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ABSTRACT

The study relates to the development of the sogrdéumction from international
purchasing towards integrated global sourcing. @llgburcing is examined through the
managerial and operational functions that can ptenmam organization’'s efforts in
pursuing common sourcing and purchasing procedites objective is first, to build a
conceptual theoretical framework from the existiibgrature and previous studies for
understanding and analyzing the global sourcing radfp;s in multinational
corporations. The theoretical findings will thenredlected to the empirical information
collected from the case company. Through thesengsdthe current sourcing systems
and processes of the case company are modelledelaas the targeted systems and
processes. Development ideas are presented in wrdethieve the company’s future
goal of sourcing operations. Sourcing is presem@t&edn important part of the value
chain and supply chain management, which can sgnily improve the company’s
competitive advantage.

Purchasing process and activities are examined fnenglobal sourcing point of view.
This study emphasizes the importance of consigterthasing procedures in pursuing
successful global sourcing in the corporate levighe prevailing conditions of
purchasing are reflected against the objectivee stad further development ideas are
presented. The supplier selection and negotiatiares made by global sourcing
committee, as the agreements are corporation Wade, term contracts. The supply
chain management is examined in general, so tleatirik between the whole supply
chain and the procurement operations becomes dvillee make or buy decision is
considered as an integral part of the sourcing gg®cas well as the supply chain
management. Notes about the importance of forexpsénd intraorganizational
communications are made from both operational aadagerial point of view.

KEYWORDS: sourcing, global sourcing, purchasing, supplier,ppby chain
management






1. INTRODUCTION

Sourcing as a subject in today’s organizations aentommon than ever. It has been
widely realized that the concept of sourcing anctpasing can be a significant factor in
a company’s efforts to gain competitive advantdggpecially, the concept of global
sourcing has received increasing attention in matfibnal corporations. Due to the
globalization of business, companies are incredsirapopting global sourcing
strategies to support their global business stya(Pgtersen, Prayer & Scannel 2000:
29). An extensive literature relating to sourcingurchasing and supply chain
management is available, and several earlier Such& be found focusing on these
issues. The earlier research is mostly concenti@teidsues relating to the outsourcing
of components or services to be further used incttrapany’s own production. This
study makes an exception by examining the sourigsges from a view in which a
finished product is purchased to be sold as sutihetend user.

As mentioned, the concept of sourcing usually ce@ursituations where a company is
outsourcing materials, services or components tadedl in producing the finished
product. In this research, sourcing is regardeth@agprocurement of a finished product
from a third party supplier, that can be sold ginaior via warehouse to the end user,
aiming to increase the volumes and profits of th@eccompany.

Definitions of sourcing, buying, purchasing, preament, and supply management are
used interchangeably in the literature and in practs there is no general agreement in
the definitions of these concepts. Even if thesense and definitions are used
interchangeably, the core of all these conceptiaspurchasing function. The concept
of sourcing in this research refers to the wholecess of acquiring items, managing
and guiding the purchasing processes and strated@ies purchasing process is
something to be considered as the execution ofcBawurstrategy and decisions.
Sourcing is a significant part of the supply chaianagement.

The sourcing concept in this study is describeanfr@ global sourcing perspective,
which includes the international purchasing pro@ssan operative function. The global
sourcing concept has been widely recognized ininatlbnal corporations due to the
continuous globalization of the markets. Sourcirogf low-price countries has become
more and more common, although these operatioe$yrakist without any problems
and requires a significant amount of resourcesoddin sourcing, companies aim to
increase competitive advantage by improving fldiihicustomer service, completing
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own production and gaining price advantagés organizations think about the best
way to respond to competitive demands, the developrof global strategies and
approaches, including global sourcing strategiesill ibecome an increasingly
attractive option”(Trent & Monczka 2003: 26).

As the sourcing related terms are interchangeabgd un the literature and earlier

research, it is important to define the meaningheise concepts in this study. Short
definitions of the main concepts used in this stadygathered into table 1.

Table 1. Definition of the key concepts.

Concept Definition

Global sourcing Coordination of the purchasing prhaes of individual
business units globally, so that the purchasinmasie
from the suppliers that the sourcing committee
recommend. Negotiations of annual contracts,
development of supplier relations and supplier
evaluation. Communicating the mutual goals regardin
the products from third party supplier. Gatherirng t
forecasting information from sales units, and cdimg@i
it together.

Strategic purchasing Strategic purchasing workswéeh the sourcing
function and the operational purchasing. Strategic
purchasing refers to the information about puraigsi
volumes, specifications e.g. from the businesssuaitd
informing them to the global sourcing committee.

Operational purchasing Purchasing process is esdclty the buyers of
individual business units. The purchasing of sodirce
products follows the instructions and coordinatioh
global sourcing strategy and guidelines. The pugicita
orders are made on the operational level of puiobas
organization. Operational purchasing also involves
following the deliveries, every day transactionshwthe
supplier etc.

Supplier A third party supplier which supplies tl®urced
products to the case company. The suppliers aeetsel
and evaluated by the global sourcing committee.

Supply chain Consists from the activities that octetween the
supplier and customer. Sourcing and purchasingaare
significant part of the supply chain, which have an
impact on every other activity of the supply chain.
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The definitions in table 1 refer to concepts tha @epeatedly used in this study. It is

important to note that these are researchers owneptions, based on findings from

sourcing-related literature and earlier researdinesé concepts are also reworked to
correspond better with the purpose and conterttisfparticular research.

This study concentrates on clarifying and modethmg current sourcing and purchasing
structures and processes of the case company Hadtsehem to the intended, ideal
structures and processes. As Monczka (2008: 48)shated:“A well-defined and
rigorously enforced sourcing process is the fourmtabf integrated global sourcing
and one of the most important predictors of sucte$he aim is to develop the case
company’s sourcing towards the intended state lgemting different models and
suggestions of what should be done in order toeaehihe set objectives.

These models and suggestions are partially develapecooperation with the top
management of the case company and then shapdu bngdearcher and presented to
the company’s representatives. This study is caediuo cooperation with a worldwide
manufacturing company, operating globally in itglistry. In addition to its own
production, significant volumes of complementarpdarcts are sourced from outside
the company. The background of the case compamesented in chapter 6.1.

1.1 Objectives and limitations of the study

This study is executed on assignment by the caspaoy, an industrial manufacturing
company, which operates globally in its industrheTpurpose of this thesis is to
develop the case company’s sourcing function byceotrating on the following
questions: What are the current purchasing structures and peses? How can these
processes be developed in order to achieve thendetk state of sourcin§?The
presumption for the research problem is that thee @ompany has a mixed field of
diverse purchasing procedures, depending on thentgowhere a business unit
operates. Modeling the main sourcing and purchagingesses gives an idea of what
are the biggest problems of these kinds of proeduAfter modeling the current
processes, the intended structures and processesoaleled. The purpose of modeling
intended state is to reveal a gap between the ireyaonditions and the intended state
of sourcing. For this gap, this study will presdateloping ideas and suggestions to the
case company.
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This study emphasizes the sourcing function andcgases through which the

coordination and decisions concerning the purclgggincedures and supplier selection
are made. The study is limited to cover only onadpct category, though keeping in

mind the comprehensive analysis of sourcing, sb ttie results of this study can be
extended case-specifically to any other finishemtpct group as well. The nature and
processes between sourcing components etc. astidohproducts are very similar, thus
the same definitions can be used in both caseseSewmork is needed when using

outsourcing literature, mainly concentrated on congmts and services, on issues
relating to sourcing of finished products.

The empirical material is based on conversationd @reetings held with the top
management of the case company. The limitationki®ftudy arise from the fact that it
is based on empirical data collected from one cammmly. As the company has one
individual problem to be solved, no generalizatman be made on the basis of the
results received. This study will propose a solutim this specific problem, which will
then be used in developing the operations of tee campany.

The contribution of this study relates to the fihett a limited number of earlier research
has been made on an item that is sourced as adaiproduct to complete the
company’s own production. The supply chain and sbarcing process of finished
products have some differences compared to theowwisng of components or
materials to be used in manufacturing a product.

1.2Background to the research subject

Some of the main reference research related t@dhecing and purchasing issues is
compiled into table 2. The review of the prior sasdmade in this table provides an
insight into the different aspects of earlier gllobaurcing research. These studies are
used in this research to build a comprehensiverghieal review about sourcing and
purchasing related issues. Most of the earlieriesugre about outsourcing a component
or a service, rather than a finished product re¢adye sold. As this study includes both
theoretical and empirical implications, the typestfidies taken into account in this
study are both conceptual and survey studies.
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Table 2. Main reference studies relating to sourcing anaipasing.

Author and year Type of study Main focus of the study

Anderson & Katz 1998 Conceptual Development anistn strategic
sourcing. Evaluating the impact of
sourcing to business operations.

Carter & Narasimhan 1996 Case study Finding abietiveen purchasing and
corporate performance.

Dumond, Ellen J. 1991 Survey (240) Measuring tlggsmance and
decision making in purchasing
environment.

Ellram 1993 Survey (103) Issues relating to T@ast of
Ownership (TCO).

Ellram & Pearson 1993 Survey (210) Purchasinggerel in decision
making. Purchasing as a member of
team in decision making.

Kraljic 1983 Conceptual How to recognize the dyppeakness
and treat it with a comprehensive
strategy. Categorizing the products.

Spekman, Kamauff & Survey (161) Supply chain mamnagnt.
Myhr 1998
Trent 1996 Conceptual Cross-functional sourcaags

and the team leadership.

Trent & Monczka 2005 Survey (162) Success fadtodobal sourcing.

As can be seen from the table, there are severabl@s relating to sourcing and

purchasing issues. However, successful global swuraperations require a

comprehensive understanding of these different cispeOne of the most used
researches is made by Kraljic (1983), which relateshe categorization of supplied
products and suppliers. Another highly relevantgtabout global sourcing issues is
made by Trent & Monczka (2005), which compiles @ecess factors of global

sourcing together. These factors are based on é§2omnses received from several
different companies. The studies compiled in tdblepresent the different phases of
sourcing operations, from coordinated sourcing perational purchasing activities.

These operations are linked to the supply chairichvpresents the whole supply to
delivery process.
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1.3 Structure of the study

This study is divided into five sectionsatroduction and objectives, theor etical
literaturereview, the resear ch methods, empirical results, andconclusions.

Chapter one is amtroduction chapter. It constitutes the goals and objectives of the
study, and a general introduction to the conceibofcing. The purpose of the study is
clarified by defining the research problem.

Thetheoretical literature review presents the key aspects of the research subpact f
the literature and earlier research relating tosthigject of this research. The purpose of
this section is to illustrate the function of sang; global sourcing, purchasing process
and supplier selection. This section is divided ithiree parts: first, it covers the concept
of sourcing and global sourcing, second, it coned¢es on the purchasing processes
within global sourcing, and third, the supplieresion, evaluation and supply chain
management is presented.

The resear ch methods include the issues relating to the study implemon process.
Furthermore, the nature of the study is presented the method of analysis is
introduced. The empirical material has been gathéneough observations and notes
made in meetings and conversations with the topagrament of the case company.

The empirical research results introduce the analysis process and the resulthef
empirical study. It also introduces the case compand the background of the reasons
to start the sourcing function in the case company.

Conclusions summarize the results of the study and compareethdts to the literature
review made in the beginning of the research. Sstgges for further studies and
general comments on the issues of the study are.mad
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2. SOURCING

In this research sourcing is studied from the dlsbarcing view, keeping in mind that
the international purchasing exists as an operaitipart of the global sourcing process.
Although some of the literature uses the termsrmatisonal purchasing and global
sourcing interchangeably, there are differencewdet them. International purchasing
involves a commercial transaction between buyer smgblier located in different
countries. Global sourcing, on the other hand, Iwve® integrating and coordinating
common items, materials, processes, technologiesjgius and suppliers across
worldwide buying, design and operating locationsrefit & Monczka 2005: 24.)
Overall, global sourcing is a guiding function afrphasing activities in multinational
corporations. This definition brings the sourcinghdtion closer to the management
level, and keeps the purchasing process as a meratmnal function.

When an organization is purchasing products or nadgéefrom one or more external

suppliers, aiming to significantly improve the mess performance of the organization,
it is called strategic sourcing. Strategic souramgomething that might sound simple;
however, successful strategic sourcing is an irttkdepd difficult process to execute.
Only if the management is willing to approve a nperspective on management
control, it is possible that strategic sourcing dmees effective. (Gay 2000: 27.)

Sourcing should be recognized as an integratediumof the organization, which can

significantly improve the competitive advantagehs company.

2.1 Scope of sourcing activities

Leinonen (1999: 34) has compiled a table from s®vigerature sources that bring
together the main sourcing activities (table 3).
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Table 3. Scope of sourcing activities (Leinonen 1999: 34).

e Information and purchasing resear ch activities
> Supply market research

Price and availability forecasting

Value, price and cost analysis

Make or buy analysis

Material studies

New technology studying

Supplier audits and qualifications

Maintenance of purchasing records

YV V V V V V VY

e Sourcing management activities

> Development of objectives, strategies, policies aoontrol and coordination
mechanisms
Budgeting
Supply base strategies
Supplier development and early supplier involvement
Consolidation
Negotiation of long term and company-wide contracts
Management of unique supplier or material problems
Material specifications and standardization
Development of operating and information systems
Process, skill and competence development

YV V VYV V V VY VY

e Operative sourcing activities

» Material buying process
Order administration and expediting
Supplier performance monitoring
Daily communications with suppliers
Communication and cooperation with users
(Materials management activities)

YV V V VYV

e Sourcing control activities
» Measurement of purchasing performance
> Total cost analysis

Sourcing activities according to Leinonen’s stud999) are divided to four different
areasjnformation and purchasing research activities, iming management activities,
operative sourcing activities and sourcing contaativities. The global sourcing and
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purchasing function in this study is related to #do@ivities presented in this table. Most
of the sourcing activities presented in table 1cosely related to each other, and thus
successfully operated individual action can hapesitive influence on another activity.
Successful global sourcing needs detailed and malhaged processes thorough the
corporation. Through integration and coordinatitiie activities of sourcing can be
standardized, which will enable the measurementraaditoring of the processes and
results of global sourcing.

2.2 Sourcing strategy

Creating a well planned, comprehensive sourcingtesiy will enable an effective and
profitable business through the purchased items. Gést result is reached, when the
sourcing strategy is closely linked to the companusiness strategy. At its best,
sourcing strategy means a comprehensive understarafi suppliers, markets and
competitive situation. (Laseter 1998: 7-10.) Theatgst benefit of global sourcing
derives from the cost savings. Cost savings ar@a the aggregation of the worldwide
purchase volumes, the active searches for theitestss suppliers, the coordination of
resources and the consolidation of multiple rediagaeements into single agreements.
(Trent & Monczka 2002: 70.) Strategic sourcing ikey component of supply chain
management, which continuously evaluates the pamehaactivities and aims to
improve them.

Laseter (1998: 60) has formed a seven step listcfeating an effective sourcing
strategy. The steps should be carefully examined tlae strongest emphasis placed on
the objectives where a lack of knowledge existsesehsteps are discussed in the
following chapters.

(1.) View supply- base rationalization as a result, he bbjectiveThis first step is to
evaluate the supply-base, in order to decide whdtiee base is too large or not.
Reduction should not be an automatic operatiomoatih it might bring some
short-term advantages in costs. After the ratiaaéilbn, the supply-base needs to be
adequate to situations, where the lack of prodadtiom one supplier needs to be
compensated by another. (Laseter 1998: 60.) Theomd is that operating with
only one supplier might not be the best way in @nguthe constant flow of
incoming materials.
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(2.) Use multifunctional teamdJsing multifunctional teams in creating a sourcing
strategy will give a wider diversity of opinions.n&h using multifunctional teams,
the implementation of sourcing strategy will becoeasier, as there are various
different parts of the organization involved in thanning process. Sourcing is
something that should be considered as an orgamaht capability, not a
purchasing task, and this is the biggest supporfaeor for the using of
multifunctional teams. (Laseter 1998: 61.)

(3.) Coordinate across regions and business units wheoessary.In the third step the
necessity of coordination across regions and bssin@its should be considered.
What is the right amount of units, people and negjdhat should taken into the
process of creating the sourcing strategy? Codidmahe tasks will be easier
when there are less units and people in the prpbassn the other hand, the bigger
the number of units and people, the wider is theyeaof ideas and suggestions.
(Laseter 1998: 62—63.)

