as ease of m

anufacturability or 
com

m
onality across several end products. O

ther design col-
laboration activities include the sharing of engineering 
change orders between a m

anufacturer and its suppliers. 
This elim

inates the costly delays that occur when several sup-
pliers are concurrently designing com

ponents for the m
anu-

facturer’s product. G
ood collaboration at this stage can create 

huge value because about 80 percent of product cost is deter-
m

ined at the design stage. Successful software in this area 
facilitates such collaboration.

•
Source: The source process qualifies suppliers and helps in 
supplier selection, contract m

anagem
ent, and supplier evalua-

tion. A key goal is to analyse the am
ount that an enterprise 

spends with each supplier, which can reveal valuable trends 
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or areas for im
provem

ent. Suppliers are evaluated along sev-
eral key criteria including lead-tim

e, reliability, quality, and 
price. This evaluation helps im

prove supplier perform
ance 

and aids in supplier selection. Contract m
anagem

ent is also 
an im

portant part of sourcing, as m
any supplier contracts 

have com
plex details that m

ust be tracked (such as price re-
ductions for reaching certain volum

e targets). 

•
Negotiate: Negotiations with suppliers involve m

any steps 
starting with a request for quote (RFQ

). The negotiation proc-
ess m

ay also include the design and execution of auctions. 
The goal of this process is to negotiate an effective contract 
that specifies price and delivery param

eters for a supplier in a 
way that best m

atches the enterprises needs. Successful soft-
ware autom

ates the RFQ
 process and the execution of auc-

tions.

•
Buy: The buy process executes the actual procurem

ent of m
a-

terial from
 suppliers. This includes the creation, m

anagem
ent, 

and approval of purchase orders. 

•
Supply collaboration: O

nce an agreem
ent for supply is estab-

lished between the enterprise and a supplier, supply chain 
perform

ance can be im
proved by collaborating on forecasts, 

production plans, and inventory levels. The goal of collabora-
tion is to ensure a com

m
on plan across the supply chain. 

Significant im
provem

ent in supply chain perform
ance can be 

achieved if SRM
 processes are well integrated with appropriate 

CRM
 and ISCM

 processes. For instance, when designing a 
product incorporating input from

 custom
ers is a natural way to 

im
prove the design. This would require inputs from

 processes 
within CRM

. Sourcing, negotiating, buying, and collaborating pri-
m

arily tie into ISCM
 as the supplier inputs are needed to pro-

duce and execute an optim
al plan. But even these segm

ents 
have the need to interface with CRM

 processes such as order 
m

anagem
ent. Again, the them

e of integrating the three activi-
ties is crucial for im

proved supply chain perform
ance.

Conclusion 

In this section we have looked briefly at supply chain inform
a-

tion flows and the types of inform
ation system

s organisations 
use to carry them

 out. W
e discussed the critical role inform

ation 
flows play in the supply chain and we looked at three key proc-
esses / activities, Custom

er Relationship M
anagem

ent, Internal 
Supply Chain M

anagem
ent and finally we will look at system

s 
that support procurem

ent in the supply chain, under the tile of 
Supplier Relationship M

anagem
ent. It is im

portant to note that 
we there is further reading to be done in the area of supplier 
m

anagem
ent, and that Van W

eele describes in particular the de-
velopm

ents in e-procurem
ent



59

References 

Bozarth, C.C. and Handfield, R.B. (2005) Introduction to O
pera-

tions and Supply Chain M
anagem

ent, Pearson/Prentice Hall

Chopra, S. and M
eindl, P. (2004) Supply Chain M

anagem
ent, 

Strategy, Planning and O
peration, 2nd Edition, Pearson/

Prentice Hall

Van W
eele, A.J. (2005) Purchasing and Supply Chain M

anage-
m

ent, Analysis, Strategy, Planning and Practice, 4th Edition, 
Thom

son

Further Reading 

Drayer, Ralph, and Robert W
right. 2002. “G

etting the M
ost from

 
Your ERP System

.” Supply Chain M
anagem

ent Review (M
ay—

June): 44—
52.

M
eyer, M

ichelle M
. 2001. “W

hy IBM
 is Linking Logistics and In-

form
ation.” Supply Chain M

anagem
ent Review (Septem

-
ber—

O
ctober): 56—

62.

Rutner, Stephen M
., Brian J. G

ibson, Kate L. Vitasek, and Craig 
M

. G
ustin. 2001. “Is Technology Filling the Inform

ation G
ap?” 

Supply Chain M
anagem

ent Review (M
arch—

April): 58—
64.

Shankar, Venkatesh, and Tony O
’Driscoll. 2002. “How W

ireless 
Networks are Reshaping the Supply Chain.” Supply Chain M

an-
agem

ent Review (July—
August): 44-51.

Soni, Ashok, M
. A. Venkataram

anan, and Vincent A. M
abert 

(2001) “Enterprise Resource Planning: Com
m

on M
yths vs. 

Evolving Reality.” Business Horizons 44 (3): 69-76.

Kahl, S. (1999) “W
hat’s the value of Supply Chain Software? 

Supply Chain M
anagem

ent Review 2, No.4 W
inter: 59-67



7
In this section w

e are going to exam
ine supply netw

orks 
from

 a design perspective. Initially w
e are going to look 

back at the different sections to date and refresh ourselves 
w

ith som
e of the definitions w

e have used for supply 
netw

orks. W
e w

ill look again at the different perspectives 
taken on netw

orks, all the tim
e being aw

are that 
procurem

ent and the m
anagem

ent of relationships w
ith 

suppliers and custom
ers are key to the success of an 

organisations netw
ork configuration.

W
e w

ill look in som
e detail at the broader aspects of 

netw
ork design, using Slack’s O

perations M
anagem

ent 
textbook as a guide. W

e w
ill then exam

ine specifically the 
design of the logistics netw

ork, w
hich relates to the 

physical m
ovem

ent of m
aterials and goods

Supply Netw
orks
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W
hen we started this section, we pointed out that traditionally 

supply chain m
anagem

ent has been prim
arily associated with 

m
aterials m

anagem
ent (Harland, 1996). However, m

ore re-
cently supply chain m

anagem
ent has been associated with the 

m
anagem

ent of networks, which consist of interconnected busi-
nesses, these businesses being involved in the ‘provision of 
product and service packages required by end custom

ers’.

W
e saw that Christopher (1992) uses this definition stating that 

supply chain m
anagem

ent is ‘the network of organisations that 
are involved, through upstream

 and downstream
 linkages, in 

the different processes and activities that produce value in the 
form

s of products and services in the hands of the ultim
ate con-

sum
er.’

W
e also saw that at a very sim

plistic level the supply chain 
could be broken down into five parts, Buy, M

ake, M
ove, Store 

and Sell. M
ove/Store is considered the final area of activity and 

involves the m
oving and storage of m

aterials. This has been pri-
m

arily associated with logistics. Christopher (1998) defines lo-
gistics as ‘the process of strategically m

anaging, the procure-
m

ent, m
ovem

ent and storage of m
aterials, parts and finished 

inventory (and the related inform
ation flows) through to the or-

ganisation and its m
arketing channels in such a way that cur-

rent and future profitability are m
axim

ised through the cost effec-
tive fulfilm

ent of orders’. W
e can clearly see that the M

ove/
Store elem

ent encom
passes both the Buy and M

ake elem
ents, 

and adds to them
 the concept of custom

er service. M
arketing 

m
ight define these elem

ents as the fourth ‘P’, place. Place in-
volves the m

anagem
ent of distribution channels and as such 

com
prises a num

ber of flows:

Section 1

Background

•!
Product Flows

•!
Negotiation Flows

•!
O

wnership Flows

•!
Inform

ation Flows

•!
Prom

otional Flows.
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The m
anagem

ent of these flows is encom
passed within the 

scope of supply chain m
anagem

ent, and m
ore im

portantly in 
the scope of supply network m

anagem
ent and design.

You learned in the Buying Behaviour unit that one possible 
m

odel is the network approach. In this m
odel the view is that 

the dyadic relationship between supplier and m
anufacturer is 

not only influenced by the characteristics of the product and the 
involved organisations, but also by the relationship between 
these organisations and other organisations that are part of the 
supplier network. This m

odel proposes that effective purchasing 
and effective m

anagem
ent of supplier relationships requires a 

thorough understanding of the cost structures and the balance 
of power in the entire buyer-supplier network.