(4.) Conduct rigorous global researcfihe fourth step is to conduct rigorous global
research in order to find new, more efficient sigapl globally. With help of these
researches, it is possible to discover new, adgeadtasuppliers that have not been
previously known to exist. These researches shiogldde multiple interviews and
careful observation, so that the key practices \arye supplier can be defined.
(Laseter 1998: 63—64.) Supplier selection procedaken into closer examination
in chapter four.

(5.) Examine total cost of ownershiftep five is to examine the total cost of owngyshi
(TCO). This means a thorough examination of théscoseach supplier. Although
some short-term price reduction might exist by s@ugpliers, the cheapest option
is not always the best option. Examination of thtaltcosts takes also into account
the incremental costs, such as shipping, dutiesimrehtory-carrying costs. After
all these costs, it is possible that the compane h#ot achieved any savings by
using the supplier who gives the lowest price |€eelthe product itself. (Laseter
1998: 65.) A more comprehensive view of Total CokOwnership is made in
chapter 3.3.5.

(6.) Segment the spend for focus and to break comprsnmisghase six the key drivers
are recognized and compromises are broken thrcuglsegmentation of supplier
roles and items that are purchased. This stage liedpdecision maker in choosing
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the right suppliers for the right items. For exaenglproduct that has a predictable
demand in the markets, can be purchased from acésivsupplier. On the other
hand, a product with high risk should be purchdsah more liable supplier, even
if the costs are higher. (Laseter 1998: 67.)

(7.) Quantify the benefitd he last step is to quantify the benefits thaiedént suppliers
have to offer. It is necessary to quantify all scabd benefits, so that they can be
compared to the value of action by the suppliethé costs are higher than the
value of the action, it should be seriously congdevhether to pay from it or not.
The decision making will become easier through tjfieation of qualitative
values. This gives an opportunity to base the datien comparison between the
qualitative value and the quantification of cosifie common situation is for
example the high quality service that the suppteoffering. The decision should
be made on the basis of the costs of the qualdgsdhe additional value really
compensate with the money spend. (Laseter 1998: 67.

In the same way as business strategy, sourcinggyraas its own goals and objectives,
as well as principle and policies in order to aehithe objectives. Sourcing strategy as
a part of the business strategy is modified acogrdo the goals and objectives of

business strategy. It should be recognizes astegrated function that can positively

influence to the results of the business strategy.

2.3 Global sourcing

International sourcing, multinational sourcing, aimgeign sourcing have long been
used under the same meaning. Although, there atnative factors recognized
between these concepts, and strategic global smurbkiternational, multinational and
foreign sourcing can be defined as buying outdigefirm’s country in a way that does
not coordinate the requirements among worldwideinass units of the company.
Strategic global sourcing refers to the integrateoxd coordination of procurement
requirements across worldwide business units, f@pkit common items, processes,
technologies and suppliers. (Birou & Fawcett 198R)

Kotabe (1992: 6) defines global sourcing strategy‘lanagement of the interfaces
among R&D, manufacturing and marketing on a glolisis and of logistics
identifying which production units will serve whigbarticular markets and how
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components will be supplied for production, sudt the firm can exploit both its own
competitive advantages and the advantages of vaugountries.”

The development from domestic purchasing to glsbalcing is presented in figure 1:

International Purchasing Global Sourcing

A N

4 N
DT I A A o

\

Domestic International International Global Global
purchasing purchasing purchasing as  sourcing sourcing
only only as part of strategies strategies
needed sourcing integrated integrated
strategy across across
worldwide worldwide
locations locations and
functional
groups

Figure 1. Five levels of sourcing (Trent & Monczka 2005: 28)

Companies pursuing towards global sourcing mustecwhwith the operational issues
that affect the purchasing activities while alsonaging a higher level of cross-
functional and cross-locational coordination. Wiogerating on the level five of global
sourcing, integration and coordination occur noityomamong worldwide buying
locations, but also across functional groups, idiclg operations, marketing and
engineering. This integration also includes therdmation of purchasing activities. In
addition to developing global agreements or cotdfaspmpanies that pursue to global
sourcing also work to standardize their supply mhaianagement processes and
practices worldwide. (Trent & Monczka 2005: 26.)

The main competitive advantage achieved througbajleourcing, is the reduction of
costs. As the contracts are negotiated for biggenual contracts by the company’s
purchasing professionals, this gives an edge tégwstiations for the buyer. Longer
and bigger contracts are beneficial not only frdme buyer's view, but also to the
supplier, who is assured that a certain capaciynfits production is sold for the
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coming months or even a year. It is more than yikbhat this kind of settlement will
also generate some improvements in payment andedglierms from the purchasing
point of view. Overall, global sourcing will creadability and long-term buyer-supplier
relationships.

Trent and Monczka (2005: 27-32) have identifiedesekey factors based on their
research, which can be found from the leading dlsbarcing organizations. These
factors will help the executives to understand waateffective global organization

looks like, and compare their progress and proseaggainst the best practices of global
sourcing. These factors are presented in table 4.

Table 4. Characteristics of Global Sourcing Excellence (T&ionczka 2005: 30).

. Executive Commitment to Global Sourcing

. Rigorous and Well- Defined Processes

. Availability of Needed Resources

. Integration Through Information Technology
. Supportive Organizational Design

. Structured Approaches to Communication

~N o OB~ WDN P

. Methodologies for Measuring Savings

Executive commitment to global sourcirgfers to multiple different management tasks
and levels in organization. It is important that titross functional leaders participate on
a global sourcing steering or committee. Designaggdcutives need to have the
authority to translate a global vision into realiBxecutive leaders should work to gain
support for global agreements and processes frassdunctional groups and buying
locations. The global sourcing leaders make styafggsentations to the executive
committee and to the board of directors, and adpont periodically from the progress
achieved. Executive leaders have the responsimilitgcruiting qualified participants to
join global sourcing project teams. (Trent & MonazZ005: 30.)

Rigorous and well-defined processasrectly adhered to, are the global sourcing best
practices. A well-defined process is in a placé thguires the participants to establish
goals, meet milestones and report from the progoettse executives. With contribution
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and help by the participants, executive leader teersxg committee reviews and
proposes process improvements. At the end of eajagp, “lessons learned” sessions
are conducted and the results are distributed dowtbridwide participants. (Trent &

Monczka 2005: 30.)

Availability of Needed Resourcéss the potential to separate marginally performing
from exceptionally performing global-sourcing orgaations. Executives should make
critical resources, such as budgets and qualifeetgipants, available to support global
initiatives. The process involves individuals whava the ability to take global sourcing
perspective, rather than a local or regional pextsge The relevant information should
be made accessible to project teams and particip@rent & Monczka 2005: 28, 30.)

Integration through information technologgfers to creating data warehouses, which
provide the access to required data and informatioa real-time basis. For example a
companywide intranet, that makes the global sogrempport documents, guidelines,

templates and progress updates cross-functionaiylable. There should also be

contract repositories, which include the globaleagnents, and provide warning of

expiring contracts. (Trent & Monczka 2005: 30.)

Supportive organizational desigs the process of assessing and selecting the best
possible structure that is required to achievergargzation’s goals. A formal executive
steering committee or council oversees the globafcsng process, which also includes
the identification of global sourcing opportunitie®etailed analysis of global
opportunities and the development of sourcing agesds are on the responsibility of
cross-functional sourcing teams. Organizationaligiesncludes the separation of
strategic activities, such as global sourcing apdrational activities, e.g. placing a
routine purchasing order. It is ensured, that titernational purchasing offices are
supporting the global sourcing requirements. (T&Monczka 2005: 30.)

Structured Approaches to Communicatitn critical factor to worldwide sourcing
success, as the participants in global sourcingpiivies are often located around the
world. Project teams should meet regularly to comaie efforts. These sessions are to
ensure the understanding of global initiatives hog-in for them. Project teams also
report to the executive leaders from the progreskiesed, and the necessary
information is posted to the company intranet. Ated tools of communicating and
coordinating, such as Web- based collaboratiorsi@iiould be made available. (Trent
& Monczka 2005: 30.)
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Methodologies for Measuring Savinfyem the global activities and reporting them to
the executive and site-base manager is one ofatdest, but also an essential process
of successful global sourcing. Finance represemstshould agree on the methods of
validating savings from the global initiatives, atite global sourcing participants
should meet regularly with executive leaders toiewvthe savings from existing
agreements and expected savings from in-procesgitiast Measurement systems
support the calculation of companywide savingsizedl and expected to be realized
from global agreements. Systems also support tipactnthat sourcing initiatives have
on the corporate financial measurement, e.g. rasarassets. (Trent & Monczka 2005:
30.)

2.4 Porter’s value chain model

Value chain (figure 2) presents all the activittest an organization has to design,
produce, market, deliver and support its produgeriz activity in the value chain has
its own impact on the margin at the end of the eatinain. The key source of
organization’s competitive advantage is arisingrfriie different value chain compared
to competitors. The generic value chain consistsiftwo level of activitiessupporting
activitiesandprimary activities(Porter 1985: 36.)
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Figure 2. The Generic Value Chain (Porter 1985: 37).

In primary activitiesthere are five categories:

* Inbound Logistics Concentrates on activities such as receiving,irggp and
disseminating inputs to the product. These inclugaterial handling,
warehousing, inventory control, vehicle scheduling returns to supplier.

* Operations Transforming the inputs into the final produatrifo

» Outbound LogisticsCollecting, storing and distributing the prodtebuyers.

» Marketing and salesincludes advertising, promotion, sales force, tongp
channel selection, channel relations, and pricing.

» Service Providing service to enhance or maintain the ealtithe product.

In supporting activitieshere are four categories:

* Procurement The procurement activity refers to the functioh purchasing
items that are used in the organization’s valuencliRrocurement activities tend
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to spread throughout the organization, and the l@asignificant impact on the
firm’s overall cost and differentiation.

» Technology developmer@onsists from different activities which are amgpito
improve the product and the process. Technologgldpment occurs in every
part of the value chain, whether it is linked te #nd product, or to primary and
support activities.

* Human Resource Managemelmicludes activities involved in recruiting, hign
training, development, and compensation of all $ypé personnel. Human
resource management can be found in every paheobrganization, which can
lead to inconsistent policies. Human resource mamagt is a significant factor
in building organization’s competitive advantage.

e Firm Infrastructure Supports the entire value chain instead of imtligi
activities. Consisting activities such as generahagement, planning, finance,
accounting, legal, government affairs, and quatighagement.

Sourcing in Porter’s value chain model is a supperactivity; procurement Properly
organized, procurement activities can significaralyd value to the end-user, and
increase the margin at the end of the value cAdia.purchased products are present in
every value activity including support activitid®:ocurement includes actions, besides
the actual purchasing process, such as dealingwettitiors, procedures for qualification
rules and information systems. Even if the procaeiactivities themselves represent
an insignificant share of total costs, they oftenéha large impact on the firm’s overall
costs and differentiation. This is the reason whynpanies are nowadays putting a
significant effort on improving their sourcing armlirchasing activities. Improved
practices in purchasing can strongly affect thescasd quality of purchased inputs.
Through these affects, procurement will also imprtive other activities relating to the
receiving and using of purchased items. (Porte’5198.) The procurement function
should also be able in meeting the requirementstaelto inbound and outbound
logistics, as well as the operations (van Weel&s2Q0).

Firm infrastructure as a supportive activity usyatbncerns the entire chain. As a
successful procurement function is highly deperelddm such firm infrastructural
factors as planning, finance and quality managentbateffect of firm’s infrastructure
should be taken into account when developing tbheyement and sourcing functions.
Firm’s infrastructure is one of the key elementsemabling and setting the financial
limits to procurement function.
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Procurement is also in a close relationship with ittbound logistics, which includes
the primary activities of material handling, warabkmg, inventory control, vehicle
scheduling and returns to supplier. The cooperabetween sales and marketing
improves the customer service, and on the othed,hraakes the purchasing and sales
actions more efficient. The importance and meanfigthe cooperation between
purchasing and sales is more comprehensively viewkder chapters.

2.4.1 Sourcing value chain

Sourcing value chain is the set of processes, giravhich the sourcing decisions are
made and value is created for the organization.réduy value chain includes the
activities of creating annual plan, developing isguents, developing sourcing
strategy, evaluating and selecting suppliers, piogumaterials, and managing supplier
relationships. Value analysis is becoming an irgirgdy important approach to
ensuring that specifications exactly meet the lssmeed. (Anderson & Katz 1998: 7—
8.)

) ) 1) 1V) V) VI)

Create Develop Develop Evaluate Procure Manage

annual require- sourcing and select materials supplier

plan ments strategy suppliers relation-
ships

Figure 3. Sourcing value chain (Anderson & Katz 1998: 7).

I) Create Annual Plan; Relates to setting goals and objectives for pastig activities.
Planning should include key targets such as cogings, or acquirement of new
suppliers. Tying up the personnel to the goalsajdctives is critical

1) Develop Requirements; Specifications for products needed is a critelaiment of
the sourcing value chain. Forecasting the demardd reeed for oncoming year is
essential, in order to provide the volume requinet®i¢o the supplier. This will ensure
the incoming flow of materials as wanted and improthe supplier delivery
performance.

[11) Develop Sourcing Strategy; The sourcing strategy should answer to the questi
of how to buy. It's strongly confined to the devahoent of requirement, which will
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have a big impact on the aspects of sourcing glyat€éhe process of developing
sourcing strategy is described in chapter 2.2.

IV) Evaluate and Select Suppliers, Supplier evaluation and selecting process is
discussed in chapter 4.

V) Procure Materials, This step is the execution of actual purchasimgcess.
Purchasing process and actions will be discusseldapter 3.

V1) Manage Supplier Relationships; Strategic sourcing should lead the company to
view supplier relationships as assets, not justcasuof low-cost materials. Supplier
should be considered as an asset that can compléheemore competencies of the
company, and produce competitive advantage in tiets.

(Anderson & Katz 1998: 7-9.)

Before implementing the activities of sourcing \aalahain, it is the management’s
responsibility to define the roles and functions ezfch department and personnel
involved in purchasing and sourcing. Some of th&@og actions can be conducted in
the operational level of the organization and andther hand, there are actions which
need to be operated by the management level. Dawgldinkages to communicate

effectively with suppliers, sales, marketing andduction, and support systems that
enable sourcing decisions are prerequisites iy &xploiting value-added procurement
(Anderson & Katz 1998: 11).

2.5 Cross- functional sourcing team

There are several cases where cross- functionaistean prove to be an efficient and
most productive way in problem solving and decisimaking. Using teams in
organizations is a quite popular method, althougkaurcing and purchasing it has not
yet achieved the same status as it has in othentiges and projects in companies’.
Leenders, Fearon, Flynn and Johnson (2002: 63) hstesl five general reasons in
using cross- functional sourcing teams:

1. To achieve time-reduction targets

2. To get cross-boundary ownership of tasks andlgnaos
3. Promote innovation and synergy

4. Improve organizational goal achievement

5. To promote professional development of team nezmb
(Leenders et al. 2002: 63.)
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Using cross-functional sourcing teams is becomingremand more general among
companies. The goal is to achieve better crossifumal and cross- company
communication, coordination and collaboration. Tgio cross-functional sourcing
teams, companies are trying to develop leading-esdgecing strategies and practices.
When these teams success in working efficientlgan bring together the knowledge
and resources required for new sourcing demands. i§han aspect that a normal,
traditional structure is often incapable of achigvi(Trent 1996: 29.)

When creating cross-functional sourcing teams,quersl from at least three different
functions should be involved in the assignment.s€sfuinctional sourcing teams should
include the availability of key organizational resces, participation and involvement
of selected suppliers when needed, high level ofsdm-making authority, powerful
team leadership, and demanding team assignmentgnpartant way to promote the
efforts of cross-functional sourcing team is to igesthe assignments so that the
member participation is encouraged. This meansthigateam’s assignment should (1)
require members to use a variety of higher levdlssk2) is meaningful with visible
performance outcomes, (3) provides the team witbremmy and ownership, and (4)
has significant positive consequences on othersinwithe organization. (Trent &
Monczka 1994: 3-4.)

Significant value should be on leading the crosgfional sourcing team. There is a
strong relationship between effective leadershig aaurcing team performance. A

positive influence on team's effort, cohesion, gadéction and goal attainment can be
achieved through effective team leadership. Thiglights the importance in selecting

the qualified individuals for leadership.