W
e saw also in relation to sourcing strategy that there seem

s to 
be a growing view that organisations are developing an increas-
ing dependence on relationships with suppliers. A brief outline 
of the types of relationships was given and is repeated here in 
the context of different business trends. These trends included:

•!
A reported increasing incidence of vertical disintegration.

•!
Im

plem
entation of supplier-base reduction program

m
es.

•!
Focusing on operations.

•!
O

utsourcing. 

•Just-in-tim
e.

•Increasing popularity of partnerships and partnership 
sourcing.

Again from
 the point of view of supply networks – a perspective 

taken on partnerships and partnership sourcing which de-
scribed non-equity cooperative relationships – is of interest 
here as it suggest the type of relationship and the num

bers of 
relationships that should exist within a supply network. However 
not all relationships should be partnerships. Rather, it is m

ore a 
case of ‘horses for courses’ with an appropriate type of relation-
ship being selected for a particular set of circum

stances. W
e 

saw in som
e detail what this m

eans, but for the purpose of this 
section it is im

portant to note that the type of relationship cho-
sen can influence the structure of the network.
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Slack (2004) states that a supply network perspective m
eans 

setting an operation in the context of all the other operations 
with which it interacts, som

e of which are its suppliers and its 
custom

ers. Figure1 illustrates a typical supply network. There 
are a num

ber of reasons why an organisation should take the 
supply network perspective. These include:

•
Understanding com

petitiveness: Increasingly organisations 
are taking on the responsibility for understanding how 
custom

er-supplier relationships transm
it com

petitive require-
m

ents through the network. 

•
Identifying significant links in the network: As Slack states ‘the 
key to understanding supply networks lies in identifying the 
parts of the network which contribute to those perform

ance 
objectives valued by end custom

ers.’  It is key to analyse both 
the upstream

 and downstream
 sides of a network.

•
Focus on long term

 issues: It is always critical for organisa-
tions to look at how a network can be developed. There will 
always be tim

es when there is a weak link in the network. It is 
the ability of an organisation to weigh the relative advantages 
to be gained from

 assisting or replacing the weak link.

•
Configuring the supply network: There are two m

ain issues 
involved in configuring the network. The first concerns the 
shape of the network. The second relates to the extent and 
nature of outsourcing and vertical integration and organisa-
tion wishes to indulge in.

Section 2

The Supply 
Netw

ork 
Perspective
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W
e will look at changing the shape later, when we exam

ine the 
logistics network configuration.  Issues which we have dealt 
with before include the extent that organisations wish to de-
velop closer relationships (partnerships), and so reduce the 
num

ber of suppliers in their im
m

ediate network. 

The second area we have dealt briefly with before in the section 
on buying behaviour. W

e spoke of outsourcing when we were 
speaking of sourcing strategy, and we described it as a way of 
focusing on core activities, but allowing other organisations to 
carry out those activities that do not form

 part of the organisa-
tions core activities.

O
utsourcing also involves m

anaging the processes and the ac-
tivities within a network. Vertical integration on the other hand 
involves bringing in the activities that are perform

ed by suppli-
ers to the organisation. Both form

s of change involve redesign 
of the network. Both of these decisions whether to outsource or 
to integrate involve ownership issues and as such are very stra-
tegic in nature. 

Decision classifications

There are in essence three levels of decision m
aking: strategic, 

tactical and operational. In the design of networks all three have 
to be considered.

•
Strategic planning decisions

•
Tactical planning decisions

•
O

perational Decisions.

Strategic planning involves decisions that typically encom
pass m

a-
jor capital investm

ents and have a long-term
 effect. These would 

include: 

•
Determ

ination of the num
ber, location and size of new plants, 

distribution centres and warehouses.

•
Acquisition of new production equipm

ent and the design of work-
ing centres within each plant.

•
Design of transportation facilities, com

m
unications equipm

ent, 
data processing m

eans, and so on.
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Tactical planning involves decisions which are about the effective 
allocation of m

anufacturing and distribution resources over a period 
of several m

onths. This would include issues such as:

W
ork-force size.

Inventory policies.

Definition of the distribution channels.

Selection of transportation and trans-shipm
ent alternatives.

Finally, the third type of decision, that of operational decisions, in-
cludes the day-to-day control issues that face organisations. These 
include: 

The assignm
ent of custom

er orders to individual m
achines.

Dispatching, expediting and processing orders.

Vehicle scheduling.
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Key issues

Now that we have established the background to network de-
sign, the reasons why we need to design and the type and level 
of decisions we need to address the issues involved in the de-
sign process.

Initially we are aim
ing to pick the optim

al num
ber, location, and 

size of warehouses and/or plants, be it upstream
 or down-

stream
 in the network. W

e are looking to determ
ine an optim

al 
sourcing strategy, determ

ining which plant or vendor should pro-
duce which product, determ

ining what the best distribution chan-
nels are, and finally which warehouses should service which 
custom

ers. 

he objective in the design of the network is to balance service 
level against a range of costs. Costs include:

That is, we would like to find a m
inim

al-annual-cost configura-
tion of the distribution network that satisfies product dem

ands at 
specified custom

er service levels.

Netw
ork design tools

There are two m
ajor com

ponents to network design which we 
need, these are som

e sort of m
apping system

 and a way of cap-
turing the data required. M

apping allows you to visualise your 
supply chain and the solutions. M

apping the solutions allows 
you to better understand different scenarios, also colour coding, 
sizing, and utilisation indicators allow for further analysis.

Data specifies the costs of your supply chain. The baseline cost 
data should m

atch your accounting data. The output data al-

Section 3

Netw
ork design

•!
Production/ purchasing costs.

•!
Inventory carrying costs.

•!
Facility costs (handling and fixed costs).

•!
Transportation costs.
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lows you to quantify changes to the supply chain. The data can 
be quite com

prehensive and can include: 

There is a danger of too m
uch inform

ation, but there is also the 
risk of not collecting the right inform

ation. 

O
ne of the key pieces of inform

ation, when planning the down-
stream

 side of the network is the custom
er data. Sales data is 

typically collected on a by-custom
er basis.

Network planning and design is greatly facilitated if sales data 
is in a geographic database rather than accounting database 

New technology exists for G
eo-coding the data based on G

eo-
graphic Inform

ation System
 (G

IS).  W
e m

ay also find that cus-
tom

ers located in close proxim
ity are aggregated using a grid 

network or clustering techniques. All custom
ers within a single 

cell or a single cluster are replaced by a single custom
er lo-

cated at the centroid of the cell or cluster. W
e refer to a cell or a 

cluster as a custom
er zone. The im

pact of aggregating custom
-

ers has to be assessed.

W
e find that the custom

er zone balances loss of accuracy due 
to over aggregation versus needless com

plexity. The efficiency 
of the aggregation can be affected by choices m

ade and this 
m

ay include: 

1.
Distances

2.
Transportation costs

1.
The num

ber of aggregated points, which is the num
ber of dif-

ferent zones.

2.
The distribution of custom

ers in each zone.

1.
A listing of all products

2.
Location of custom

ers, stocking points and sources

3.
Dem

and for each product by custom
er location

4.
Transportation rates

5.
W

arehousing costs

6.
Shipm

ent sizes by product

7.
O

rder patterns by frequency, size, and season, content

8.
O

rder processing costs

9.
Custom

er service goals
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Ultim
ately the reasons behind why organisations need to aggre-

gate include the high cost of obtaining and processing data, the 
form

 in which data is available, and the size of the resulting loca-
tion m

odel and perhaps the accuracy of forecast dem
and (for 

further details on forecasting see the O
perations M

anagem
ent 

Section).

Com
panies m

ay have hundreds to thousands of individual 
item

s in their production line due to variations in product m
odels 

and style and also different sizes of packages.

W
e find that for so m

any products and product groups collect-
ing all data and analysing it is im

practical. Therefore sim
ilar to 

the custom
ers we look at a strategy for product aggregation. 

This would involve placing all stock keeping units (SKU’s) into a 
source-group (A source group is a group of SKU’s all sourced 
from

 the sam
e place(s)). W

ithin each of the source-groups, the 
SKU’s would be aggregated by sim

ilar logistics characteristics 
including weight, volum

e, and holding cost. W
e would then 

have m
anageable sets of data.