Anderson and Katz (1998: 9) emphasize that the tgagmmoach in defining the sourcing
strategy works effectively in many cases. Usingsstfunctional teams in creating the
sourcing strategy will ensure the consensus angasti@s an on-going process. It
should be understood that using the cross-fundtieaan will bring aspects from many
different parts of the company, thus the more @&sieimterest groups are taken into
account in decision making.
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3. PURCHASING PROCESS

The purchasing process is the operative functiorsaircing, which includes the

required activities in pursuing towards the goald abjectives of sourcing strategy. It
should be an integral part of the sourcing funcgtiand have sufficient resources and
information to successfully operate towards theupéal goals. International purchasing
offices are one of the key elements in supportimg global sourcing requirements.
Purchasing process and operations are examinekisnchapter aiming to create an
understanding about the successful execution ddadjourcing objectives.

Company's purchasing process consists from mafgrelit phases from perceiving the
need to the receiving, storing and using the proddg the purchasing function can be
one of the biggest expenses in a company, all dusidn and choices relating to it,
should be thoroughly considered. The basic purobggsiocess can be divided into four
different phasegecognition of need, description of the need, $ele®f sources, price
determination, placing the order, follow-up of tleder, verifying invoices, and
maintenance of recordéZenz 1981: 9-13.)

3.1 Purchasing operations

There are four basic functions for purchasiagguiring the right quantity of the right
items, at the right time and at the right priCehese basic functions of purchasing are
the core of purchasing strategy, and they alsocansistent with the other corporate
strategies. As the main role of purchasing is tppsut the organization’s own
production and assuring the constant flow of matgrpurchasing operations have to be
able to support the corporate level competitivatetty. Purchasing operations must
support organization’s own production, therefore,lirk between organization’s
manufacturing strategy and purchasing strategy mexist. (Watts, Kim & Hahn 1995:
5-7.)

Van Weele (2005: 12) classifies the four basic fimms listed above as operational
activities, and defines the concept of purchasisg ‘aThe management of the
company’s external resources in such a way thatsingply of all goods, services,
capabilities and knowledge which are necessary ffonning, maintaining and

managing the company’s primary and support acssitis secured at the most
favorable conditions.
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According to van Weele's (2005: 12-13) definitiohtbe purchasing concept, a list
from purchasing activities is presented as:

» Determining the quality and volume of needed items.

» Evaluating and selecting the best possible supfdrethe required items.

* Preparing to negotiations with the supplier, inesrtb establish an agreement
and to write up the contract.

e Giving an order to the supplier, and developingiceffit purchase order/
handling systems.

* Monitoring the situation of purchase order to sedbte delivery.

* Follow up and evaluation of the purchasing prodessidling claims, updating
the product/ supplier files, rating and ranking sgplier).

There is a one important factor to be added tovétreWeele’s (2005) definition of the

purchasing concept; forecasting. Estimations alloeitquantity of each product that
needs to be purchased are made by forecastingethardi and recognizing the peak
seasons of each product. High quality forecastifgimprove the level of service to

end users, and it will also shorten the cycle-tiaieproducts from the warehouse.
(Gattorna & Walters 1996: 133-134.) Forecasting andlyzing the consumption of
products will be studied later in this research.

The objectives of purchasing activities have bested by Bailey, Farmer, Jessop &

Jones (1994: 17):

1. (a) To ensure a steady flow of materials andices needed by the organization
(b) To maintain effective relationships with curresuppliers, and finding optional
sources when needed

2. Efficient and wise buying, value of the prodsicbuld meet the value of money spent

3. Controlling the stock so that the best possbleice can be provided to end users

4. Sharing information with other departments addsing when necessary in order to
keep up the efficiency of activities

5. Developing staff, policies, procedures and oizgion, so that the above mentioned
objectives can be achieved

A patrticularly important role for personnel respibies from the purchasing actions is in
the supplier selection process. This means a hidgnel of involvement in the
company’s decision-making, and also an open inftondlow about the strategies and
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other key issues to the personnel in purchasingatipas. (Ellram & Pearson 1993: 3—
4.)

3.1.1 Strategic purchasing

Carr and Smeltzer (1997: 199-207) have definedsth&tegic purchasing aslhe
process of planning, implementing, evaluating, aadtrolling strategic and operating
purchasing decisions for directing all activitie the purchasing function toward
opportunities consistent with the firm’s capabdgito achieve its long- term godls

The strategic purchasing is an integral part of dlabal sourcing process. Strategic
purchasing operates in the middle of global sogreind operational purchasing, and its
function is to direct the purchasing operationsamg the goals and objectives set by
the global sourcing strategy. Strategic purchagngjose to the every day purchasing
actions and involves in the information gatheringl asharing to both ways of the

organization.

Strategic purchasing is concerned with the entioegss of supply management, and its
relation and interaction with other functional areaf the organization. Strategic
purchasing concentrates also to external relatisitls suppliers and the needs and
wants of the end customer. The concept of stratpgrchasing is closely linked to
strategic sourcing, and they are often used inggrghably in the literature and in
action. (Leenders et al. 2002: 16—-17.)The maireckfice between strategic purchasing
and strategic sourcing is, that the strategic sogrdecisions are made in the top
management level.

Strategic purchasing also emphasizes the crossidnat problem solving, in issues
relating for example to reducing total system cosisd not just the unit costs of
purchased items. Cross-functional teams usualljudiec also key suppliers to the
problem solving. Involving the key suppliers intcopblem solving will develop the
relationship of buyer and supplier closer to sgat@artnership. (Lysons 1996: 44)

3.1.2 Operational purchasing
Operational purchasing is related to the transaatjaday-to-day operations associated

with purchasing. The operational purchasing is waganized so that many of the
transactions become routine and partly automatbgs Will intensify the actions, and
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free up some extra time to the purchasing manageoricentrate on the issues relating
to strategic purchasing. (Leenders et al. 2002: 11.
Operational purchasing includes activities such as:

* Expediting

* Records and systems maintenance
* Invoice clearance

* Requisition handling

e Enquiries

* Price determination

» Returns/ reclamation handling
(Bailey et al. 1994: 19.)

As it was presented in Leinonen’s classificatioablg¢ 1), the operational sourcing
activities include several transactional activitistaterial buying process is one of the
routine and basic process of operational purcha8inging process should be efficient
and it is important that the order placing procisskept as simple as possible. Order
administration is one of the key actions in opersl purchasing, as the right time
delivery is especially important to the marketingdasales department, and most
importantly to the end-user of the product. Basedh@ on-time delivery and quality of

the received products, operational buyer will make’s own evaluation of the supplier
performance, report it forward and make notes o rtords. Daily communications

with suppliers involve price enquiries, stagesha incoming deliveries and other daily
matters. Communication and cooperation with usetkse exchange of information with

own manufacturing, sales and marketing relatechéopgurchased products. Materials
management belongs partially to the operationathmsing function, as the purchasing
activities have a major influence on the incomingumes of products. Materials

management is covered more comprehensively inoll@ning chapters of this study.

3.1.3 Materials management

The basic function of materials management arecipating material requirements,
sourcing and obtaining materials, introducing matsrinto the organization and
monitoring the status of materials as current agdethese functions are closely linked
to the activities and process of purchasing. It meaanaging the contract after it is
signed and directing the materials from the supjti® the warehouse. It also relates to
the tracking of the deliveries and possible quatitynments arising after the receiving
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of products. This means a regular communicationh wiuppliers concerning
requirements, such as order quantities and deldargs. (van Weele 2005: 7, 52.)

As the extent of purchasing’s responsibilities dedined as a large scale of different
activities, it also includes some factors from mate management. Purchasing is
responsibly through its own actions from the onggmuantities, which also means that
purchasing personnel has a responsibility of theniory level controlling. Planning
and defining budgets by management will give thédgjines for the purchasing
personnel in their efforts of controlling the stdekels. From the administrative point
of view, materials management contributes to thdopmance measurement through
two aspects, evaluation of materials-managemengdiuthrget versus the actual, and
ratio of materials budget to sales and purchaséesd two aspects have a great
influence on the inventory level, and the ovenathbver of the company. They can also
be used in evaluating the performance of the paedofHeinritz, Farrell, Giunipiero &
Kolchin 1991: 260, 268.)

Purchasing is seen as one of the key elementstitermaterials management view, as
purchasing the right items at the right time, \wilirease the level of service to the end-
user. Materials management is controlling the inocgmmaterials until they are either
consumed in the process of production, or distetubd the end-user. When purchasing
function is seen as a profit-oriented function, enals management becomes even more
important aspect to be considered. (Lysons 199668.)

3.2 Purchasing in organization

Purchasing is an important part of the bigger ni@emanagement concept. Purchasing
function can not operate independently, on the raeont its purpose is to ease and
enable the action of other functions in organizatids the purchasing function is

working in a close relationship with organizatiowther operations and on the other
hand with a wide and diverse supplier base, pumbadepartment should be able to
create new ideas and possibilities to the othettfans. (Ericsson 1974: 138-139.)

Purchasing function is a constituent function besafl company’s marketing, finance,
administration, product development and manufastuand it occurs in every trade-
and industrial companies. As purchasing functideroexceeds half of the company’s
revenue, it has a significant influence to the canys profitability. Down to this, the
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purchasing function should be modified accordingthie organization’s long-term
business goals and objectives. (Sakki 1982: 11.)

Organizing the purchasing will clarify the roles ehch employee working with

purchasing activities. Alternative structures forgamizing the purchasing are
decentralized purchasing structure, centralizeadhasing structure, line-management
organization, pooling structure and cross functiGgmarcing teams (van Weele 2005:
233-234). In next chapters, a more complete revgewnade from centralized and
decentralized purchasing structure

The way company organizes the purchasing actiyittepends greatly from the
managements attitude towards the purchasing furetd/hen purchasing is seen as an
operational activity, it will result a relativelpw position in the organization levels. On
the other hand, if management believes that thehasing function is an important
competitive and strategic function, the positioroiganization can be close to the board
of directors. (van Weele 2005: 231.) The statusrafedof purchasing in organization is
determined by the amount of support throughout ¢cbepany. If the purchasing
function is recognized as a strategic asset insdéfust an operational function, it can
generate competitive advantage to the companytdC&mMarasimhan 1996: 21.)

3.2.1 Centralized versus decentralized purchasing

A decision between centralized and decentralizeghrorational structure of the
purchasing function is made in order to clarify thkes of personnel and departments in
the organization. The choice is always a comproyasel the purchasing personnel
have to put effort on eliminating the disadvantageshosen structure, and getting the
best qualities out of it. (Gadde & Hakansson: 1231 There are some arguments for
both structures presented in the following chapters

Centralization has a favorable argument which ssiggéhat the concentration of
purchasing can increase the effectiveness of regoutilization. Centralization will
increase the purchasing volumes with certain sappliwhich will lead to a stronger
negotiating position. Centralization also enables ¢oordination of purchasing actions
between departments of the buying company and upplisr. (Gadde & Hakansson:
123-124.)
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In centralized structure, the purchasing departmeribcated to the strategic level.

Decisions on purchasing, products and suppliersnamde centrally. Decisions and

contracts are usually multi-year agreements, wihtatn suppliers, and they also

include the specific purchasing conditions. Ceitteal structure does not involve in

operational purchasing, it remains in the respalityilof business-units. The advantage
will result as better coordination of purchasingl aso better conditions referring to

prices, payment terms and quality from suppliefse @rawback might be the lack of

responsibility of business units’ managers wheroihes to purchasing decisions. This
might arouse a situation where the manager belibgesan make better decisions, and
end up negotiating straightly with suppliers. Calited structure is most suitable in

situations where the purchased product has the sdragegic meaning to several

business-units, or even to the whole corporatizem (Weele 2005: 234-235.)

Decentralization of the purchasing function basestle idea that purchasing is an
integral part of the company’s operations and tler point carrying it out centrally.
Decentralization of purchasing activities leads tsituation where different units in the
company will tend to use different suppliers. Thporters of decentralization claim,
that in a centralized purchasing structure, théadiee between purchasing and other
functions of company becomes too big to handle. Amd the other hand, in
decentralized structure, every unit can make its purchasing decisions, which can be
evaluated and accepted by the other functions ef itidividual unit. (Gadde &
Hakansson: 123-124.)

Decentralized structure is generally found from pamies that have a business- unit
structure. Every unit manager is responsible froeresults of the unit, and at the same
time responsible from the purchase functions ofuhié. When belonging to the same
corporation, it is possible that the units mighgotgate with the same supplier at the
same time, from the same product. This will acugktnerate a competitive situation
between the different units, and as a result, ewsiy will come out with different
purchase condition. Decentralized model will warkcorporations, where every unit is
dealing with different products from each othear(WWeele 2005: 234.)

3.3 Purchasing management

After defining and planning the purchasing processd objectives, the basic
expectations by management are the competent penfme of purchasing duties and
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the accomplishment of the basic purchasing a@wmitManagement also expects that the
purchasing department can operate as an informe#ioter in issues relating to product

availability and costs. (Heinritz et al. 1991:1551%hese objectives and results can
only be required if the purchasing function is ngewsuch a way, that it enables the
sufficient resources for the purchasing persomméllfilling these expectations.

The management process developed by Van Weele:(88D& presented in figure 4.

A 4
2. Purchasing objectives

A 4
3. Purchasing strategy

A 4
4. Purchasing planning

A 4

A 4
5. Policy implementation

1. Purchasing (market) researgh

* Logistics policy
* Quality policy

* Pricing policy

» Supplier policy

e Communication

A

A 4

6. Control/ Inspection and
evaluation

Figure 4. The purchasing management process (van Weele 8@D5:

1. Purchasing (market) research; This stage inslutle studying of the significant
factors, external or internal, that might have @ifuence on the supply and demand
of items. A thorough examination of the relevanttdas, such as supplier studies,
supply market studies, material and inventory hgdielated cost analyses, will help
the company in securing the company’s requiremdpischasing research should
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produce data that can be used as an instrumentaiking better purchasing
decisions. (van Weele 2005: 87-90.)

. Purchasing objectives; The main objectives atlipasing relates to actions such as
cost- reduction, evaluation of the supply base .(eafuction of suppliers),
improvement of product quality, and shortening lgeed time. These objectives will
support the management of the company’s purchasitigities and relationships
with suppliers. (van Weele 2005: 87-90.)

. Purchasing strategy; The purchasing research swpport the establishment of
purchasing strategy. In purchasing strategy plapnitecisions referring to issues
such as supplier quantity per one product group,digpth of the relationship with
supplier, and global or local purchasing needstanlade. (van Weele 2005: 87-90.)

. Purchasing planning; Purchasing research isastipg the purchasing planning in
clarifying the external long-term factors that ntigiffect company’s purchasing
activities. Planning is important in preparing fhechases to the future needs of the
company. Planning provides long-term future requésts, so that the purchasing
activities can be planned with the best possibteia@cy. (Leenders et al. 2002: 109.)

. Policy implementation; A short explanation o tstages in policy implementation is
made below:

» Logistics policy is the optimization of ordering ggess and the flow of
incoming materials. Includes the establishmentbgdules to suppliers, solving
any delivery problems, and evaluating the suppleivery performance.

e Quality policy refers to the standardization of gwot specifications,
concentration on the life-cycle of the productstisg specific areas of quality
improvements needed to the suppliers, strivingaforagreement of continuous
warranty with suppliers, starting a program withueaanalysis in order to
reducing the costs of the product.

» Pricing policy aims to achieve a control of thetspso that the supplier can not
present any unjustified price increases. A thorckigbwledge from the structure
of markets and the general price level is crutaicing policy also includes the
building of cost-models, monitoring the cost fast@and budget estimates.

» Supplier policy refers to an overall managementhefsupplier base. Decisions
whether to use multiple or single sourcing strategymade. Making an
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evaluation of the supplier performance, and ongtteeinds of the results, decide
which suppliers deserve to be rewarded with mogenass, and which suppliers
are not performing efficiently enough.

* Internal and external communication about the caomisapourchasing policies is
essential to the efficient operations in the orgamon and between the buyer
and supplier.

(van Weele 2005: 87-90.)

6. Control/ inspection and evaluation; When evahgatthe purchasing results and
activities, it is important that the management ceftect the results to the financial
resources planned for purchasing operations. Aogeal examination of the
purchasing activities through the reports fromadhsts and stock value is made. The
reports also include information about the perfaroeaof the suppliers. The formula
used in reporting to the management, should balatdized so that the comparison
between different periods is possible. (van We8l@5287-90.)