Another issue that arises when carrying out detailed network de-
sign is transport rate e. estim

ation. This has becom
e a m

ajor is-
sue as the cost of transport is rising rapidly due to the cost of 
oil. W

e find that even for a country like Ireland there are a huge 
num

ber of rates representing all com
binations of product flow, 

and these becom
e m

ore expansive as we look at global net-
works. An im

portant characteristic of a class of rates for truck, 
rail, UPS and other trucking com

panies is that the rates are 
quite linear with the distance, which when you are based on the 
continent and are looking at road haulage rates is useful. How-
ever for Ireland there can be huge disparity differences be-
tween regions e.g. Donegal and G

reater Dublin.

O
ther issues which are of im

portance if m
anaging local deliver-

ies include understanding the street network

Predicting future dem
and is very difficult. The am

ount of capac-
ity an organisation requires will depend on its current and future 
dem

ands. It is when the organisations view of future dem
and is 

different from
 its current dem

and that capacity becom
es an is-

sue.

O
ne of the key issues in looking at capacity is the cost of chang-

ing or m
odifying facilities. These changes are generally not 

short term
 and tend to be m

ore strategic in nature. The costs 
m

ay include fixed costs, these are generally not proportional to 
the am

ount of m
aterial the flows through the warehouse. W

e 
m

ay also have handling costs; these would include labour costs 

Activity

For Coca Cola, list out as m
any pack sizes that you can purchase.
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and utility costs. Finally, we would have storage costs, these 
costs are proportional to the inventory level, and therefore deci-
sions about capacity and inventory levels can affect these costs 
dram

atically.

W
e m

ust rem
em

ber that the objective of network design is to 
m

inim
ise the cost of your logistics network without com

prom
is-

ing service levels. There are a num
ber of actions that can be 

taken here.

The first is to increase the num
ber of warehouses. This can im

-
prove service level due to reduction of average service tim

e to 
custom

ers; however it can also increase inventory costs due to 
a larger safety stock, increase overhead and set-up costs. 

A num
ber of advantages though can include the reduction in 

transportation costs in a certain range and a reduction in out-
bound transportation costs.

Figure 2 illustrates som
e typical industry standards for the num

-
ber of warehouses used in their distribution networks.

Figure 2 Industry Benchm
arks: Num

ber of distribution centers
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M
odelling the netw

ork
A typical network design m

odel m
ight consist of the following in-

form
ation

W
hereas a typical location m

odel would have the following char-
acteristic:

•
There m

ay be an upper bound on the distance between a dis-
tribution centre and a m

arket area served by it.

Location problem
s are, in general, very difficult problem

s. The 
com

plexity increases with the num
ber of custom

ers, the num
-

ber of products, the num
ber of potential locations for ware-

houses, and the num
ber of warehouses at each location.

In order to be able to m
odel these networks there are a num

ber 
of approaches that can be taken. These are generally m

athe-
m

atical optim
isation techniques and they include:

1.
Exact algorithm

s: find optim
al solutions.

2.
Heuristics: find “good” solutions, not necessarily optim

al.

M
ore recently the focus has shifted to sim

ulation m
odels. These 

provide a m
echanism

 to evaluate specified design alternatives 
created by the designer. There has also been a shift towards 
sim

ulation m
odelling away from

 the m
ore m

athem
atical tech-

niques as software has becom
e available and the outputs are 

m
ore easily presented back to m

anagem
ent, so facilitating 

quicker decisions. This is because sim
ulation is m

ore predictive 
than an optim

ising technique.

•
Several products are produced at several plants.

•
Each plant has a known production capacity.

•
There is a known dem

and for each product at each custom
er 

zone.

•
The dem

and is satisfied by shipping the products via regional dis-
tribution centres.

•
There m

ay be an upper bound on total throughput at each distri-
bution centre.
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Conclusion

In this unit we exam
ined supply networks from

 a design per-
spective. Initially we reviewed the various units to refresh our-
selves with som

e of the definitions we have used for supply net-
works. W

e then looked at in som
e detail at the broader aspects 

of network design, using Slack’s O
perations M

anagem
ent text-

book as a guide. W
e then exam

ined specifically the design of 
the logistics network, which relates to the physical m

ovem
ent of 

m
aterials and goods.
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8 Perform
ance 

M
easures

This unit is split into tw
o parts. The first part 

focuses on purchasing perform
ance 

m
easurem

ent, w
hile the second part focuses on 

supply chain perform
ance m

easurem
ent. The 

first w
ill be inw

ardly focused and w
ill look at 

how
 w

e can assess that w
e are getting the best 

value from
 our procurem

ent functions and 
processes. The second w

ill be m
ore outw

ard 
focused and w

ill assess how
 w

e can m
easure 

perform
ance in the total supply chain. There w

ill 
be som

e directed reading at the end of this 
section for perform

ance m
easurem

ents in the 
dow

nstream
 supply chain. It is w

orth noting 
that som

e of the m
easures w

ill overlap but w
ill 

be used in different w
ays to assess 

perform
ance.
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Figure 1 Key areas of purchasing perform
ance

In the first part of this unit, we are going to follow Chapter 14 of 
Van W

eele fairly closely. W
e initially look at factors influencing 

purchasing perform
ance m

easurem
ent, then ask the question: 

why bother to m
easure purchasing perform

ance at all? W
e will 

then assess som
e of the problem

s encountered by organisa-
tions in m

easuring and evaluating purchasing perform
ance, fi-

nally asking what should be m
easured?

Factors influencing purchasing per-
form

ance m
easurem

ent

O
ne of the m

ost im
portant factors is the way m

anagem
ent 

looks upon the role and im
portance of the purchasing function. 

Four different m
anagem

ent views are prevalent: 

1.
The first is that purchasing is seen as an operational, adm

in-
istrative activity. M

anagem
ent evaluates purchasing opera-

tions on such param
eters as order backlog, purchasing ad-

m
inistrative lead-tim

e, num
ber of orders issued, num

ber of 
requests for quotations issued, and adherence to proce-
dures. 

Purchasing 
Perform

ance 
M

easurem
ent
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2.
The second is where m

anagem
ent views the purchasing 

function as a com
m

ercial activity. M
anagem

ent is aware of 
the savings potential which purchasing m

ay represent. It 
m

ay be evaluated using total savings reported by purchas-
ing, num

ber of quotations issued, variance reports, inflation 
reports, and so on.

3.
The third view is where m

anagem
ent sees purchasing as 

part of an integrated logistics function. Van W
eele states 

‘m
anagem

ent becom
es aware that price hunting has its 

drawbacks …
 Dem

and on lower prices appear always to be 
m

et by suppliers to the detrim
ent of quality and service reli-

ability. At this stage m
anagem

ent introduces targets to buy-
ers on quality im

provem
ent, lead-tim

e reduction and im
prov-

ing supplier delivery reliability.’

4.
The fourth and final view is the purchasing is seen as a stra-
tegic business area. Van W

eele describes this approach as 
follows, ‘purchasing is actively involved in deciding the com

-
pany’s core business and reinforces the com

petitive posi-
tion…

m
anagem

ent evaluates purchasing on a num
ber of as-

pects including the num
ber of changes in supply base, the 

num
ber of new suppliers and its contribution to the bottom

 
line in term

s of savings realised.’

W
hy m

easure purchasing perform
ance? 

W
e can identity basically four reasons for m

easuring purchas-
ing perform

ance. These are: 

Problem
s in m

easuring and evaluating purchasing 
perform

ance

There are a num
ber of problem

s that m
ake it difficult to evalu-

ate purchasing perform
ance. There can be a lack of definition 

of what and how perform
ance can be m

easured. There m
ay be 

different interpretations of what perform
ance m

eans. There m
ay 

be a lack of form
al objectives and perform

ance standards, and 
so there will be little consistency of m

easurem
ent. This in turn 

can lead to problem
s of accurate m

easurem
ent. M

ore im
por-

tantly given the cross-functional approach that purchasing 

•
The evaluation of purchasing perform

ance can lead to better de-
cision m

aking.

•
Better com

m
unication internally m

ay result.

•
Visibility of inform

ation and perform
ance can provide construc-

tive feedback to the buyer, provide inform
ation to m

anagem
ent, 

and finally im
prove the recognition of the departm

ent.