A similar model for the purchasing management edeas been developed by Lee and
Dobler (1977: 380):
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Figureb5. Purchasing management process (Lee & Dobler 1380).
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Different situations might require different empisasn the phases. Although the phases
are interrelated with each other, so even if sohese is emphasized, other phases have
to be taken into account as well. In Lee and Datlenodel (1977: 380), the
purchasing management consists from five diffepiatses:

1. Planning sets the goals and objectives for dierd, and also defines the procedures
in order to successfully achieve the set objectives

2. Organizing defines the position and functionpofrchasing in organization. The
position of personnel in the purchasing organizasbould also be clarified. The
purpose is to optimize the satisfaction and behadipersonnel.

3. Staffing includes all the activities that enaldeiccessful purchasing function through
competitive personnel.

4. Actuating & Coordinating aims to elicit volunyadedication and high quality
performance from personnel. Key factor is to prevgluch an environment and
necessary supervision which will motivate the pen&b to work efficiently towards
the common goals.

5. Controlling the activities and measuring thef@enance will ensure that the output is
satisfactory. Through controlling it is possibleitigprove the purchasing personnel’s
efficiency and decision making.

(Lee & Dobler 1977: 379-381.)

The purchasing management processes presented abewmth continuous evaluation
of personnel and business performance. These gexesso enable the management to
critically evaluate their own working methods, dakle corrective actions when needed.
These models can be considered as guidelinesjtdiodg an efficient purchasing
function that will support the global sourcing st@y.

In addition to controlling and measuring the cutrneerformance and processes, Kraljic
(1984: 3—4) suggests that managers must learn bawnake things happen to its own
advantage. This requires a change of perspectosa fnanaging the purchasing as
operative function to managing the bigger conceppply chain. Especially when
critical items are purchased, the management ofwthele supply chain becomes
essential. (Kraljic 1984: 3—4.) Supply chain mamaget is examined in chapter 4.4.
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3.3.1 Performance measurement

The purchasing performance measurement can beajgndefined as the quantitative
or qualitative evaluation of how well the purchasifunction and the personnel
employed achieve the objectives assigned to theysofis 1996: 395). Purchasing
performance consists from two elements: (1) puidgaseffectiveness and (2)
purchasing efficiency. Purchasing effectiveneghésextent to which the planned goal
or standard is reached. It can be described agelagonship between actual and
planned performance of human activity. The purcigasefficiency relates to the
resources required to meet the objectives whiche Haeen set for the purchasing
function. Purchasing efficiency is the relationshigtween planned and actual efforts
made, so that the goal agreed can be realized Wiesate 2005: 254-255.)

When setting the goals and performance measuresystéms it should be noted that
individual's actions can be highly influenced bgmti The motivation and commitment
can be improved when these systems and goals satatoate the performance, are
thoroughly planned. The measurement system neelois ttearly stated, and the focus
areas should be emphasized so that the individoaltwget confused in one’s actions
and decisions. Clearly stated system will also enghat the individual will work
towards the common goals of the company set byndm@agement. (Dumond 1991: 21—
22.) There are four different dimensions on whicl measurement and evaluation of
purchasing can be based:

1. A price/ cost dimensigrPrice/ cost dimension refers to the continuousitoang of
prices, and possible price increases. Using messsueh as ROI (Return On
Investment), material budgets, and price inflatieports. It also means a continuous
monitoring and development of activities which aaaduce the costs of materials.
Budget establishment is an important part of pemtorce planning and monitoring.
(van Weele 2005: 255.)

2. A product/ quality dimensigimrhe dimension of product/ quality refers to theerof
purchasing in total quality control of the produCobntrolling the quality will ensure
that the product delivered, will perform the quatiéquirements set by the purchasing
organization. The evaluation of the product quati;m be made with measurements
such as the reject rates on incoming goods, nuofoeertified suppliers, and number
of reject reports handled. These measures candaktassindicators of the company’s
capability in flawless incoming material flow frosuppliers. The flawless incoming
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material flow can also be used in measuring thehasging personnel’s success in
their actions. (van Weele 2005: 256-257.)

3. A logistics dimensignn the dimension of logistics, purchasing is eadtd from its
contribution to efficient incoming flow of mater&al Controlling the timely
requisitions, include factors such as number ofewdssued and order backlogs.
Logistics dimension also relates to the controtiofely deliveries from suppliers.
Measures such as supplier delivery reliability, duct shortages and over/under
delivery can be used. Purchasing personnel alsdaheasesponsibility to determine
and control the inventory levels, and measures sigcimventory turnover ratio and
average order size can be used to evaluate thaitsydimension. (van Weele 2005:
258.)

4. An organizational dimensigi®©rganizational dimension includes the major reses,
which are used in order to achieve the goals anectbes of purchasing function.
The organizational dimension consists from purai@gsistaff, purchasing
management, purchasing procedures, and purchadorgiation systems. These four
aspects include e.g. training and development o$gmmel, available purchasing
strategies and action plans, availability of praged and instructions, and efforts
made to improve the information systems. (van W2e@b: 258.)

The measurement of these four dimensions can be mam line-item level, individual
supplier level, level of the individual buyer, dejpaental level or overall level.
Measuring the performance doesn’'t necessarily teebd made from one point of view,
it can be an aggregate from all of the five preseéiévels. (van Weele 2005: 258-259.)

One of the most concrete measures in evaluatigedbrmance is the inventory level.
As too large inventory levels will increase thetamisdoing business, by tying up capital
and requires physical space, which composes afisgmi cost to the company.
(Heinritz et al. 1991: 271.) Giving accurate budgetout the wanted levels of
inventory, and regularly comparing the plannedhe actual, management can easily
and in a quantifiable way measure the performarfcth® purchasing function and
personnel. This will also give information about tBuccess of forecasting done in
cooperation between sales and purchasing.



43

3.3.2 Classifying purchasing materials

Kraljic (1983: 112-113) has formed a classification the purchased materials and
products based on their strategic significance #red risk they possess (table 5).
Through this classification it is possible to ewithe risks relating to the purchasing
of materials and products, such as the influencehoken strategy on deliveries. The
classification is divided into four different categes: (1) Noncritical items, (2)
Bottleneck items, (3) Leverage items and (4) Sgriatéems.
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Table 5. Classifying purchasing materials requirements (iKral983: 112).

Procurement Main tasks Required Decision level
focus information
Strategic items Accurate demand Highly detailed Top level (e.g.

forecasting.

Detailed market
research.

Development of

long- term supply
relationships.

Make- or buy decisions.
Contract staggering
Risk analysis.
Contingency planning.
Logistics, inventory, and
vendor control.

market data.
Long- term supply
and demand trend
information.
Good competitive
intelligence.
Industry cost
curves.

vice president,
purchasing).

Bottleneck items

Volume insurance (at
cost premium if
necessary).

Control of vendors.
Security of inventories.
Backup plans.

Medium- term
supply/ demand
forecasts.

Very good market
data.

Maintenance plans.

Higher leveg(e
department heads).

Leverageitems

Exploitation of full
purchasing power.
Vendor selection.
Product substitution.
Targeted pricing
strategies/ negotiations.
Contract/ spot purchasing
mix.

Order volume
optimization.

Good market data.
Short- to medium-
term demand
planning.
Accurate vendor

data.
Price/ transport
rate forecasts.

Medium léve.g.
chief buyer).

Noncritical items

Product standardization.
Order volume monitoring/
optimization.

Efficient processing.
Inventory optimization.

Good market
overview.
Short- term demand
forecast.
Economic order
guantity inventory
levels.

Lower legd].(
buyers).
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Noncritical items are materials and products whiets a low profit impact and low
supply risk. The volume of noncritical items is aly high. Characteristic for these
items is that the supply-base is large, and themadd and products are standard items.
This enables the reduction of suppliers and refies@ntrolling the warehouse, which
gives an opportunity to concentrate on the actuainess. Because of the large supply-
base, there is no need for big buffer stock. Stewrtx forecast is usually made for
noncritical items, and the decision making is exeduon the operational level of
organization. (Kraljic 1983:112-113.)

Materials and products that have a low profit impaad high supply risk are
categorized under bottleneck items. The delivearesuncertain, which means that there
is an ongoing pressure for developing the collajimmadbetween buyer and seller. These
items usually have only few suppliers, and there lisg distance between the buyer and
seller. It also means that optional suppliers arestantly explored, so that the reliability
of deliveries can be increased. There needs tolighavolume buffer stock for these
kinds of materials and products. Middle-term fostda made on bottleneck items, and
the decision of purchasing is made on the manayet bf organization. (Kraljic 1983:
112-113))

The leverage items are products and materialshéae high profit impact and low
supply risk. There are several suppliers for themms, but the demand in markets is
rather small. This gives an opportunity for the éutp achieve financial benefit through
competitive bidding without any long-term partnepstwith the supplier. As the
cooperation is single minded, a new supplier evelneacan be made every time when
leverage items are bought. Medium-term forecastiferdemand of leverage products
should be made. The decision of purchasing theggsiis made on the medium level of
organization. (Kraljic 1983:112-113.)

Products and materials that have high profit impact high supply risk are classified as
strategic items. These items are narrowly availalvldch means that the long- term
forecast is essential when planning the purchasinthese items. There is a limited
supply-base for these products and materials, ®@wotier hand, competition on markets
for these items is minor. Long-term cooperationusthdoe build with the suppliers, so
that the reliability of deliveries can be assurBécisions regarding the purchasing of
strategic items are made on the top level of omgdin. (Kraljic 1983: 112-113.)
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3.3.3 Intraorganizational communication

Information systems are the basis of an efficianttol system. Workable purchasing
function requires an efficient and two-way inforioatflow between the other parts of
organization. This means that every function inaoigation is passing the important
information to the purchasing department and viessa. The biggest influences on a
successful purchasing function are the demand dstecThis gives the required time to
the purchasing function to balance the situatiotwben market conditions and the
organizational needs. Budgeting and calculatiores emabling the coordination of
resources, and setting the financial limits to plaechasing actions. These limits might
affect the policies regarding the inventory levatsd purchasing decisions. (Ericsson
1974: 144-145.)

The sharing of information across internationalamigational boundaries is necessary
to achieve improvements in cycle times, inventasgifponing, cost, delivery, customer
service, and other key performance areas. Becaoeee tis a need for closer
relationships throughout the global supply chaffeative information sharing between
business units is essential. The intraorganizatioriarmation systems play a critical
role in the successful sharing of many kinds obinfation that affect to the success or
failure of a global sourcing strategy. The inforimatsystems that enable the sharing of
information across geographical and business wihdaries should be included in the
global sourcing strategies. (Petersen et al. 288635.)

There are information flows into and out of the ghasing department and personnel
working in it. As the organizations are facing atouously increasing pressure by the
rapidly changing environment in which they operafeint cooperation between
departments has become one of the key factorsacessful business operations. The
relationships of purchasing and other departmeamtpresented in figure 6. (Heinritz et
al. 1991: 17.) Pursuing to the goals and objectigésglobal sourcing strategy,
organizations should establish worldwide informati®ystems, such as single
worldwide databases with complete and current tieahmnd commercial data of all
available products and preferred suppliers (vanlgv@drozemeijer 1996: 158).
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Figure 6. Purchasing/ materials interfaces (Heinritz ei@b1: 17).

3.3.4 Communication between purchasing and sales

Having a common conception of the situation in regskand understanding the present
and future needs of the end-user, is one of thef&etprs in serving the customers

successfully. Making of accurate and well-plannegted¢asts of the expected

development and demand in the markets, will aidcirapany in achieving competitive

advantage. When sales and purchasing personnebakeng together in forecasting the

markets, there will be a mutual understanding fothbsides. Properly made sales
forecasting is one of the most helpful tools innpliag the purchasing strategies
(Leenders et al. 2002: 109).

The cooperation between sales and purchasing Ml laring the end-customer closer
to the purchasing function. Although the purchadumgction is rather distant from the

customer, it also has a responsibility of the ocwmsho satisfaction. Cooperation with

sales will increase the knowledge of the purchagiagsonnel about the needs and
problems of end-users.

Sales expect the purchasing department to buy itntke lowest cost, so that the
company can be competitive on the markets. Knowlregcosts and delivery times of
items, enables the sales personnel to price théupt® and give estimation about the
delivery times to the end-user of the product. (geag 1997: 7-8.)
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The sales have their own perceptions of what kiinproducts is needed, in what time
and what quantity. And on the other hand, purcltagiersonnel have their own
conceptions of what kind of product can be delidesghen and what kind of quantity.
In combining these assumptions of sales and purapgsersonnel in a collective
meeting, the forecasting process will have a gdad.sCost analysis will be made,
taking into account the aspects of both sidesrderoto find the price level acceptable.
In addition, a specified long term data from custesnwill be requested. The data
required from the end-users can be just an indiegiroposal, which will be specified
within certain time periods. This helps the longxieplanning and forecasting of
purchasing the right items, and it also increakegbssibility of on-time deliveries.

The result of efficient communication and coopematwill result as scenario planning,
a conceptual forecast of the future. Starting wdtfierent assumptions will enable
several different future scenarios. The assumptoamsbe based on the examination of
trends relating to economic, political and socedtbrs that may affect corporate and
purchasing objectives. Planning involves the denisif which scenario is most likely
to occur and devising appropriate strategies f@ysons 1996: 27.)

As the forecasting and scenario planning occursllysin business units in different
countries, it is important that all the informati@gathered to the same data base, so
that the overall situation becomes clear. The madion of each business unit is
collected to the same table, which is then analyzggurchasing professionals and
management, responsible from the global sourcingtion.

3.3.5 Total Cost of Ownership

Total cost of ownership (TCO) gives a better unideding of purchasing decisions, as
it takes a long-term, big picture approach. TC@ae than just calculating the price of
the product; it explores how the purchasing agtiaifects to the total costs of the firm.
(Ellram 1993: 5.) Broadly defined, total cost of mewship includes all relevant costs,
such as purchasing administration, follow-up, exjegl inbound transportation,
inspection and testing, rework, storage, scrapramdy, service, downtime, customer
returns, and lost sales. The purchasing price addkbdthese costs constitutes the total
cost of ownership. (Leenders et al. 2002: 375-3V6€) benefits of total cost ownership
are associated with:
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1. Performance measurement; improving the quangtaneasurement of supplier
performance.

2. Decision making; provides a good basis for sepelection decisions, because of
the complete cost data relating to each supplier.

3. Communication; the system provides a solid dataommunicate with suppliers
regarding their performance. It also representsimportant way to get other
departments/personnel within the company to invéiteepurchasing decisions.

4. Insight/understanding; the information developsohg TCO regarding the supplier's
total costs can be used to track the suppliersscoger time. This can be used to
evaluate the cost development of the supplier twes, or to compare the costs with
other suppliers.

5. The support of continuous improvement effortstalt cost of ownership helps
purchasing personnel in developing an awarenetsedignificant non-price factors
that affect certain buys. This helps in negotiaicend in determining which
incremental costs can be obtained more economifralty different supplier.

(Ellram 1993: 4-5.)

When beginning the implementation of a TCO apprpaitte company should
categorize all the major costs relating to the pobdinder observation. A wise approach
is to focus on a small, easily controlled groupitems, or selecting just one item to
observe. For example a flow chart of the costsuseful tool in modeling the costs, so
that they become more understandable and quamgifidlbcording to Ellram (1993: 8-
9) before the implementation of TCO, the next axtishould be performed:

» Developing a process flow chart, to sharpen thedamn firm’s pretransaction,
transaction, and post transaction cost elemeratinglto the observed product.

» Determine which cost components are significanwaorant tracking. There are
probably a few key cost components that make upnidgerity of TCO expenses
for a given item.

» Determine how those significant cost componentsheiltracked.

» Gather and summarize the relevant cost componeéat da

* Analyze the results.
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4. SUPPLIER SELECTION

The procedure of supplier selection begins withommrehensive list of prospective
suppliers and during the rating and evaluation oppsers, the number of the
prospective suppliers will be reduced to one or tevibe favored in the business. The
procedure basically means searching and sortingnz2.981: 130.) In the following
chapters, the main steps of successful suppliecseh are presented.

4.1 Supplier evaluation

A detailed evaluation of supplier is especially ortant when purchasing key items.
The evaluation should consider the supplier's pibtdbacapability in fulfilling the
objectives required. (Barker 1989: 89.) Sakki (19838) suggests that before any
business relations with supplier is establishedewaluation should be made of the
supplier’s ability to deliver in time, and compdhe quality to the price of the product.
The main focus should be in finding any risk fastanainly relating to the deliveries
and quality of the product.

According to van Weele (2005: 77), there are siteda for selecting the right supplier:

* Production: What is the experience of supplier aterials that are purchased?

» Organization: What is the state of the quality arderience of the staff that will
be employed? What is the extent of products trestipplier can deliver?

* Financial Status: What is the situation with sugdi financial reliability? And
how strong is his need for work?

» Design and manufacturing capacity: How is the sepphonitoring his costs?
Earlier experience in manufacturing required items?

* Quality assurance: Is there any guarantees by upplier referring to design
specification and technical specifications? Whattas quality standards?

» Experience and references: Any information fromeotklient organizations
referring to the work done by the supplier?

Barker (1989: 99) has listed some characteristicg fgood supplier; supplier meets the
requirements of buyer, provides good documentapooblems are handled efficiently
when they occur, supplier is flexible with the cheryg environment, and supplier is a
specialist in his own field. After a critical evalion between supplier options has been
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executed, the suppliers who lack the critical eataun criteria will be eliminated from
the list of potential options.

To improve the selection of the best suppliersiple supplier-evaluation model (table
4) has been developed by Kotler and Keller (202&)2

Table 6. An Example of Vendor Analysis (Kotler & Keller 200825).

Attributes Rating Scale
Importance Poor Fair Good Excellent
Weights 1) 2 (3) 4)
Price .30 X
Supplier reputation .20 X
Product reliability .30 X
Service reliability .10 X
Supplier flexibility .10 X
Total Score: .30(4) +.20(3) +.30(4) +.10(2) + .10(3) = 3.5

The attributes presented in this model, are ondiycative, and can be modified by the
buyer, so that the attributes are individually si¢ for each buying situation. The
model can be used in the supplier selection prod¢rgst also can be a helpful tool in
evaluating the supplier performance after the fitsliveries. Changing the attributes
and importance weights will enable the diversifisg of this model.

When choosing the supplier, there arises a questienring to the number of suppliers.
The classic problem is whether to choose singleesog (one supplier per product) or
multiple sourcing (several suppliers per produ¢Badde & Hakansson 1993: 41.)
Earlier notes in this research about the size pplsubase was made in chapter 2.1,
where the seven step list in creating an effectiwercing strategy by Laseter (1998)
was presented.

When a company chooses to operate through theessiogircing, the advantage is
gained from the involvement of the supplier. Asréghis no competition from the same
product, it is easier for the supplier to openaphie buyer. On the other hand, it makes
the buyer very dependent on the supplier, andcimslead into losing contact with the
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supply market. (van Weele 2005: 162.) There alss & risk that the supplier might
have lengthy stoppages in their production, suchnasntenance stops. These
drawbacks require a periodical audition of the deppto ensure that customer
expectations have been heard and implemented. l{iAgt&992: 72.)

When preferring multiple sourcing, the buyer hagesa suppliers which can deliver
the certain product. Having several supplier fataie product will reduce any breaks
in the flow of materials. (Weele 2005: 162) Usingveral suppliers will probably

generate a short-term price decreases, but thewaprent or development of products
and services is very unlikely to occur. Other draeks in preferring multiple sourcing

are such as variations in quality, high overalltspsoss of volume discounts, and
increased travel costs to visit supplier facilitigdutchins 1992: 72.)

It should be noted that increasing the annual velunom a certain supplier will
probably reduce the purchasing prices and overaisc This leads to a significant
competitive advantage. (Kraljic 1984: 9.) This athage can be reached for example by
combining the purchases of corporation’s differenits to a certain supplier through
global sourcing activities.

In Laseter's (1998) seven step list, the step oras wo view the supply-base
rationalization as a result, not the objective. Whecomes to selecting between single-
sourcing and multiple sourcing, it should be haddlase by case. The probable result is
that company will end up using both, dependinghengdroduct and market situation, as
well as the quality and quantity of suppliers.

Lysons (1996: 250) has stated a comparison betweggle and multiple sourcing:
“Aggregating your business with one supplier shgiveé you better prices, reduce any
unnecessary tooling costs and should improve thecgeyou receive. Alternatively, the
resulting competition from dividing up your busisdsetween two or three suppliers
could give you a better deal. A well- motivatedgknsource supplier may be a more
secure one in difficult trading conditions. Altetivaly, a second source could give you
greater security in the event of an accident oreotlpheaval at your main suppliér
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4.2 Supplier performance evaluation

Supplier performance evaluation is a critical phi@ssourcing materials and products.
Evaluation of the supplier performance is maderafte during the deliveries of
purchased items, and then compared to the expecieeé estimated at the supplier
selecting stage. The comparison should be madeh@rkey areas such as quality,
delivery, after-sales, service and price. (Barlg8%t 103.)

As a continuous task, the evaluation process shiogldde the present suppliers, and
the potential, new suppliers. The present suppaessusually proven to be reliable and
good sources, and the evaluation easily is forgoltg the purchasing organization.
Evaluation of current suppliers should concentatequality, quantity, price, delivery
and service objectives. The new, potential suppbee observed with extra attention, as
there is not yet a complete picture consisted ftheir performance. (Leenders et al.
2002: 254-259)

Supplier performance evaluation of potential swgrglishould provide information of
whether the supplier is included into the futuranpling of supply base. A trial order
has usually been set to a potential supplier, bagperformance will be measured with
technical capability, manufacturing strength, ficah strength and management
capability. Two questions can be presented wheluatiag a potential supplier:

1. Can the supplier meet the purchaser’s requingrie short and long term?

2. What is the supplier's motivation in deliveringgms in short and long term,
following the requirements of purchaser?
(Leenders et al. 2002: 254—-259)

Hutchins (1992: 94) has listed some of the commaupker performance measures.
The list includes measures such as process capalsirvice levels, defects per
product, late or early shipments, final customanplaints, and customer satisfaction
level. When evaluating the supplier performancesé¢hmeasures will give a general
conception of whether the supplier is on the l¢kiat was expected when selecting the
supplier.

This process should be considered as the key fadten it comes to improving the
financial benefits of sourcing, and the reliabildf deliveries. Global sourcing always



54

has its wild cards, and the better methods an @gton has for evaluating its
suppliers, the better are the chances in succeedihdts purchasing activities.

Evaluation that is done after the delivery, givesopportunity to reassess the chosen
suppliers, and decide whether to continue the @aimn or not. It also provides a
good learning process for the new, upcoming suppdielection processes. The
evaluation should be documented so that the pessitdtakes made, can be avoided in
the future.

4.3 Categorizing the suppliers

Based on the evaluation of suppliers, it is possibl categorize suppliers into four
different kinds of suppliers groups. The first gnpptAcceptable Suppliefscan execute

the present operational needs of organization. @éréormance of these suppliers is
easily overtaken, thus no competitive edge carcheaed. (Leenders et al. 2002: 317.)

Group of 'Good Suppliersperform better than theAtceptable Supplietsas they offer
value-adding services in addition to the produatfivdred. The development from
acceptable to good supplier requires a signifiaanbunt of purchaser and supplier
effort. (Leenders et al. 2002: 317.)

The next group is named a®réferred Supplief's There are system or process
orientation between the purchaser and preferreglisup. Unnecessary duplication is
avoided, and the transactions become more effict®applier and purchaser have a
mutual goal to eliminate all nonvalue-adding operst. “Preferred Suppliefscan
deliver all operational needs and some of the egfrat needs of the purchasing
organization. (Leenders et al. 2002: 317.)

The last group that is calledEXceptional Suppliefscan bring significant competitive
edge to the buying organization through anticigatime operational and strategic need
of the purchaser.Exceptional Suppliefscan exceed the expectations of the buying
organization, and there is no need in saying thesd suppliers need to be treasured.
These suppliers can act as an example of what eaachieved through accurate
supplier selection. (Leenders et al. 2002: 317.)
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The categorization of suppliers into four group8l faelp the organization in their future
supply base planning. It also enables to keep cEards of every supplier in different
categories, so that the supplier selection, devetop and possible rejection of supplier
become more efficient. One option is to base thegoaization on the supplier's
delivery performance. The delivery performance saally very easy to track, if good
records exist of delivery promises and actual reeepThe delivery performance can
be divided into four different performance level®p ratingperformance occurs when
supplier meets delivery dates without expediting #me requested delivery dates are
usually acceptedGood performance means that the delivery usually mskigping
dates without substantial follow-up and the suppseoften able to accept the requested
delivery datesFair performance is considered when shipments are soestate and
substantial amount of follow-up is requiredinsatisfactory relates to delivery
performance when the shipments are usually lalejetlg promises are rarely met and
constant expediting is required. (Leenders et @22 256.) These performance levels
are very similar with the attributes in the Kotlend Keller’s (2006) supplier rating
model. The delivery performance evaluation candelas part of that rating model, or
as a separate evaluation tool.

All together, it is important that all the datacsllected to the same place, and that the
data is easily available when needed. There shHmeulan individual supplier evaluation
from all the aspects presented. This is part ofgledal sourcing process, where the
coherent way of actions is reached through suppéection processes. This also
enables the situation, where different units will 'se the preferred suppliers, with
whom the corporation wide contracts have been eggat

4.4 Supply chain management

First of all, it is important to separate the sypphtanagement from supply chain
management. Supply management emphasizes the swyglier relationship, which is

discussed separately in later chapters. The sugpiyn management is the whole
process beginning from the supplier and purchasinipe product, and ending to the
delivery of products to end users. (Leenders eR@02: 11.) As the supply chain

consists from of several partners or componentsh @as suppliers, manufacturers,
distributors and customers, the effective supplgirtimanagement requires integration
of information and material flow through these pars from source to users
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(Samaranayake 2005: 47). A basic model of manufaciicompany’s supply chain is
illustrated in figure 7.

Information flow
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Figure 7. An lllustration of a manufacturing company’s suppihain (Spekman,
Kamauff & Myhr 1998: 55).

The objective of supply chain management is to owerthe efficiency of the product
delivery process starting from the supplier all ey to the end customer. The process
efficiency improvement relates to delivering thghti product, at the right time, with a
minimum of handling and inventory costs. The footigmprovement is in coordinating
the distribution and purchasing across organizatiomits. Supply chain management
integrates the purchasing, production and distidibubf the organization and ensures
that there is a sufficient service level to the emgstomer. (Hoover, Eloranta,
Holmstrom & Huttunen 2001: 9, 15.) Supply chain egement includes all value-
adding activities that occur between the suppliet end user of the product. The long-
term goal of supply chain management is to increaseomer satisfaction, market share
and profits of the organization. (Wisner & ChoomT#®00: 33-34.)

Sourcing and purchasing has an important positiothé supply chain management.
The main activities in the supply chain managemmatate to implementing and
managing key supplier relationships and suppliertngaships, including supplier
development and participation on cross-functionednts. Activities also include
developing strategies that use the supply netwmgeavide value to end customers and
contribute to organizational goals. (Leenders et28D2: 55.)“Developing a supply

chain strategy is predicated on understanding tlements of sourcing strategy,
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information flows (internal and external), new puatl co-ordination, concurrent
procurement, teaming arrangements, commodity/coemorstrategies, long-term
requirements planning, industry collaboration andfsdevelopment{Spekman et al.
1998: 54). There are many similarities between diegelopment of supply chain
management strategy and sourcing/purchasing marmeemnd processes. This
inevitably links the function and management ofqurement to successful supply chain
management. In successful global sourcing, theseepts need to be planned hand in
hand.

As the supply chain management is responsible ireldping the product delivery
process from the supplier to the customer, SCMss eesponsible from the make or
buy decision making. The customer is efficientlywee when the make or buy decision
takes the end users needs into consideration amdiebision is made on a hasty
schedule. Gadde & Hakansson (1993: 36) highlightnlake or buy decision as one of
the key issues in supply strategy for the purcltasmmpany. This decision relates to
the question of whether to use company’s own pridlicor to source the products
from a third party supplier. As the decision isHljgdependable from the changing
nature of internal and external factors, the denishould be made on the managerial or
top management level of the organization. It isaer-present consideration regardless
of the previous practices (Heinritz et al. 1991116 he standardization of the decision
making is rather impossible due to the facts prieseabove.

The make or buy decision is a very complex taslonganizations as it requires a
decision that will balance between the short ang lerm needs of the company. As the
requirements and market situations change, a decthiat has been made in the past
might not be appropriate in the future and a coiepfedifferent decision making
process has to occur. (Mclvor & Humphreys 2000:. 296

4.5 Supplier relations

Managing the supplier relationships successfullgne of the top agendas in today’s
organizations. In this study the management of econ with suppliers is held as an
activity belonging to the sourcing committee. Itas important part of the supplier
selection and evaluation process, as well as sugpiyn management. It has been
emphasized that the buying corporations tend maom@ more to establish close
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partnership relationships with suppliers and redaceavell as trim their supplier base
(Gadde & Snehota 2000: 305-306).

The supplier relationship process is usually caledsupplier partnering, which means
establishing and maintaining an ongoing processdxest the two partners. This process
includes information sharing, joint problem-solviagtivities, and mutual dependency.
Partnerships are strong, long-term relationshipgd welected suppliers. (Stuart 1993:
23.) There are two major objectives underlying his ttype of cooperation with the
supplier,logistics andquality. The logistics aspect derives from the forecastihthe
needs for the coming months, so that the suppdieranticipate the future requirements
in their production. This will lead to a higher é&hof service and lower logistics costs.
The improvement of quality is based on the mutugie@ament of the quality
requirements, which will enable fewer defects ofivdeies. This will result in a
reduction of quality costs for the supplier. (vae&e 2005: 165.)

In order to evaluate the costs and benefits of lemplationships, broad categories are

presented in table 7.

Table 7. Economic consequences of supplier relationshiadfle & Snehota 2000:
308).

Relationship costs Relationship benefits
- Direct procurement costs - Cost benefits
- Direct transaction costs - Revenue benefits

- Relationship handling costs

- Supply handling costs

Relationship costs

Direct procurement costare the most obvious costs that show up on theigavirom
the supplier. These costs have always been the fafgourchasing attention, as they are
easily identified and measuredirect transaction costsonsist from the expenses that
every purchasing transaction is associated withes&hcosts are such as costs of
transportation, goods handling, ordering, and soTdre direct transaction costs might
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be difficult to measure, but usually they can bédegaasily traced from the data base.
The relationship handling costare dependable from the existing relationship \thi
supplier. Some suppliers require a lot of contirsudnteraction for maintaining the
relationship, which means costs as well. Thesesca&pend on the extent of
involvement with individual suppliers. Costs thatnoot be attributed to particular
suppliers or specific transactions are calleds@sply handling costsThese costs are
structural and common costs for the purchasingrozgsion as whole and they include
costs such as communication and administrativeesyst warehousing operations,
process adaptations etc. (Gadde & Snehota 2000) Jdse costs should all be
recognized and taken into account when using thal T@ost of Ownership concept
(TCO). TCO was comprehensively handled in earlepter of this study.

Relationship benefits

Cost benefits are usually more difficult to measin@n the costs, as the benefits show
up less clearly in company accounts. Despite thi, ftwo different categories of
relationship benefits can be distinguish€ast benefitgefer to the savings in various
costs of operations that can be related to the eratipn with suppliers. These cost
benefits derive from efficiency improvements withpplier, such as joint efforts in
product development and integrated logistics opmratRevenue benefitepresent the
economic consequences of supplier relationshipsattearelated to the income side of
the financial statement. When a solution in a rheship increases the revenues of
buying company, it can called revenue benefits.s€Hmenefits are difficult to quantify,
as the revenue benefits are usually indirect ankletl to improvements in product
quality or performance. These improvements shownupe end user of the purchased
product, which has an affect to the competitiveredshe company. The improvement
of competitiveness might not be directly seen i@ #tcount of the buying company.
(Gadde & Snehota 2000: 308.)

Van Weele (2005: 153) has categorized four diffespplier strategies based on the
categorization of products which was presented hapter 3.3.2. In table 8 the

partnership strategy is presented as well as theacteristics for partnership supplier
strategy.
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Table 8. Characteristics for supplier partnership stratiegy Weele 2005: 153).