•
M

easuring perform
ance can lead to im

provem
ent in m

otivation.
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takes, accurate m
easurem

ent m
ay be difficult due to lack of 

identification of what each area contributes or m
easures. The 

final one is the difference in scope of purchasing between or-
ganisations. This difference m

ay m
ean a difference between 

what can or should be m
easured and m

ay m
ake benchm

arking 
inappropriate. 

W
hat should be m

easured?!

Purchasing perform
ance consists of two elem

ents, purchasing 
effectiveness and purchasing efficiency. Purchasing effective-
ness is the extent to which, by choosing a certain course of ac-
tion, a previously established goal is being m

et. Purchasing effi-
ciency is the relationship between planned and actual costs in-

curred in order to be able to realise a goal previously agreed 
upon.

Purchasing perform
ance thus can be considered as the extent 

to which the purchasing function is able to realise its predeter-
m

ined goals and objectives at m
inim

um
 organisational cost.

Four dim
ensions are suggested on which m

easurem
ent and 

evaluation of purchasing activities can be based. Figure 1 illus-
trates the relationships between these four areas. Table 1 illus-
trates through exam

ples how these m
easures are used.

Activity

From
 previous chapters we should have defined the scope of pro-

curem
ent in your organisation (see activity on defining the value 

chain). Revisit this value chain and look at the inputs and outputs 
from

 each area that touches the purchasing function. List them
 out. 

How easy is it to get this inform
ation? 

Discuss with other colleagues on the course the inform
ation your or-

ganisation looks at. (Use the online forum
s.) Are there differences? 

W
hy?
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Through a purchasing audit, m
anagem

ent m
ay assess the ex-

tent to which goals and objectives of the purchasing departm
ent 

are balanced with its resources and capabilities. The purchas-
ing audit is a form

 of action research whose effectiveness de-
pends on the expertise with which it is conducted. The audit 
m

ust be conducted in such a way that people do not feel threat-
ened and in a way that it builds trust and generates profession-
alism

. Audits can be preventive or corrective. Preventive audits 
are to be com

pared with periodical check-ups. Corrective audits 
focus on acute problem

s apparent in the functioning of the de-
partm

ent.

It is critical to understand that while assessing perform
ance is 

essential, final purchasing perform
ance can be affected by a 

num
ber of factors. The purchasing policy m

ust be m
atched with 

the organisations policy otherwise changes in the business sys-
tem

 will affect purchasing objectives or the required perform
-

ance of the departm
ent. Secondly, changes in the supply chain 

m
ay m

anifest them
selves as changes in m

aterial requirem
ents, 

and purchasing will have to react to these changes. Finally 
changes in the suppliers technology and/or organisation or in 
the supplier m

arket can strongly affect m
aterial availability and 

price. 
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A total view m
ust be taken in assessing perform

ance. Perform
-

ance m
easurem

ents need to be focused on what factors add to 
total perform

ance, total value or total cost. In this part we con-
sider the principal perform

ance indicators.

Perform
ance Indicators 

The principal perform
ance indicator is custom

er service. O
pti-

m
um

 service levels are necessary from
 each supplier to each 

custom
er throughout the supply chain.

Figure ???  indicates the elem
ents that contribute to custom

er 
service within a supply chain. As with the purchasing perform

-
ance m

easurem
ent, both effectiveness and efficiency m

ust be 
m

easured. For the supply chain effectiveness can be seen as 
the accom

plishm
ent of the right things, on tim

e, within the re-
quirem

ents specified. Efficiency can be seen as a sim
ple calcu-

lation of resources expected to be consum
ed divided by re-

sources actually consum
ed.

Section 2

Supply Chain 
M

easurem
ent
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O
ther m

easures within the supply chain m
ay include productiv-

ity, which can be defined as m
easures of output divided by 

m
easures of input for a given period of tim

e. W
e could also 

m
easure profitability, which indicates the relationship between 

revenues and costs.

Typically we find that m
easures for the supply chain tend to fo-

cus on indicators that we have seen in O
perations M

anage-
m

ent, such as inventory turnover and stock coverage. 

M
ore qualitative m

easures m
ay include a m

easure of Custom
er 

satisfaction, which could be defined as the com
parison of %

 of 
dem

and actually satisfied with the defined service level num
ber 

of backorders. 