Strategy Partnership

Characteristic

» Objective » Create mutual commitment
in long-term relationship

 Suitable for e Strategic products

* Activities » Accurate forecasts of future
requirements

*  Supply-risk analysis

e Careful supplier selection

e 'Should cost’ analysis

* Rolling materials schedules

» Effective change-order
procedure

* Vendor rating

» Decision level * Board level
» Cross-functional approach

This level of supplier relationship is the kind re@ation that the sourcing committee
should aim when selecting and negotiating with fepp
When the relation becomes partnership, it meansighagreements of how the relation
benefits both sides. When supplying strategic petgjut is important that the supplier
is reliable when it comes to the quality of thedurots and the delivery accuracy by the
supplier. The forecasts need to be accurate, dsasehe cost analysis of the products
in order to serve the customer as agreed. Decrsiaking occurs on the top level of
organization, in this case, the sourcing committe€ooperation with supply chain
managers.

According to Gadde & Hakansson (2001: 135-136)isitjustified to the buying
organization to have different types of supplidatiens. The depth and nature of the
supplier relation is dependent on what kind of téfees and resources the supplier has
to offer to the buying organization. The buyereellelationship can be divided into
high-involvement and low-involvement relationshiplgpending on the occurrence of
activity links, resource ties and actor bonds. Pphdnership strategy presented by van
Weele (2005) can be categorized as a high-involmémelationship. Gadde &
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Hakansson (2001) remind that the buyer-seller icglat tend to be long term
relationships on the industrial markets.

4.6 Theoretical framework

On the basis of theoretical review presented is #tudy, a theoretical framework is
described in figure 8. This framework will be useda tool in evaluating and examining
the case company and its sourcing operations iertiprical stage of the study. Firstly,
the emphasis is on the existing processes andtuwaloccomponents, which will
formulate the current state of sourcing activiileshe case company. The framework
gathers together the ideal picture of how the dlsbarcing function should reflect to
purchasing, supplier selection and supply chainagament of the company. Through
the coordination of purchasing operations, orgdiima will gain competitive
advantage in the end user markets. On the ba#fi® dfamework, the intended sourcing
and purchasing state and processes are modelednhifon should be shared in both
ways, instructions and guidelines coming from tha&bgl sourcing function, and the
information of operational activities and marketations should be informed from the
operational level to the global sourcing committee.
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5. RESEARCH METHODS

This chapter presents the research methods ancertigrical material collection
methods. The research is performed by using qtisétaesearch method, and it is
implemented by the principle of action researchtifesresearch problem was proposed
by the case company, there was a need to takectcpigperspective into account in
addition to the scientific methods. The practioaigpective was especially important, as
the case company wanted the results of the studgw&both, theoretical and practical
implications which can further be used in develgpthe sourcing function of the
company. The study was executed as an action odsaad the information relating to
the problem studied, was collected in meetings @mersations with the top level
management responsible for the sourcing functionthese meetings, there were no
interviews made and no prompting of participantsthg researcher of this study.
Complementary questions and notes were made inr dodeliscover the relevant
information of the current situation of the souciiinction inthe case company. The
data collection was executed during the spring 2008ugh participant observation.
The total sample was gathered from six companyerployees operating in the top
management level.

Characteristic for a case study is detailed, intensformation of an individual case or
small group of interrelated cases. Focus is onndividual, a group or a community
(organization), and the interest is often on thecpsses ongoing in the context. The
empirical material is usually collected by usingesal methods, such as observation,
interviews and by examining documents. The usu@ablve is to describe different
phenomena. (Hirsjarvi, Remes & Sajavaara 2000:)1PBe nature of this study is
descriptive, as the purpose is first to descrileeaigoing processes in the company and
then constitute the desired models and procesdes. describing these two different
stages, the study aims to establish developmeraside order to narrow the gap
between the current and the intended structurepaoogsses.

5.1 Qualitative study

The starting point for a qualitative study is thegesition of real life. This includes the
idea that reality is diverse, and actions are sttagimultaneously each other, thus
various differently directed relations can be foumde objective in qualitative research
is to study the target as comprehensive as posdibkre is no possibility to achieve
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objectivity in its traditional meaning, as the rasmer and what is already known are
closely tight up together. Qualitative researchmigre about finding or revealing the
facts, than verifying the already existing statetaefHirsjarvi et al. 2000: 152.)

The nature of qualitative studies includes compmsive information gathering from

natural and real life situations. The preferredrimaent of information gathering is

people, and the researcher trusts more to one’sobws@rvations and conversations with
the studied target, than to the information gatthevith quantitative measuring devices.
In qualitative research, the information gatherisgconducted through qualitative

methods, such as theme interviews, participant reasen, group interviews and

discursive analysis of documents and texts. Thdiexdutarget is selected expediently,
not through random samples. (Hirsjarvi et al. 20085.) In qualitative research, the
research material is verbal or visual, which allaiwe researcher to use one’s own
discretion when translating the results into unidedable and readable form.

In this study, qualitative methodology is used lseaof the practicality of the research
problem. Qualitative study gives much more freedamnterpreting the results and
solution propositions compared to quantitative aede. As this study aims at solving
the specific problems of the case company, the gihgmature of situations requires
the freedom of interpreting the results by the aeswer.

5.2 Action research

Action research begins from a certain practicabfmm, thus action research is closely
linked to situational and environmental factors] #ime problem solving occurs between
several participants. Action research is a gradualcess that advances through
continuous considerations, conversations and reggmis. The researcher is inside the
problem, working with the other participants todfithe solutions. (Syrjala, Ahonen,

Syrjaldinen & Saari 1995: 30-33.)

Action research is situational, collaborative, pgvatory and self-evaluative. Action

research strives to solve problems perceived ihlifeaoperations, or to develop the

existing practices into better ones. (Metsamuurd@@®9b: 217.) The action research is
a suitable strategy in the acquisition of inforroatiin this research, because it
concentrates on different real life problems anestto understand them in different
contexts, in this case, the working community.
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The empirical stage of this study follows a somewtnaditional pattern of action
research. The progress of this study is presentédure 9.

Theory Presentation Presenting
presentation of current the final
situation empirical
analysis
Research Final
task: report
Developing ready
the sourcing
function
Theoretical Planning the Designing the Tools and
review empirical intended development
stage models ideas

Figure 9. The progress of the study.

The research process began by making a theoregw@w of the sourcing issues
relevant to the coming empirical research. Themhaas then presented and approved
by the case company. The next stage was to défeneurrent sourcing and purchasing
processes in the case company. At this stage, rff@mation received through
participant observation was used in analyzing iheason. After the approval of the
current situation by the case company, the resgamteeded to modeling the ideal,
intended sourcing system. In this process, theareber participated in a few meetings,
where the future strategy was examined. After modethe ideal structures and
processes, the results were once more approvedebyase company and the research
was finished up by making further suggestions amdebpment ideas to the case
company about how to proceed from the current sitndowards the wanted stage of
sourcing systems and processes.
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5.3 Participant observation

Participant observation is one type of scientifiiservation, which is adjusted to the
natural operations occurring in the studied objébtough observation it is possible to
gather information about whether people act acogrdo what they are saying. The
biggest benefit of the observation method is then@diate, direct information about the
behavior of the individuals, groups or organizasio®bservation refers to the studying
of real world, avoiding the artificiality as muck possible. Observation can be divided
into two different types; systematic observation garticipant observation. (Hirsjarvi
et al. 2000: 199-201.)

Characteristic for participant observation is ttia¢ researcher is a participant in the
target group’s actions. Usually the researcherivesesome kind of role in the group,
when empathizing to the roles of other participamtsee degree of participation can be
complete participationor participant as an observekVhen the degree of participation
leads tocomplete participationthe researcher is aiming to be a full memberhef t
group. This might cause some disadvantages, asi®iand the researcher should act
normally and naturally and on the other hand theeaecher should collect the
information for scientific purposes. When the degoé participation leads to a situation
where the researcher igarticipant as an observethe first thing to do is to inform the
other participants of the group about his role mobserver. After this the researcher
tries to create good relations with the other mash# the group. In addition to
participating in the activities of the group, thesearcher presents complementary
questions to the observed targets. When using odits@n as a method, it is important
to isolate the observations from the interpretatiohthe observations. (Hirsjarvi et al.
2000: 203-204.)

For the basis of information gathering, a tablehwdifferent aspects of the structures
and processes was used (see table 9). The isstias fable were designed on the basis
of the theoretical review and the nature of theeaesh problem. The purpose of this
table was to act as a supplementary tool in thelingse in case the wanted issues and
answers did not arise from the conversations. Hpeds in table 9 were presented to
the participants in the meetings, in order to @eatconception to the studied group
from the significant factors relevant to this stutly this study, participant observation

is used because it gives more freedom to the r&seram interpreting the real world

situations and activities. The information basedt@more detailed notes is later in this
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completed by the company’s business strategy.

Table 9. Aspects for information gathering.

Global sourcing committee

Supply management

Purchasing process

Supplier performance
evaluation

Setting annual targets
Quality demands
Specifications with suppliers
Negotiations with suppliers
Total cost calculation
Strategy planning,
establishing, implementing,
monitoring

Market research
Coordinating the purchasing
in business units

measurement

» Developing the relation

» Single vs. multiple
sourcing

* Quality requirements

e Supplier commitment

» Business unit
commitment

Roles * Roles e Buyer roles
Structure Responsibilities e Status » Responsibilities

Place in the organization * Whois in charge? e Place in the

Who belongs to the team? organization

Supplier selection, grounds | « Supplier relations » Placing the orders
Process and evaluation » Supplier performance | ¢ Information flow

between sales
Forecasting
methods
Evaluation of
supplier
Reporting to
whom?

Annual targets,
e.g. cost savings
Enough
information, e.g.
budgets?
Materials
management
Market research

This table consists of questions and notes from different aspects; structure and
process. The purpose is first to solve the strecwir the different functions and

operations in the case company. After clarifyingithroles and place in organization,
this study models the processes these structuohsde) such as the purchasing and
sourcing process. The empirical information wagigidy collected with help of issues

presented in this table.
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6. DEVELOPING THE SOURCING FUNCTION: ACTION RESEARCH

This chapter presents the empirical research sggshdginning from the introduction of
the case company. After the basic information aadkground of the problem are
presented, the current sourcing structures andepses are modeled. These structures
and processes are reflected to the intended stateuocing function and developing
ideas are presented to be used by the case conmppuassuing towards the objectives.

6.1 Introduction to the case company

The case company operates globally in the manufagtundustry, using sourcing in

completing the company’s own production. The prodyoup X is one of the key

products of the company and as their own produdtiansufficient to correspond with

the demand, some of the products are sourced fhimah party suppliers. The main

suppliers are located in Russia and China. Thegsermf the sourced products is to
support the company’s own production and also wreamse the overall sales by
searching new markets and customers for the soymcetlicts. The product category x
in the case company is categorized as a strategit according to the classification
presented earlier in this research.

There has not been any coordination or controliwgr the purchasing of the individual

business units, thus every unit has purchaseddbded items from different suppliers,

with different prices and different quality requirents. A sourcing committee has been
created, in order to coordinate the overall purictipsf the product x throughout all the

business units in different countries. The goath& common purchasing procedures,
when sourcing product x, is to ensure that the yetsdare bought at the right price from
reliable, common suppliers. The centralized, tomagament sourcing decisions will

ease the controlling and monitoring of the corgoratvide sourcing. The purpose is to
combine the volumes of different business units orie controllable entity.

The coordination of sourcing activities has longmene of the main topics in the
company. The company has already attempted thalioabion of sourced products in
the past. These attempts have been unsuccessstlly fhecause of a lack of proper
planning, and secondly due to an over-intensivegs® which has included too many
product categories at the same time. With the bélihis study, the planning process
will get new perspective and depth regarding th&r@ng issues. The purpose of the
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company is first to concentrate merely on the pebdwoup x items, and depending on
the success, to expand the coordinated sourciather products as well.

There is a lack of common data systems in the casgany, although an intranet web
system is accessible in every business unit. The sistem used is SAP R/3, but there
are different versions in use, which makes the dioation and control even more
difficult. Every business unit has access to thd®3dol called Advanced Planner and
Optimizer (APO) regardless of the version in us&QAhas a significant role in
designing, forecasting and overlapping the commapwn production and the sourced
products. The APO system is controlled by the supghain management. The
information fed into this system provides monthijormation of the forecasts and the
actual deliveries and how the capacity of the camgjgaown production is allocated.
The APO system has been developed so that theesbproducts are visible alongside
the case company’s own production. This allowsstigcing committee to evaluate the
monthly need of sourced products and to conductired actions.

The supply chain management will be consideredhaswhole supply to delivery
process, where the supply chain manager in coaperaith the sourcing committee
and top management have the responsibility fombke or buy decision. The make or
buy decision is made case by case, depending arugtemer classification and the end
user’s needs. In the case company’s strategy éoptbduct group x, the customers have
been divided into three different segments: segmesegment B and segment C. The
main target is on the segment A and segment B mes&) who are offered high quality
products mainly from the company’s own productidhe reason for this is that the
segment A and B customers have very demandingagdts for the products, and on
the other hand, the best price is received frorsehmistomers. Some complementary
deliveries are made from the sourced products whercompany’s own production is
insufficient in fulfilling their needs. The focug the sourced products is on the segment
C customers, who operate in the retailing businestf, a less demanding end user
markets. The goal is to increase the total salesoafced products to 60% from the
overall sales in the segment C customers. In anhdit the segmentation of customers,
a more specific customer classification is madetlon basis of different customer
characteristics. The classification includes foategories, which are:
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» Category 1; Best class customers with full proghastfolio and service.

» Category 2; Customers that will possibly becomehtbst class customers in the
future. Full product portfolio is offered.

» Category 3; Customers that are served with limuexiuct portfolio.

» Category 4; Sales depends on the availability oflpcts.

At the moment, the segment categorization and tbee rapecific classification of the

customers is rather new in the company. This hdhisde situation, where the segments
are occasionally competing against each other frleencompany’s own production.

This situation is about to change, as the souraceduygts are positioned to better
correspond with the company’s own production. Tegnsentation and categorization
of customers have a significant effect to the sogrand purchasing function. The

segments are channeling the sales of the produasaperation with the supply chain

management, which will affect the volumes and pdoces of the sourcing function.

Comprehensive examination of these procedures genrmathe coming chapters. The
customer classification is used as a tool whensitats relating to the make or buy are
made.

6.2 Current sourcing systems and processes

Current structure

The starting point of the empirical stage is to gldtie current structures, systems and
processes ongoing in the case company and inutgisg operations. The description
of the current sourcing system and processes elb@s the meetings and conversations
with the top management and the participants insthecing committee. The data that
will be analyzed is gathered through participansesisation and the researcher is
involved in the company’s sourcing development pssc The aim is first to model the
current structure of the sourcing and purchasingrenment, which is illustrated in
figure 10.
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Top management

Segment managers

Business unit
manager/
Business unit
A

Business unit
manager/
Business unit
B

Business unit
manager/
Business unit
C

Supplier X
Supplier Y
Supplier C

Supplier A
Supplier B
Supplier D

Supplier F
Supplier |
Supplier Z

Figure 10. Current sourcing structure.

As can be seen from the figure 10, there is noacten between the different business
units and countries within the company when it centepurchasing from a third party
supplier. The segment managers are responsibtbdarustomer categorization, so that
the correct products from own production go to tiight customers at the right price,
but a comprehensive overlapping of sourcing andtiue production is missing. There
exists no coordination over the business unitstipasing behavior, which makes the
used procedures quite tangled. There is also adaakformation flow from the unit
managers and segment managers to the top levelgeraeat in the sourcing and
purchasing issues, which causes the insufficienivedge of the overall situation of
what is bought and where it is bought. Every bussnenit favors their own, existing
suppliers, and they purchase the needed volumevidogily, unaware of the
possibilities in combining the purchasing volumethwther departments which already
might be purchasing from the same suppliers. Asetle a lack of a common data
systems due to the different versions used in th&nless units, the controlling of
purchasing operations becomes very difficult. Gatlgethe information, that is needed
in the top management level of the purchasing bheharequires a significant amount
of time and resources.

In chapter 2.3, the continuum from the domesticcpasing to the integrated global
sourcing was presented. At the moment, the cas@awoyncan be placed on level llI,
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where the international purchasing exists as gattesourcing strategy, but there is no
overall coordination over the purchasing of theithess units. The goal is to achieve the
level four in less than a year and level five ityears.

In the current purchasing context, the sourcingfion has not achieved its place in the
organization. A sourcing committee has been esfaddi, and it is placed in the
organization chart in the business strategy, betethis a lack of knowledge and
commitment in the business units in different caesttowards the souring function.
One important factor enabling successful sourcintpiestablish clearly what the goal
of the sourcing function is and to present it inaswable and understandable ways to
the operational level. This will decrease the tasice in the business units and increase
the understanding of the sourcing function’s imaoce.