Table 2 indicates som
e supply chain process m

easures

In the case of order fulfilm
ent perform

ance can be assessed on 
the basis of the distribution system

s flexibility and the response 
tim

e to special requests in addition to the m
easures shown. 

From
 the point of view of custom

er service, we can m
easure a 

num
ber of areas in addition to those m

entioned. W
e could de-

fine the custom
er service level as the desired probability versus 

the actual percentage that product dem
and can be m

et from
 

stock and then we could express this in a num
ber of ways:
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•!
%

 of orders com
pletely satisfied from

 stock

•!
%

 of units dem
anded which are m

et from
 stock

•!
%

 of units dem
anded which are delivered on tim

e

•!
%

 of tim
e there is stock available

W
hat we need to understand is that the m

easurem
ent of supply 

chain perform
ance is com

plex, and any num
ber of m

easures 
m

ay be used in com
parison to the m

easurem
ent of the purchas-

ing perform
ance which is quite specific.

Inventory and Q
uality

O
ne of the key areas for supply chain m

anagem
ent profession-

als and purchasing professionals need to understand is the ef-
fective m

anagem
ent of the supply chain has a fundam

ental ef-
fect on the financial status of the firm

. Inventory which is the 
m

ain com
ponent of a supply chain should be considered an in-

vestm
ent because it is created for future use. However inven-

tory ties up funds that m
ight be used m

ore profitably in other op-
erations.

M
anaging the supply chain so as to reduce the aggregate inven-

tory investm
ent will reduce the total assets portion of the firm

’s 
balance sheet. Reducing aggregate inventory will increase the 
return on assets; however, the objective should be to have the 
proper am

ount of inventory not the least am
ount.

W
eeks of inventory and inventory turns are reflected in another 

financial m
easure, working capital. Increases in inventory invest-

m
ent require increased paym

ents to suppliers. Decreasing 
weeks of supply or increasing inventory turns reduces the pres-
sure on working capital by reducing inventories. 

Im
provem

ents in quality control, and production costs can be 
reflected in the cost of goods sold and ultim

ately in the net in-
com

e of the organisation. They can also have an effect on the 
contribution m

argins, which are often used as inputs to deci-
sions degrading the portfolio of services or products the firm

’s 
offers.

Increasing the percent of on-tim
e deliveries to custom

ers will in-
crease total revenue because satisfied custom

ers will buy m
ore 

services and products from
 the firm

. Increasing the percent of 
on-tim

e deliveries from
 suppliers has the effect of reducing the 

costs of inventories, which has im
plications for the costs of 

goods sold and contribution m
argins.
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Conclusion

W
e focused initially on purchasing perform

ance m
easurem

ent, 
while in the second part we looked at supply chain perform

ance 
m

easurem
ent. O

ne difference to note between both sections is 
that the first was very inwardly focused and looked at how we 
could assess were we getting the best value from

 our procure-
m

ent functions and processes, while the second was outward 
focused and assessed how we could m

easure perform
ance in 

the supply chain. It is worth noting again the overlap of perform
-

ance m
easures between looking at the purchasing function and 

looking at the total supply chain. 

References

Van W
eele, A.J. (2005) Purchasing and Supply Chain M

anage-
m

ent, Analysis, Strategy, Planning and Practice, 4th Edition, 
Thom

son

Slack, N. and Lewis, M
. (2002) O

perations Strategy, Financial 
Tim

es / Prentice Hall

Krajewski, L.J. and Ritzm
an, L.P. (2005) O

perations M
anage-

m
ent Processes and Value Chains, 7th edition, Pearson / Pren-

tice Hall

Bozarth, C.C. and Handfield, R.B. (2006) Introduction to O
pera-

tions and Supply Chain M
anagem

ent, Pearson/Prentice Hall

Directed Readings: 

Christopher, M
. (1992) Logistics and Supply Chain M

anage-
m

ent, Pitm
an Publishing , Pgs 72 – 99

Burt, D.N., Dobler, D., Starling, S.L. (2003) W
orld Class Supply 

M
anagem

ent: The Key to Supply Chain M
anagem

ent, 7th Edi-
tion, M

cG
raw Hill, Chapter 8.