Sour cing committee

The sourcing committee at the moment includes tlimdeviduals and the tasks are
divided in three areas. One of the individualsald@rig care of the business units’ needs
in the Eastern Europe and one is taking care obtisgness units’ needs in the Western
Europe. Both of the individuals are also respoesdilmanaging the supplier relations,
negotiations and the specification making to thep$iars. They also have the
responsibility to order the required products anghaize the logistics to the stock of a
business unit or straight to the customer. The Igrppase is rather small, as there are
only few suppliers with which the larger, annuahtracts are then made. The relation
and cooperation with the suppliers is very closgl the case company puts effort on
being a reliable partner to the suppliers, and etspthe same vice versa. The main
focus of the sourced products is to support the pvaduction and also to find new
markets in order to increase the overall salesmekiof the product group x. These
both individuals are reporting to the vice presideinthe sourcing committee, who has
the overall responsibility for the sourcing opesats and is reporting to the top
management of the company as shown in the figure 11
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Vice president

| | | |
Manager/ Western Europe Manager/ Eastern Europe

Figure 11. Global sourcing committee.

Current purchasing process

The current purchasing process is performed diftgran different units, thus a basic
model can be formed that has some similarities éetwthe business units (see figure
12). These processes are planned to be standardzeithat the global sourcing
committee will carry out the actual ordering frometsupplier by gathering the
specifications and the requested delivery timemfthe business units. This process
will be presented later in this research. The fimpulse always comes from the
customer who contacts or is contacted by the s#lesbusiness unit. There is also a
possibility that the business unit has a smalldrustock and the impulse comes when
the inventory levels drop below the level where ¢mel users cannot be served in the
best possible way. The sales then inform the psingadepartment and give the
specification and the requested delivery time. Bager makes the purchasing order to
the supplier, with requested delivery time and gtievel. After the delivery and price
level is confirmed by the supplier to the purchgspersonnel, the information is
forwarded back to the sales people who inform the @ser. The buyer manages the
logistics, material flow and follows up the deliyeaccuracy. The buyer is also
responsible for following the inventory levels $@at a good service level is maintained
at all times.
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Figure 12. Current purchasing process.

As the purchasing is conducted separately in ebesiness unit, the case company
cannot offer the suppliers with big volumes anduatrcontracts. This will evidently
lessen the chances of the company in becomingableland long term partner to the
supplier. The benefits of good supplier relatiopshiwith significant purchasing
volumes and steady material flow, will result fradhe coordination and centralization
of the supply base management by the sourcing ctieemit will also result in better
prices and delivery terms, which will ultimately pnove the competitive advantage of
the company in every market area. In the curremtgss, the decision of purchasing is
made inside the business unit. The purpose isdagsthis so that the decisions made
in the supplier selection process and negotiatiares conducted by the sourcing
committee.

Current supply chain

In the current supply chain, the impulse comes ftbenend user to the business unit. In
spot deals, the buyer of the business unit will enalspecification of the need of an end
user and make a purchasing order to the supplidre limpulse is a periodical indicate
of the volumes needed for the coming months, acéstng process is done in
cooperation with the end user. After forecastirgribeded volumes, a purchasing order
is placed to the supplier. The supplier gives tbbvdry times and manufactures the
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products. The delivery is made to the stock oflibsiness unit or straight to the end
user. An invoice is placed to the business unitictviwill charge the customer at best
possible price.

= Information flow

= Material flow
- Forecasting
Operational
puchasing
Impulse/ Nee

S E
U Specification N
P D
P
L — Business unit U
| _| Logistics/ > > g
E ”| Delivery JE
R R

A
v

Information flow, e.g. delivery times, quality atas, market price indicators

Figure 13. Current supply chain in business units.

The current supply chain does not involve the sppphhin management in the process.
The supply chain is not organized as wanted, asl¢ieesion of sourcing should come
from the cooperation of segment managers, the smu@ommittee and the supply
chain management. In the current supply chainsthecing committee is not involved
in any stage of the process. The business unitsatgp®ften with small suppliers,
especially when making spot deals. Comprehensrez&sting is missing, as the use of
APO is quite minimal. The lack of control over therchasing behavior of the business
units enables varied procedures between the units.

The cooperation between the segment managersptineirsy committee and the supply
chain management include the decisions relatirtheéanake or buy decision, the price
negotiations, the customer classifications and dkerall planning of the business
transactions. The intended supply chain of theliproducts, from the business unit
view, should only involve the transaction with teeurcing committee who has the
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knowledge of the entity in overlapping the own protibn and sourced products. The
sourcing committee has also the best contactdiable suppliers.

Main problems of the current systems

In the case company here is a lack of compreherfsirerasting of the estimated
demand in the markets. Coordination does not @xigte sourced products, which can
be seen in the mixed field of suppliers betweendentries and business units. The
business units rarely push the end users to bugedyproducts, which ultimately is a
necessity in increasing the volumes and in findmeyv markets for the sourced
products. The global sourcing committee is quitbcenscious on the business unit
level, thus the units will not operate in the wagnted.

The biggest problems referring to the sourcing fiemcwere the issues relating to the
lack of common infrastructures in data systemsctvlgvidently decrease the level of
efficient communications between the participantthie sourcing process. There is also
a problem with the business units’ different sougciproduct portfolio, which is
complicating the forecasting and negotiations betwsourcing committee and the
suppliers. The price levels in different markets mraking the settling of the purchasing
price very difficult, due to the fact that the slippsees the company as an entity, not
the individual business units operating in différeountries. The supplier will probably
be quite reluctant in selling the same producttiftgrent prices to the same company.

There have been some problems also with the bssimgss’ reluctance to trust their

purchasing issues to the sourcing committee anti@other hand, finding new markets
for the sourced products. The lack of participatiothe business unit level, e.g. from
the market situations, makes the work of the soagrcommittee more difficult, as the

entirety becomes more difficult to manage and #wgiired time in settling the changing
markets of each country significantly increaseseréhalso exists a lack of systematic,
periodical reporting about the supplier performanidee information about the quality

and delivery accuracy of sourced products shoujdlaegly be gathered from the units
to be used in the total evaluation of the selectegplier and also in further

development of the sourcing function.
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6.3 Intended sourcing and purchasing structurepemmksses

The intended structures and processes of souraiegdescribed in the following
chapters. The purpose is to illustrate an ideakestd sourcing. The case company
should pursue towards these goals, by developsngoircing function. It is mainly the
sourcing committee’s responsibility to develop swurcing procedures, in order to
achieve efficient and coordinated sourcing throwghbe company. In different phases
of sourcing, a significant input is required frohretsegment managers and the supply
chain management. Through good communication ar@peration between these
parties, the ideal state of sourcing can be acbieve

Operations between top management and business units

The information flow between the top managemengllend business units is described
in figure 16. The top management level sets theuanobjectives for the overall
operations. The guidelines and targets are predéntine segment managers, who have
the responsibility in fulfilling these objectivesy lsetting the objectives and targets
forward to the business unit level. The operatidaaél has the responsibility for the
sales and the negotiations with the customers.pEn®rmance of the units is followed
through the successful execution of the budgetstlaadarget. These are quantifiable
measures which make the evaluation more underdtendend measurable. The
segment managers report to the top management ddvidle success or failure in
achieving the objectives, and based on that themapagement will restructure the
guidelines when necessary.

It is highly important that the information flow isfficient in both ways of the
organization. Information from the changing marketsables the re-evaluation of
targets when necessary. Segment managers havesihensibility for classifying the
customers. These classifications are the basiseofmiake or buy decision, thus it is an
important tool of the sourcing operations as well.
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Figure 14. Operations between the top management and basinds.

Intended sourcing structure

Based on the customer categorizations presentéidreéiie global souring committee,
the supply chain management and the segment manaigiye case company will make
the decision between the own production and sogy@nd what kind of products will
be offered to certain customers. The structureeiscdbed in figure 14. The global
sourcing committee should coordinate and coopewéte the supply chain managers,
the business units and the suppliers. The purp®se making all the purchasing
operations and related activities more controllaagethe decision making is centralized
and all transactions with the suppliers are mandgyethe sourcing committee. On the
basis of the cooperation between the segment memaged the supply chain
management, the make or buy decision is made, wthieh is brought into the
knowledge of the business unit who has the nead fiocustomer. The make or buy
decision is also informed to the sourcing commijtteleich in case of the buy decision,
will do the necessary operations.
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Figure 15. The intended sourcing structure.

Intended sourcing process

The intended sourcing process is presented indidbr It is a combination of already
existing structures and those operations thatheiltonnected to the sourcing operations
in the future. This process can be adapted maintlge forecasting process as well as to
the spot deals made. The difference between tleedsting process and the spot deals
is that the APO and the make or buy decisions atealvays valid when making spot
deals. The forecasting process requires more pigrennd resources, whereas the spot
deals are more rapid processes where the produetsparchased to fulfill the
contemporary need of the customer. The purchasimgeps relating to the spot deals is
illustrated in figure 18. In the forecasting prosethe specifications are made for a
longer time period, which will be reworked into reaaccurate information when the
delivery time approaches. The objective is to makeaccurate and high quantity
forecasts as possible, in order to make the saymdmmittee’s negotiations with the
suppliers easier. It also enables a long term jptgnaf the relation between the own
production and the sourced products.
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Figure 16. Intended sourcing process.

The sales forecasting is made by the business innitsoperation with the end users of
the customers. When the deals of the coming voluanesnade, the information is fed
to the APO system. The APO system includes e.g.ntmee of the customer, the
product group and quantity. The segment managessity the customers due to the
principle presented earlier in this study, and basethat, the allocation of the volumes
between the company’s own production and the sdypceducts are decided with the
supply chain management. The make or buy proces&eés into closer observation in
figure 17. The supply chain management gatherspleeifications and volumes of the
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sourced products, which are then informed to th&rcdeg committee. The sourcing
committee compiles all the specifications togethed based on the information,
negotiates with the different supplier options. Hest possible suppliers are selected
and the agreements include overall annual voluhmeswill be purchased. The sourcing
committee forwards the orders of the business unitthe supplier and confirms the
delivery times and the price level. The supply ohmanagement continuously follows
the realization of the forecasts made by the bssinmits and the segment managers.
The segment managers are responsible for follothiagealization of sales the budgets.
The budgets are made separately to the sourcedgisoand the own production. These
budgets are compiled together as an overall sdédgxtove. This information is highly
relevant when evaluating if any deviances in theuwes of certain customers exist
compared to the earlier years. This will obviouskarm the segment managers to
examine the reasons of the decreased volumes, dhyssurprises e.g. by the
competitors can be avoided. These processes wglliltren a competitive advantage
through a better service level and reliability exgeced by the end user of the products.

The decision of whether the business unit is ggliive company’s own products or the
sourced products depends from the end user’s raeblapplications as well as from the
classification of the customers. The segment masagecooperation with the supply

chain management are classifying the customersdbasethe four fields presented

earlier in this research. Based on these classdit® the segment managers
communicate the decisions relating to the custortassifications to the business unit
level as well as to the sourcing committee. When libisiness units have a complete
understanding of the customer classification, @&l savings in time and resources
can be achieved as the business units then havientdveledge to make some of the
decisions by themselves. The time saving arisesced}y in the spot deals, where the
knowledge of which products, own or sourced, cahsirould be offered.

Themake or buy decision

The make or buy decision is based on the custolassification and on the capacity of
own production (see figure 17). In case of the figent capacity in company’s own
production, the priority one is to maintain a gogetvice level to the category one
customers. As a result, the customers in othergoats are served through sourced
products. When the decision of the volumes for sbarced products is made, the
specifications and price indicators are discussddiden the supply chain management
and the sourcing committee.
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Figure 17. The make or buy decision process.

The make or buy decision is communicated to thenless units, which will then have
renegotiations with the customers if necessary. speeifications will be tabled and fed
to the SAP system, more specifically to the AdvanBéanner and Optimizer (APO)
system. This will overlap the sales and capacitykibgys of both own production and
the sourced products. These processes occur makiy the annual or quarterly
forecasting is made, although some of the opersgoist also when making spot deals.

Intended purchasing process

When the decision of sourcing is made between tipplg chain management, the
segment managers and the sourcing committee, ttisiae is communicated to the
business unit level, where the actual purchasinggss is then conducted. The process
does not involve directly the supplier, as the sBmurcommittee forwards the
specification to the supplier and negotiates theegrand the delivery times (see figure
18). This process occurs in both longer term daatsspot deals.
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Figure 18. Intended purchasing process.

In the aimed purchasing process, the businessnguiires from the sourcing committee
the possibilities to deliver the needs of the coro This need/impulse can be either a
contact from the customer, or a sales deal madbépusiness unit. The business unit
sends the specification in form of a purchasingeptd the sourcing committee, which
will then contact the supplier and conduct the Bsagy inquiries and negotiations with
the supplier. The information returns back to thsibess unit with a delivery time and
price level agreed with the supplier. The busingssthen forwards the information to
the customer and makes sure that in case of ampweoaiences with the delivery, the
end user is always aware of the changes. Thesegs®s occur after the make or buy
decision, when the decision of sourcing the neguleducts is made.

The difficulty arises from the fact that the uratspire to adhere with the old procedures
and are sometimes quite reluctant to use the swurmdommittee in the process of
purchasing the needed product. It is still a ratiew function in the organization, thus
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the old procedures can be obliterated by improwhg communications that enable
comprehensive information of the reasons and abjgfcthe sourcing function.

Intended supply chain

The intended supply chain starts from the suppdied ends to the customer. The
difference between the current and intended sugimdyn is that the sourcing committee
is between the business unit and the supplier.eTakso exists a common buffer stock,
which can be used to storage the sourced prodficteose countries that do not have
their own storage possibility. The cash flow ocdoesveen the sourcing committee and
the supplier, which in practice means that a aerteduntry where the sourcing
committee is located, makes a written agreemertt thié supplier and the cash flow
takes place between these two parties. The soumdmgmittee then forwards the
invoicing to the business units, who will charge #@nd user at the best possible price.

A centralized agreement is made in order to impitheenegotiations position relating

to the price and delivery terms. This general agesd includes the estimated overall
volumes, which then can be separately used byifie ocated in different countries.

The logistics is in most cases managed by the s@muoommittee, although it also can
be handled by the business unit if any cost savang® from this kind of procedure.

The sourced products can either be delivered &ir&igthe customer, or via warehouse
from where the distribution is managed by the bessrunit.

The impulse and need to the business unit comes tine customer. The make or buy
decision is made after this impulse and the detitidouy from a third party supplier is
made when necessary. The decision of sourcing ¢qeired products is made as
described previously in this research and on tisésha that, the business unit will send
the inquiry to the sourcing committee. This inquingludes the specification of the
products and questions relating to the deliveryetiamd price level. The sourcing
committee negotiates with the supplier, and assaltrenakes the deal which is then
informed to the business unit. The intended suppéin is described in figure 19.

In order to gain competitive advantage and impribneservice level from the customer
point of view, the information flow needs to beig@#nt, continuous and work in both

ways. The messages sent inside the supply chathtodee clearly stated, so that there
is a comprehensive understanding between the eliffgparticipants in the supply to

delivery process.
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Figure 19. Intended supply chain.

There is also the possibility that the business$ arders the products to their stock in

order to keep a good service level for the endsua#io order smaller volumes, not full

truck loads. The inventory levels need to remairtht@nlevel that has been budgeted in
the beginning of the year. There might be situatiamere the units overestimate the
demand in the markets. In these situations, theaabion between the business units is
important and the inventory lists should be sentttter units in order to transfer the

already bought products to the low level inventriehis way the overall capital tied to

the products already sourced by the case compaag dot increase through new

purchasing.

What isthe difference?

When developing the sourcing operations from thereci towards the intended
processes, the biggest change arises from theatizatt coordination of purchasing. As
the sourcing committee is placed in between thankas units and the suppliers,
transactions with the suppliers are managed bystwecing committee. The supply
chain management, the segment managers and theingpuwommittee make the
decision of whether the products are delivered ftbencompany’s own production or
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sourced from a third party supplier. The autononiyai individual business unit is
decreased in order to achieve coordinated, comnrooegures of purchasing the
needed products from certain, predetermined sugpMhen sourcing is centralized, it
also enables better monitoring and evaluation efaV purchasing operations.

Larger contracts are made so that the companyearréliable, long term partner to the

suppliers. It is the sourcing committee’s respaiigibthat the needed products are

delivered on time, with a competitive price andlguaThe business units are pushed to
make continuous market research relating to pesel$, potential customers and to

develop the relations with important end users. Bhsiness units are also pushed
towards the new procedures of sourcing, by makingt sales budgets for the sourced

products. Forecasting is taken into a new levalugh the APO system which enables
an efficient overlapping of the own production dhd sourced products. The customers
are classified separately, sourced products fogusimthe segment C customers. The
sourcing committee is involved in every purchadiagmsaction concerning the product

category X.

6.4 Developing the sourcing function

As there is a visible gap between the current aedmanted conditions of the sourcing
function in the case company, the purpose is teldgvthe activities so that the wanted
conditions can be achieved. This requires wellrbef] practical procedures and
processes which are thoroughly understood amongdtiiipants involved in this case.

The development includes the management level Hsagvéhe operational level, which

ultimately puts the efforts of planning into theptice and has a significant input to the
overall success in the sourcing business. The smufanction should be presented to
the business unit level, so that the personnehits will become aware of its existence.
The individual buying of business units is difficub close down, if there is no

knowledge of the correct and changed procedursswting.

Purchasing product portfolio

Because of the lack in the common data system altieet different versions of it, the
first step is to collect the information relatimgthe purchased items from the business
units. This information should include the essémtitaibutes, the average price paid and
the name of the used suppliers. The informatiorihen gathered together by the
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sourcing committee and the segment managers. Tllis create comprehensive
information from the business units’ purchasing @abr, which is then easier to
change into the direction of global sourcing whire decision making is centralized.
The specifications and volumes received by the alslourcing committee will give
guidelines and aid in making the annual agreemaititsthe selected suppliers. Finding
similarities in the specifications of different tsxand the formation of product portfolio
of the sourced items, enables the possibility tdewithe sourcing operations to other
products in the future.

Using the APO in the future regarding sourced petglwill increase the knowledge of
the main products used in different countries. Bawe this information, more specific
volumes and specifications can be presented tostipliers when negotiating new
contracts. Creating a product portfolio will alsiol ahe supply chain management in
evaluating the make or buy decision. Some prodaretsnore economic to manufacture
in the company’s own production than to source feothird party supplier.

Justify the new procedures

Next step is to clearly state the objectives of gbarcing function, with well-defined
annual objectives and justifications of the reastmsise the sourcing committee in
sourcing the products that have earlier been psethandividually by the business
units. When clarifying the objectives, it is impamt that the personnel in the business
units understand the overall meaning of this kihgrocedure, so that they are willing
to relinquish the old, existing purchasing opermaioThe importance of forecasting is
highlighted by emphasizing the significance of gsithe Advanced Planner and
Optimizer (APO). The wanted process of purchasingresented to the participants of
the purchasing function (see figure 18), so that itmquiry, in case of any needs
regarding product group X, is made correctly toghercing committee.

As the supply chain managers in cooperation with segment managers and the
sourcing committee make the decision of sourcirgggtoducts case by case, the old
way of thinking, where the purchasing personnelsbwijat the sales want to sell, needs
to be terminated. It should be recognized by eywenyicipant in every country and in

every unit that the decision, whether the customeffered own or sourced products, is

decided by the previously mentioned levels. It barsaid that the supply chain decides
what the sales personnel is selling. Even if tieisrdases the autonomy of the decisions
made in the business unit level, the commitmenth® business operations can be
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achieved by listening the units’ messages and enatihher hand, using the cross-
functional teams in the decision making process.

Rigorous market research

It is on the business units’ responsibility to eely find new markets for the sourced
products. At the same time, one significant activit the business unit should be the
continuous research of the market situations, ésibpethe price level changes and the
overall demand situation. The information wantezhfrthe markets should include the
overall demand conditions, competitors’ busines®rajons and the price level
investigations. If there is a lack of competencemiaking comprehensive market
research by the business unit, the guidelines apgpost should be offered by the
management level. The information that is collectemn the markets should be
regularly reported to the sourcing committee.

Usetheintranet

As the case company has a common intranet in bsesdurcing committee should

establish a page where the current agreementstivgtbelected suppliers are described
(see figure 20). This site will be considered asirdarmation bank about the issues
related to sourcing. The information should inclulle focal issues from the contracts.
On this page, there are also the prevailing defitenes to each country, the overall

availability of the products and some general natiesut the price level and quality

issues. Establishing a page like this, the acaes$set essential information is ensured,
thus it is easier to the personnel in the busineds’ to operate more efficiently, and it

releases the resources of the sourcing committee & continuous coordination to

other tasks.
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Figure 20. The structure of intranet.

The supplier evaluation forms are in the intraa@gilable to be used by the units. As
the information is collected with a common questiaine, the data gathering is easily
rendered. A table that includes the focal issuesh sas the delivery accuracy, the
quality of the products, the delivery times and toenpetitiveness of the price levels,
should exist. The table should be filled up peadly, for example twice a year. This
information can be used by the sourcing committetbé negotiations with the supplier,
as well as in developing the supplier relations.e Tleedback of the supplier
performance is also essential when evaluating #ed rof searching new, optional
suppliers.

Create a well planned sourcing strategy

The global sourcing strategy should be closelydihko the case company’s business
strategy, as a supportive and complementary adsehwan improve the competitive
advantage. A comprehensive planning in overlapgiegown production with sourced
products is a challenge that should result in imedocustomer service. It should be
noted that in the end, the fulfillment of the custy needs is the priority one to be
considered. The careful categorization of prodwid the customers, so that these
aspects correspond with each other, is vital to lamginess. The end user has to be
listened and the solution for the need is aspioelyt carefully evaluating the decision
of whether to make or buy the products offerechiodnd users.

The sourcing committee should establish a writtewrang strategy, adapted according
to the business strategy. A written sourcing styateill make the operations visible, so
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that the understanding of and commitment to thésgaad objectives will become more
concrete and thus easily achievable. As well asatieeptance of new procedures, the
commitment of the business units in different coestwill increase the motivation to
find new markets and customers.

Well defined tar gets

Creating well defined targets will ensure that tEerational level works towards a
common goal of global sourcing. Objectives are Isgtthe top management and
presented to all participants of purchasing openatin the company. These objectives
need to be measurable, such as cost savings, anydetel budgets, stock turn time,

number of new customers and sales budgets. Wheneeeled, the top management
must be ready to adjust these targets in the chgngiarkets. As successful global
sourcing can significantly improve the service legkthe case company, the targets
should be adjusted accordingly. Targets that dneeaable but demanding will result in

efficiency and commitment by the personnel involuegurchasing operations.
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7. SUMMARY AND CONCLUSIONS

As organizations today are continuously looking riesv ways to achieve competitive
advantage, global sourcing is becoming a key gji@telement to be considered as a
part of the business strategies. The developmewdrts an efficient and successful
global sourcing function has to be started fromdhmunds of procurement operations.
The foundations are built through consistent glokals of actions, related processes
and decision making in purchasing, supplier sedectand supply base and supply chain
management. The essential factor in standardiZwegmethods of work is the top
management’s commitment, comprehensive planningmaditoring of all sourcing
related transactions. The sourcing concept in ghisly was examined through global
sourcing as a significant part of the supply chdihe purchasing process is the
execution of the global sourcing decisions whioh egntralized to the global sourcing
committee.

The objective of this study was to examine thetegsversus the wanted sourcing and
purchasing structures and processes of the caspatynThe study began with a
comprehensive theoretical review based on theeeartisearch and literature of the
issues relating to sourcing and purchasing. Thpqag of the theoretical review was to
provide a comprehensive framework for analyzing amderstanding the empirical
findings from the case company. After the theoattiamework was built, the current
structures and processes relating to the souraidgparchasing activities in the case
company were modeled. The lack of coordinated sogiraperations was found in the
purchasing behavior of individual business unitse Thformation flow is not arranged
in a way that enables efficient, controlled supi@ydelivery process with an accurate
forecasting process. The next step was to creatstbnded models from the structures
and processes that can be coordinated by the giobating committee in cooperation
with other managerial levels. After modeling theaseo different situations, some
suggestions in order to narrow the gap betweerstétes were presented. As a result,
these developing suggestions were presented tdofhdevel of the case company,
which approved them as workable methods that rebd timproved in the future.

It should be noted that this study has a diffelgpproach to the sourcing issue than
most of the earlier research, as this study conmatat on the sourcing of finished
products. As the information used in this studgaliected from one company only, it is
very difficult to make any generalization from tresults received. On the other hand,
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the goal was rather to examine this one case addsblutions for the needs of the case
company than to create sweeping statements aboigshe.

7.1 Critical success factors

Efficient information systems in global coordinatiand cooperation are critical factors
in managing the global sourcing and purchasingviiets. The information systems
should include high developed technological databasd common operating systems.
As the decisions relating to the global negotiaticand the agreements with the
suppliers are centrally made, the information ideldi in these contracts needs to be
clearly communicated thorough the business unita evorld wide basis. Even if the
decision making is centralized, the operationaldigs are best managed and executed
at the local level. Occasionally using cross-fumil teams in the decision making will
fasten the flow of information and increase the Wiealge of the advantages gained
through global sourcing. Efficient information sgists will also assist in overlapping
the company’s own production and the sourced prisduc

The throughout controlling of the supply chain lmegng from the supplier and ending
to the distribution of the products, requires sabgsal amount of fluent information
flow from every participant in the supply chain.usging should be recognized as a key
function in both the supply chain management anthexcompany’s value chain. It
should be recognized as more than just a cost tigduanction, as properly organized
global sourcing can significantly add value to trganization’s other functions and to
the end user of the product.

The global sourcing function was suggested to act acoordinator combining the
volumes and products that the different busine#s ane purchasing individually. The
global sourcing should be strategically orienteegrapons and decisions which are
made in cooperation with the other managerial k| the company. The supplier
selection and negotiations are the keys to gainpetitive advantage with the sourced
products through reliable deliveries and the coitipehess of the prices. In the
coordination of purchasing operations, cross-fumai teams and committees should be
used in order to improve the information flow thgbuthe business units located in
different countries. The choice of global sourcisgot a result of one factor, but a sum
of several considerations.
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The development from an international purchasingatds coordinated global sourcing
is a process with several changes in the procedmé@sstructures of an organization.
When the individuals operating in the organizatmonfront changes, there always
exists resistance towards the new operation mddehis study, the authority of the
business units is decreased when it comes to decitie purchasing issues. The
decision making is centralized in the future, whigh evidently cause resistance on the
operational level. In order to decrease this rasist, support and commitment from the
top management is highly critical. When the top aggment can justify reasons behind
the changes and act accordingly by these statemewil fasten the implementation of
the new procedures.

In the intended model and processes, the busineiss lecome internal customers
whose needs are served centrally by the sourcimgnitiee. This situation is co-

ordinate to the process that occurs with the prisdérom the case company’s own
production. The problems that the changes in thectsiral and procedural operations
incur arise from the lack of commitment on the hass unit level. These problems are
avoidable when the global sourcing committee hamartl expressed goals and
objectives, which benefit both the company as alevland the business units in
different countries. It is extremely important tavie a well defined sourcing strategy
which includes these goals and objectives as weliha steps to be followed in all

purchasing related processes. The relation betwlersourcing committee and the
business unit level can be improved through theicoous dialectics between these two

parties. It is extremely important that the exptotes and needs of the business units
are heard.

The intended processes, comprehensively model#dsimesearch, increase the mutual
understanding of pursued purchasing proceduresselh®dels help the personnel in
business units to understand their function in tomtext of sourcing and act

accordingly. This will increase the efficiency ofrphasing process, which will

ultimately add value to the end users. The prosesaa be developed towards right
direction when the analysis is first made from therent processes. After finding a
possible gap between the current and the intentsd sf sourcing, problems and
deficiencies become visible and thus more condoeteanage.

Customer classification is the basis of sourcingcess. It is extremely important to
have systematic, comprehensive customer analysesed on the analysis, the
customers are classified firstly to segments aed tinore precisely to categories. This
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categorization has significant influence on theunoés and products that are sourced
from third party suppliers. Customer classificatioalso affect the make or buy

decision. When classifying customers, it is impatrtdhat the business units are

conducting rigorous and continuous market reseasltthe case company operates in
several countries, the personnel operating in thesatries have the best conception of
market situations, thus they have the knowledgenédke comprehensive analysis of
existing and potential customers.

Supplier selection process is a highly importantt @l successful global sourcing.
Finding a reliable, long term partner, able toifuthe needs of the end users and the
purchasing company with high quality products amdtime deliveries, is a critical
element to gain competitive advantage. The caseanynshould aspire to be a reliable,
long term partner by managing the partner relatioith the required severity. The
transactions with the suppliers are managed bydoecing committee, which aims to
create a confidential relationship with the seléceppliers.

7.2 Final implications and future research suggasti

This study aimed at answering the following quewtio“What are the current
purchasing structures and processes? How can thexssses be developed in order to
achieve the intended state of sourcing® a result, the current state and processes of
the sourcing function were described accordinchtorheetings and conversations with
the top management. These structures and processes accepted as correct
information by the case company. It was discovetet the current processes and
structures need to be changed in order to sucdlgssfiplement the business strategy
made for the coming years.

The confusing purchasing behavior of the businests us standardized through the
next step which was to create the intended modadspaocesses on the basis of the
information the researcher received from the liteeand earlier research and from the
meetings with the company’s representatives. Thedalso made take also the
company’s business strategy into account, so fleaptocesses are in line with it. In the
intended models, emphasis was on using the soumngmittee when purchasing
product x from third party suppliers. Another sigrant factor was the role of supply
chain management responsible for the overlappinth@fcompany’s own production
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and the sourced products. The supply chain managemas also a significant role in
the make or buy decision making.

The intended processes include the sourcing coeni#ts a significant factor in
coordinating and intensifying the overall purchgsof the company. The competitive
advantage through the sourced products is highbeni@able in the successful actions
carried out by the sourcing committee. As a resugiap was found between the current
and the intended state of the sourcing function. nBorow this gap, the research
suggests developmental ideas (see table 10) tmiducted in the future, in order to
achieve the ideal, intended stage of the sourcipgrations. These developing
suggestions can partially be generalized, althahgse are based on the information
and results received from one company only.

Table 10. Developing the sourcing function.

Objective I mplementation

Common product portfolio Gather the specificatiofiom the
products that the business units are
purchasing from third party suppliers.

Intense use of Advanced Planner and Optimizer Regui controlling  from  the
management level in order to receive
the forecasts on time. Controlling the
realization of forecasts.

Continuous market research Push the units for oigor and
continuous market research by setting
clear objectives and requirements.

Intranet as a tool Create a section to the intranet with well
defined, overall information from the
sourcing operations.

Global sourcing Justify the reasons in using the sourcing
committee in sourcing operations rather
than the individual business unit
purchasing.

Cross-functional teams Use different parts of the organization in
decision making in order to achieve
variety to the viewpoints.

Good communications Improve the information flow through
open communications and by using the
intranet.
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This study has concentrated on the global sourisisige as a developing process from
international purchasing towards integrated gl@oaircing. As the main point has been
to describe and model the current and future pemsesf one company, it leaves many
different suggestions for the future research aadhea of global sourcing. It would be

interesting to review more precisely the relatiopsbetween the global sourcing

committee and the business unit level, by for eXarsfudying the different conception

of the benefits and disadvantages when moving frdernational purchasing towards

global sourcing. It would also be interesting tamxne whether the global sourcing

operations have resulted in quantifiable measufide results expected by the

companies usually refer to financial savings wheakimg the sourcing decision and it

would be interesting to see whether these savirgga@ually achieved.

Furthermore, it would be useful to examine theaff®f global sourcing to the changes
in human resources on the business unit levekXample the contribution to the global
sourcing efforts. There are several studies thalremd similar factors required in
successful global sourcing. Very limited researels been made on the factors that
cause the failure of global sourcing efforts. Itulgbbe interesting to study the possible
similarities found in unsuccessful global sourcprgjects and examine the reasons and
answers to these factors.

Most of the earlier studies relate to differentdglines and patterns that should be
followed when conducting global sourcing issuegutire research of a comprehensive
implementation process with detailed steps of #netbpment towards global sourcing
would relieve many organizations’ struggles in emeg the global sourcing strategy
that is continuously increasing its popularity amonultinational corporations. It can
be said that the sourcing committee in this caseeling sourced products to the
business units and thus it would be interestingtiidy what effects this kind procedure
has. It would be interesting to study how doegpiisonnel in business units experience
this kind of an arrangement and is it possiblegfing the units as internal customers.
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